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79 12.0 1,729 410
(63) (9.6) - 32,880
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1,439 2,546 2,733
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3,208 37.3 2,690 57. 4 2,059 50. 6
253 2.9 192 4.1 166 4.1
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1,427 16.6 1,023 21.7 792 19.5
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(942) (368) (86)
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1
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2,542 14.8 2,155 20. 4 1,929 24.7
231 1.3 172 146
616 3.6 512 4. 134
12,156 70.5 6,796 64.3 4,916 63.0
1,697 9.8 938 8.9 676 8.7
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21.8 16. 2 13.5
2.1 1.4 1.2
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65 26 (59)
17,242 10,573 7,801
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2
53 1.7
2007 12 31 19. 2
2.0 2006 1.6
20012 31 18. 3 2006 12 31 13.8
2006 28
7
12 31
2007 2006 2005
16,525 40. 3 13,871 39.6 12,639 41.4
3,780 9.2 3,269 9.3 2,867 9.4
4,764 11. 6 3,548 10. 1 2,762 9.1
10,556 25.7 10,193 29.1 8,758 28.8
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1 HSBC 2003
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64.8 59./2 58.(2
27.|2 32.|2 33.|3
73.|9 71.11 72.13
42 |3 42 |3 40.8
61.3 65.6 64.4
44.8 43.7 45.5
49.3 467 49.|9
24. 09 26.1 27.]2
42.)9 42 |5 43.8
45.|1 449 43.|1
54.|3 55.9 58 .2
12 31
2007 2006 2005
95 6.3 (72) (8.4) 120 18.6
28 1.9 19 2.2 23 3.6
1,348 89.7 865 102. 2 453 70.3
20 1.3 30 3.5 48 7.5
12 0.8 4 0.5 - -
1,503 100.0 846 100.0 644 100.0
12 31
2007 2006 2005
445 259 175
518 245 17
128 71 46
216 258 187
159 (10) 121
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- 37 23 98
1,503 846 644
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1.5 2006 78
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981,548 41.7 868,133 46.6
237,366 10.1 185,205 10.0
445,968 18.9 328,147 17.6
283,000 12.0 204,806 11.0
187,854 8.0 103,702 5.6
39,689 1.7 37,335 2.0
178,841 7.6 133,430 7.2
2,354,266100.0 1,860,758100.0
_ 44,898 18,755
- 2,367 3,254
_ 59,141 45,019
- 2,222 2,028
200712 31 2006 12 31
20012 31 HSBC 2,354 2006 12 31 494 27
75
23 21
20012 31 HSBC 4 2
32 446 19
9
20012 31 446 2006 12 31 32
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4,572 33 30
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1,422 2006 12 31 1,150 24
19
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10 HSBC 5 2008
2006 1.4 27 2006
HSBC
2006 0. 4
12 31
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1 1
120, 346 100, 860
8,172 8,172
(898) (1,062)
425 (126)
(1,918) (1,156)
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(689) (54,369) (903) (71,256)(1,121)(88, 458)

(6,003)(473,697)(5,927)(467,700)5,935) 468, 331)
(718) (56,657) (710) (56,026) (508) (40, 086)
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3,631 286,522 3,293 259,851
14,209 1,121,232 10,588 835,499
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460 36,299 975 76,937
(115) (9,075) (82) (6,471)
8,134 641, 854 7,789 614, 630
28,942 2,283,813 28,942 2,283,813
246 19,412 337 26,593
246 19, 412 (121) (9,548)
(10) (789) 30 2,367
482 38,035 246 19,412
2,111 166,579 1,535 121,127
(751) (59, 261) (623) (49,161)
29 2,288 58 4,577
818 64,548 1,143 90,194
(239) (18,859) (2) (158)
1,968 155, 295 2,111 166,579
936 73,860 650 51,292
245 19,333 286 22,568
1,181 93,193 936 73,860
3,631 286,522 3,293 259,851
10,588 835,499 9,501 749,724
9,499 749,566 7,139 563,338
(10,241) (808,117) (8,769) (691,962)
4,354 343,574 2,528 199, 484
16 1,263 157 12,389
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(12) (947) (8) (631)
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(5,133) (405,045)(4,440) (350, 360)
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928 3,726 1,766 188 8,608
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57 (54 20 23
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72 1,688 4485 9 2,209
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2 191 (11 182
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10,944 7,304 6,819
10,4209 9,192 5,001
(50,876) (38, 158) (26,627)
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1
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1
5.8 3.3 3.3 4. 3 7.3 7.3 n/ a
3.45 n/ a n/ a 5.02 n/ a n/ a n/ a
6.55 2.5 n/ a 3.75 9.6 5.0 2014
5.8 3.3 3.3 5.05 n/ a n/ a n/ a
7.88 3.5 2.0 4.5 6.0 6.0 n/ a
10. 75 4.5 4.5 4.5 10.5 5.5 2017
5.5 2.0 2.0 3.0 6.0 6.0 n/ a
5.43 2.5 n/ a 3.86 9.0 4.9 2012
3.3 1.5 n/ a 2.38 n/ a n/ a n/ a
5.5 2.0 2.0 3.0 n/ a n/ a n/ a
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5.1 3.0 3.0 4. 75 n/ a n/ a n/ a
8.0 3.5 2.0 4.0 6. 75 6. 75 n/ a
10. 75 4.5 4.5 4.5 11.0 5.5 2016
4.5 2.0 2.0 . 0 6.0 6.0 n/ a
5.19 2.5 n/ a 3.47 . 9 4.9 2012
2.25 1.5 n/ a 2.25 n/ a n/ a n/ a
4.5 2.0 2.0 3.0 n/ a n/ a n/ a
2005 12 31
2006
1
4.75 2.7 2.7 3 .27 6.7 6.7 nl/ a
4. 2 n/ a n/ a 5.0 n/ a n/ a n/ a
5.7 5 n/ a 3.75 10. 4 5.0 2013
4. 75 2.7 2.7 4. 45 n/ a n/ a n/ a
8.90 3.75 3.75 4.5 7.3 7.3 n/ a
11. 75 5.5 5.5 5.5 12.5 6.5 2016
1 2.0 2.0 3.0 . 0 6.0 n/ a
5.25 2.5 n/ a 3.0 7. 3 4.5 2009
2.25 1.5 n/ a 2.25 n/ a n/ a n/ a
4.0 2.0 2.0 3.0 n/ a n/ a n/ a
2 2005 3.2 3.7
AA

2007 12 31 65
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65 45 65 45
PA9™2 20. 4 21. 7 23. 4 24.6
n/ a n/ a n/ a nl/ a nl/ a
RP2000 19.1 20. 6 21.1 22.0
PA9%® 21.9 23.0 24. 8 25. 8
EMSSA-97 16. 5 16. 5 19.9 19.9
RP200O 19. 1 20. 6 21.1 22.0
TGOOS5 22.9 25.7 26. 4 29. 3
UP9 €£2015 urP949.0 19.0 21. 6 21.
c2027 and20. 0and20. 0and22. land22. 1
UP9€2025 19. 8 19.8 22.0 22.0
BV@O0OO0S5 % 17.9 17.9 21. 0 21. 0
He u b e2c0k0 5 G 18. 1 20. 8 22. 2 24.9

65
65

65 45 65 45
PA9™2 20. 3 21.6 23. 3 24.6
n/ a n/ a n/ a n/ a n/ a
2005 RP2000 18. 7 18. 7 20. 9 20. 9
PAQ?2 20. 3 21. 6 23.3 24.6
GAMS8 3 16. 6 16. 6 16. 6 16. 6
RP20DfMp 2006 18. 9 20. 5 21.0 21.9
TGOOS5 22. 8 25. 6 26. 3 29.1
UP9€£2015 UP9419. 0 19.0 21. 6 21. 6
c2027 and20. 0and20. 0and22. 1and22. 1
UuP9€2025 19. 8 19. 8 22.0 22.0
EVKzOOOBVGZOOOané177..68an3177..68 an§201..41an§201..41
He u b e2c0k0 5 G 18. 1 20. 8 22.2 24.9
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(20) (20)
20 22
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1 1
7,768 7,116
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. -
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572 2006 188 20 (
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248 2006 273
63 2006 14
44
(UK)
2007 2006 2007 2006
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37 28
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1,211 1,169 486 421
1,058 240 211 193
471 240 199 160
587 12 33
37 28
29 157 203
(632) (696) (467) (343)
(4)
(17) (14)
451 2,478 245 276
1231 22,704 20,587 7,768 7,116
2007 12 31 1,883 2006 1,
2008 671
2013
2008 20009 2010 2011 2012 2017
(UK) 712 726 770 801 853 5,419
446 448 467 504 548 3,084
( UK)
2007 2006 2005 2007 2006 2005
454 456 383 347 304 283
1,247 1,055 981 398 366 333

(1,211)(1,169) (954) (486) (421) (401)
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(808) (3,745) (3,191) (4,883)

( (64) 540 70 401
29 1,623 506
2,459 (570) (2,038) (1,357)
( ) 2,424 (30) (345) (450)
2007 2006 2005 2004

(8,873) (7,916) (7,102) (6,501)

7,768 7,116 6,356 5,823
(1,105) (800) (746) (678)
(354) (167) (113) (42)
157 203 78 3
(121) (44) (393) (243)
Fe) (318) (8) (428) (282)
2007 12 31 563

1,543

42
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146 133
13.0 44 14.5 40
7.9 102 8.5 93
(1,038) (1,106)
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25 19
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(2)
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49 41
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1231 146 133
2007 12 31 2006 10
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2008 2009 2010 2011 2012 2017
50 52 54 56 58 309
2007 2006 2005
25 19 18
67 6 4 63
(13) (11) (10)
(4) (1) (13)
(42) (8)
(1)
33 62 58
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146 133 107 79
(892) (973) (897) (903)
I ( ) 15 (12) 19 (15)
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2007 2006
308, 286 273,507
137,682 54,640
445,968 328,147
16, 439 21,759
178, 834 155, 447
51, 476 27,1409
246, 749 204, 355
100, 440 52,006
98,779 71, 786
445,968 328,147

2007 2006
17,335 8, 348
11,607 6,176
5,517 8, 759
80, 268 70, 747
20,479 15,781
60, 067 67, 395
51, 476 27,1409
246, 749 204, 355

818 36, 153
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34 115,593 50,092 165,719

16, 405 63,241 1,384 81,030

16,439 178,834 51,476 246,749

1,373 112,403 25,337 139,113

20, 386 43,044 1,812 65, 242

21,759 155,447 27,149 204, 355

6,977 2006 4,309
2007 2006
80, 476 41,475
8,227 4,655
8,259 4,727
3,478 1,149
100, 440 52,006
2007 2006
51, 543 32,869
24, 2514 18,5091
6,216 9,998
16, 766 10, 328
98,779 71, 786
97,492 2006 71,680

2006 269 20
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2006 44
2007 2006
181 133
21,150 9,449
20, 047 10,602
41,378 20, 184
178 236
8 153
41,564 20,573
2007 2006
252 92
788 1,359
314 216
4,427 2,131
8,114 274
7,436 5,510
20, 047 10,602
41,378 20, 184
14,401 2006 2,438

50 8,659 15,449 24,158
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131 12,4091 4,598 17,220
181 21,150 20, 047 41,378
20062 31
! 133 4,939 9,212 14,284
4,510 1,390 5,900
133 9,449 10,602 20, 184
1 1,502 2006 1,014
18
20012 31
52,018 3,490 55,508 50,608 371 50,979
83,982 1,759 85,741 83,374 2,013 85, 387
20,229 1 20, 230 19, 458 19, 458
25,268 25, 268 26, 247 26, 247
1,107 1,107 1,322 1,322

182,604 5,250 187,854 181,009 2,384 183,393

187,854 183, 393
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30, 648 2,399 33,047 28, 837 3914 29, 231
52,664 1,551 54,215 52,927 1,287 54,214
10, 767 10, 767 11,647 7 11,654
8,237 8,237 8,611 8,611
1,304 1,304 1,636 1,636
103,620 3,950 107,570 103,658 1,688 105, 346
(3,868) (3,868)
103, 702 101, 478
1231
2007 2006
2,381 2 1,557
279 42 4 2 177
2,660 41 1,599 177
| AS 39
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123,041 65.5 2006 67,
65. 2 46, 789 24.9
26,811 25. 9
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2007 2006 2007 2006
3,243,738, 182,00512,790 9,869
10,672,991843,601 7,804 5,304

286,927 207,016

1,893,8012, 109, 828

33,188 30,532

16, 130, 61236, 372, 98220, 594 15,173
1,893,802 2006 1,109, 828

926, 794 2006 540, 229
2006 569, 599

248
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2007 2006

214 252

384 283

(85) (59)
(83) (226)

(121) (53)

4 17

(7)
306 214
20012 31 20062 31

21,641 3,116 21,765 2,985
248,134 34,897 201,635 24,279

24 30
269,775 38,037 223,400 27,294
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20012 31 20062 31
163 65 28 113
171 338 173 195

1 7
335 403 201 315
2007 2006
(186) 8
205 8
19 16

20012 31 20062 31
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3,327 306 2,371 281
1,588 1,675 1,378 1,083
4,915 1,981 3,749 1,364
90,575 78,215 36,952 227

(89,891)(77,389)(68,189) (5, 955)

684 826 (31,237)(5,728)

61,649 51,471 22,271 496

(96,852)(91,868)(60,712) (8, 093)

(35,203)(40,397)(38,441)(7,597)

77 2006 122

450
1,204 2006 995

2006
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2007 2006

271,126 197,055

11,874 7,751
283,000 204,806

2007 2006

30,104 30,104 25,313 25,313
30,104 30,104 25,268 25,268

45 45
240,302 240, 688 171,196 171, 498
230,534 230, 534 161, 870 161, 870
9, 768 10, 1p4 9, 32¢ 9, 628
12,594 12,594 8,297 8,297
12,5p4 12,5Pp4 8,297 8,297

283,000

283,386 204,806 205,108
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6, 799 6,831
5,709 5,732
14,732 14,533

757 749
3,941 3,942
60, 109 60, 320
66, 172 65, 962
112, 969 112, 723
8,405 12,594
279,593 283,386
10, 219 10, 203
6,004 5,968
14,010 13,799
7,515 7,502
1,085 1,080
37,828 38,198
26, 752 26, 750
93,217 93,311
6,295 8,297
202,925 205,108
9,015 8,997
4,173 4,173
16, 099 15,889
7,658 7,740
4,429 4,408
34,623 34,853
2,893 2,889
96, 018 96, 055
6,414 7,519
181, 322 182,523

142,863 2006 86,649
2006 86,596
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20012 31
1,062 107,059 3,399 3,301 114,821
29,042 123,475 6,369 9,293 168,179
30,104 230,534 9,768 12,594 283,000
20062 31
1,861 45 58,216 3,590 2,937 66, 649
23,407 103,654 5,736 5,360 138,157
25,268 45 161,870 9,326 8,297 204,806
2007 12 31 3,469 2006 3,
2,066 2006 1,
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1231
2007 2006
80,979 63, 932
76, 306 55,145
10 34,175 12,015
10 48,842 40,104
240,302 171,196
80, 498 63, 382
74,279 53,497
10 30,607 8,827
10 45,150 36,164
230,534 161,870
481 550
2,027 1,648
10 3,568 3,188
10 3,692 3,940
9,768 9,326
2007 12 31
10 10
111 3.43 164 3.86 1 6. 86
320 3.27 76 3.56 84 4.84 4,700 5.20
404 3.23 550 5.53 1,254 3.43 10,663 5.35
48
185 2.99 78 3.07 186 4.90
21,3405.47 13,7255.58 3,657 3.91 2,453 4. 26
6,781 5.57 13,6255.46 17,4755.62 28,2925.65
51,187 5.00 41,092 4.31 7,025 4.92 5,836 5.14
80,376 69,310 29,682 51,944
80, 498 74,279 30,607 45,150
10 10
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2 5.80 35 5.71 33 4. 48 67 5.08
1 7.80 3 7 8.16 518 6. 41
7.08 69 6.03 1,784 5.89
21 4.76 8 4.82
100 4.86 147 5. 44 75 4. 26 616 7.08

378 3.95 1,813 4.74 3,384 4.55 699 4. 95

481 2,027 3,568 3,692
481 2,027 3,568 3,692

2007 12 31

SPE

2007 2006

126,534 126,111 67,558 66, 127

24,087 23,304 12,908 12,469

150,621 149, 415 80, 466 78,596
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1231
2007 2006
17,713 20, 095
598 599

299 306
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SABB

1 2007
2 2007

SABB

10

31
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20012 31

oOoOooodn

20062 31

3,957 12,992 2,710 11,065
69 206
683 4,538
3,790 13,232 2,037 6,825
5 101
1,082 5,719 978 4,700
9,586 36,788 5,725 22,590
20012 31
PRG 19.01 45,804
18.68 24
PRC 12.785,000
PRCG 16.78 7,345
32.50 190
40.00 > 750
24.64
81
32
46.51
14 44 2.521,308
13.95 100
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. 20.00
1
2
3 62.14
4 1
7,747 2006
4,747
2007 12 31
469 2006 279
2007 2006
100,799 83,0096
94,178 77,446
5,568 5,521
1, 466 823
2004
2005 31
12 31 2007 12 31 20

30 12 2007 10 2007 12
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( 100
40
2006
2007 10
15
2007 10 2007 12
14. 44
2007 13.95
2007
20012 31
60 50
UK 50 10
2006
60 40
2007 2006
448 125
76 107
397 98

197/764

46 87
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339 102

302 79
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20012 31

2006

20062 31

2007

cCGu
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2007
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15,234 124 325 12,527 4,262 32,472

42 6 143 191

(43) (12) (55)
1,516 19 46 120 1,701

(5) (51) (56)
16,744 124 350 12,561 4,474 34,253
13,777 120 270 12,424 2,634 29,225

29 34 55 1,608 1,726
1,428 4 25 20 1,477

(4) 48 44
15,234 124 325 12,527 4,262 32,472
2006 2005
2007 CGuU
CGuU
GDP
cGu
CGuU
CGuU CGU
CGU
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CGuU
2007 12 31

CGU

CGU
CGU
2007 2006
2007 2006
4,197 10. 3 5.2 4,149 10. 6 5.0
3,045 10.1 4. 6 2,948 10. 2 4.5
4,694 10.0 3.8 4,417 10.0 4.2
3,894 10.1 4. 4 3,792 8.2 4.5
10,16012. 3 4.0 10,16910.0 5.8
2,781 16. 4 7.8 1,753 16.0 8.2
ceu 28,771 27,228
2007 4, 254 CGuU

cGu
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)
1231
PVIF

1 HSBC 2007
PVI F
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PVI

201/764

OooooOodd
2007 2006
1,549 1,400
380 254
390
(204) (203)
(150) 98
1,965 1,549
PVI F
2007 2006
1
.30 3.51 4.26 .30 3.73
.00 11.00 8.00 .00 11.00
.40 3.00 2.00 .40 3.00
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PVI

2007

20012 31

2007

20012 31
200712 31

2006

20062 31

2006

20062 31
20062 31

1 2007 12

31
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57 1,078 2,871 645 1,655 179 6,485
124 587 104 140 6 961
4 4
(7) (21) (6) (2) (36)
6 81 38 83 1 209
(59) (6) (10) (19) (94)
63 1,202 3,473 760 1,866 165 7.529
(21) (619) (1,772)(426) (320) (13) (3,171)
(20) (108) (327) (120) (209) (21) (805)
(3) (3)
18 6 1 25
(3) (51) (25) (17) (96)
3 (14) 4 (1) (8)
(44) (724) (2,167)(549) (541) (33) (4,058)
19 478 1,306 211 1,325 132 3,471
43 979 2,094 295 1,034 373 4,818
99 5809 70 96 3 857
15 6 195 114 330
(3) (21) (1) (25)
(71) (71)
(1) 150 17 28 39 233
41 278 373 (349) 343
57 1,078 2,871 645 1,655 179 6,485
(15) (560) (1,301) (170) (173) (24) (2,243)
(7) (59) (345) (107) (137) (36) (691)
(25) (3) (56) (84)
20 20
71 71
1 (97) (13) (1) (4) (114)
(4) (153) (24) 51 (130)
(21) (619) (1,772) (426) (320) (13) (3,171)
36 4509 1,099 219 1,335 166 3,314
47 2006 23

202/764
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2007

20012
200712
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31
31
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1 2 3
5,331 1,936 2,574 9,702 5,923 25,466
6 8 4 78 397 1,429 132 2,720
93 93
25 21 106 152
(256) (37) (117) (542) (129) (1,081)
(446) (596) (82) (160) (1,284)
(5) 5
237 1 49 450 128 865
(967) 40 (76) 78 (925)
4,701 1,438 2,856 10,957 6,054 26,006
(342) (168) (723) (5,974) (1,835) (9,042)
(93) (37) (167) (1,192) (205) (1,694)
41 7 95 4609 115 727
73 23 3 67 166
(26) (5) (3) (34)
14 14
(18) (1) (19) (282) (38) (358)
7 1 (10) (88) (1) (91)
(344) (175) (826) (7,003) (1,964)(10,312)
4,357 1,263 2,030 3,954 4,090

15,694

203/764
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2006
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20062
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31

31
31
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1 2 3
4,828 2,235 2,265 8,639 4,964 22,931
376 24 253 1,473 274 2,400
1809 17 55 1 262
6 4 77 23 164
(407) (421) (66) (972) (28) (1,894)
(38) 38
287 102 65 633 474 1,561
(6) (43) (21) (126) 238 42
5,331 1,936 2,574 9,702 5,923 25,466
(252) (132) (604) (5,418) (1,319)(7,725)
(85) (46) (131) (1,075) (177) (1,514)
30 2 59 915 89 1,095
1 (1)

(28) (8) (40) (401) (190) (667)
(7) 15 (6) 5 (238) (231)
(342) (168) (723) (5,974) (1,835)(9,042)
4,989 1,768 1,851 3,728 4,088 16,424

13 2006 11
397 2006 450
422 2006 425
1,011 2006
2007 2006
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1,277 (351) 1,026 (315)
294 218
(117) 94 (67) 47
(123) (35)
(3)
43 (10) 63 (37)
(7) (281) 37 (8)
1231 1,490 (671) 1,277 (351)
926

1231 819
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2007 1,533 174 242 1,949
93 93
287 287
25 21 106 152
(3) (3)
(61) (5) (48) (114)
(2) 4 2
27 1 (1) 27
! (976) 16 (87) (1,047)
200712 31 925 205 216 1,346
2006 1,438 477 255 2,170
179 179
6 4 77 23 164
(178) (371) (8) (557)
42 12 54
! (12) (21) (28) (61)
20062 31 1,533 174 242 1,949
1
12 31
25
42 2006
153

2006 61 2007

206/764
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2006

22
2006 144

2007 2006 12 31

2007 12 31
387 2006 470 18 2006 5 ¢
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UK

UK
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oOoOooodn

100
100
100
100
70. 03
100
99. 99
100

100

100

78.60

100

62. 14
100

100

100

100

PRCE 100

94.53
100

100

100

208/764

109

37

265

652

36

797

380

94

1,363

9,559

22,494

o

, 000

I

, 073

431

30
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100 1,225
100
100 3,038
100 2
99 99 1,792
100 2,147
99 99 4,272
100.00 315
1
2
3 28
32 37
30
12 31
2007 2006
50 SPE
2007
38.8 !
2006
38.8 !

50 SPE
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SPE
2007
7. 4
5.3
33.3
9. 3
5.8
5.2
8.2
6.0
5.5
9.1
21. 6
2006
5.3
6.1
5.7
6.9
8.7
6.0
6. 2
9. 4
20. 4
50 SPE
SPE
SPE SPE
50 SPE

2007

210/764
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2007 26
l . A. R.D.
50.01 100
304
17

7,684 7,684
50 50
94 94

11,211 11,211
390 390
93 93
257 257
81 81
(1) (1)
(72) (72)
(15) (15)
(143) (143)

(1, 434) (1, 434)

(17,478) (17, 478)
(74) (74)
643 643
(322)
(17)
304

211/764
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2007 2006
9, 2414 3,145
2,804 1,826
30 1,315 1,769
12,248 9,577
13,882 13,506
39,493 29,823
2007 2006
2 25
2,502 1,149
111 13
185 634
4 5
2,804 1,826
12
2007 31
( ) 1,090 2,154
43.5 87 20
RPI
2.5
810 1,601
2007
11 30 2008 11 30
280 553 2007 31

212/764
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31

2007

12

31
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26

27

28
32

32

2007 12 31
2006 1,257
1,619

32

2007 12 31
2006 551
548
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2007 2006
58,940 32,040
102,710 89, 166
44,684 34,115
108,246 71,287
314,580 226,608
2007 2006
7,724 577
16,053 13,278
38,587 33,167
22,831 18,503
4,744 4,686
89,939 70,211
648
2007 12 31
2006 1,535
2007 2006
14,496 9,839
4,187 4,231
18,683 14,070
130

2007 12 31

2006 335

214/764
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2007 2006
221,767 203,404
108,083 94,203
329,850 297,607
26 (44,684) (34,115)
27 (38,587) (33,167)
246,579 230,325
12 31
2007 2006
8.375 2007 100
1.14 3.99 2008 20009 115 195
4.00 4.99 2008 2010 1,409 1,730
5.00 5.99 2008 2012 13,002 6,096
6.00 6.99 2008 459
7.00 8.99 2008 2025 521 313
0.01 3.99 2008 2066 28,322 17,326
4.00 4.99 2008 2046 20,9009 17,7509
5.00 5.99 2008 2024 18,511 34,191
6.00 6.99 2009 2033 15,400 16,196
7.00 7.99 2008 2032 4,037 6,692
8.00 9.99 2008 2017 1,666 1,665

10.00 2008 2017 867 399
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105, 218 102,662
1.00 9.99 2008 2017 47,404 23,212
FHLB 5.00 5.99 2008 2036 5,500 5,000
2.16 9.99 2008 2049 56, 244 63.504
109, 148 91, 716
770 379
6,631 8,647
7,401 9,026
221,767 203, 404
29
2007 2006 2007 2006
3,548 966
49 703 707
1,393 1,507 1,393 1,507
12, 248 9,577
17,121 15,262 12 10
35,013 28,019 1,405 1,517
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1,279 (181) 1,098
1,063 (380) 683
420 (49) 371
92 (43) 49
2,854 (653) 2,201
14,370 (605) 13,765
18,983 18,983
6,399 (57) 6,342
39,752 (662) 39,090
42,606 (1,315) 41,291
1,262 (176) 1,086
9409 (355) 594
460 (58) 402
268 (76) 192
2,939 (665) 2,274
11,026 (1,046) 9,980
20 20
3,685 (58) 3,627
14,731 (1,104) 13,627
17,670 (1,769) 15,901
| FRS
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2007
UPR
1,262 (176) 1,086
UPR (2) 22 20
1,853 (385 1,468
(1,855) 407 (1,448)
19 (27) (8)
1,279 (181) 1,098
1,409 (413) 996
949 (355 594
460 (58) 402
(1,017) 207 (810)
1,035 (189) 846
64 18 82
(8) (52) (60)
1,483 (429) 1,054
1,063 (38D 683
420 (49) 371
92 (43) 49
2,854 (653) 2,201
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2006
UPR
1,346 (202) 1,144
UPR (122) 48 (74)
1, 874 (450 1,373
(1, 9KP) 499 (1, 4h7)
38 (22) 16
1231 1,262 (176) 1,086
1,296 (465) 831
87 2 (336 537
42 4 (13D 294
(889) 228 (661)
680 (147) 533
219 (24) 195
103 (5) 98
1231 1,409 (413) 996
949 (356 59 4
460 (59) 40 2
268 (76) 192
2,939 (665) 2,274
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11,026 (1,046) 9,980
(940) 1609 (771)
3,377 349 3,726
702 702
205 (77) 128
14,370 (605) 13,765
20 20
(1,080) (1,080)
2,188 2,188
16,406 16, 406
1,449 1,449
18,983 18,983
3,685 (58) 3,627
(790) (45) (835)
2,886 (1,120) 1,766
339 339
279 1,166 1,445
6,399 (57) 6,342
39,752 (662) 39,090
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2006
8,360 (807) 7,562
(814) 154 (660)
3,021 (208) 2,813
450 (185) 265
11,026 (1,046) 9,980
9 9
6 6
5 5
20 20
2,895 (69) 2,826
(495) 9 (486)
1,146 11 1,157
139 (9) 130
3,685 (58) 3,627
14,731 (1,104) 13,627
2007 2006
1,763 1, 436
1,307 652
1 54
(986) (379)
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2002
() 391
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2007 2006
24,819 22,672
19,308 17,296
5,511 5, 376
27,575 23,189
22,8381 18,503
4, 744 4, 686
52,394 45,861
18,931 14,271
33,463 31,590
52,394 45,861
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2007 2006

18,931 14,271

1,400 2,018 1,918
5.3687
700 , 1,404 1,374
5.844
1,350 ) 1,335 1,336
9.547
1,200 1,207 1,205
600 4.75 2046 1,186 1,160
800 2018 1,176 1,052
4.61
1,250 . 1,130 1,158
5.13
750 ) 1,039 1,011
1,000 4.625 2014 1,001 998
500 ) 996 982
8.208
1,000 5.911 2’035 992 991
1,000 5.875 2034 990 1,048
500 5.375 2033 931 1,043
500 4. 75 2020 931 942
900 900 900
10.176
600 4. 25 2016 881 801
8.03
600 . 878 790
750 750 750
350 2017% 712 675
500 2020 676 658
350 5 20 2°3 672 687
750 5.625 2035 653 685
350 ) 652 701
5.375 2’630
300 6.5 2023 598 585
300 , 558 599
5.862
500 500 501
500 6.00 2017 498
450 2018 448 448
225 6.25 2041 447 438

400 4.80 2022 389
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300 7.65 2025 359 373
608
2008 341 285
300 6. 95 2011 325 326
300 301 300
300 201 ¥ 299
500
2016 281 234
250 5.875 2008 248 243
250 7.20 2097 218 217
200 4. 94 2021 207 169
200 7. 75 20009 202 205
200 7.808 2026 200 200
200 8. 38 2027 200 191
200 6.625 20009 199 197
150 8.625 304
200 7.53 2026 209
200 3,535 2,701
33,463 31,590
52,394 45,861
10. 176
1 (a)
2 (b)
3 2016 800 450 2011
2011 0.5
4 2015 11 LIBOR 1.926
5 4. 75 2020 2015 LI BOR 0. 82
6 4. 25 2011 LI BOR 1.05
7 2017 2012 5. 75
1.70
8 2020 2015 0.5
9 5.00 2023 2018 1.80
10 5.375 2030 2025 11
LIBOR 1.50
11 2017 2012 0.5

225/764



EDINETOOOO
O00oDOo0ooOoooooo0ooo0oooOooE27071)
oOoOooodn

10
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2048 11 20409 (i i
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2007 2006
8,544 8, 423
18, 683 14,070
27,227 22,493
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2,000 2012 2,905 2,648
2,500 6.5 2037 2,495
2,000 6.5 2036 2,058 2,056
900 6.375 2022 1,858
1,000 5.375 2012 1,488 1,394
1,400 5.25 2012 1,413 1,401
650 5.75 2027 1,262 1,365
1,000 7.5 2009 1,077 1,088
700 3.625 2020 922 888
750 20186 750 750
750 2015 750 749
250 9.875 2’018 619 637
488 7.625 2032 6009 609
300 5.5 2009 457 418
222 7.35 2032 268 268
18,931 14,271
1,400 5.3687 2043
2,018 1,995
1,350 9.547
2040 1,335 1,332
1,250 4.61 2043
1,130 1,187
750 5.13 2044
1,039 1,049
500 8.208
2040 996 974
900 10.176
2040 900 900
600 8.03
2040 878 785
8,296 8,222
27,227 22,493

228/764




EDINETOOOO
O00oDOo0ooOoooooo0ooo0oooOooE27071)

oOoOooodn
2014 2015 2016 20009 2010
6. 375 2022 2017 10 LI BOR 1.3
2017 10
3.625 2020 2015 LI BOR 0. 93
2015
. 875 2018 20183 9.875%

2013 1998
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20012 31

209,339 222,678 13,951 445,968
28,565 12,694 305 41,564
8,132 175,493 4,229 187,854

77,045 187,677 8,510 273,232

232/764



EDINETOOOO
O00oDOo0ooOoooooo0ooo0oooOooE27071)
oOoOooodn

140,629 167, 967 5,984 314,580
37,709 52,230 89,939
8,879 171,444 3,070 183, 393

20062 31

166, 515 158, 379 3,253 328,147
16,277 4,136 160 20,573
4,903 97,490 1,309 103,702

60,948 128, 286 6,201 195, 435

102,758 120, 866 2,984 226,608
30, 846 39, 365 70,211

7,248 92,865 1,365 101, 478

2007 12 31
2006 12 31
2007

2006 12 31
2007 12 31
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491 (195)
9 (5)

2,660 2,660
346 2,676 3,022
18, 683 18, 683

44 44
1,599 1,599
299 3,315 3,614
14,070 14,070

177 177
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981,548 951,850 868, 133 864, 320
45 45

9,768 10, 154 9,326 9,628

132,181 132,165 99,694 99,691
1,096, 1410, 095, 727896, 834 896, 429
246,579 243,802 230,325 231,189

24,819 23,853 22,672 22,468

2007 2006
14 14
634 630
27 27
2007 2006

452,275 450,010 392, 499 392, 806
89, 638 89,908 84,282 84,6509
101,852 101,860 77,574 77,429
289,860 262,123 277,987 273,903

47,923 47,949 35,791 35,523

981,548 951,850 868, 133 864, 320

430 431

2007 2006
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20012 31

5,752 35,812 41,564
222,674 14,692 237,366
438, 246 543,302 981,548
103, 492 179,508 283,000

24,087 6,390 30,477

794, 251 779,704 1,573, 955

124,475 7,706 132,181
1,066,148 29,992 1,096, 140
6,217 83,722 89,939
143,651 102, 928 246,579
33,056 4,352 37,408

341 24,478 24,819

1,373,888 253,178 1,627,066

20062 31

3,735 16, 838 20,573
179, 240 5,965 185, 205
360, 191 507, 942 868, 133
87,848 116, 958 204,806

20, 833 6,422 27,255
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651, 847 654,125 1,305,972

89,043 10,651 99,694

871,881 24,953 896, 834

1,410 68, 801 70,211

111,622 118, 703 230, 325

25,938 2,197 28,135

326 22,346 22,672

1,100,220 247,651 1,347,871
189,081 2006 147,512

20012 31

7,371 9,871 17,242
346 2,676 3,022
21 21

7,738 12,547 20,285

1,906 1,063 2,969

18, 683 18, 683

1,397 8 1,405

8,544 8,544
3,303 28,298 31,601

20062 31

6, 886 7,570 14, 456

3,614 3,614

25 25
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6,911 11,184 18,0095
301 2,799 3,100
14,070 14,070
1,507 10 1,517
8,423 8,423
1,808 25,302 27,110
35
256
2007 2006
24,527 18, 562
23,985 21,202
10,892 5,678
5,247 4,536
4,635 4,461
4,136 3,284
4,007 2,684
2,699 1,575
2,657 2,495
UAE 2,182 1,647
1,796 970
1,282 769
1,044 876
940 692

459 213

242/764



EDINETOOOO
O00oDOo0ooOoooooo0ooo0oooOooE27071)

Ogoooood

432 411

! 404 286
392 325

384 305

382 299

375 162

370 211

331 57

325 148

300 338

270 269

221 155

214 189

202 86

197 150

169 158

148 106

140 114

116 92

114 92

106 90

100 686 514

96, 766 74,201
750 2006 750

2,426 2006 1,988
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1231
2007 2006
7,200 6, 480
7,389 934
78,7565 63, 956
219, 956 106, 652
19, 257 11,634
3,933 390
336, 490 190, 046
188,008
135, 998
2007 2006
4,775 4,026
2,481 2,550
7,256 6,576
2007 2006
6. 36 559 559
= 518 518

244764



EDINETOOOO
O00oDOo0ooOoooooo0ooo0oooOooE27071)

OoOoOoOoOodno
374 Iet 374 374
374 H 6. 50 374 374
175 ol 178 150
175 o 178 150
D 25
150 ] 150 150
150 6 150 150
125 125
A B

2,481 2,550
1 B 2010 24
2 F 2010
3 G H 2011

2011
4 C D 2010 30
2010 12 31

5 1999
6 2007 10

2007
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0.50
2007 2006 12 31
0.01 10
0.01 10
2007 2006 12 31
301,500
2007
20012 31
2006
8§.875
20062 31
0.01
2007 2007 12 31
2006 2006 12 31
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15,000
0.01 10
301,500
2007 2006
5,915 5,786
11,572,207, 735 5,786
685, 005
32,620,922 17
223,538,655 112
11,829,052, 317 5,915
11,333,603,942 5,667
3,424,742 2
643,520
75,956, 784 38
158,578,747 79
11,572,207, 735 5,786

1,450,000

1,450,000
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FSA
FAS 2010 12 16
301, 500 2006 2007
10
10
20012 31 240,726, 7208 2015 5.3496-9.642
12,839,412008 2013 103.4401-108.4483
823,4722008 2013 10.4217-11.0062
6,324,92®008 2013 13.3290-14.7478
20062 31 269,423, 02007 2015 5.0160-9.642
6,661,998007 2012 103.4401
270,473 2007 2012 11.0062
2,932,10@®007 2012 13.3290-14.1621

200%2 31 341,281,5£2m006 2015 2.1727-9.642
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2000
13
2007
280, 850 2006 445,115 3,65
2001
2006 5,786, 495 2007
2006 2006 20
2007 12 31 2001
11,665, 278
2006 15,316, 328
20012 31 1,007,0312008 2010 73.50-142.50
20062 31 1,287,8812007 2010 37.05-142.50
20052 31 1,732,9962006 2010 35.52-142.50
313 314
1.83
2007
61, 880 2006 194,804
113, 234 2006 356, 472 2001 CCF
2007
2007 2007
2006 2007
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8,819 2006 6,
16, 137 2006 10, 980 2007 12 31
2006 8,819 2007 12 31
340,976 2006 402, 856 2007 12 31
955, 952 2006 1,085, 323
20012 31 340,976 2008 2012 10.84-22.22
20062 31 411,675 2007 2012 10.84-22.22
200%2 31 612,479 2006 2012 10.84-22.22
2001
3.46 2007
2006 163, 36
2006
565,151 2001 CCF
2007 12 31 2001 CCF
2006
2007 12 31
20062 31
200%2 31 169, 416 2006
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2003
2.675 2007
5,370,104 2006 10, 484, 937
4,602,172
2006 9,781, 228 2003
2007 399, 823 2
300, 555 2007 12 31 2003
1,856,417 2006 3,226,
ADS 196, 455 2006 198, 665 ADS
20012 31 21,728,012008 2012 0-21.37
20062 31 27,497,932007 2012 0-21.37
20052 31 38, 107,932006 2012 0-21.37
8.875
2006 15 25
2006 15
2.6041 2007

2006 1,315,140
2006 3,424,742

20012 31

20062 31

250/764



EDINETOOOO
O00oDOo0ooOoooooo0ooo0oooOooE27071)

oOoOooodn
200532 31 1,315,140 2006 8.00-9.60
2004
40
2007 377,046
2006 529, 233 2004
2007
11,228 2006 126, 854
2007 12 31 2004

1,889, 903
2006 2,266, 949

20012 31 2,322,0942008 2013 7.04-18. 35
20062 31 2,710,368007 2013 7.04-18.35
2005352 31 3,366,4552006 2013 7.04-18.35
2007 12 31 2000

417,044,591
2006 435,602,017 2007 12 31

149, 423, 898
2006 133,346, 569
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2007
1 2 4 3
3
5,786 7,789 65,397 2,005 (101) 4,307 2,111 21, 058108, 3526,576114, 928
17 460 - - - - - - 477 - 477
. 112 (115) 4,354 - - - - - 4,351 - 4,351
- - 19,133 - - - - - 19,1331,822 20, 455
- - (10,241) - - - - - (10,241)(788)(11,029)
- - (510) - - - - - (510) - (510)
- - 372 - - - - - 372 - 372
- - 2,234 - - - - - 2,234 (67) 2,167
- - 5,459 291 (28) 26 - - 5,748 198 5,946
- - - 526 616 - - - 1,142 239 1,381
3 - - - (1.718§1,899) - - - (3.612) (14) (8,6286)
- - 758 - - - (751) - 7 - 7
- - - - - - 870 - 870 - 870
- - 320 1 (6) - (262) - 53 (91) (38)
- - (720) 31 473 - - - (216) (10) (226)
- - (5,459)(291) 28 5,722 - - - - -
- - - - - - - - - (109) (109)
1231 5,915 8,134 81,097 850 (917)10, 0551, 968 21, 058128, 1607, 256135, 416
1
2
158, 706, 463 2,649
3 57
1,829
4 1985 131 1992 2000
2003
8,290 12, 768
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2006

5,667 6,896 56,223 1,104 233 (284)1,535 21,05892,4325,794 98,226

40 975 - - - - - - 1,015 - 1,015
) 79 (82) 2,528 - - - - - 2,525 - 2,525
- - 15,789 - - - - - 15,789 1,082 16,871
- - (8,769) - - - - - (8,769)(785) (9, 554)
- - (529) - - - - - (529) - (529)
- - 20 - - - - - 20 - 20
- - (92) - - - - - (92) 14 (78)
- - 4,446 89 (8) 26 38 - 4,591 84 4,675
- - - 1,514 1,560 - - - 3,074 62 3,136
3 - - - (601)(2,219) - - - (2,820) (22) (2,842)

- - 684 - - - (623) - 61 - 61
- - - - - - 85 4 - 854 - 854
- - (102) (9) 2 - 345 - 236 (103) 133
- - (355) (3) 323 - - - (35) (9) (44)
- - (4,446) (89) 8 4,565 (38) - - - -
_ _ _ _ - - - - - 459 459
1231 5,786 7,789 65,397 2,005 (101) 4,307 2,111 21,058108,3526,576114, 928
1
2
148, 323, 102 2,305
2006
3 479
1,719
4 1985 131 1992 2000
2003
8,290

12,768
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2005
2 3 5
4

5,587 4,881 49, 432 - - 3,215 1,349 21,05885,52213,67599, 197
1FRS - - (1,762)1,919 410 686 - - 1,253 (10,0778, 824)

28 662 - - - - - - 690 - 690
52 (52) 1,811 - - - - - 1,811 - 1,811
- 1,405 - - - - - - 1,405 - 1,405
- - 15,081 - - - - - 15,081 792 15,873
- - (7,750) - - - - - (7,750) (689)(8, 439)
- - (558) - - - 127 - (431) - (431)

- - 161 - - - - - 161 - 161
- - (820) - - - - - (820) 8 (812)
- - (3,449) (141) (41) (568) 14 - (4,185) (72) (4,257)
- - - (351) (63) - - - (414) (78) (492)
- - - (226) (106) - - - (332) (14) (346)
- - 303 - - - (481) - (178) - (178)

- - - - - - 540 - 540 - 540
- - 58 (400) - - - - (342) - (342)

- - 267 162 (8) - - - 421 16 437

- - 3,449 141 41 (3,617) (14) - - - -

- - - - - - - - - 2,233 2,233
5,667 6,896 56,223 1,104 233 (284) 1,535 21,05892,432 5,79498,226

2005

2005

FRS
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2007 2006 2005 2007 2006
2,522 2,528 2,213 (25)

(1,092)

(152) (164) (201)

870 854 540 29 58
18,182 11,331 8,295

9809 498 327

65 21

727 664 676

(449) (776) (446) 6

21,662 14,956 11,404 10 58
2007 2006 2005 2007 2006

(2,786) (1,060)

(5,069)(2,478) 7,121 (183) (22)

(4,972)13,620) 4,940 (1,094) (740)
(8,922)11,505) 307

(131, 886)32, 987)80, 150)
(13,360)Y4,883)(15,048)

(12,329)Y9,844) (8, 923) 4 (5)

(176, 538)75, 317091, 753) (4,059) (1,827)

2007 2006 2005 2007 2006

5,119 3,549 (3,810) 39 16

32,594 28,378 (14,328)
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199, 806149, 849 46,394

(12,489%2,253 (19,047)

12,304 8,382 61,837 148 700
12,761 4,967 1,166 (8) 340
250, 095237,378 72,212 179 1,056
2007 2006 2005 2007 2006

360 729

21,765 12,732 13,712

9,777 14,144 11,300
232,320162,998100, 527

41,819 38,237 22,790
(8,672)Y12,625)(7,022)

297,009215, 486141, 307 360 729
2007 2006 2005 2007 2006

(63,6260)47,794)33,974) (2,397) (1,870)
103,39385, 143 65, 799 1,627 1,287

1,833 1,525 808 9,187 7,433

2007 2006 2007 2006

77,885 77,410 38,457 17,605

334 330

78,219 77,740 38,457 17,605
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490 2,077
1009 213
616,167 584,167 920
134,181 118,514 047
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20012 31 20062 31
25,086 38,457 22,746 17,605
8,357 4,535
4,938 5,514
12,969 8,070
1,119 592
8,235 7,301
16,940 28,627
241 25
77,885 38,457 77,410 17,605
942 2006 1,
2006 289
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3,400
KEB
6. 25
2008 30
KEB
2007 12
400

2007 12 31
2006 13,824

4 2
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KEB 51. 02
LSF- KEB
2,833 6, 450
KEXI M
KEXI M KEB
300
18, 437
2007 2006
39 60
128 145
835 707
1,002 912
(299) (205)
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703 707
2007 12 31
465 2006 163
2007 12 31
2007 2006
788 11 789 10
2,010 14 2,290 21
1,736 1,198
4,534 25 4,277 31
2007 849 200¢
781 2005 704 838 2006 762
2005 683 2006 19 2005 2
2006 2005

2007 2006
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2,958 (528) 2,430 2,305 (460) 1,845
8,741 (1,500) 7,241 7,207 (1,400) 5,807
9,194 (2,789) 6,405 9,206 (2,944) 6,262
20,893 (4,817) 16,076 18,718 (4,804) 13,914
2007 12 31 224 2006 212
23 2006 28
44 2006 59
2007 2006
50 838 47 808
14 1,363 17 1,561
10 400 12 573
74 2,601 76 2,942
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2007 2006
62 76
4 3
9
40 61
115 140
1985 232
2007 2006
1231 1231
94 85
534,227 407,176
300 317
27,044 21,751
1 12 12
19,041 16, 706
206 687
25 23

1 2007 2006

266/764



I AS

I AS

10

24

24

EDINETOOOO

O00oDOo0ooOoooooo0ooo0oooOooE27071)

oOoOooodn

2007 2006

1231 1231

325,648 804,845 423,

323 1,077 976

27,044 30,317 21,

594 582,606

1,637

774 24,952

1231
2007 2006
36 4,563
12,358 20,904
8 8
12, 402 25,475

21
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2007 2006
1231 1231
1 1 1 1
632 603 746 80
15 15 52 15
7,310 823 586 376
7,957 1,441 1,384 471
71 27 1,490 58
5,243 327 892 506
5,314 3514 2,382 564
2007 12 31 4.1 2006 15.1
4 2
2006 49
506 2006 348
40 2006 15
UK
2007 12 31 21. 2
2006 14.5 248 2006
759
2006 265
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2007 12 31
2006 1.2 63 2006

24
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2007 2006
1231 1231
1 1 1 1
729 360 784 729
2,660 2,660 1,599 1,599
17,242 17,242 14,935 14,456
3,389 2,676 3,426 3,316
69,411 69,411 63, 265 63,265
93,431 92, 3409 84,0009 83,365
3,191 2,969 4,279 3,100
290 44 385 177
4,109 4,109 3,991 3,991
4,231 4,187 4,231 4,231
11,821 11,3009 12,886 11, 499
38,457 38,457 36,877 17,605
I FRI'C 11
654 2006 640 0

(UK)
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Consolidated income statement for the year ended 31 December 2007

i 200 2008
Nt US%m im St
Inberest moome f LT mee ]
Irberest expense (54 554 (41,353 2, T
Het miepest micome Frir | s 33
Fea wscma | u-,mi | 21,060 | 17,455
Foo cxpense 3 3,000
Nl [ee income Eat L L o 14436
Tradmng incame sechadmg nel mberest income I mi | s,olg] I 7854
Het mberest moome on treding ad wdies 376 2,603 2.0
Het rading o PEM 5222 5,04
Het mecome from finanial issiraments dengnated o b valoe E 408 &7 1,034
GJams bz lorre froen Trsancinl vesisents 1,956 L 692
T anang froen dilabon of inbaresls in associaber 4 L - -
Dowidensd moome X4 340 135
Hel smned smeanes premiume * 2008 3,468 3436
Otheer opersting moome 1A% 2548 21733
Totalaperating inemse #7600 Foy70 61,704
Het mearanics claims meurred snd morerment 10 Bubditsesio
palicphciders a pLsy 470 (a,0eT
Net aperat ng income before loan inpairment dhanges and
other credit risk provisens TR 5,308 57,637
Loaan etpairment charges and ofher cedit ntk prov itions (17.242) (1575 7.8013
et aperal Big income T 61,750 783 47536
Enployes tompanation and benefts ] (2123 CH8500) 16,1853
{Jeneral arvd admarastralive sipmes 2 (15, 294) (12,823} CLE1ED
Deeprecintion snd smpasrment of properey, plant and equipment i3 {1,714} (1,514) (LEID
Asmedtaation and srpaurmend of misngble szt i3 (L] {116) L]
Total operating expenses [eA ] (33 553} (25 5 h)
Cprratiag profit = 4,240 20,322
Share of profit 1 aisocistes and joint ventures 2 150 Bae £
ProfE before tax 24213 22 00 20 Sl
Tx oxpanze i EE 421% ('5.&93]
Profi for the vear ‘aﬂ t%ﬂ_‘il 15873
Frofil attrdagahle 1o hugshoblers of the pasent company 19,130 15,769 15,081
Frofit sttrbutsble to moorty menests LXx: 1082 752
UEs L% 3 Es
Eunc aarmings par ordmary share 12 168 140 1 3¢
Dnhded earmargs per ondmary share 13 L&Y 138 133
Dormadeénds par ordaary share i2 Uik o U Oy

Ther are amparprang Rotes on pagers 344 12 4150, the aulted sectione of the “Bepart af e Dunectore: The Marggemant of Rek” on poger
F0 vy 288, ‘Ontical arcaatng polciest* o papeer 1302 80 J 4 ond "Off-bolmor ot ormergemirs o spocinf purpeee avdtties f on
papes 183 to 101 form o insegral pors of e financial citeminiz,

EET
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HEAC HOLDINGS PLT

Financial Statements jccrinued;
——

Consolidated balance sheet at 31 Decamber 2007

2007 008

N UESm UsEm
ASSETS
Cuch and balarees of contrn] bankes 21,78 1R
Tearew & #he course of codlection Eroen cibver Tarks 8T 14,144
Heeg Kong Govemnment cartificales of indeblednes 13590 LER L]
Tradmg sszats I e 29047
Francal assats denignated ot far vahse iy EIE ] i
Deenvatives I 1878 103,12
Leoans amid advancss to banks 3 papk. ] 185,005
Loans and advances 1o oxdomers 2 ol e 48112
Fruncal mrestments mw 2R OO0 20 50
Irbaregts i M0cale Wl (o TenRe = 0354 3w
Goedwl] irsd aracgoh e anaets & FaRR ¥T3E
Froparty, plant aavd equipiant 23 15654 16424
ldver azmels 21 A3 IEZD
Cumant tag azet 6 ¥
Draferred e asiel I 5254 Lial
Frepayments st soorued moome el 14,442
Total st il ipeis
LIAELITIES AND EQUITY
L b Inies
Hemig Fong sy nales 0 arsulation 1hE5 13,165
Deaponis by banks 33 132181 PoamE
Custoener acpombs 13 1.0 140 Bty
IEere 5 #e comrse of tranarression o other banks 2ET2 12,534
Trading leabibties by} 3450 226408
Freancia] lishilines designated ot e value frr 0500 i1 B
Dervabives i [Eath o 101,478
Doebi seomibes = imue pe] | 245 5T 23328
Eetwanent berrefil babohites i P 5555
Othver Trabvildims e X0 Za019
Carant ta labihby L. 1808
Luakabihes under ingurancs conlracss 0 AL 17670
Acrumls el daferred moormne b e 14,310
Frosisans i 155 1,763
Deferred tax liabaldy ' 185 1,05
Subordmated habidtie ar HEI19 22572
Total hiakalibes S2IRBND 1 T45 8%
Edquity
Called i dhire capital 1y 5018 5,78
Share pretranen socounl a9 1M 1.7
theer rederyet am X4 29,10
Eoetaunesd samungs i RLOGT 65397
Total gharshedders’ aqudy VIR 160 108,357
Mincaty mberes Ir T 5T
Total squdy 1X5416 114,528
Total equety mnd habilties P 1,860,758

The oo omparpring Rotes on papes S4d fa 453, the maltad sectiones of the “Repant af e Eumpctors: The Mamngpemens of Rk * on poper
192 fo 288, "Crticad accaseng policies * on pages 132 to {34 ond ‘Cff-balecr chaet armngements ond cpecial purpaee evtties ' on pager
fﬁmrwﬁmuwrﬂpﬂ!nfn&wﬁmﬂw.

SCuetn

5 K Green, Frosp Chatrman

273/764



EDINETOOOO
o o o =2 {0 )

Oooooooa

Consolidated staterment of recognized income and expense for the year ended 31 Decemnber 2007

- L 08 2005
U5 Em LIEEm Uim
Avalablefor-mle invedmends
= [nir valkie grenailomes) ek 10 squiy = 1542 el ]
= fawr vadie gams transfemed to erome Saament o Sgpomlor
A {1,740y (5445 240
Cash Biowr bedpes
= [air vakis gaonstlosses) talomn bo equity [>=] 1554 (4=
= [ vakes gams transfarred 1o moame dakement {158 [P At )] =]
Bhare of changes in equity of swocmies and pont venbures .77 Funl 1t
Exchange defferences £ ol 44T {4,257}
avctusrnl guns{losses) on defmed banefit plans 2187 {TEY EEI!!
&, 24 4211 5,746
Tz of ibam kil ditectly 1o aquty (221 {ad) a3
Total mecene wd axperce ke b squity durmg the yeur 6,014 4267 (3,308
Frofit for the year A5 68T 15573
Total recognesed income and egpenss [or the yewr 26,459 FAE 10,564
ERect of change m sccountng policy
[FRAs trammiteon adjustment &t 1 Tanuery 2003 = = (B30
2 A0 P R 1, T4
i
Total mecognased incame and sspanse fior the e dirdatable to
- dharhikders of Bre parent conpany A0 537 $.902
= minaray inbaets 1668 1211 652
26365 21738 10,554
1 Foramexploation of the [FRS teoreinon aopatevmrar [ farmacny J003, sow Nt 46 on the Finocssl ootz mthe Asenil Report
and Aceoaply 2005

Thir oo crmpargrang ncies o pagrs J-4d 1o 412, the malded wotions of tw “Repont af the Dineclors: The Marggemen of Rek" on poge
162 1o 288, “Criticol accomating policss * o pages 132 6o 434 and "Cff-balanor et armengemaens and rpec ol pupace endities " on poger
1 &8 fo 1Y farms an il part ofthese finorc il siatemeris.
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HEAC HOLDINGS PLT

Financial Statements jccrinued;
—

Consolidated cash flow statement for the year ended 31 Decemnber 2007

0o 2008 2005
N U5 Em LIEEm Uim
Casdh Mosws Troam qndh@lﬂﬂrﬂ:hﬂ
Frofa b efore by 24,212 ] 20, F5E
Adpasments for
= pon-cash therres inchudisd m profit before tax £ i ] 14,554 11,804
= dange n operstng ameks L v 176,55 arsIm (%1,759)
= dhange in operating lubilties L) 280 064 IE I 12282
= eloraratvon of eechange diffarences’ (18563 (Z114) 2580
~ et gan [rofn mwerlng actrrilag 2,200 prdei byl 88T
~ shaare of profils i ssscciates and jond Temdures {1,503y (B 4]
= denidends resmad from asscater ] w 1
= eorfiribation paid o defmed benelg placs {130y 34Ty (2,547
=tz pard 08 {4548 (4,859
et cahy froen cperating sl dies e TE.733 7,021
Cash Aows from mveaing sctiviies
Furchase of financial nw estments (40,780 28318 378,103
Froceeds from the @le aeed ratunty of fnarcial o estments 67 ITLTT4 ELT o
Furehass of progery, plant snd equipment 2,730 (2400 (2,6T)
Frocesds from the mle of property, plant and squpenent s 7504 20
Froceeds from the mle of loan portfolios L6658 2048 o
Het purchase of intangible asoets (R t}] =5 B45)
Het cash outflow from scquisdaon of and norease n Sece of
sbadunes [{ad] {1,168} (AR L0
Het cash miflow from dipoml of ssbadienes 1= L= ]
Het cazh cutflow from acquintson of snd morease m Salce
of essocutes (381 385 (2,565
Het caab iflow Eroen e contelalaten of 1600 - -
Procesds freen duposl of azpoaates ] T4 422
Hat cash uoed iy inw esting sctivitie (30,278) (12076 (15627)
Calty Mewws 1o Ciane g a0k Ries
Isrst of erdzury stare captal 4 1010 50
Izoue of preference thares = 3 1,258
Het purchases nd sabes of own shares for marloet-madoesn g and
et purpases 12 A5 [ 4]
Furchazes of cwn shares 1o meet hare ywards and shaee
option awapds 638) (578 e
Cm e of share opliong 104 173 I
Bubordmnated Joan capiial irosd 5,708 554 0a
Subordmated Joan capral repand . [0 iy (L1210
Dmadensds pard to sharsholders of the jarent company (X Liat] [&1=r] [ ]
Drrviderddis pacd bo mrvorsty mierests (718 (=) 50E
Het cagh used in fmancng scvibe {1637 (el (4,021
et Increased{drerrase) in cos and casbh equirabmes 3,12 L der {12,633)
Cath anad cash squivalents ol | Jauary = 15,486 141,507 180,556
Exchamge ddlermeces mragped of cadh and cash squivalmis 13,400 B0 Q6
Cuth and cath equivalents g 31 Dstambar 7 97 08 215,488 45,307

1 Adactesent fo brgg changer betwean opevy aved Ay balmoe ohart amats to awegpe e, This & mol doe on g limeby-lme
i, o aleim e covorat bee alee e withow! wmeanoreThls EXReES.

The Goc crparfyng ROMS o Papes 144 1o 450, the Galied sectiore of the “Rapart af he Dinbctors! The Mangpeven 5 Rek" on poges

152 b 282, “Criticed accawfng policies” on peages 132 80 {24 ond ‘O balencer sheet arrergements and special purpase enfiies " on poges
183 b TBY fowm an igegrel pare of theae fnaneiaf comesens.
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HSBC Holdings balance sheet at 31 Decamber 2007

008
007 fracsmnc
Mopir TU5Em FEsm
ASEETS
Cush ot bank ard mn hind
= balmnces with HERC undertakmgs 360 2
Dervalives e 2680 [59%
Lomnz snd sdvances o HERS undertaktings 53 17242 14,454
Francn] oreestments b1l Sita
Lo estrrrmits i sbridiaries’ I an4ll 63,265
Froperty, plant and squpmnt I I
Ctier atesfs o el
Current lax artels = i
Doaferred tax azeet It T 35
Prepinymeris and acorued mosme 234 41
Tekal asiets et i B3,796
—
LIABILITIES ARD EQUITY
(MELTE ]
Amourts owed to HERC undertalongs ] - 5100
Francusl lishalites designstes] ot faer valise 2 12453 14,070
Denvatives 14 - n
Otheer liabaldies i) 1408 5An
Curpent iy | hbves b .25 =
Acenmlr s deferred moome 150 1et
Subordmatsd hahilgies 32 EET) 2433
Total habalibees 117 21308
Equiey
Called op dhare capita 5 151% 088
Share premum socount BN 10
hderper peverve and other reserves L0 v d 28542
ther renaryen JExl 3,258
Fetnmed sammgs 12 10588
Total equity OEN 5635
Total equidy and habildie et 3,796

1 o | Smiary X007, FERC Holdmpe adopead IPRNS | 1. Compameivee Filb om fex by mertated accarivgly. Sae Nobe fa

Tht o cmparpy gt ROWS ot pages 344 10 453, the sleed sectiane of the “Raport of te Dinectors: The Menggessen of Rek " on pager
162 po 282, “Criticad accaot g policies * o pages 133 6o J 34 and “Cff-balecr St errergemants and rpeciol purpace entitios " on poger
1 &8 s 1RY favms an it ral part of e finorc il statemerns.

SCuee

5 K Green, Group Chatrman
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HEAC HOLDINGS PLT

Financial Statements jccrinued;
——

HSBC Holdings statement of changes In total equity for the year ended 31 Decamber 2007

2006
2007 frizem
US§m r5%m
Called up share cap il
A8 1 Jeuary 5T Hea
Shares aasd B cnneciion with the esrly setilanat of HEBC France §575 per cont
Adpastable Corrertion-Fabe Equity Securtty Ulnts - 2
Shares wsied under employes share plans 17 3z
Shares sreed m heu of dividends 2 Fil
Al 31 Decernter SIS Pl
—
Share prembsm account
AL L Jusuary T GEP6
Shares iz ed under amployes share plng 46 ¥15
Shrir insond  lisw of divudends end amambs arizing thewean 15y [i=+13
A1 3] Decemier 2134 1959
Mlerger rewrve and other FrEeves
At 1 Terusry ard 3] Decambear pr 0 28,542
Orther reae e
Avalblefor-cale farrabos resavs
Al T Jarmary 245 im
Far value charges takemn bo equity! 2 {121)
Tax on ilerns Eakten dirscily bo equby’ [y E1¥]
Al 31 Decerniter e 246
Share-bazed payment reserve’
it § Jarnury i 1,533
Exarcize wd bapues of thare eplions and v efing of thare swands TSy &23)
Cost of share-bisted paymnnt s pamends b ]
Equity erreestments grarted o amplopess of nebadiaies under employes thare plmns #18 1,143
Other 0w sments E3E @
At 71 Decernber 1.9a8 AR
Other paad-n capatal
it | Teuary o] 650
Exercize mnd bapas of there options 145 254
At 31 Decernber L8 1]
Tota] other reseryes @ 11 Decamber a3 TIE?B
Retaned earmings
it 1 ey 1025 @40
Profit for the year sfribulable bo sareholders 945 EAY
Drvidends Lo shataholders of the pamerd cofrpasy (10241 [
Aaneaunds anising on shaoes o Be of drviderds 4= 528
O ghares adjustrments 16 157
Tax o thiss based payinets m ]
Exchangs diffarences asrd other moe sments’ - 23
Al 31 Decernber’ 14,200 10,588

Thar ratal ment mcome oo ek dinectly fo equaly doeng the peor was UEELDP million (006 LERIH millonl

G [ Sormsany JOOT, BERC Holdings adapted [FRNC 1. Compa mtrar spfarmation ke Seer rentated aocondingly. See Note o
Rk acrriings inchade 30,700,713 (LEEI dmilliony) of owan phores el e frd emplaver share pleots (X000: 35,059,556,
LGRS mulliord,

e b

Thit ot crpargring notes o pages T4 1o 457, the cudtad sections of the “Report af e Dinectors: The Marqgemen of Rek” on pape
152 po 28, ‘Cnticd atcoaadig polcis * o papis 132 6o {3 and “Cff-talancr chet ormrgemens and spec il popose vl s "o poges
{88 fo IR form an iniegrad part o e s il statemeri.
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HSBC Holdings cash flow statement for the year ended 31 December 2007

2007 2008
Mepez UESm Uim
Casdh Mosws Troam qnlthgl.ﬁﬂrl:h-l
Profit befors b 95 6514
Adpasments for
= pon-cash therres inchudisd m profit before tax 4 1o 38
= dunge In operdng pmets & (ol (LBIT)
= dhangs in opersting lmbilties &0 % 1,084
= elararubvon of exchange diffarences’ 26) [}
= et gan [rofn mwerlng acterilag 2 i
~ tag represd 8 Zig
Hiet cagh freen oparating sctm Lies So88 4447
Cash A frio investing activRies
Het cazh cidfow from acquisdaon of and morsse m s of subndanes [ R (4,440
Het cash used i 7 ssting activilin 5138 44400
Cash Miws Iy om Mnancing s Kies
Tzrue of crdmary hare capital 474 1,010
Furchases of cwn ghares tomeet share swands and shase oplion swands =6} (a8
Cm emerciss of thare cplions e 1
Subordmated Jomn capiial resoes) S50 2808
Divadenrds paid i) 5,527)
Wt cach used in fmanang achivilies [ENECT] 2, 00
Net increase{decrense} in cash and cash equivalmts (ntlo)] an
Cach aned each squivalents ol | Jarnary or-.2 754
Cuthy and cich egqivadentd at 31 Decanbar & 50 '-'2!‘;.“r

1 Adgatemenl o by chares bavwpen opevary arel clorry bularnor S armouis fo v e, This & ol doret ot a line- byl
baxnit, o el cormral be cloar mm indd withand winee orarlie Expes,

Tht s opeepyang nosrs o papes 344 1o 452, the aaited sections of B “Repart af the Dintctors! The Marcgpemen of Rek® on pages

152 re 2EB, ‘Cnticel afeacding polci * o paped 132 80 LM and "0 balandce cheat G rovigemiens ol fpec il purposd sl ' ol pages
L8R 1o PR fo aut dritg vl it of e finee il stoseierits.
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HERC HOLDINGS PLT

Motes on the Financial Statemaents

Note |

1 Basiz of preparation

{al

-1

e

id)

Compliance with International Financial Reporting Standards

The comsabidated financial statements of HSBC and the sepamte fmancml satements of HSBC Hokimgs hnve
been prepared m accordance wath Internidional Financial Repostmg Standards (TFRSs" ) as endorsed by the E1.
Ell-endorsed IFRS: may differ from [FRSs us published by the International Accounting Standards Board
["LASE") if, al mny pomid n tmne, new o amended [FRSs hinve not been endarsed by the EU. Al 31 December
2007, there were no unendorsed smdards effective for the year ended 31 December 2007 affectmg these
condalidated and separate fnancal datements, and there was no difference between [FRS: endorsed by the EU
and [FRSs msued by the LASE in terms of their applicaiion 1o HSBC. Accordingly, HSBC's finmcial stalemnents
for the yeor ended 31 December 2007 are peepared in accordance with IFRSs a3 isued by the [ASE.

IFR.Ss comprise accounting standards issued by the TASE and its predecessor body and mterpretations issued by
the Intemat ional Financial Reponting Interpretations Committes (*IFRIC') and it predecessor body.

i | Jmuney 2007, HSBC adopded the following IFRIC inferpretations:

« [FRIC 10 “Interan Finnncial Reporting and lmpairment”, which had no significant effect on the consolidated
fmancial gntements of HSBC Holdings: and

o IFRIC 11 "Group and Trensory Shore Transactsons” (*IFRIC 117} On application of this mierpretation,
HEBC Holdings recognises all share -based payment trmsactions s cquity -setiled in #s seporate (inancinl
statements. The adaption of IFRIC 11 had no effect an the consolidated fmancial soements of HSBC.
However, m the separuie finincial datements of HSBC Holdmge, the effect vwas to merease both
‘Investments B subsidiaries’ and “Share-based payment reserve’ by USES09 million m 2006, This change in
accoumimg policy was madde in sccordance with the trancithonal provizions of IFRIC 11, which staie that
IFRIC 11 shall be spplicd retrospectively i accordance with IAS § “Accounting Policies. Changes in
Accounting Estimates snd Errors”, subject to the transitional provisions of [FRS 2 *Shore-based Payment’,

Differences between IFRSs and Hong Kong Financial Reponting Standards

Az sinted in MNode 46, there are no significant differences between IFRSe and Hong Kong Financial R eporiing
Standards, The Notes on the Fmancial Sisicmenis, taken together with the Report of the Directors, mehede the
aggregate of oll disclosures necessmwy to entisfy [FRSs sd Hong Kong reporting requirements,

Fresentation of information
[sclosures under [FRS 4 and [FRS 7 relatmg to the naiure and extent of rsks hove been imnchaded i the audited
eections of the “Repant af the Directons: The Management of Risk" on pages 192 10 285

Capital disclosuires under LAS 1 ‘Presentadion of Fmancial Staements’ have been mcluded in the mcied
eections of “Capilal management and allocatvon’ on pagpes 282 10 258,

Disclosmeres relaging to " Off-balance sheet armngements and special purpose entities” wre set oot hebow on pages
183 to 191 md wre also pedited.

In publishing the parent company financial saements here together with the Groap financial statements, HSBC
Holdings has isken acvmntoge of the cxemption in section 230 of the Companiss Act 1985 not to present its
mdividual income stabement mmd related notes thit form o pat of hese finnncinl Axements.

HEBC luas taken advantoge of the exemption under Regulatson 7 of the Partnerships md Unlin ged Companies
{Accounts) Regulations 1993 from certamn parinerships that ore consohdated by HSBC presentmg their own
imdividual financial st ements ander IFRSa,

The functional currency of HSBC Holdmgs ple is the US dallar, which is aleo the presentational currency of the
consolidated fmanaal stabements of HSRC.
Comparative information

Az required by U8 public company reporting requiremends, these consolidied fmmcinl datements include teo
yemrs of comparnive information for the consoliduted meoms statement, consalidated cash flow gatement,
conschdated sidement of recognized mcome and expense and related notes on the fnancel stalements.
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Uze of estimates and sssumptions

Thie preparstion of fmancial information requires the use of estimaies and assumptions abeut fuure condiona
Uge of available mfommation and application of judgement are inlerent n the formation of estenates. Actunl
resulis in the fuare may &fler from ihose reported. In this regand, management believes thad ihe crifical
sceounting policies whene judgement is necessurily applicd are those which relate to lonn impaimmet, goodwill
impesrment nnd the valustion of fmancial insdraments (see " Critienl Accoumtmg Policies' on pages 132 to

134 which form an integral part of these financind stadem eniz),

Further mformation sbout key aesum ptions conceming the foture, and cther key sources of estimation
uncerimingy. are set out in these notes on the fmancinl sidements.

Consalidatian

The conzolidated financial stabements of HSBC comprige the fmancial saements of HSBC Holdings aml its
subsidiaries made up 1o 31 December, with the exception of the bankmg and meirmee absidianies of HSBC
Bank Argenting, whose financial safement s are made up to 30 June snnually 1o comply with local reguladi ong,
Accandingly, HSBC wet= thesr sdided interim finsncial statementz, dravsn up to 31 December annually.

Mewly acquired subsidianes are consolidated from the date that HSBOC gaime control. The purchase method of
accounting is used to account forthe acquisition of mbsidisrics by HSBC. The cost of an scqaisition is measisred
nt the fair vahie of the considerngion given st the date of wodhange, together with costs direaily nstribuishle to that
mcgprisdion. The scquired ubentifisble assets, labilites md contingent lisbilities are measured at their fasr values
of the date of acquistion. Any excess of the cost of nequisation over the fair value of HSBC"s share of the
lentifinble sesets, liabilitics and contingent linbilities noquired i recorded as goodwill, I the cost of acquistion
i5 less than the fair value of HSBC s share of the identifiable nssets, linbilitics and contmgent linbilitses of the
business noquired, the difference 15 recognised mum edsately m the income stalement.

Entities that wre controlled by HSBC are consolidated until the date that control censes.
In the context of Special Purpose Endities (*5PEs"), the following circum dances mny mdicate nrelationship m
which, in substance, HSBC controls and, consequently, consolidaies an 3PE:

+  the activities of the 3PE are bemg conducted an beball of HSBC acconding to its specific busmess needs o
thot HSBC oblains benelits from the SPE's operation;

=  HSBC has the decision-making powers to obtain the majonity of the benefitn of the acivities of the SPE or,
by setting up an *sitopilot” mechmism. HSBC has delegnied these decision-m nking powens;

+  HSBC has rights to obimin the majoriy of the benefits of the SPE md therefore may be exposed to neks
incident to the activities of the SPE; or

«  HSBC retams the mmonty of the resihial or ownershy resks related to the SPE or s assed= m onder 1o
obtun benefits from ils activities,

HSBEC performs & re-asessment of consolidation whenever there is o change in the substance of the relationship

between HEBC md an SPE

All intra- HSBC transactions are elminated on consolidation.

The consolidated Gnancial statements of HSBC aleo mchide the atnbutable share of the results and reserves of
Jotnt ventures and ascociates. These are baged on financial sttements made up 10 31 December, with the
exception of the Bank of Communications, Pmg An Insurance and Industrial Bank which are included on the
beasis af financial statements made up for the twelve months ta 30 Seplember. These are cquily sccounted three
mchiths i wTears in order to meet the requirements of the Group's reporting timetsble. HSBC has taken into
mccount changes in the period from 1 October to 31 December thae would have materially affected its resalis,

Future accounting developments
Stundards und Interpretations Tsmned by the IASE and mdorsed by the EL

[FRS § ‘Operaing Scgments’ (TFRS ') whidh replaces IAS 14 ‘Segment Reporting” ('LAS 14" ), wis isued on
30 November 2006 and = effective for anmunl periods begmnmg on or after 1 Jonuary 2009, This standird
specifies how an entity should report information ahout #s operalmg segments, bised on miormation about the
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HERC HOLDINGS PLT

Motes on the Financial Statements continued)

Nater | ol

components of the entity that the chief operatm g decision m aker uses to make opersting decisions. HSBC
currently presents two sets of segments in sccordance with LAS 14, one geographical and one based on cusomer
groups, which reflect the way the businesses of the Group are mansged. HSBC expects 1o adopt [FRS § with
effect from 1 Janary 20009, and will sccordingly present segmental information which reflects the operating
eepm enls used Lo make operading decisions af that time.

Standards and Interpretations isased by the LASE but net endorced by the EU

The LASE wsued o revised LAS 23 ‘Bomrowmg Costs’ oo 20 March 2007, which &= applecable for aaminl periods
beginning on or after 1 January 2009, The revised standand elaninates the option of recognising borrowing costs
mmedinely as m expense, to the extent that they ore directly attributable to the acquisition, construdion or
production af a qualifying assel. HSAC does not expect adoption of the revised standard to hove & significant
effect on the consolidated financial dafemens.

IFRIC 12 *Service Concession Amrungenvents” (IFRIC 12 '} was waied on 30 Movember 2006 and 15 effectre
for ammual periods beginning on or afler | fanuary 2008, [FRIC 12 provides guidance on service concesson
arrangements by which a gevernment or other public sector entity grants contricts for the supply of public
sirvices (o privabe sector operators. [FRIC 12 sddresses how service concession operators should apply existing
[FRSe 1o account for the obligations they undertake md the rights they receive in service concession

arran gements. IFRIC 12 s ankikely to have a significant ¢ffect on HSRC.

IFRIC 13 *Customer Lovaky Programmes” (' TFRIC 13" ) was issued on 28 Jupe 2007 and i effeciive for snmual
periods begmning on or afier | Jaly 2008, [FRIC 13 addresses how companies thae grant ther customerns lovalty
awnrd credits (oflen colled ‘pomes”) when buyving goods or services shoald account for their obligation 1o
provade free or discounied goods mnd services, if and when the qustomers redecm the pomts, IFRIC 13 requires
campnies lo allocae some of the proceeds of the initind sale to the mverd credits and recognise these procesds
as revenee anly when thiey have flfilled ther obligntions to provids goods or services. HSBC 18 aemently
nsmeesing the effect of this miepretation on the consolid e financial Aatements.

IFRIC 14 *IAS 19 - The Limii on a Defined Benefit Assel, Minimum Funding Requirements and ther
Interaction” (‘TFRIC 14") was izsued on ¥ July 2007 and is effective for annual periods beginning on or affer

1 Bnuary 2008 IFRIC 14 provides guidance regarding the circumsiances ander which refunds and future
reductions in contributions from a defimed benefit plan can be reganded as avalable to @ entity for the purpose
of recognising a met defmed benefit asset. Additionally, m jurisdictions where there is both a minimam funding
requirement and resirictions over the amounts that companses can recover from the plan, cither az refunds or
reductions in contnbutions, ndditional lishilities may need to be recognised. HSBC s cumrently sssessing the
effect of this mterpremtion on the consalidated finmeial satements

Arevised LAS 1 "Presentation of Financial Statements’, which iz applicsble for mnmual pericds beginning on or
after 1 Janwary 2009, was ssued on 6 September 2007, The revieed stendard aims (o onprove users’ ability 1o
annlvse and compare inform ation given in fimmcinl Steements, Adoption of the revised standsod will have no
effiect on the resulls reported in HSBC s consolidated fmanciad statements bat will change the presentaficn of the
results md fmemneial pesition of HSBC in certiin respects.

The LASH isaed an anendment 1o IFRS 1 "Share-based Payment” on 17 Jmoary 2008, The amendment, which
& applicable for mmual periods beginmng on or afier | Jamsary 2009, clarifies that vesting conditions comprase
only service conditions md performance conditions. It alse specifies the accounting treatment for & fadlure 1o
medl & non-vesting condition. Adoption of the amendment i unldely to have a agnificant effect on HSBC's
cenaalidabed financial stalements.

A revised IFRS 3 ‘Busmess Combinations" and an amended [AS 27 'Consolidated mnd Separate Financial
Statements’, were mawed on 10 January 2008, The revisions ta the dandards spply prospectively 1o business
combinntions for which the noquistion date iz on or after the begimning of the first mnual fnancial reporting
period begmning on or after 1 July 200% The main chamges under the standards are thas:

*  ncquisition-related costs are recognized ns expenses in the ncome statement in the period they are incurred.

= cquity interests held prior to control bemg obtmined are remensired to fur value af the time controd is
obtained, ind any guin or loss is recognised m the mcome statement;
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# changes in aparent*s ownership interest in a subsidanry tha do nat result in o chamge of control are treated
ax transsciions between equity hobders and reported in equity; and

*  An opticon i available, on a traneaction-by-traneaction basis, to measure any non-controlling interests
{previously referred to s minonity interesis] m the enfity nequired either of faér value, or of the nos-
contraflmg interest s proportionsde share of the et identifishle azses of the ent@y mqured.

The effect that the changes will have oa the resulis md fNinanceal position of HSBC will depend on the incidence
mndd fiming of business combinationg oocumng on or affer 1 January 2010,

The LASE msued nmendments to [AS 32 “Financal struments: Presentation” and TAS 1 Presentation
of Fimancial Staements’, - "Pofable Fmoneinl Instroments and ﬂHi_g:l:'mnl Ari.:hg afl I_i.qlm'lm'. o
14 Februwy 2008, The amendments are mpplicable for anmual perwods begmning on or after 1 January 2009,
HEBC = currently nssessing the effect of the nmendments, if any, on the consolidated financial dafements

2 Summary of signiicant accounting policies

{a)

-1

Interest incorme and expense

Interest incoane md expense for all finsncial instruments except for those classified as held for trsding or
designated m fair valiee (other than debt secunities isazed by HSBC and denvitives managed in conjunction with
such debt securities isued) are recognised in *Interest moome” and ‘Inferest expense” in the moome staem ent
using the effective mierest method. The effective mierest method is awny of calculating the amortised cost of a
financnl asset or & fmanaal lmbality (or groups of fmmncinl assets or fmanciad lisbalities) md of ol locating the
mieresl meome or mieres expense over the relevant penod.

The effective inferest rale i the rabe that exactly discounts estanated fishare cash receipis or payments through
the expected life of the financial instrument or, where appropriate, 8 shorter period, 1o the nel camying amouant of
the fmmncind asset or financial liabilicy, When caloulatng the effective interest mbe, HSBC esfimates cnsh flows
considerimg all contraciual terms of the finmmcial instrument but not fatre credit losses. The caloalafion mchades
all amounts prid or received by HSBC that mre an mecgrad part of the effective mberest mite of o financial
metrument, incheding traneadion coss mnd all cther premiums or discounts.

Interest on impadred financial meseds i caleulsied by spplving ihe original effective interest mie of the fmmeinl
nsset to the curying enount 05 reduced by omy allowssnice for impaament,

Mers-i nterest income

HEBC earns fee income from a diverse range of services provided fo itz customers. Fee income & accmnted for
as follows:

- income ewrmed om the execution of a signdicant scl is recognized as revense when the act is completed (for
example, fees arizing from negolmling, of panscipalmg i the negotiation of, 4 ranssetion for a third party,
sach as the armngement for the acquisition of shares or other secunities);

= income euned from the provision of services is recognised as revenue s the services are provided (for
exmmple, aesct management, portfolio and other management advisory and service feesk md

- income which forms an micgml part of the offective mterest rate of 0 fmoncinl instrument i= recognisesd ns
e wdmstment 1o the effective mterest rate [for exmmple, cennin loan commitmenl fees) mnd recorded @
“Inderest income” (Mode 2a),

Mot trwding income comprises all gans and losses from chmges m the Far value of finowcial assets and

finsncial lisbilities held for irading, together with related mterest meome, expense snd dividends.

Mot imcomie from fnoncial instrommis dedgnoted of fair vahie nchides all gams and losees from chonges in
the fair value of financial assets and financial liabilities designated o fadr vahe through profd o loss. Interest
meome and expense md dividend income arisang on these financml ingruments ore aleo included, except for
debt secarities issed and derivalives managed in conjundtion with deb secunities issued Interest on these
imstruments 18 presented in “Inferest expense’.

Dividend Incom e is recogmsed when the right to receive pavment is estoblished. This i the ex<dividend daie for
equily securilies.
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Motes on the Financial Statements continued)

Note J

e}

{d)

Segment reporting

HEBC i organised into five geographical regions, Europe, Hong Koag, Rest of Asia-Pacific, North America snd
Latin America, smd mmages s business through four costomer groups: Personal Fnancial Services;
Commercinl Bankmg; Globnl Banking snd Markets: and Private Banking. The main items reported in the
“Criher” segment are the income apd expenses of whaolemle insirance operntions, cerimin property activities,
unalbocaied investment nctivities mehiding hebe.com, centmlly beld mvestment companics and HSBC's holding
company md fmaang operations Segment income med expenses melode trnsfers between geographicnl
regrons and tranefers between cudomer groups These transfers are conducted on mm’*s kength temms and
candiions,

n HSRC's segmental malysis of the income statement by customer groups and ghobnd busmesses, net trading
mecome comprises all gans and bosses from changes in the faar value of financial assets and financial Habilities
clussfied ns beld for trading, together with thind pasty and mtresegment interest income and mtergst expense,
and divedends received: n the consolidated mcome stefement, ntm-segment nterest meome and expense ore
eliminated

Determination of fair value

All financial instruments are recognised initially of fair vahee. In the nosmad course of business, the fair value of
o finmcinl metroment on initial recognation is the transsction price (that is, the fair value of the considerntion
given or received). In certnin cimoumstmces, however, the fir vahee will be based on other observable curent
minrket tronsctions m the same instrument, withow modification or repacknging, or on a valustion technigue
whase varinbles mclude cnly data from observable markets, such o mierest rate vield cerves, option volatilines
and currency rafes, When such evidence exists, H3BC recognises a trading gain or loss on inception of the
finmncinl instrument. When uncheervable merket dga hive o zignificanst impact on the valuation of finacinl
metraments, the entire mitial difference in fair value mdicated by the valuation model from the tramsaction price
i not recognized immedintely i the ncome stntensent but is recognised over the life of the nmssction on m
approprinte basis, or when the mputs become observable, or the trnsadion matures or §5 closed out, or when
HEBC enters mto nn offscting transaction,

Subsequent to initial recognition, the far values of financial mstruments measured af fair valoe that are quoted in
active markets are based on bid praces for sssets lveld md offer prices for labilities issed. When independent
prices are not svailable, fasr values are determined by usmg valuation techaiques which refer to ohaervable
mnrket dadn. Thess nclede comparizon with similer instruments where market observable prices exist,
discounied cash flow onalvsis, option pricing models md other valuation technigues commonly used by marked
participants. For financial instnaments, fair vabaes may be determined & whole or in part using valuadion
technigues based on ssummplions thai are not supparted by prices from current markel ransachions or chservable
minrket dan.

Factors such as bid-offer spread, oredit profile md mode] uncertainty are taken into account, as mpproprinie,
when fair valoes are coleulated using vabuation techniques. Valuation techniques incorpornte assumptions that
othier murket participants would use i their valuations, incliding ssamptions alsoat mterest rate vield courves,
exchange mtes, volatilities, and prepayment and defaslt rtes. Where a portfolio of financial mstruments has
quated prices m am nctive morket, the far value of the msammenis are calculated nes the product of the number of
umnits s quoted price md no block discounts are made

If the fair value of & financinl assct measired s fair value becomes megative, it is reconded a8 a finaacial liabiliy
until itz fair value becomes pogitive, a8 which time # is recorded a2 & finmncinl asset.

The fair vahies of financial linhilities are m casared usmg quoted market prices where svailabbe, or nsmg
waluation techmiques These fair vaboes inclide market porticipants’ sesessments of the appropriate credit spread
to spply 1o HSBC's Enbilitics, The amount of change daring the period, snd cumulatively, in the fair value of
demignated financial lishilities md loms and sdvances that is afinbatsble (o changes i their credit spread is
determimed as the amount of change @ the fazr vadue that is not sttributable to chmges in market conditions that
give rise o market risk,
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{a) Loans and advances to banks and custormers

Loans and advances to bmks snd costomers meclade loans and advances origmated by HSBC which are mot
classified cither as held for rading or designated & fhir vahse. Loans and acdvances are recognioed when cash is
ndvamced bo barrovwers. They are derecognised when cither berrowers repay their obligations, orthe loans ore
wodd or wiitten off, or substmtinlly all the risks snd rewsrds of cwnenship sre transfeved. They are imitinlly
recorded f fair vaboe plus amy directly attnbatable trmsction cosis snd are subsequently mesmred af amortized
codt using the effective interest method, bess impainment losses, Where losns and advances ore hedged by
dervatives designated and qualifying as far value hedges, the camying value of the boans md sdvinces =0
hedged includes a fair value adustment for the hedged risk only,

For certam leveraged finmnce md syndicated lendmg nctivitees, HSBC may commit to underwrite koans on fixed
contractund terms for specified periods of time, where the dmwdown of the loan is comtingent upan certun fubare
events outaide the control of HSBC, Where the loan ansing from the lendmg comm#ment is expected to be held
fnrn'nd.'ng. the commptment 1o lead 1= recarded mn1r:l|in5 derreative, Where il 1 not HSBC s mtention (o trade
the loan, a provision is only recorded where o & probable that HSBC will incur a boss as aresull of the lom
commitment. This muy occar, for example, where o loss of prmcipal is probabbe or the nterest ree charged on
the loan is lower than the cost of funding. On inception of the boan, the hold poriion is recorded al its fair vahie.
Where this fair value i lower than the cash amount advanced {for example, due to the rate of interest charged on
the loan being below the maket rate of intereet), the write down ie charged to the imcome smtement. The write
down will be recovered over the life of the loan, through the recognition of interest incom e using the effective
inlerest rade method, unbess the loan is mpaired. The write down is recorded as o redoction to other operding
mcome.

if} Impairment of loans and advances

Losses for impaired loms ane recogmised prompily when there is obpective evidence that enpainment of o loan or
postiolio of loans has occurred. ImpaEment allowances are calouluted on mdividusl lomns md on growps of loas
nsvessed collectively, Impairment losses are recorded as charges to the moome staement, The camying mmount
of impaired loans on the balmce sheet is rechced through the use of imparment nllowance nccounts. Losses
expected from future events are nod recognesed.

Individunlly assessed loans and advances

For all loms that are consubered mdividually significant, HSBC nssesses on o case-by -case bagie o8 each balnnee
sheet date whether there is sny objective evidence thai a loan is impaired. For those boams where objective
evidence of Enpainment exists, impanmsnt leses ae deenmined considerng the following factors:

—  HSBC's aggregale exposure to the customer;

= the vinbilty of the customer's business model md their capncity to trade successfully cut of fmancial
difficulties und generate aufficent cash flow to service debit obligations

= the amoumnt md timmg of expected recepts mnd recoveries,
—  the ldkely dividend avalable on liqusdation or bankrpley:

-~ the extent af ather creditors” commitments ranking ahend of, or pan pass with, HSBC and the likelihood of
other creditors contmuing lo support the company;

—  the complexity of determiming the ageregate amount snd mnking of all creditor claims and the extent to
which legal and msumnce uncenmintics are evadent,

—  the realisable value of security (or ather credit mitigants } and likelithood of mccessful repossession;
~  the likely deduction of sy costs involved m recavery of nmounts cutstanding;

= the ability of the borower to obiain, snd make payments in, the carency of the loan if not denommated in
locw] currency; md

= when available, the secondary market price of the debi.

Impn'rmml losses are enlculabed by discounting the expecied future cash flows of nlom al #s onginn effedive
mierest rade, il comparing the resultant present value with the loam 's currend carrying amount,
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Motes on the Financial Statements continued)

Note J

Collectively nasessed loans and wdvances
Impairment is assesed on a collective bass m wo areamstances:

- tocover bosses which have been inaerred bt bave mot yet been dentified on loans subpect 1o individisl
acspaement; and

~  for homogeneous groups of loans thit re nof considered indniadually significant.

Incurred but not pet ident fed o et

Endividunlly assessed loans for which ne evidence of loss has been specifically identified on s individsa] basis
are: grouped together according to their aedit sk chamcteristics for the parpose of calculating m estimated
collective boss. This reflects impairment losses that HSBC hes mncarred s aresult of events occuming before
the balwnce sheet date, which HSBC is not able to identify on o individunl lomn basis, smd that can be reliably
esimated. These losses will only be individually identified in the future, As soon as mformation becomes
avielable which ientified losses on mdividual loans withm the group, those loans are removed from the group
mnd aseessed on mn individunl basis for imparment,

The collective enpaimment allowance is det ermined after taking into account:

—  himoncal loss expericnce in porifolios of similar credit risk choracteristics (for exampbe, by mdustry sector,
loan grade or product);

~  the estimated period between impairment ocounring and the boss being identified and evidenced by the
establishment of @ approprade allovance agains the ndividual lom; and

~  mmagement’s experienced judgement as to whiether current economic md aredit conditsns are such that
the actual level of inherent bosses at the balance sheet date is bkely 1o be greater or less than that suggeded
by higonicnd expersence.

The perod between a loss socurming and its identification i estimated by local manngement for each idemtified

postiolio,

FHomogeneous groups of loans and advances

Statistical methods are used 1o determine impadrment losses on a collective basis for homogeneous groups of
lonna that wre not considersd individually significant, becosse individual bosn assessment & impracticable,
Losses m these groups of loans are recorded on am individund basis when individieal boams are writtem off, o
which point they ore removed from the group. Two aliemative methods are used to ealculale allowances ona
callective basis:

= When u;pﬂ:pr'ime mlpc'ritu] miormation 12 avazlsble, HERC ntilises roll e rnlﬂ!.n-ﬂnlnﬂ. Thes
methodalogy employvs salistical analyees of historical datn and experience of delmguency and defail 1o
cslimate the mmount of loans iha will eventually be written off a8 a resuli of the events occurrmg befare the
balamce sheet daie which HSBC is not able 1o identify an an individual loan basis, and that can be reliably
celimaled Under this methodalogy, loans are grouped inte ranges accordmg 1o the number of days past due,
anil siatistical analysis = used to estimate the [Jelthood that loms @ each range will progress through the
various dages of delnquency and ulimaiely prove irrecoverable. The estimnted logs is the difference
between the present value of expected faure cash flows, dscounted o the original effective interest e of
ihe partfolio, md the camyving smount of the porifolio. Cument economic conditions are also evahited when
caleulamg the appropriate level of allowance required o cover inherent logs. In centam highly developed
marketz, sophisticated models alse take inbo account behavioural and accoun! mamagement frends as
revealed in, for example, bankrupicy and rescheduling statistics.

= In other cases, when the portfolio aze is anall or when mformation & nsufficient or not reliable enough to
adopt a roll mie methodology, HSBC adopts a foemulaic approach which allocates progressively bigher
percentage loss rates the longer o customer’s loan & overdue, L oss mies are based oo histonical experience.

In nennnd circumstamces, hidoncal expenence provides the mosd ohiective and relevant mformaticn from which
o mesess mbenent |oes within each portfolio. In certam circumstmsces, historical loss expenience provides less
relevant mformaison abouot the inberent loss m ngiw.-n pwlﬁ:ti.n of the balmce sheet date, for emple. where
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there have been changes in economic, regulatory or behavioural conditions, such that the most recent trendk in
the portfiolio risk fnctors are not fally reflected in the statisical models

These additional portfolio risk factors may inchide recent loan postfolio grovahl snd product mi, unemployment
rtes, bamkruptcy trends, geographic concentra ions, lomn product feahsres {much as the ability of borrowers ta
repay mdustable-rate loms where reset mierest raies give nise (o ineneases in interest charges), cconamic
conditions such as nafionad and locn] trends in housing markets and inberest mies, porifolio seasoning, nccoant
manngement palicies and practices, current kevels of wite-offs, changes m laws md regulotions and other items
which can affect customer payment paitermns on outsdmding loans, asch as natuml dissters, These nsk faciors,
where relevant, are token mito sccount when calculatmg the sppropraate level of mmparment allowmees by

I i 2 the '-u‘ i il ces dermved mlel_\- from hustorical lns:exprrirrbﬁe.

L

Foll ries, loss rates mnd the expected timing of fofere recoveries ame regulirly benchmarked ngaanst aciual
outcomes to ensure they remiin mpqropriale,

Wirite-ofT of louns and advances

A loen {and the related impairm ent allowmce account ) is normally written off, either partially or in full, when
there is no realistic prospect of recovery of the principal amount and, for a collateralized loan, when the procesds
from realising the secunity have been received.

Reversals of impabrnaent

If the mmount of & mpoarment loss decréases m o subsequent pervod, and the decrense can be related objectively
1o mn event ocairring affer the mmparment was recognised, the excess is wrtten back by reducing the loan
mypairment allovance secount socordingly, The write back is recognized in the moome stulement.

Asseis acquired in exchange for loans

Moa-finmeial asets poquired m ecchange Tor loms as pant of an erderly realisation are recorded as assets held
for sale md reported i “Chibver assets”, The asset accuired is recorded o the lower of its far vadue (less costs to
eell) and the carrymg amount of the loan (net of impasment allowance) af the dabe of exchange. No depreciation
i charged i respect of assets held for sale. Any subsequent write-devwn of the acquired nsset to fisir vahse less
costd 1o eell is recognised in the income siadement. in *Other operafing moome”. Any subsequent increase i the
fnir value less coste to eell, to the extent this dogs not exceed the cumulative write down, &= nlso recognised in
“Cehier opernting income”, together with any realised gaing or losses on disposal.

Renegatlat od lnans

Loams subject 1o colleciive imparrment assessment whose terms have been renegotinted are no langer considered
st dhae, bt are treated & new loans for measurement purposes once the minimum number of pavements
required under the new arangemenis have been received Loans subjeet fo individual impaimment assesament,
whoge term £ have been renegotialed, are subject fo oagoing review (o determine whether they remain im paired
or should be considered past due. The camying amoant of loans that have been ¢lassified a renegotiated retam
thie classafication wntil matunify or derecognition.

(g} Treding sssets and wrading liabilities

Treasury hills, debt secunties, equity shares, loans, deposits, debt securiiies in issue, sand shori positions in
securitics mre clussificd ns held for trading if they have been acquired prmcipally for the purpose of selling cr
repurchasing i the nese term, or they form part of & portfolio of idemtificd finmcinl nstraments thet are
minaged together and for which there is evidence of n recent pattern of shost-term profis-faking. These financinl
nssets or financinl habilsties are recognised on trde dafe, when HSBC enters into contraciual srrangements with
counterparties 1o purchase or sell securifies, mnd are pormally derecognised when eatber sold (assets) or
extinguished {labilities), Mewsurement is mitially o fiur value, with irneaction costs taken to the income
snfement, Subsequently, ther fiir values are remessured, end all gams and losses from chunges therein are
recognised m the income stalement in “Wel trading income’ as they ase.
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HERC HOLDINGS PLT

Motes on the Financial Statements continued)

Note J

(h) Financial instruments designated st fair value

i

Fmancial instraments, other than those held for radmg, are classified in this cafegery if they meet one or more of
ithe criteria 2el out below, avd are 20 designaied by mmagement. HSBC may designate financial instraments o
Eair value when the designalion:

- eliminates or significantly reduces valustion or recognition meonsmstencies that would otherwise arise from
mensuring finamcinl resets or financial lisbilities, or recognismg gains and losses on them, on different
hases. Under thie criterion, the mun clneses of fimancinl insnenents designated by HSBC are:

Long-term dobt issues. The mterest payable on certain fixed rafe kng-term debt securities issued hns bren
midched with the mierest on ‘recerve fixed piy varmble’ mbered mie swaps s part of o documented interest
rate rigk monng ement strdegy. An accounting misnsch would amse if the debt secunities isued were
accoumted for o amortised cost, because the relafed dermvatives are measured al fair value with chinges in
the fair vabue recognised m the income @afement. By designating the long-term debt ai fur value, the
mevement m the far valie of the long-term debt will also be recognised in the incoime o abem ent.

Fimancinl asseds and Gnanciad lnbilitdes ander investment contracts. Liohilities 1o costomers under
linked contracts are determined based on the fhir valie of the assets held in the linked funds, with changes
recognised in the income saatement. If no designation was made for the asets relating to the costomer
liabil®ies they would be claszified as svailable-for-eale and the changes in fair vahse would be recorded
directly i equity. These finmcial instrmments nre managed on m fhir vabie bass md mmagement
information is also prepared on this basis

Designntion at fuir value of the financial nssets and lmbilities under mvestment controcts allows the chinges
in fair vahees to be reconded in the ncome sintement and presented in the same lme.

= applies 1o groups of fmancinl assets, finencind labilies or combmations thereof thi are managesd. and their
performance evaluated, on a fair value basis in accordance with a docum ented nsk mmagement or
invesiment strufegy, mnd where mformation about the groups of finmcinl mstraments is reported (o
mmagement an thal bass. Under thes enferion, ceram fmancial assets held 1o meet liabilities ander
insirance conlracts ore the main class of financial mstrement so desgnited. HSBC has documented risk
management and investment sirabegies designed to manage such assets o far value, taking mio
comsaderation the relationship of assets to liabilities in a way thal mitigates market fsks. Reparts are
provided io management on ihe fasr value of the assels. Fair value measurement ie also consistent with the
regulaory reporting requirements under the sppropriste regulations for these insurance operabions.

—  relates 1o financial meruments containing one of mare embedded derivatives thal significantly modify the
cash flows resulting from those fmancial ingtmments, mcliding cerinin debdt issues md debt securitics held

The fuir vahie designniion, once mude, = mmevocable. Demgnated financinl nssets and financiml bisbilites are
recognised when HSBC enters mio the contrectund provistons of the armgements with counterparties, which is
generully on trude date, mad are normally derecognised when sold {asets) or extmguished (Linbahities).
Measurement s mitinlly af fadr value, with irmsadtion costs taken directly 1o the income siafement.
Subsequently, the fair valses are remensured, and guns and losees from changes therem are recognised m “Net
mcame from finmcial metruments designated of far vahie"

Financial imvestreants

Treasury bills, debt securities and equity shares infended to be held on a continuing basis, other thn those
designated o fair valse (Note 2h), are claszified & available-for-sale or held-o-mansrity. Fmancial investments
are recagnised on trade date, when HSBC enters inlo contmetual arrangements with counterpanies io purchase
securiics, mnd are normally derecognieed when either the securities are soll or the borrowers repay their
obligaions.

(i} Avalable-for-smle securities are mitinlly mensured of fur value plus direct and incremental tmnsaction costs.
They are subsequently remeasured of fair vilne, md changes therein are recogmised in equity i the
*Availnble-for-sale reserve’ (Wote 39) until the secarties are either sold or impaired When avatlable-for-
sale securit s are sold, cumulative gaine or losses previously recognised in equilty are recognised o the
incotne dadement as " Gams less losoes from lnancial investmends”.
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Interest income is recognised on avilable-for-smle securities usng the effectrve mierest rate method,
calculated over the asset's expected life. Premieme snd’or discoants ansmg on the parchase of daled
investment securities are included in the caleulation of their effective mierest rdes. Dividends are
recognised mthe ncome satement when the right te recene payment has been edablished.

At ench balmce sheet date m nsscssment is mude of whether there is my objective evidence of Enpairm end
in ihe value of 8 fmancial seset or growp of asscts, This vanlly arises when circumstances are such thad m
adverse effea on fiture cash flows from the asset or group of aesets con be relisbly eammaded. It an
available-for-snle security 15 anpared, the cumulative loss (messured as the difference between the nased's
accuisition cost {net of any principal repayments and smortisntion) and s current fus value, less any
implirlmnﬂ los on thal neset pr:\."luu:h' I.‘\I"Dﬁls,rlllﬂd in the meome datement) 1= remaoved from :m:ity mad
recognized m the mecome sidement, Reversals of impasment losses are subject to contrasting treatments
dependmg on the natire of the mstnsment eoncermed:

= if the fur vidue of & debt instrument classified as mvailnbbe-for-cole merenses in 0 mibsequent period,
and the merease can be oljectively relaled to an event occwrming after the mpairment boss was
recognized in the income statement, the impaimment loss 15 reversed through the income statement;

—  impairment losses recognised in the income stnfement on equify mstnim enis &e not reversed through
the income sial ement,

{ii} Held-to-mmurity investments are nen-cernvative finmeial nssets with fived or determinable payments and
fixed maturities that HSBC positively mtends, apd is able, 1o hold until maurnity. Held-o-mafurity
imvestments are mitm@lly recorded o fas value plus any direaly attributable transnction costs, md e
subsequently memsured at smontised cost using the effective interest mte method, less my Enprinment
losses.

Sale and repurchase agreements {|including stock lending and borrawing)

When securities are sold subject to n commigment to repurchnse them af o predetermined price {repos’ ), they
remuin on the balance sheet and a linhility is recorded in respect of the considerntion received. Securities
purchased ander commuments to sell { ‘reverse repos’ are not recognised on the balance sheet and the
condiderntion pad i recorded in “Loans mnd sdvances to banks” or 'Loans and advinces to customens’ as
approprinte. The difference between the sabe and repurchase price s tresded as inberest and recognised over the
life of the mgreement.

Securities lending and bomowing immnssctions see generally secured, with collubernl tuking the fonm of secuntics
or gash scdvanced or received. The transfer of securities to counterpirties under these agreements is mot normally
reflected an the babmce sheet Cash colldern] advanced or recemnved s recorded ns an aeset or a lnbality
mespedively.

Sequrities bormowed nre nof recognised on the balance sheet. [T they are sold on o thind purties, m obligation to
retum the securities is recorded as a trading lsbility and mensured af fair value, and my gains or losses are
micluded in Net rading mcome”,

Darivatives and hedge sccounting

Drerivatives are recognised mitially, snd are sibsequently remeasired. af fair valae. Fair vahies of exchage-
traded derrvatives are obitamed from quoted marke prices. Fair vahses of over-the-counter derivalives are
obtamed using vaheation technigques, inchuding discounted cash flow medels snd option pricing models

Derivatives may be embedded in sther financial mstruments, for example, a convertible bend with an embedded
canversion oplion, Embedded derivaives are treated as scparate derivatives whien their economic charachenistics
and risks are nod clearly snd closely related to those of the host contract; the terms of the embedded dermmtive
woukl meet the definifion of o stmd-alone derivative if they were contained in 8 sepamge contract, md the
combined contract is not held for tading or designaded a fair vadue. These embedded derivatives are measured
at fair value with changes therein recognised in the mcome staement,

Derivatives are ¢lmsiied as secets when their far value 1 posinve, or as Habilities when their fidr vahee s
negadive. Derrvative aseets and lsbilities ansing from different transactions are only offeet if the iransacions are
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HERC HOLDINGS PLT

Motes on the Financial Statements continued)

Note J

with the snme counterparty, a legal right of offsel exists, mnd the puties mtend to setile the caxh Nlows on o net
s

The method of recognizing fair value gaing and losses depends on whether derivatives are held for trading or are
designmted as hedging instraments, snd if the laiter, the nature of the risks being hedged. All gaine and losses
from changes in the fair vahee of derivatives beld for trading e recognieed in the mecme statement. When
denvainves are dengnabed 55 hedges, HSBC clasafies them as either: (1) hedges of ihe change = fuir value of
recognised mssets or linbilities ar finn commitments (*fair vahse hedges”); (1) hedges of the varmbility m highly
prabable future cash flows attrbatable to @ recognised avet or linbility, or o forecod tranmction {*cash flow
hedges™ & or (1) @ hedge of nnet investment w a foreign opemtion (‘net investment hedges’) Hedge accounting
B q:pai.ﬂ{lo derival ves &s'qg,m]::d Lt h:-*_'i.ng matriments m o fer value, cash flow or net investment h:dge
provided certam criteria are mel,

Hedge sccounting

Al the mception af a hedging relationshyp, HSBC dooum ents the relatwnaship between the hedging metmments
and the hedged tems, its rsk manogement objective and s strategy for undentakmg the hedge. HSBC allsa
requires a documented axsessment, bath ai hedge inception md on an oagoing basiz, of whether or not the
edging mstruments, primarily derivatives, that are used in hedging trmsactions are highly effective in offsening
the chmges anributable to the hedged ndks in the adr valees or cash Nows of the hedged items. Interest on
designated qualifying hedges is inchaded in Mol intersst income’.

Fatr walur hedge

Changes in the fair vahse of dermvatives that are designaled md qualify ns fair vahse hedging mstraments are
recorded in the mcome statem ent. nloag with chmges in the fair value of the hedged nasds, liabilities or group
thereaf thas we sttnbatable to the hedged nisk

Il & hedging relationship no longer meets the ariterin for hedge nccounting, the camuliive sdustment to the
corryimg mmouni af the hedeed item is nmortised to the meome stement bused on o recaloulaed effectrve
mterest rale over the residunl pervod to maturay, unless the hedged item his been derecognised, in which case, i
i released to the income gatement mnmediately.

Cash flow hedge

The effective portion of changes m the fair vabse of dervatives that are designated and qualify as cash flow
hedges is recognised in equity within the cash flow hedging reserve. Any gain of loss in fair valoe relating 1o @
imeffective portion i@ recognised mmedintely i the income datement

Amonnts accumalaed m equity we recveled to the income statement in the periods in which the hedged item
will wfect profit or loss. However, when the forecast trnsnciion thad is hedged reailis m the recognition of a
non-fmmcial asset or o non-finuncial lsbility, the gains and losses previously deferred m equity are trandemred
Fromm Hpiy and iinchided in the mitml mesurement of the cost of the mssel or IH:rilitf.

When a hedging mstrument expires or is sobd, or when ahedge no longer meets the critenin for hedge nccounting.
any cumulative gain or boss existmg in equity af thal time remaims in equity undil the forecst imnsaction is
eventundly recognised in the ncome statement. When a forecnst transaction i no bager expected Lo acour, the
cumulsive gun or loss thal was reported in equity 15 mmediately transferred (o the meome stalement.

Mt rrvestnnt Kedoe

Hedges of net mvestments in foreign operadions mre accounted for in & similar way to cash fow hedges. A gam
or boss on the cffective portion of the hedging mstrument is recognised in cquity; o gain or loss on the incflective
postion is recognised mmedintely i the moome statement, Gains and losses acoumulated m equity wre mchided
m the mcome statement on the dispom] of the foreign operation,

Hedge ellTectiveness testing

To qualdy for hedge nccounting, H3BC requares that wt the moeption of the hedge and throughont its hife, each
lul:he muasd b-re!;p-nctﬂ] o Iuhighl.y effectove E)rnq:e:l'n-: effectiveness ), md demanstrate aciund effectveness
fretrospective effediveness) on m ongomg basis.

184
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The documentation of ench hedigme relationship sets oat how the effectiveness of the hedee is asessed. The
method an HSBC entity adopts for sssessmg hedge effectiveness will depend on its risk management siraegy.

Far progpective dfectiveness, the hedging mstrument must be expected 1o be highly effective in offacning
chonges i fair value or cash flows attnbutable io the hedged risk duning the period for which the hedge &
designied For acioal effectivencss to be achieved, the changes m foar vadue or cnsh flows must offset ench other
m the range of B0 per cent 1o 125 per cent.

Hedge ineffectiveness is recognised in the income statement in “Net trading income”.

Derivatives that do mot qualify for helge accountdng

All goms and losses from changes i the fair values of denvatives that do nof qualdy for hedge nccounting are
recagnised mmediately n the incom e stafement. These guans and losses are reported in Nel tradng income’,
excepl where derivalives sre managed in conjumction with financal mstruments designated o fair valae (other
thaa derivalives managed in conjunction with debt securilies imued by the Group), m which case gains and
logees are reported in Ml income from Gnmeial insruments designated of fair vahae'. The inferest an
derivalives mannged in conjuncion with debt securities ismed by the Groap which sre designated af fair value is
recognised i “Interest expense’. All other gnins and loeses on thess dervvatives are reponted in Net income from
finmncinl instruments designaded o fnir value®,

Daracognition of financial assets and liabilities

Fmancial asscts me derccognised when the contractunl right to receive cash flows from the nssets has expired; or
when HSBC has transfesred #s contractual night to receive the cash flows of the fiman ol assets, and cather:

—  sabstamtially all the risks amd reswards of cwnership hove been ransfered: or

~  HSEC has peither retained nos imnsterred substantinlly all the risks md reveards, but has not retmmed
comtral

Fmancinl lmbalities are derecopnised when they are extmguished, that & when the obligation 1= discharged,
cancelled or expires

() Offsetting financial assets and financial liabiiities

{n}

Fmancial sssets md fimancial linbilities are offset snd the net mnount reponied in the balance sheet when there is
a legally enforcenble night to affset the recognized mmoants and there is an intention 10 settle on a net basis, or
rendise the asset and settle the lnbility simulaneously.

Subsidiaries, sssociates and joint ventures

HSBC clnssifies investments in entitics which i controls as subsidiaries. Where HSBC & a party 10 8 contractaal
wrangem ent wherehy, together with one or more parties, it underiakes an cconomic activify thie is subject 1o
Joint control, HSBC clussifics its inferest m the ventore as o jomt venture. HSBC classifies investments m
entities over which i has significant milwence, and that are neither subsidinries nor joms ventures, & asocmtes,
For the purpose of determming this classification, control is considered to be the power to govern the finacind
and operning policies of an entity so ns to obdam benefits from s activities,

HSBC Holdings' mvesiments in subsulinries are etated o cost less any mmpairment losses. Beversls of
impairment losses are recogmised in the income statement i there has been a change in the eatimales uaed 1o
determme the recoverable amount of the nvestment.

Investments m associbes and mterests in jomt ventures are recognisnd namg the equity method Under this
method, mich investments are initially sinted a2 cost, includmng attribotable goodwill, md are ndjusted thereaffer
for the post-acquizion change m HEBC s share of net asses.

Prof#ts an tranenctions between HS3BC md its issocintes and joint ventures are eleninated to the extent of
HEBC s nterest in the respective associntes or joint ventires. Losses are aleo ehiminnied to the extent of HSBC's
mierest m the assocutes or joind ventures unless the irmnsadion provides evidence of an impairment of the asset
iransfemred,
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Motes on the Financial Statements continued)

Note J

(e} Goodwill and intangible agaets
(1) Goodwill arises on business combinations, nclding the acquisition of sabsidiani e, and on the noguizition
of mierests in joinl venhures and assocbes, when the cost of acquisition exceeds the fair value of HSBC s
share of the idenfifiable nssets, linbilises amd contingent lishikitees acquired. If HEBC's interest in ihe fair
value of the identifinble mesets, liabilitiss md contingent linbilitics of an ncquired busimess is greater than the
cosd af scquisition, the excess is recognieed immedintely i the mcome satement.

Intnmgible mesets nre recognised separately from goodwill when they are separable or nrise from contrnciusl
or other begal rights, and their fuir value con be memarred relinbly,

Groodwill i= allocated to chh-gmn:il'ng umils for the [eilyatidd] nl':'mpl'rmﬂ:l Iuﬁus. which & undedaken nf
the lovest level m which goodwill is monitored for indernal mmagement purposes, Imparment lestimg s
performed o least annisally, and whenever there 1 an indication that the cash-genersd g unil may be
impaired, by comparmg the present value of the expected fanre cash flows fFom a cadi-gmernting unit with
the carrying mmount of its net assets, inchidmg aitributable gooadwill. Goodwill iz aated ot cost less
accumualabed Enpaimm ent lossee. Impairment losses are charged to the income @afement

Gipodwill on aceuizitions of inferests m pomt ventures and aseocistes 18 mcluded in “Interests m associaes
anl joing venmres'.

At the dote of disposad of & business, aftributnble goodwill i= mehded i HSBC's share of net mesvets m the
cabeulation of the gam or boss on digpazal

(i) Intnmgible assets mclede the value of m-force long-term insurnnce business, compuler software, tude
namnes, mortgRge servicmg rights, customer higs, core deposit relationships, credit cand customer
relationships md merchant or other boan relationships Intengible mssets are arbied to impaimment review if’
there mre events or chimges in circamstances that indicate that the caTying amount may not be recoverable,

- Intangible mesets that have sn indefnite nseful life, or se not vet rendy for wee, are tested for
impairment annuadly, This mparment best mis be performed of any teme durmg the vear, provided it =
perfommed ot the sume teme every venr, An miangible neset recognized durmg the current penod is
tested before the end of the cumrent vear,

- Intangible asseis that have a finite useful life, except for the value of in-force loagtem inmmnce
basiness, are staied ol cost less amortisation and sccumulaed mnpairment losses and are amortised over
their estimated ueeful lives. Estimated useful life is the bower of legal dursdion and expected useful life.
The mmortisation of mosigage servicmg nights is mcheded wathin Net fee mcame'.

For the scoounting pelicy governing the vahee of in-force bng-term inmrmnce business (soe Mote 2x)
{nii} Intamgible assets are amortised over thear finge wseful lives, generally on o straaght line basis, as follows:

Trade names 10 years

Mottgage servicmy rghds penerally batwonr 5 nd 12 peare
Inbermally geeried solbware beetween J and § years
Purdhased solbware st pon § amd 5 pears
Custemenmendiant relaboashigs Eertwr e 3 amd 10 pears

e penrally L0 yenrg

{p) Property, plamt and equiprnent

Land md buildings aw stated st historical cost, or fair vabae af the date of tranzition to IFRSs ('deemed comt’ ),
less muy imprirment losses mnd depreciation caloalated bo waite off the sesets over their estimated nsefal lives as
follows:

~  frechobd land i mot deprecinged;

= frechold buildmgs are deprecinted of the grenter of two per cent per mmem on & straight-lime basis or over
their remaming useful lives; and

- lensehold buildings are depreciated over the mexpired terms of the leases, or over their remaming useful
lives,

291/764

oOoOooodn



g

ir

EDINETOOOO
O00oDOo0ooOoooooo0ooo0oooOooE27071)
oOoOooodn

Equipment, fixtures and finmgs {inchidmg equipment on operating leases where HSBEC 1= the lessor) are stated
al cosl less mvy mpasrment losses nod deprecintion calculmed on a straighi-line bass to write ofl the asets over
thedr nsefisl Hves, which run to a mastimum of 35 years but are generally between § years and 20 yedars.

Property. plant md equipment is subject to m impaimment review if there ore evenis or changes m carcumstances
which indicate that the camying nmount mey not be recoverable,

HSBC holds certam propertics as mvestmients to cam rentals o for capital appeeciation, or both, Invesment
propertses are included in the balance sheet mt fnr value with changes therein recognised in the income stafement
i the period of change. Fair volies are determined by independent professional valuers who apply recognised
valuation techaiques.

Finance and operating leases

Agreements which transler 1o counterpaties smubstmtsally all the risks and rewards incidental to the ovnership of
assele, bat not necessarily begal title, are classified as finance leases. When HSBC is a lessor ander finmee leases
the amounts due andir the leages, after deduction of unesmed charges, are included in “Losns md advances 1o
beanks® or ‘Losms and advances to customerns' a2 appropriate. The finance mcome receivable ie recognised in

‘et mterest mcome” over the periods of the lenses so a8 to give & constant rebe of retam on the net invesiment

in the leases,

‘When HEBC is & bessee undier fmance lenser, the leased pssets mre copitalised and included in ‘Property, plont
and equipment” md the cormesponding linbility to the keesor is included i “Chber lisbilities". A finance lease and
its cormesponding lishilsty are recognised inimlly of the fair vaboe of the nsset or, i lower, the present value of
the mimimum lease peyments. Finance charges pavable are recognised in et interest income” over the period of
the lease based on the nterest mte maplicit in the kase 5o a5 to give aconstant rate of nlerest on the emaming
babance of the lmbility.

All other benses are clnssified ss opernting lesses, When acting ns Jessar, HSBC mcludes the assets subjedt to
operating beases i “Property, plaat and equipment’ mad accounts for them nccordmghy, Impairment losses are
recognised to the extent that resitunl values mre not fully recoverable and the camyng value of the equipment is
therehy impaired When HSBC s the lessee, lensed assets mre nod recognised on the balince sheet, Rentals
payabile snd recemvable under opernimg leases are accounted for on a draight-lme bass over the periads of the
beases and are included in “General and admmisirstive expenses’ and "Cther operating meome”, respectively,

Incorme tax

Incoane e comprises aument i and defomed tus, Incoms tax i recognised in the income saloment &xoep (o
ihe extent that if relaies fo vems recognised deectly i equity, i which ese i & recognised B equity.

Cuwrrent tnx = the tix expected to be pavable an the tmable profi for the year. calculnied usmg tax mibes enacted
or substantively enacted by the balance sheet date, smd any adjustment to tox payable o respect of previous
yems, Cusrent tx assets and Liabalitkes mre offset when HSBC idends to seftle on anet basis and the legal right
1o offset exids

Dreferred tie is recogised on temporary differences between the carrying amosints of assets and lzabilittes m the
babmce sheet and the amounts atiribiated b0 such assels and liabiliies for tax puposes. Deferred tax hiabilities are
wenerally recapnised Tor all 1mable temporary differences and deferred tax assets are recognised 1o the edent
that it i probable that future iexable profiis will be available agnmsi which dedoctible temporary differences can
e atillised.

Dreferred i is caloulnied usng the i mies expeded to apply in the periods in which ihe assets will be realised
of the lisbilities settledd. based on iax rales and laavs enacted, or substantively enacted, by the balance cheet date.
Dreferved tax assets mnd lishilities are offset when they arise in the mme tox reporting group and relae to income
taxex bevied by the emme taxation suthority, mnd when o legal right fo offset exists in the entity.

Dreferred fax relating to actoerial gans and losses on post-employment benefits is recognised directly m equay.
Deferred tax relating to faxr vadue remensurement of svalable-for-mile investments and cash flow hedeing
mstruments which are chirged or eredited directly to equity, 15 also eredited or charged diredly to eepity and =
aibsequently recognised in the income statement when the deferred fusr value gain or loss s recognised in the
imcome s ement.
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HERC HOLDINGS PLT

Motes on the Financial Statements continued)

Note J

(g} Pemzion and other post-employrment benafits

it}

HEBC eperaies a number of pension and other post-employment benefit plans throughout the world. These plans
mclde both defined benefit md defined contribution plans and vanous other post-employment benefits mich as
post<cmployment health-care,

Payments to defined contritation plane and sale-mannged redrement benefit plane, where HSBC s obligadions
undler the plans are equivalent 1o a defined contribution plan. sre charged s an expense o they fall due,

The defmed benefil pension cosis and the present vahse of defmed benefit obligations we calculuted uf the
reporting date by the schemes” sctunnes using the Projected Unit Credit Metbod. The net chorge to the mcome
sufement I:I'LII.-I_'" :nmprinﬂ the current service cos, p|ls the dnlbiﬁg-nfﬂm discoiunl ride on ]:I:l: lvdvligies,
bes= the expected retorm an plin assets, and is presented in operaling expenses. Past service costs are charged
mmedigely to the meome stilement 1o the extent that the benefits have vested, and are otherwse recognised
o o elraight-lme basis over the average period until the benefits vest. Actuarial gams and losses comprize
expermence adjudments {the effeciz of differences between the previous actuarial asnenpd ions md what bhas
actually occurred), as well as the effects of dhanges in sctaarial assumptions. Actunrinl gains snd losses are
recognised i “Sharcholderms” equity’ and presented in the Statement of Recognized Income and Expense in the
periodd in which they arise,

The defimed benefit linbility recognised in the balanoe shee represents the preseat value of defined benefin
obligations adjusted for narecognised past service comts and reduced by the fair valie of plan assets. Any net
defined benefit surplus is limied o anrecognized past service costs plus the present value of available refunds
and reductions in future comribtions to the phan.

The costs of obligntions an=ng from other defined post-employment benefits plans, such ns defined benefit
henlth-care plans. mre accounted for on the sane basis as defined benelit pension plans.

Share-based payments

The cost of share-based payment amangemenis with employ ees is measired by reference to the fair value of
equily instruments on the die they are gronted, and recagnised & an expense on a straight-lme basis over the
vedtmg period, with a carresponding credit to the "Share-based pavment reserve’. The faar value of equay
metraments that are made available mmmediately, with ao vesting period attached to the avard, are expensed
mmediately.

Fair value iz determmed by usang sppropriste valuation models, iakmg into aceount the terms mnd conditions
upon which the equily metraments were granted. Market perform mee conditions are reflected ae an adpstment
ta the fair vale of equity mstrumenis s the date of grant, so that an mverd i ireated a8 vesting Fmespeaive of
whether the market performance condition is esdisfied provided all ather conditions arv satiefied.

Westing condstions, other than marked performance conditions, are not factored mnto the ingml estimate of the far
value ut the grant date. They ore taken nto account by adusting the number of equity indruments mchided m the
measmrement of the Irm!.:liull. &0 o the amount mn‘rgrli.u!l‘] for servaces recerved ax canadention for the
equity instruments granted hall be based an the pumber of equity insmments the eventually vest. Ona
cumitldive basis, no expense is recognised for equily mstruments thal do nol vest becainse of o fulure lo satisfy
non-makel porformance or service conditions

Where an sward his been modifbed, s a minmum the expense of the ongmal smward continues (o be recognised
as if it had not been modified Where the effect of a modificaion is to ncrease the farr value of an swerd or
mcrease the number of equity instruments, the incresental fair value of the award or incremental fair vabae of
ihe exira equity instmments is recognised in sdddion 1o the expense of the original grant, meanered af the date of
muodification, over the remaining vestimg period.

A camcellntion that ocours during the vesting period i treated s an nccelerntion of vesting, and recognised
mmedsately for the amount that woald athervase hive been recognised for services over the vesting period,

Where HSBC Holdings enters into share-based payment amugements mvolving emplovees of subsadianes, the
cost is recognised in ‘Investment in subsidinries’ and credited to the *Share-based payment reserve” over the

vestmg period. Where the cost is recharged to the subsdiary, 1t 15 recognised as an mier-company debtor, not as
nn mvestment m mh‘icﬂn'_v. Where n.-.l.l:nx'll'l:ﬂ-ﬂ.I has funded the share-bused payment nrangement, “Investment
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m subsidiaries’ & reduced upon exercise by the number of equity instnments exercised muliiplied by ther gramt
date fusr value,

Foreign currencies

Hems meluded in the finmciad matcments of ench of HSEC s entifics are menmned usmg the cumrency of the
primary econcanic enviromment in which the entdy operafes {‘the fanctional curency” b The consolidated
financinl statements of HSBC are presented in US dollars, which 15 the Group's presentation curmency.

Transactions in foreign currencies are recorded in the funcional currency af the mie of exchange prevailing on
the date of the runsaction. Monetary asscts and lisbilities demominaed in foreign curencies are trmslated mio
the functional comency o the rate of exchange rulng at the balance sheet dute. Any resultmg exchange
differences are included i the mcome statement, Non-monetary wssets and linbilsies that are measured =
historical cost in a foreign currency are trinslated into the functional currency using the mte of exchange of the
date of the mitinl transaction. Mon-monetary mssets and liobilittes memsured o fur value o oa foreign camency are
transiated mto the fundtional currency using the mte of exchange aof the date the fur valoe was determmed. Any
exchange componemt of a gam or loss on a non-monetary Hem is recognised directly in equity i the gain or loss
o ihe non-maneiary fem is recognised directly in equity. Any exchange component of a gain or los on a non-
monelary Bem i recognised divectly in the mcome statement if the gain or logs on the non-monetary Wem i=
recognized m the income stalement.

In the consalidated finmcial stabements, the mesets, inchuding related goodwill where apgplicable, and lisbilities of
branches, subsidiaries, jomnt ventures and associates whose functional currency is not US dollers, are translnted
mio the Group®s presentstion currency of the rate of exchange ruling at the budance sheet date. The results of
branches, subsidiaries, jomt ventures and associates whose functional currency 15 nod US dollars are translated
inte US dollars af the svernge mites of exchange for the reparting peniod. Exchange d@fferences mrisimg from the
retranelation of openmg foreign cumency net investments, end exchange differences arising from retrnslation of
thie result for the reportmg periad from the avernge mte 10 the exchange mie prevailing n the period end, are
recagnised m ecuity m the ‘Foreign exchmge reserve”, Exchinge differences on a monetiy gem that & part of o
net investment in & foreign operntion are recognised i the meonie siabement of the separate financiad statements.
In consolidated finmncial statements these exchmge differences nre recogmsed i the “Foreign exchange reserve’
n sharehalders’ equity. On disposal of n foreign opertion, exchmnge differences relating thereto med previously
recognised m reserves are recognised in the moome dalement

Provigions

Provisions are recognised when it & probable thes m ouiflow of cconomic benefits will be required to setile n
curreni kegal or constructive obligstion s aresull of past events, mnd a relisble edtmmnte con be made of the
amaunt of the obligation,

Comtingent linkilities, which inchude certnin guaraniees md letters of credit pledged as collabernl sequnity, are
possible obligations that arise from past events whose existence will be confinmed only by the occurmence, or
nom-occumence, of one of more uscertan foture events not wholly within the control of HSEC, Contingent
lanbil ities are not recognized m the financial statements but are disclosed unless the probability of senlement s
remobe,

{w) Financial guarantes contracis

Liahilities ander financial guarmiess contradts which are nol clissifeed as insuramce contracts, are recorded
mitinlly ® their fair value, which is generally the fee received or receivable, Subsequently, financial guarmies
linbilities wre mensured i the higher of the m#tinl fuir vahse, ks camulntive smortisation, wnd the best estimate
of the expenditure required to sestle the obligations.

HSBC Holdings has issued finanaal guarantecs to other Group entitbes. Where it has previously asserted
explicitly that it regards such contrcts &= insurmnce condrmacts and has used sccounting applicable to msumnce
contracts, HSBC may elect to account for gumrantees e an insurmnce contract, This clection & made on o
contract by contrmct bases, but the election for each contract is irevocable. Where these guaranices have been
classified ms msamrance contracts, they are mensared and recognised as mamance linhilities,
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HERC HOLDINGS PLT

Motes on the Financial Statements continued)

Note J

(%) Imsurance comractis

Through iis msurance subsidiaries, HSBC issmes contracts (o customers thal coniain insirmce risk, finmeial sk
or & combination thereof. A contract under which HSBC accepts signifbcant inmirance risk from snother party by
agreeing o compensae thal porty oa the occumence of o specificd unceriin fshure event, is chnsified as an
msurmmnce conlract, An inmumnce condract may also tmnefer finmcial nisk, bul i accounted for as @ inmmance
contract if the marmee nsk & sgnificul.

While investment conirncis with discretsonnry pasticipation features are fimancinl nstruments, they continue o
b reated ns insurmce contrncls as permitied by IFRS 4,

Insurmce contricls are accotnted for as follows:

Premiums

Chrouss inl.n'-'ll:r ]:r:m:'l.l.m far u|:|1--1:'f= msurmEce bun'.umm r:pncl:d.ls meame over the term af Iflr msummoe
contracts based an the proportion of risks borme durmg the accounting period. The unearned preminm (the
propartion of te business underwriiten in the necounting yeor relating to the period of risk affer the balance
sheet date) is caloulated on a daily or monthly pro rata basis.

Prem mam s for life msemnce contmets are nccomnted for when receivable, except in unit-linked msumnce
contracts where premiumes ae accounted for when linbildies mre established,

Remsurmce premiume are acccanted for in the same accounting period as the premiwms for the direct inaersnce
contracts to which they relate,

Claims and reinsurance recoveries

Gross insurance ¢lnime for pon-life inmrance contracts ncluds paid clmims md movem ais in outstmnding
clams lisbilities.

Giross insurance clams for life insurance contracs reflect the total cost of clams orsing during the yvear,

melisding clain handling costs and any policyholder bonuses allocated in mikcipation of aboaus declrtion,
Claims ansing during the year include mafurities, surrenders and death clabms.

Maturity clmms are recognised when due for payment. Surrenders are recognised when pand or ol an earlier die
on which, followmg notification, the polscy ceases to be inchaded within the caloulaion of the relabed nsuranee
habilities. Deah claims are recognized when notified

Remnsurace recovenes nre nccounded for m the same period as the relnfed clnam,

Lisbillties undior Insurance contracis

Cutstamding clmims liabilitses for non-life inmmnce contracts are based an the estimaled ultimate cost of all
claims meured but not settled ab the balmce sheet date, whether reported or pot, together with related claim-
hmndling costs and a reduction for the expected value of mlvige md other recoveries, Linbil#ties for claims
mcurred but not reported sre made on an estimated basis, nsing spproprate statsticnl lechniqaes.

Linbikties ander mon-bnked life insrance contracts are calculated by each life msurance operation based an
local achaarial principles.

Liabilities ander unit-linked life nsormce contrsets sre of least equivadent to the surrender or transfer value
which iz calculabed by reference 1o the value of the relevant underlying funds or mdices.

A limbility ndequacy test is carmied out oo insurance linbiligies to ensure that the curying mnoant of the labilities
i sufficient in the light of carrent estimates of futare cash flows, When performing the linbiley adequacy test, all
contractunl cosh fows are discoonted wad compared with ihe corymng valee of the lability, When o shartfull &
wlentified it = chiwged mmedintely o the income satement.

Present value of in-force long torm insurm oo business

The value placed on mourance contracts thit are classified ms long=term msurance busmess and wre m force o the
babmce sheet date 15 r:m_p;nl'!ﬂl ns an assel,
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The PVIF bong-term maunmoe busmess is determmed by discounting future cash flows expected 10 emenge from
business currently m force using approprisbe assumplions in seessmg factors such s future monality, bapee
rales and levels of expenses and arsk discoant rate that reflects the risk premium mirbutable (o the respective
bamg-term msarm e buanes. Movements i the PVIF long-term mesurance basiness are included in "Other
operaling moome” on & gross of t basia.

Future profit participation

Where contrcts provide descrefionary profit participation henefits to policyholdérs, maumace habilities include
the net unrealised gains recognised in connection with the asscts backing the contmcts to the extent thit
po]i.q.-hntdu:: wall bmli'l {rom n.nd: g,l.'lrl:. This bmeﬁl mim anrxe from the contractunl terms, rl.';g;l.ﬂiinn. o pas
distribution policy. The comesponcling movement in liabdlity is recognised in equity or m the mcome saement
in the same proportion io the nel unrealised gans on the asses. In the case of nel unrealised losses, a deferred
participating assel iz recognised oaly 1o the extent that its recovernbibity is highly probable.

{y] Investment contracts

Customer Habilitbes under lmbked and centain non-hinked investment contracts and the corresponding finmncial
assets me designated nn fair value. Movements in fair value are recognieed in WNet imcome from financial
imvestments designated af fair vahae'. Premimams receivible and amounts withdrswn are accounted for as
imcreases of decrenses in the lesbility recorded in respeet of investment contracts

Linbilities nnder Imked mvedment contracts are af benst equivalent to the surender or transfer value which =
culculatedd by reference to the value of the relevant underlymg funds or mdices.

Investment management fees receivable are recognised in the income statement over the period of the provision
of the mvestment management services, in Net fee income’,

The meremental costs directly relafed to the scquisition of new mvestment conIrncts or renewing exigmg
mvestment contracts are deferred and amortised over the period during which the investment managem ent
Bervices e provided,

(z) Debt zecurities issued and deposits by customars and banks

Fmancial leshilities are recognised when HSBC enters mto the contraciual provisions of the armngements with
counterpart s, which is generally on trade date, snd iniginlly measared st fair vahuie, which iz normally the
considerntion recenved net of direcily anbutable tronsaction costs incumed. Subsequent measurement of
finamcial labilities, other then thees mensured s foir vidue through profit or loss and financial gesnmtces, s o
nmortised codt, using the effective inferest mie methed o amortise the difference between proceeds net of
directly attributnble transaction costs and the redemption amount aver the expecied life of the deba,

{ma) Share capital

Shares are clssified @ equiy when there is no contrectund obligation to trmsfer cash or other fmancial asoes,
Incremental costs direcily atributable to the tsae of equity mstruments are shown in equity as a deduction from
the proceeds, net of te

HSBC Holdings ple shages held by HSBC are recognioed in “Total sharcholders® equity ' as a deduction from
retamed sarnmgs uniil they are cancelled. When such shares sv subsequently sold, meiseued or ctherwise
digposed of. my considerntion received is incladed in ‘Total sharcholders’ equity’. net of aay divectly
afribuinhle moremental treeaction costs and relnded incom e i effects,

{abl Cash and cash equivalents

For the purpose of the cash flow statement, cash and cash equivabentz inclade highly liquid investments that are
remdily convertible to known mmounts of cash and which are subject to m inmgnificant risk of change in vahae.
Such mvesments sre pormally those with less than three months” maunty from the date of acquistion. nnd
mclude cash and balances o centrml banks, trensry bills and other eligible bills, loans md advances to banks,
iems i the course of collection from or i tinamsson to other banks, and certificates of deposit
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HERC HOLDINGS PLT

Motes on the Financial Statements (cominued)

Nates 3, and §

3 Netincomae from finandal instruments designated at fair value

Met meome from finoncil mdmments destgnated af fair value inchudes:

+  all gns and losses from changes m the far vahie of financial assets and histalities designnied o2 far valoe,
mcheding habilities under mvestment contrcts;

» ol gauns and bosses from changes m the fuar value of derivatives that wre monnged m conpunction with fmancind
nsiets mnd lrabilities designated @ Far value; md

= mierest moome, inderes expense and dvidend meome i\ respect of:
—  fmancial sseets md liabiliges designated al fair vahie; and
= derrvatives managed in conjuncion with the above,
excepl for intered arising on HSBC s isued debt securities, together with the interest element of derrvatives
munsged in conjunction with them, which are recognised in “Interest expense’.

2007 fars 2000
U58Em UEim ESm
Het mvoomet{eqmse) srmg on
= fmancal assels held to meet babibbes inder mmurance and
wvedment conbracks 200 1.5%2 1, 1E0
= ottyer Bromond asets dengnabed o fur vadoe 1] 17 o0
- denvilitel managsd & cafincteon With [ aal aeets denpnatel
o br v aloe [m = [ I
2618 1224 L%
~ bl 15 castonmers under rvedment conbmds [ i ] {1,008 (1,128
- HEBC's izsued debl ecirsies’ y A r ] 1%
— denvalire oansged m conpanchion with HEBC'1 immeed dett sequrdin A7 242 [ 1]
- it Broncial labahtes designabed ot Giir adie (8 ta ] I F=3] g1ED)
= dprshives maneged B conpancton with ofner francisl listaldie
dengnated o fur valoe (133 (L} 2
14 L (533
Hat sveime from Beandial matmeneants dengnated at fue valus A0 57 1,034

1 iz e laszes firom charpes i ther i wolar of HEBC T istand dirbt secrer it wnay are from charges o FEEBCE over cradf sparadl
In 2007 FEBC necopniaed'a LERA055 million gav anchanpes inohe e valuer of thear manments ariong from changes i RESCT
ot vl s (2000 foee LESIRE muliian),

4 Qains from dilution of interests in associates

Durimg 2007, certain HEBC associaies issued new shares. HSBC did not arbecribe for any of the dhares isued under
these offers and, as a resull, #s mlerests in the msociabes” equity decreased. The assets of each associnte substandially
incrensed a8 a result of the new share ismaes md, as a congequence, the ransctions remlied in @ merenze m HSBC's
shage of the sssociates’ underlying net nssets, notwithstmding the redustion in the Group's propomionaie ovwnership
mterests This increase represents gams from dilition of the Growp's mieresis i the associges, md i presented m the

income stafement,
Yoeur ended 31 Decerniber 2007
Ciaing srising HEBRCs HEBC:
s Al hthens Interess after ety belore
al HEEC™s lssue of Az ol
Iterests e shares nerw dhares
L L] e
Assncistes
Indugtrial Bark' 187 1% 1959
Fang An Insuaracee o] 1678 [EA ]
Bank of Communiatims i 18,60 18- 1]
Fmanaera Indepersdencn 24 e &V i1 1858 fLoA]
Vietnam Techrological and Commercal Joimt Stock Bank 4 1 1500
Tamsz ansng rom ddhtion of mberests n amseaes L0

1 Irectes held shrolgh Rl Seng Baok, o 2.0 4 per aot owewed cuberdvany of HESC, The déufion pase thengonr inchide o minory
gt o DIEETS million,

? Dudwemand o the diligion ofer reevere i Bank o Commarinsiorr, HEBC increnmea 1= J‘ul.dag_f.-m 1880 pavead 1o 1901 per o
aof ¥ Docermbser 2007 (Mot 21).
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The dilution does nod affect the classification of the Groap's mvestments s ‘Investments i associndes” as the Group
continues to retam significand milence (see Note 21}

Met earned Insurance premiums

Envestrimt
cmirss with
L= Life discretinnary
HNon-1fe msrance musrance  partcipation
Esrance inon-linked) {Hiked) festures Tatal
USim USim Usim Uk%m USim
20T
OIS TR pReTend 1353 4302 2 120 10925
Siwrament m unesmed pravmems 2 14 - - 18
Oroay samied ey 1885 A 908 2350 F: 11001
Grogs writen pramims cedad
torennres (=] [+ ] 1,1y - 1,50y
Renozers' thare of mowemnent
inurseam e prereEms 2 - 5 - an
Remarers’ share of gross mmed
T [t [k} (L1561 - (L%
Nl sarsied (fdvinence prammams 1448 A 1159 P 2076
ot}
Ir0s3 WTILEn pramaTs 1524 30 BiE 8 6,320
hom e m uneammysd praweem 122 14 {13 = 115
Gross eamed proems 1 5dd B ] BT ] ]
(Gress wTitden preameurs ceded
o resres i1y (T4 (14 = ¥
Rémenirers’ share of mowament
in unsamad prerrams (A8 = = = ]
Fernuszrers’ thare of gross smmad
premaln [ty ) (E74 {14 - (TETY
ol earned (rorascs pramieTs 1447 3. 720 833 8 3 468
2008
Grogs wrillen premmme 2354 £ TEd i2 &8585
Lforramend i unewmed premmrs e} ] 2 {21405 - (A3
Oriss earned prave L1358 JA42 558 12 £1352
Gross writen premmume cedad
L e AT &0 (=21 - e
Fequnaiers’ thare of movame
\rs U ed b il = - = il
Roercarers’ share of gross earned
e @1 ZTT 2B = [l 3]
Hael wrrnied (romirasitn pREMmS 1 T30 1166 538 12 5434
182
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HERC HOLDINGS PLT

Motes on the Financial Statements (cominued)

Nofes &, Tamd §

6  Netinsurance claims incurred and movement in liabilities to pelicyholders

Inrvestrvent
comiracts with
Life Life diiscretboma ry
Koni-1ife I ramce nsurance participstion
Im=rEnoe inomn- lnke &) {linked y fentures Total
TS5 L5Em TS5 USEm TIS5m
=07
Claims, beredits and murederspaid | 1017 | | T | T | 1,088 | 1z
Mowamant in habaigies - =] = AT 2,0 1,10 iy ]
Gross clams mozred snd movement
= lishalitsas (i an 280 2,188 L]
Foeinaursrs’ dare of clumg, benelit
and sueremders pasd Fal-at (4% = 21
Roanaurers’ share of movamel
i habslilaen SIH i1, —
Eemzarers' dhape of claime moumred
wnil enow et i b fies 9171y A (L13m i [l o]
Het marmnos daims moured snd
moeemert m liwbilibes bo
palicyhoides Er L76 1766 L1838 BA08
006
Claiims, banafits and mimeders paid | = l | 214 l | 455 | E E | 209
Movearenl in abidgies 17] 2207 &3 [ 1574
Oroes clame maamred and moverent
w hiabildaes {1 Lo IRE 3 - 5,072
Bemsurers' dhare of clume, benefits
and suErenders pad gy 158 [ - (]
Fomnaurers' dhare of movernent
= lisbaldex 47 {54} Far) - |

Eoemearers' shane of cliime moumed
and creos-amvent i luabaddes {1TH3 Prdeo] 11 - (AT

Het mearanioe claime mourred
and mow et i lishiigies o

p-ol:'.‘_.lhd-ii':: 728 2813 1,157 & 4,704
005
Clanira, bemefils and suredarspad | 3 H &2l H 357 | —H '..rual
Mevarsml in hshilgies 72 (] 445 2 2.8

ross clanms moamed and movemens

m hishaldses 1038 2,30 ang & 4,153
Remaurers’ @upe of clume, benefits

md:l.!reﬂeﬁp:.d C14E) (4100 (41N = L2z
Eemnzurers' dhare of movenel

= liskeline 2 1¥1 ikl = 12
Femsarers' dhape of claime maumed

ind mowement in labilties 1) 8O (e - =]

Het maranod clame smourred
wnd mow ek in lishilgie o
poboyhol dars B 2354 -"S‘; & 4087

364
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7 Net operating income

Net operating incame is daled after the followmg sems of income, expense, gains and losses:

20007 200 2005
Tikm TraEm UHm
Tniere
Inberest recopnised on sfpared Bnincal amets AH 2534 130
Feeg mmed on financial sxsels or labihtes ot held Dor trading por
demgniabed & G vakis, ofher than fees mohided o elfective inberes
rabe calaulations on Gt typet of azods ool hatalibes 15140 1182 e
Feez earmiod onirust and cther fiducary wctee dies where HIBC bolds
o et arzets on bebidl of d2 cuslonwes S 2,909 292
Income froem lised mwesiments F{aEm T304 -5 L
Irecorne Eromm wediried v ecments 104259 S180 5001
Expemne
Inberest on Cinanesal iteurments, el ding wieont on Brancal
laabiizties bl for brading or demgroaled of far valus (SOETE) Q7158 FEATT
Feez payable on Erancssl agpets or lisbaldaes mol held for trading nor
deagnated st fir valee, other than fees mckoded in efectme
irberest reté exdouistions on thess bypeer of atsebs and levbibitier [ K ead] (48wl {1,357
Fees payable relating to trus end other fiducary sdvibes whers
HEBC holds or iwests sovets on behidf of g cusiomers ] {16M) 230
Gans (knees)
Gamniloss) on disposal or selthamert of loanz and s ence = 4 0D
Het imipamment loss an koans and advances (1™ 10547 7 8800
Het {chargeirevermal of impairment allowanses m respedt of
srulable-for ke lranca] oy etmenls 1] [ §] 42
Jans on duposal of property, plant and equipment, mtangible acets and
nan-frandsl ey etments 213 Tl ekl
8 Employes compensation and benelits
b1l 200 2005
USEm F3Em Etm
Wages wrd mianes 123 16188 14008
Szl seiunty coss 1387 154 (K
Foat-mmploymmemnt bnefis = 1,130 1 085
- F s Lk -
The avernge number of persons enployed by HSEC during the year was s follows:
T 2006 2008
Europe o B 10 1458
Hong Kong o Fir ] 2585%
Reg of Asm-Pacific m 6218 S0
Huorth Arnerics T 57 65 41,518
Latin Adnands AL 58883 54875
Total furosde. o] 296157 265 203
Post-employmant benefit plans
Income staiement charge
T 2 2008
r58m F8Em 1rEtm
Dafimesd bereefil parimon plans L] filred 418
= HEBGC Bank (U1 Penzion Schere I -ml | i-i?l | 4t
= Other plans 204 TE0 205
Defimend contnibuthon plans $E 4356 i
L™ LR 1007
D hanedil b Eheaee prlase n & 58
1212 1,120 1,065
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Motes on the Financial Statements (cominued)
Py

Mot linhilitls recognived on bulunce sheet in respect of defined bmelit plans

2007 2008
USEm USdm
Defined banefit penzuon plans (K 4,453
- HSBC Back (K} Fentssn Bchene [ msl | a;usl
— Catier planis 1,060 T h]
DoeEined bamelit Eralthcare plan s LoCe
2E8 5 555
HSBC pension plans

HSBC opetrales sime 196 pension plans throughout the world, covening 86 per cent of HSBC s employees, wath a
1ol pensien cost of US81,17% million {2006 USS$1.038 millicn; 20038: US31,007 million ), of which US5626 million
(200: USS665 million; 2005: USS566 million) relates to plans outside the UE.

Progrezsavely, HSBC his been moving to defined contribution plans for oll new employees. The pension cost for
defmed contribution plins, which cover 49 per cent of HSBC s employess, was US5485 million (2006:
55456 million: 2005: USS359 million),

Bath HEBC s and, where relevant and approprinte, the imdees’ bong-tenm investment objectives for defmed benelit
plams are:

# b0 lanif the risk of the assets failing to meet the lisbility of the plans over the long-term; md

*  po maximise relume consistent with an accepiable level of risk 20 as 1o control the lang-ienm costs of the defined
benefie plans.

Baoth HSBC md, where relevamt and sppropriate, the trustees, consider that the mvestment polscy should be
consistent with meeting ther mutunl overnll long-term mvestment objectives. In pumui of these long-term
objectives, nbemchmank is established for the allocation of the delined benefd plin asets between meset clusses. In
addition, each permitted asset class has s own benchmarks, mich as stock market or property valuation mdices and
desired levels af out-performance where rebevant. This s intended o be reviewed o least tnennially within 18
months of the date o which the acuarial valsation i made, or more Fequently if circumstances or local legislation so
require. The process generally involves an extensive ssset and liability review.

The Group's defined bencfit plans, which cover 37 per cent of HSBC s employees, are predommantly funded plans
with ssets which, m the case of most of the larger plans, e beld m trast o similar funds separte from HSBC. The
plams are reviewed o least annually of @ accordance with local practice and regulations by qualifeed achiaries. The
nchiarml assumptions used (o caloulate the defined bemefit obligations md related cumrent service costs vary
necording to the etansmic conditions of the countries in which they are situated.

The lrgest plan exists m the UK, where the HSBC Bank (UK ) Pension Scheme covers employees of HSBC Bank ple
and certmin other employees of HSBC, This plan comprises a funded defimed benefi plan (‘the principal plan”) which
1= closed to new entrants, and o defmed contrybution ph: which wie established on 1 .'|’|.|||.3,I 19545 for new !mp'ln‘_\.-ul.

The prmcipal plan holds a diversiied portfolio of vestments to meet futare cash flow linbilities arising from
accraed benefits us they full due to be paid The Truser of the principal plan iz required to produce nwrithen
Statement of Investment Principles (*51P"), The SIP sets out the principles governmg how decisions about
imvesiments ave made.

In 2006, HEBC and the Traztee of ihe principal plan sgreed io change the investment sirategy in order to redoce the
investment risk, This involved ewitching from a largely equity-based strafegy to o srmbegy largely based on holding
bomds together with amore diverse rmge of investimenta The principal plm committed 1o undertake n progrmwm ¢
ingheding entermg mio swip amangements wherehy the principal plan is commitied to making LIBOR related inferest
payments in exchange for cash lows paid into the plon, based on & projection of the future benefil pmvm ents from the
prncipal plan, The asset allocation for this drtegy i=
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Equsies 154
Bz 500
Altemiatere nzgets' 0.8
Froparty 100
Cath 154
100 &

1 Alwmoras aarars sclude smarging marke bords, eang, grl ing e rucs 2raT.

At 31 December 2007, this strategy v substantinlby in plece and detnils of the swap arangements ore mchided m
MNote 44,

The laeat nctvarial investigation of e prncpal plan was made o2 31 December 2005, by © G Smger, Fellow of the
Institwte of Acmarses, of Watson Wyalt Limited. At that date, the market value of the HSBEC Bank (UK ) Pension
Scheme's assete was USS18.072 million (inchidmng assets relofing to the defined benefit plan, the defmed
contribution plan, sad additionnl vahiniary contributions), The marke vaboe of the plan assets represented 89 per cent
of the amount expected to be required, on the bases of the assumptions adopted, to provide the benefits ncorued 1o
members after allawing for expected future increases i emmings, and the resultmg defict mmounted to

17552,065 million, The method adopted for this mvestigntion was the projected unit method. The expedied cash flows
from the plan were projected by reference to the Retnil Price Index ('BPI") swap break-even carve st 31 December
2005, Salwry imcreases were assummed 1o be | per cent per annum above BPT and inflationury pension increnses,
subject to o mmimum of 0 per cent and a maximum of § per cenl, were assumed ta be in line with RFL The projected
cneh flows were disconnted af the LIBOR swap curve of 31 December 2005 plus @ marge for the expected refurn on
the investment sirnfeey of 110 bagis poinis per snmum. The montality experience of the plan's pensioners over the
three venr period since the previous vahition was mndysed mnd the mortality sssumption set on the basis of this with
allewamces for medium cohort mprovements on the PAS2 series of tables from the valuntion date.

In andicpadion of the results of the 2005 invesigation, on 22 December 2005 HSBC Bank ple made an additional
contribution af US51,746 million te the princpal plan in order to redace the deficit of ihe plan. Following receipt of
the valeation resulte, HSBC agreed with the Trusiee to meet a schedulbe of additsonal fubare funding payments, as sel

out below:

egm’ im
it = 300
mz 933 4635
013 533 Fr]
2014 33 465

1 That pepesivs schedhde ha b o with the Trustr o povsds steed g o e eequiualies LT dollar awads aie showr o the
exchargoe rate affectin o of 2 Decdmber JO07, or o of the gt f paywnd it spect of the cortribaion made dbersng the period.

HSBC considers that the contribuitions sel oul above are sulficient to meet the deficit as o 31 December 2008 over
the agreed pericdl HSBC Bank ple made the contribation of US5257 million m March 2007

HEBC also decided 1o make ongomg contribulions o the principal plan in resped of the acerual of benelis of
defined benefil section members @ the rabe of 36 per cend of pensienable salanes from | January 2007, until the
completion of the next sctusrial valustion, dae af 31 December 2008, During 2006 HSBC paid contribations at the
rate of 20 per cent of pensonable snlarics. A funther 2 per cont of pensionable salaries i being paid over the period
1 Juneary 2007 to 31 December 2014 1o make good the difference in conmributions during 2006

Aspart of the 31 December 2005 valeation, caloulations were also camwed out s fo the amount of assets that might be
needid to med the lishilities if the plan was discontinued and the nmembers’ benefite bowght omt with an insarance
compamy {although in poctice this may not be posible for a plan of this size) or the Tstee contineed to mm the plan
without the supgeort of HSBC, The amount required under this spproach is estimaded to be US526, 700 million ns

31 December 2005, In estimnging the sobvency position for this purpose, amore prudent assamption sbout future
maorieliy was made than for the psesament of the angomg posttion and it wes assumed that the Trustee woald alier
the investment stralegy 1o be an mpproprimely matched portfolio of cash and miterest and ndlaiion swaps. An explici
allowanee for expenses was nlso included,

The benefite payable from the defmed benefit plan are expected to be as shavn in the chart below:
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In Hong Kong, the HSBC Group Hong Kong Locad Staff Retrement Benefit Scheme covers employees of The
Henghong and Shangha Banking Corporation and cestan other employees of HSBEC Growp. The scheme comprises a
funded defined benefit scheme (which provides a lump sam on retirement bat 1s pow closed 1o new members) and o
delmed contribation scheme. The katter was esinblished on 1 Janomry 1999 for new employvees. The latest valuation of
the defmed benefil plan was made & 31 December 2006 and was perfomed by Estelln Chin, Fellow of the Society of
Actuaries of the United States of America, of HSBC Life (International) Limited, a subssdiary of HSBEC Holdings. At
the valuation date, the mearkel value af the defined benefit scheme's assets was US51, 109 million. On an oagedng
baeis, the scarial valie af the echeme s assets represented 119 per cent of the actuarial present valee of the benefits
aceruedd 1o members, after albowing for expected fhare moreascs in salaries, and the resuling sarplue snoanted io
1785174 millicn. On a wind-up basis, the scheme's assets represented 116 per cont of the members” vested benefins,
based on current salares, mnd the resulling surplus amounted to US52258 million. The aftained age method has been
adopted for the valuation and the magor assumptions weed in this valiation were a discount rabe af 4 per cent per
annum and boag-demn salary increases of 3 per oot per annuam (with shorf4em deveation from 2007 10 2008

The HSBC North America (U5, ) Retirement Income Plon wis formed with effect from the close of business on

31 December 2004 by the merger of the HSBC Bank USA Pension Plan md the Houschold Intemadional Retirem ent
Income Plan. This plm covers emplovees of HSBC Bunk USA, HSEC Fmnnce, nnd certnin cther employvees of
HSBC USA, i comprises a fimnl mverage poy plan (now closed to new participmits) and o cosh balmoe plan. All
new employees participate in the cosh balance plan. The most recent actusrsal valuation of the plan was made af |
Janumy 2007 by Pedro Nebres, Fellow of the Society of Actuaries and John P. Ennenbach, Enrolled Achiory, of
Mercer, Both are members of the American Academy of Actuanes. Al that date, the marked valoe of the merged
plan’s aszets was USS2 577 million and the actuariad value of asets was USS2 504 milbon. The actwarial vabe of
the aeeets represented 119 per cent af the benefits acerued to manbers, afier allowing for expected fumre ncreases
in esrnimge. The resuliing sarplos amounted to USS407 million. The method employed for this valestion was the
projected unit credit method ond the main asmmptions uaed were & discount e of § per cend per annum and
avernge salary increnses of 3.75 per cent per mnnum.

The HSBC Bank (UK} Pension Scheme, The HSBC Group Hoag Keng Local Siaff Rdmrement Benefit Scheme, and
the HSBC North America (1.5} Retirement Income Man cover 33 per cent of HEBC s employees

HSBC heabthcare hemefits plans

HSBC also provides post-employment healthcare benefits under plans m the UK, the US, Cannda, Mexico, Frunce
and Brazil, the magonity of which are unfunded Post-employment healthenre benefits plans are accounted for i the
same muuner o defined benefit pension plans. The plans are reviewed o least annually or m accordance with local
peactice mnd regulations by quahfied actuaries. The aciuarial assumptions used to caloulate the defined benefn
obligation md related cumrend service cost vary according to the economic condiiions of the couniries in which they
are simated. Toal healthcare cost was USE33 million (2006: USE62 millon; 2005 USS5S millian).
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Post-employmaent defined bemefit plams’ principal actuarial financial assurmptions

The princapal achiarial financial sesumptions used to calculue the Group®s obligations under i< defimed benefit
pension and post-employment healtheare plass ai 31 December 2007, were as follows, These sssumplions will also
form the bagis for mesnering pericdic costs under the plans m 2008:

L d
Rate Rate Year of
JEC T Infation  Ecrease for of pay Inkial Unisteabe ultimse
rate rate penlms EicERase Faile atE e
L] * L] " ] Ll
e LY 33 as 43 A 73 n'n
Hong Kong 345 B na S0z nia ni n'n
us [ .3 nE &7F 6 =0 2014
Jeroey 58 3a 33 s wa mis n's
Mo TER s 20 45 &0 6.0 n's
Beazil TS 4.5 a5 4% s 5 7
France a5 0 20 0 L] 0 (4 ]
Carads Kdd 23 ' ¥ 2.0 49 amz
Swntteriand 33 15 ' Pt} n'a mis n'm
Gemmmy 53 0 20 X0 na ma n'a
1 Rease of moriiae for pergione it paymere aned defieread peresion,
The principal achaarial finencial sssumptions used (o calculae the Group®s obligations under iis defimed benefit
pengion and post-emplovement bealthoare plans af 31 December 2006, were as follows. These assumplions also
fosmmed the bagis for measuring penodic costs under the plans in 2007:
Healthare oot trend
Fabe of Foata Tear of
Dupoound. Inflation  wwcresse for of pay Tzl Uiemale ullirade
rate rale penzions’ imcreann rabe rate rale
v * b 1 ] 1]
B 31 0 30 40 1.0 740 na
Horg Kong 373 s nia 30 '3 na v
o] ig 25 e 275 165 L1 4
Jersey 51 i 30 475 w1 nia nia
Mo 20 33 20 40 L &7 ofa
Brazil 107s &5 a5 L5 e 55 Feiild
Franoe 4.4 20 20 30 &0 L1 n's
Carsd 19 23 ni 347 ] ab 2012
Switzeriand x23 1.5 n'a b r'a nia nfa
ey a5 i 20 E1r) e i | nf nfa

1 fate of erense for peveron o payment avl delemad peverion.
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T —
Mot &

The prmcipal actuarsal finnncinl asumgtions weed to calcalate the Group's obhigations under s defmed benefit
pension and posi-employvment healbowre plans af 31 December 2005, were as follows, These assumptions also
Tommed the bases for measurmg periodic costs under the plans m 2006

Hialthears cod rend

Fste of Rate Year of
Dot Infltion muresse for of pay Intul Ttrnte ulbrnate
rate ) penzsore’ mreass ke rate Tats

L] * L) & L Yo
U 4 475 7 7 e a7 a7 ]
Hong Kang L ¥ o's nia i0 o) ] nfa i
s 57 23 na aTs 104 0 013
Jfrﬂ:,' 475 7 7 a45 LG s r#a
Mo B 3T EH] 45 3 T3 e
Berazil 173 33 F %] -E-] 123 63 me
Franee 41 0 FAL 0 &0 a0 L]
Tarada ] 23 nia ER) 13 43 2008
Bwizeriand R 13 na 227 e ] rda
Jernany 40 0 0 ERY] ni 1] (eh]

1 Rt of incregas fior pargione: i pamard o el rred pereion,
2 The 2008 rmie of py incremse armampt jones aosclosrd e been e’ from 3.3 per cent i 17 per cent o neflect on qpe-relaten
promotong mlary ool et wa ke i the oblipenon colerdation bug ot i v diaclcoed armeption

HSBC determines the discount mtes to be applied to @s obligaions in consultation with the plans’ local actiarics, on
the basie of carrent merage yields of high quality (AA rated of equivabent) debe instruments, with masnities
conzistent with those of the defined benefit obligations. The expected refum on plan assets pepresents the best
eatlimade of long4enn fulure st refums, which takes into account historical m arket retume plas additional faciom
such as the current rute of inflation md interest rates.

Martality assamptions me mereasingly significnnt in measuring the Group's obligations under ix defined benefit
pension and post-employment healthcare plans, partioularly given the maturity of the plans. The mortality tobles and
averige |ife expectancy o 65 used ot 31 December 2007 were s follows:

Life excp ectancy st L Fe expecrancy af
age 65 [or 3 male Age 65 for & female

Mortality table b AT Al TEiE T JHE Ll
Aged 62 Aged 4% Agedas Aged 45

U4 RSy 204 0y 234 44
Herg Fong nfa s na nn L]
L R 2000 Rally

generakionial 121 ot 21l 220
Jersey PASE e nan 248 238
Mo EMES AT 165 165 188 pL b
Brazil R 2000 fally

generakionial =1 il 211 20
France T8 oe =7 264 3
Carada penson plans Babwemn UFp3 C2015 12.0 120 26 L6

and UFH 2007 and 0.0 ad 200 and 221 el 221
Carody bmithiars plae UFH CE5 198 128 224 2200
Swiizerlmnd EBV3 2005 (7 boad) 179 178 210 20
Gernany Hedbade 2007 3 121 g a2 49

1 PART with szangard saprovemands o J00S and maduey cobar isprosments theragler,
T PADZ o of burth with medRim cofrort improvemeTis,

]
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The mortality tables md avernge life expecioncy ol 65 vsed of 31 December 1006 were s folbows:

Lifs expectincy i Lafe egpectamey it
e 65 For enade age 65 fora famale
Murabaytabkie — ebercentty _ ewfcher copertly
Aged 63 Aged 45 Aged 03 Aged 45
UK Pagd! m3 1.6 233 F 1]
Heng Kong ni nln . na ofs
uE BB 3000 profected 1o
2008 1a7 187 20% 209
Jarsey PAs2 mni Fi8- a7 MG
Mo FAMET 158 166 166 156
Brazi RF 2008 mmp 2006 8% 05 14 ang
France TGOS na 236 63 =4
Capads panzon plang Bterean UFHS CI00S 120 1#0 ilg 2lg
e TP CT7 ard 100 200 =d 221 wd 221
Carsds haalthoars plan TP CI025 138 8] i 2o
Swareried EWH2000 amd 17& 7.8 riel 04
BYFI00 ard 178 md 178 md il ured 211
ey Heubeck 2005 3 12t Mna 222 k)

1 PuAR with pavciznd pep ronaeearEr b X0 ovd eeiclies coftont ewpraarmins Darag .

Actuarial assumption sensithvities

The discount rate is seneitive to changes i market conditions ansing dunng the reporting perad, The monality recs
wsed @re sensitive to expenience from the plm member profile. The followng table shows the effect of changes m
these and the other key msumptions on the principal plan:

HIBC Bark (k) Pannon Sdiame

2007 2000

U5Em Tskm
Dilbsc ot rate
Chiange m pancsion obligation o year end froma 23%ps mamse i) 105
Change in panion obligation o year end Fom a 25 decnease 10a3 1,147
Change i 2008 pendion cost from s 25bps momoe 2 (i)
Chiangem 2008 paon cost from 8 25bps dereise 20 2
Rarr of nflation
Chiange in perstion obligation o yerr and from o 254 serens 1063 1,147
Chisnpe i perction obligation o yer and Bom a 2980 dacteiss ] (1,06
Chupe an 2006 pantion oot fram a T5hps e " 2]
Change in 2008 parstion <ot from o 250p 2 derea e [ ] on
Rare of Byiveass for penviens o payient and deferred pmdon
g in peassicn obligation it year and from a 25ga morease fi=x ] o
Chiange in pacion obligation o yewr and Bom o T3 decreiee 750 2]
Chiange m 200& permion cost from s 23bps morese L1 kX
Chsnges m 2008 perenoa coet fram & 25bps decrese (k3] =y
Entr of pay increxse
Change in penmon obigation 8 yesr end from s 25 nmease 2 e
Chisnge in pennon obligation o year and from s 28 decreass 231} 215
e in 200 peremcn coat from w 2bps eerease e} ki
Changge n 2008 perion coet fram » 25bps decreasy om o
Muortaliny
Chnge m panion obligation from eedh addibiona] pear of longer gy sssamed o 756
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The following table shows the effect of changes in the decount rate and m morialty mies on plang other than the

principal plas:
e polan
007 200
US%m USim
Charige o Jefmed benefit cbligalion at year eod from a 2%bps increass n deomint mte 2 26
Chanigs m 208 defned benefil charpe from a Hbps inareita o disooin rite (1.4 L]
Irereass m defmad banefit chhgabion from esch adddsomall pear of longevidy sssiamsd 13T 14

Defined benefit pension plans

The calculation of the met Hability under the Group's defimed benefit pension plans & s out below together with the
cxpected mics of renem md plm assets used to menare the net defned bemefit pension costs m ench subsequent year.

HEBRC Bank (175 Penesmon Scheme

2007 20
Expecied Expactad
rates of rates of
rEurh Value relom Value
L] US3m L] U33m

Faur valoe of pln assds

prigit] 20,59
Equities 23 ) a0 3048
Bands &1 14341 53 12,189
Fropey 73 1878 10 .08
CHher 1 a5 43 1_Tod

Dnefined benefit ok higabion E4.332
Fresent wabue of fimded obligations
Presest value of unfumndad oblgations
Het habaigy (L)) 3,743
ey plane
2004
Expecied Expeeciad
rates of rales of
retum’ Value yeturn’ Valoe
L] USSm * Usim
Fairvabss of plan nazelz 7 e 7,106
Equbie &3 1430 an E]
Bonds . 14 3452 37 3ace
Propaty 73 11 0 138
Cibar 27 ] 44 447
Deafined bangfit ob higation AT T
Present wabuse of find=d obligations (EA%3) {7 554
Fresent walue of unfinded obligations (4200 (35
Effect of lenet on plan nrplmes %5y Ll
Unreoognused past sarvice cost = |
Hiet hah ity {L1s iz

1 Theexprctesd raies of refurn ane weggfeed o b b o ther JGur valier o Dhe plam aosits.

Plun sssets inchade USSH6 million (2006: US54 7T million) of equities isswed by HEBC md 155572 million {2006
55158 million ) of ciher assets isued by H3BC, The fair vaboe of pln assets mcludes derivatives entered into with
the HSBC Bank (UK) Pension Scheme with a positive fair value of US$248 million & 31 December 2007 {2006
55273 million negative fair value) and U5563 million positive fair value (2006: US55 14 million positive far vahie)
in respaect of The HSBC International Staff Retirem et Benefigs Scheme. Funther details of thest swap arrongements
are mcluded in Note .
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Chmges in the present vildoe of defined bonelit ohligations

HEBC Bank () Pansion Scheles Gthr platas
2007 e 2007 2006
"55m U5im UsEm UEkm
Ab 1 Jamiary o 0,547 T8 7102
el fervice oosl 54 454 T 3H
Inbarest aout 1247 1055 B 3486
Congrbutonshy amployess - - 3 28
Actusrml {gamtibosse: 2395 L 47 211
Beralits paid ) (e =2 [l
Fied parviod ool = vedad eemedistely - - & 9
Acqnnbon - - - 10
Reduction in abelites rensltang Brom custsilenents - = L] (5
Liabuaties wtgnnsnd on peitlemenes br = L] @
Exchargs difberencts b 1500 g 178
A1 31 Decearnber a2 24352 BET 1916
Changes in the fdr valae of plan asos
HEEC Bank (0 Parmon Scharre Ot plan
2007 s 2007 200
58m 153m S Em UEm
At 1 Janusry 20,57 1735 Tile &.354
Expeced return on plan assets 1211 1048 A 421
Congrbationg by HEBC 1,058 140 211 153
- marrmal 4T 2 ] el
B < N A
Corgmtotons by anploves - - a7 el 3
Expenence gans = - 157 203
Benefits pud L] 2] #6T (35
Assats drstmbated on curtasimends - - = (£
Agomts digtrbated on settlements - = am (1
Exchange differences 451 aTe 248 24
AL F Drcurmibeer 2o, MH 20587 el 7,114
—— —

The actual retarn on plm assets for the year ended 31 December 2007 was USS1,853 million (2004

551,793 millisa ) HSBC expects to make USS671 million of contribntions to defined benefit pension plans during
2008, Benefits expected to be paid from the plans to retirees over each of the next five years, and in sggregate for the
five years thereafier. are:

2002 2008 2010 2011 22 ka7

Udm E8m 58m Uagm F28m UZEm

HEBC Bank (UK) Pannian Sdverre T2 TG KL B0 653 SALR
Cber signifcant plans s 448 467 S04 e B

Totnl expense recogaised in the income ststement in *Empleyves comp ensation and beneficg

HEBC Benk (UED Penmon Schams Ortheer plans
2007 200 2005 2007 o0 2005
U5%m 5im Uzim UEEm UEEm T3m
e parvice conl 454 436 i 7 s I53
Inbaresd o 1,247 1003 k| 30g 3e5 EEK]
Expactad returm on plan asels [ F H] e (7 (488 21 S0 H
Patt service colt - - - 7 1 (1]
(Tt ¥iosed of AtiEnailE - - - L5 0] = (£
(Fent i o sellerrenis = = = 1 = =
Tital expenas 400} 147 410 204 20 208

k]
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Motes on the Financial Statements (cominued)
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___HERC Baelk (R0 Perteoe Schiie
2007 i 2005 2004
Usim UESm UEim UrEsm
Drefined banefit ok bgation (23312 24,330 (R058TH {15, Fad)
Fair wabee of plmn asels 22, e 20 58T 17,00 15,165
Mt delped £008) 0. 745) (3,1713 4,587}
Expeeriensos puinsiossesyon plan lnbalves o] 0 T 41
Exgeenience gams on plan emets - - 1GX3 S0
Gamsi{lozses) from chmnges in sotuarid senemptions . ] riEd )] (1,357
Total ol sctumr] guns\losser) :& 3T 53] a5
Ceher plans
00 et 2005 2004
TEim TS USim FESm
Doafined banalit ob hgation HATY 758 (7102 (&6,301)
Far walae of plan asges 7.8 AT £.356 5823
Het dafict 1,108 L] L] L)
Expenaycs lozes on plan hishiMies (A5 (16T A EE] [ kil
Exgserieryoy pains on plin smaly 157 pint TR 3
Leogzest froe chamges m actuanal aspampbsons ﬂm LE] an f2al)
Tots] mat sctusris] guinc boeses) EL (121 @ 287

Aduarial gains mnd losses reprosent experience adjistments on plan assets and labilities s well a3 sdmstments
nriging from changes in actuaninl msmmptions. Tetal cumulative achiarial gains recognised m equity af 31 December
2007 were USS363 million {2006: US51.543 million cumulative losses)

The toand effect of the limit on plan surphases recognised within actworsal losses in equity during 2007 was o
5542 million losz excluding exchange dfferences of U554 million (2006: US5E million loss and exchange

difference of mil).

Defined benefit healthcare plans

LS
Exprotrd
rates of
retum’
hy
Farrvwales of plan aszets
Squitier 10
Bonds k]

Doefined banefit ok ligabion
Presentwabue of funded obligstions
Fresert walue of unfinded o igations

Urereiyiated pat garvioe ool
Het hahaley

3004
Exgercted
raten of
Valure retum’ Value
U5 5m ¥ E%m
146 133

4%
B

1,100
215
BT

),

1 The axpectad sater of return ame wepleed on e bame of the i walier of the plorr e,

T4
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Chmges in the present vildoe of defined bavelit ohligutions

2007 2006
TS R Ui
Al 1 Janusry 1,106 1004
Qurrerst servioe oot = 13
Inbarest cot 57 2]
Contrbubons by englopes: 2 )
Actusrsl (prndtormer 105 iz
Beeraafits paid = (32
Pt serviod cost
- vt immeed indely [rs] 1
— i esded benehts (el -
Reductson m Inbshtses resltmg ram curanlments {423 (55)
Ligbilihies extmguished on setlements @& (R
Exchange differences - a1
AL 3| Decamiber L 1,106
Changes in the falr value of plan acoes
2007 2006
USEm 1=tm
At 1 fanusry 133 107
Expected return on plen amets 13 11
Contnbotons by HERC ] k1
Expatience gainalose) L] i H
Banafits pad {3 (20
Astalts dignbuted on curtademends - (1
Aggels ditrbaded on pallamenis @2 =
Exchaspe dillerenc = (4]
AL 3 Decarntenr 146 133

The acmal retamn on plan aesets for the year ended 31 December 2007 was US5T million (2006; US510 million)

HSBC expects to make 15518 mallion (2006: USE19 milhion) of contributions to post-employment healthoare benefit
plims during 2008, Benefits expected to be pasd from the plans 1o retirees over each of the next five years, md i
aggregate Tor the five yeors thereafier, are:

2008 2008 g 2011 L) P VK S
U5Em F3%m 2%m 28w 28w T28m
Bignaficant plans 0 32 - 36 g 09

Total expense recognised in the income statement in *Employee compensation and henefis®

00T 2006 2005

USEm tRESm Ustm

Carrend servios cost = 11 18
Inberest oot T i L
Expacted reum on plsn arosts {13y [415] (k]
Past sereiod cost =} LU (%
Lossss on aortmiments 2} " ™
Liomsas on sefibaments = {13 -
Total o ense pa 2 35

376
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HERC HOLDINGS PLT

Motes on the Financial Statements (cominued)

.';';:usa I:lﬂ; 9-

Summry
2007 2004 0TS 00
TUssm USEm US4 rE3m
Duefined bemafit ob ligstion 1.0as 1,104 {1,008) E
Fairvaloe of plmn sssety 148 133 BT Eil
Het deficd [l [Ery] (=T L]
Expeerierstn gaingRoeses) on plan Tkl 1% (123 1] 4 51]
Exgreriorson gainaXfospez) on plan azels e LI ] =
damaloeses) from changss n acuaral aiaemption a4 (25 L5 ]
Tota] zt motusrn] prinsifoser) 103 (38} {433 4

Actusnal gains md losses represent expenence adjustments on plan sesels and linbilitses s well i edustments
arising from cheamges in nctunrmal rssumptions. Total cumulative net octuarial guins recognised m equity nof
31 December 2007 were 18527 million (2006; USST6 million cumulntive losses),

The actuarial assmptions of the healtheare cost trend rafes have a significant effect on the @mmounts recognised. A
one percentage point change in assumed healtheare cost trend rabes would have the following effects on am oants

recognised in 2007
2007 00
1% Incresie 1% decrease 1% el I derete
UsEm UsEm T2im 3dm
Irreased deborian} of the aggregate of the sumet
perveon oot and inberest oot 14 am 8 {8y
leerrasel decreiie; of defimed baelit cbhation o (100 103 LR Y]

HSBC Heldingsz

Emplayee compensation and benefit expense in respect of HSBC Holdings® employees in 2007 amouanted 1o
55287 million {2006: US5193 million ) The sverage number of persons employed by HSBC Holdings daring 2007
was 395 (2006: 505),

Emplayees of HSBC Holdings who are members of defmed benefit pension plans are principally members of either
the HSBEC Bank (UK) Penston Scheme or the HSBC Intermationn] Siaff Retirement Benefits Scheme, HSBEC

Holdings pays contributions to plins m accordunce with schedules determined by the Trustees following consuliation
with qualified actuaries.

Directors’ emalumeants

The ageregate emohiments of the Directors of HSBC Holdmgs, computed m accordance with Part [ of Schedule & of
the Campmnies Act, were:

007 n0s 2005

LRS00 UEE000 LEE00

Faem 2626 2840 2,100
Halarses and otfver nchament: TS T 12,089
Bomises 00 10708 13,264
19,4 2L LR 25233

Famna o thet avercase of dhare ophices 13 3 L r)
Vedang of Lang-Temn Inotnbe ¢ swards 4,563 18973 24,271

In mdehition, there were paym ents under retirement benefit agreements with former Directors of US51, 183,960 { 2004:
IS5596,098) The provision s 31 December 2007 i respect of unfanded pension obligations to fommer Erectors

amounted fo USSIEARL LT (2006; USS] 7, 739454}

Durimg the year, ageregate contnbutions to pension schemes in resped of Directon were US8545 554 (2006
US5ERS 241 ), mchadimg USS460 564 (20046: US5398, 740) arizing from o Director’s wadver of banas.

D.ﬂl:l'll.lﬂ-'}' bonuses for Directars ore baged on o combanation of mdividual and corporde ]:I.-rﬁum-:lz and e
determimed by the Remuneration Commitiee Details of Directors’ remunerition, share options and conditianal

]
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maards under the Restricded Share Plan 2000 and The HSRC Share Flm are mcluded m the “Directors” Remunertion
Report’ on pages 312 to 332

Auditors’ remuneration

Andifors” remuneration in relaion to the satatory audit amoanted to USS52.3 millica (2006: U554, 7 million; 2005:
USS47.0 million ). The followng fees were payable by HSBC to the Group's principal madstor, KPMG Andit Ple and
its nssocintes (tfogether "KPMG

T 2004 2008
2im FEgm =0
Audst Tees for HEBC Holdngs sahutory sudn® 0 bl 10
- feez relating bo curmene year i :n] I 1?] I JEI
= [eez pelabiegg b pracr yor - - 0z
Fees payable to KPS for dlher services provded (o HERBC N | -8 9 8
Aadg-related sy o
~ aadt of HERC's submdiaries, pursuant bo bjpilation” 52 404 415
— after semv ioes perarant b Leguelabioer” 194 154 207
Tax services’ 35 20 18
oher gewaces
= zepvices relating bo mfornalen bechesl ogy’ 04 =11 =
= services relabed b corporate fnancs transscteng’ 18 14 03
= ull alher sepvices’ 9.4 41 50
Total feespayable B2l BAE B2 6

1 Frer payably ro IPMO Jeade Pl for thw pansony auelit of th consolideted finane il sroemenis of HEBC ond the paparane francial
semgmgres of FERC Hoddge, Thitr encluck emoungs papable for the sengory et of RESC Haoldigs * adeidarses wheoh lazes bee
machdod i P payabl to XPMG for ather servaons provedad fo BEBC

Irelecling foes pappeble o KFMT for the seuory ol of HTBC s adesdianss,

Incleeling sevvices for armurariod and other pevces Dext relaer 1o sectagory ared regubatony filegs, cladeg contlon Lasers ond iterir
revanws. Stk r sereioes e o keguslafion stk s pone o KPP AN me mespect o wank el do prepaemiaan for meparing
amler poction S04 of the Sarbanes-Cadey Act off UEE! 2 sullior (2000 LEE2 2 mulliony 2004 LERL, Fevdivor), Sther ancaunting flrwms
it poad @ ol o DEELY redlicwr (00 USRS million; 2005: USEH 7 milliond for work on s projact,

incivading tax complionos services o d0 JAWEGTY SETVICES.

Incinalyyg adbvor o [T secrerily ol bringr confrmry ﬂﬂ'pfg‘hmmgdgmdm IT senhing procadiees,

Inefiadegg foes papobie fo EPMG for trorerac tion. relatod wonk, intludg U3 dely ioncns.

Ineleedng ather cxmiranon and advgory sarvioes such o rranglation snces, ad-hoe sccowrery cdioe and revanw of finercial models,

[ LY

(IR T S

Naofees were punvable by HSBC 1o KPMG for the following types of services: miernal suda services, vaheation and
netaarial services, services related io litigadion, and services rebated 1o recruitment and remuneration, The followmg
fees were payable by HSBC's sssocimted pension schemes to KPMG:

2T 2004 2005

LRk e LISR000 UE000

it feed a2 sgl 550
THE frvices i+ 23 17
Al okher secvaces Ed 23 ]
Total feepayable L3 27 572

No fees were pmvable by HSBC's sssocinted pension schemes to KEFMG for the following types of services: other
Eervices pursant to legialation, services relating to informatbon technology, mtemal madit services, valuation aad
nctarial services, services relaed fo litigadion, services related to recruitment end remuneration, aed services relmed
1 carporate fmance transactions.

In addition to the above, KPMG estimate they hove been paid fees of U553 4 millson {2006: 17852, 1 million; 2005
15545 million) by parties other than HSBC bot where HSBC & connected with the contracting party and therefore
mary be mvolved in sppomting KPMG These fees arse from seraces such as anditing mutual funds managed by
HSBC and reviewing the financial position of corporae concerns which borrow fram HSBC.

Fees payable 1o KPMG for noi-aadit services for HSBC Holdings are nod dasclosed separately becase such fees are
dizelosed o a consolidat ed basis for HSBC Group.

m
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HERC HOLDINGS PLT

Motes on the Financial Statements (cominued)

10 Share-bazed payments

During 2007, U35470 mallion was changed to the income stbement m respect of share-based payment fmmsactions
seithed m equity {2006: USSE54 millson; 2005: US540 million). This expense, which wis computed from the far
values of the share-based payment tronsactions when contmcted, srose under emplayee share avwards made in
accordance with HSBC's reward strudiures,

Calculation of fair values

Fair valies af share options'mvards, memsured af the date of grant of the option/mward, sre calenlated usng a
binomial lattice model methodalogy tha = based on the underlying asumptions of the Black-Scholes model When
madellmg options'avards with vestng dependent om HSBC's Tatal Shareholder Retum {"TSRE") over a period, the
TSR performance tangets are incorporated imio the model using Monte Carlo simulation. The expected life of options
depends on the behmaour of option holders, which is incomporaied into the option model on the basis of higtonic
observable data. The Enir values calculnted se inherently sbjective and uncertnin due to the mssumptions made md
the limitwions of the model used.

The :ip'l.i.ﬁr—! m!'ghberl m'n'ig,el.mmpﬁms used 1o estimade the fuwr value of the npl'mﬂl p'ulﬂ:l weere ns follows:

HEBC 1-year Soyear Lyear
Hobdings Huvngs- Savings- Savimgs-
Group Rehed Felated Telated
Share Option Share Option Share Optien Share Optinon The HSBC
Pian Fhlan Flass FPlana Lhare Flan
2007
Feiske.fowe terest i’ (34) - 56 LT a4 -
Enpected hife” (rears) . 1 3 = -
Exgrectad volalitity’ (35 - 17 17 17 -
Shareprics al gt dabe (5 - 234 924 924 -
1006
Foiske-brew riterest rate! (%4 - 47 48 47 -
Expectad life® (yeart) - 1 3 5 -
Egeectad volablity® (v . 17 17 7 -
Share price o graet date (£ - 254 P54 95 .
1005
Fthe-Eo wlerert sate’ (34) 45 - 41 43 23
Engrectad Life” (ypars) 7.8 - 3 5 ]
Ergectind wadatality” (4 i - 0 0 20
Share prace st grant date (£) a3 - 1] Be3 Exn

1 Thar risks i i wi deserereed’ from e DO paler poaled canae for e HERC Hotdirges Group Share Giption Plo oesnd and UE
Ememgs- Reloted Sowe Optior Flanc. A sioudar parkd cunse wes e o she Internatiomal Sovengs-Rielmted Sane Speeon Plor

1 Ripected (U8 1 M08 & SRgR Rpa pavarister a3 Bacnion af varie bethed cursl astmpirs.

3 Bvpeiod valatd ity o extomated’ by e omilerrg both hisors: avweroge shane price valat sy ana impliedd volatd iy dermied from froglend
gpiaaas ower HEBC shares o somilar mabanity fa thogr of tee il annd opbions.

Expected dovidends are incosporated info the valuation model for options and shares, where applicable. The expected
U8 dallor denomimated dividend growth was determined to be 10 per cent for the frt 3 years (2006: 9 per cent for
st vear) mdipﬂ.‘ ceni thereafter {2006:; B per cent), i lme wath consensies mu]}'l't forecas.

The HSEC Share Plan

The HEEC Shire Plan was sdopted by HSEC Holdings i 2005, Under this plm, performance shire mvands,
redricted shore mvards md share opiion swards may be made. The aim of the HSBC Share Plan i 10 align the
imterests of executives with the cremion of shareholder value md recognise mdividual perform moee and potential.
Awands are also made under this plan for recruiiment and relention punsoses.

Por form an oo share swards

Perfornince shares are swarded o executive Directors and other senior exetutives after tnkmg mio account
imdrickaal performance in the previous yeor, Ench award i dovided imto bwo equal parts for festing aftunment agmnst
pre-determmed benchmarke Crne lalf of ihe mvand 1= sbject 1o 0 TSR o easure, based on HSBC's minking sgensd a
comparator group of 28 magor bmbks; the other half s subject to nn eamings per share target. For each element of the
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mward, shares are relessed to the employee on a sliding scale from 30 to 100 per cent of the mward, depending on the
scale of achievement ngmns the bendhmark s, providing that the mimimum cnteria for each performance measire hos
been mel and abject to the Remuneration Commities being sarisfied that HSBC's finmncial performance has shown a
susained Enprovement in the period since the svard date. The dhares vest after three years 1o the extent thit the
vesting conditions are ssiclied

2007 200%

Surnber Hrnber

(000 s} {0's)

Cubstandng ot 1 Jemary 10547 207
Mdditions durmg the year 2263 5312
Forfeiled m the pear {1312 [Fd]
Citssandng ot 31 Decomber 12318 1 06T

The weighted sverage Tair valoe of shares avarded by HSBC for performance share awands i 2007 was U5513.24
(2006: USS13.31)

Rostricted share awards

Restricted shares are pwarded to other employees on the bases of their performance, potentind and retention
requirements, to md recruitment or as o part-deferml of anmunl bonuses. Shares wre awarded wathout corporate
performmee conditions and gemerally vest between one and three vears from the date of mvard, providing the
cmplovees hve remmned contmuoally employed by HSBC for this period.

2007 2006

Nurnbser Mg

(000§} )

Critstandng ot | Jamiary 42420 5108
ﬁ.d-ﬂlm:dwngmamr 52,79 4] 440
Relrazad o the yerr (8, TH1) (1,665
Forfeited & the pasr 8,173 {14413
Crtardag & 30 Datasksr 256 43420

The weighted mvernge fiur valoe of sires avarded by HSBC for restricted share swirds m 2007 was 178817.92
{2006; U5517.65)

Shure options

Share options were granted i 2005 under The HSBEC Share Plin to employees m Frmce on the basis of their
performance in the previous year. The shame options ore subject 1o the corporte performance conditions, which
consist of m absobute camings per share measre md a TSR measre based on HSBEC Holdings” mnking agamst a
comparalor group of 28 major banks. The options may vest after three years and are exercissble op ta the tenth
anniversary of the date of grant, after which they will lapse.

a7 2006
W el Weighted
average areTage
ERETClEE e
TNunmser price Hurher jeioe
D0 &) i (DY =} £
Oubstanding # | Jevaary L5 L¥ 6 L]
Forlerled m the pesr R B - -
Cubsbard ey ot 31 Decarsber a BES [ B

No options were granted m 2007 (20046 nil). The weighted wersge remaning contraciual life of options outstanding
al the balance sheet date was 2.4 years (20060 3.3 vears) The exercise price rnge of options outstanding o the
balance sheet dafe was £8.79 - £0.1 7. Noae of these oplions were exercizable o the balonce sheet date.

7
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HERC HOLDINGS PLT

Motes on the Financial Statements (cominued)

Seavings-related share option plans

Savings-related share eption plans invile eligible employees to enter mio mvings contracts to srve up to £250 per
manth {or its equivadent in U5 dellors. Hong Kong dollars or euroa), with the option to use the swvings o adoquire
shames. The aim of the plans is to align the mierests of all employees with the creation of sharcholder value. The
options are exercisable within three months followang thie first mniversary of the commencement of 6 one-year
emvings contmct or within six months following either the third or the fifth snniversaries of the commencement of
three-vewr or five-vear swmgs cantracs, respectively. The exercise price 15 set o a 20 per cent (20046: 20 per cent)
discount to the market value mmmedimtely preceding the date of mvitation (except for the oue-vear options grunted
under the US sub-phn where o 15 per cont discount is applied)

2007 2006
Welghted Weghbal
average avérnge
exerche L2t
Humber price Humbe prce
(D ) £ (D0 =3 £
Ouisandng sl | Jeuany T LE ] A6 e
Traeided m the ypeaar 0,102 T3 X axr 743
Exercusesd i the year 7540 LE ] (2035 581
Forfated m the year {10233 LE ] {TAT 628
utstandng atk M Decernt-er .78 L B1E3T & 38

The weighted mversge far value of options granted during the yenr wis U584, 24 {2006; US83.45), The exercise price
runge nnd weighted nversge remzinmg contractusl bife for options outstmding ot the balance sheet date were 2=

Follows:
007 200
Exercyse pricerange () A28 753 535793
Weighled average remuinmy ooritrachinl Life (e 167 174
O whith sxercizible
Mhumber (000" 5} 41 &1
Wenghled wrerags exencioe proe (£} L 535

The w:'lghed Erage shore |:rim af the daie the dhare n'|:l.'i.|:|1.-: were exerciEed was US517.93 {2006; USELT,55),

HSBC Holdings Restricted Share Plan 2000

For form an oo shoare swards made ander the HSBC Heldings Restricted Share Flan 2000 (the ‘Restricted Share
Flan®)

Performance share mwards under the Restricted Share Plan were granted o senior exeotives from 2000 1o 2004, The
nim of the plan was to align the interests of executives with the crention of shareholder value, This was achweved by
eetimg certnin TSR tergets ngainst o peer group of magor banks which would normally have to be sttpmed in order for
the wamrds to vest, In addition to these perform mee conditions, none of the outstanding maards will vest unbess the
Remuneration Commiitee is sntisfied that, during the performance period, HSBC has achieved sustaned growth,
Following sdoption of The HSBC Share Plan i 2005, no further swards wall be made ander this Plan other than from

remvested scrp dividends.
007 2006
HNummber Hureber

LLLEEH (000 g
Ouizisedmgat | Januasy 123 14,570
Additions durmg he year Ao 510
Foeleazed o he year 2332} L3000
Forfaded o the yer (5486) {18
Onstximeing ab 11 Decernibeer 4811 k]

1 Adaftions durigg the wearcomprsea revmaesti somp aividieal,

The weighted oversge ramsning vesting period o st 31 Decomber 2007 was 0.2 years (2006: 1.5 vears),

380
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Resiricted ghare smvards under the Restricted Share plan were granied to eligible employees from 2000 to 2005, afier
taking into sccount the employeee” performance i the previous year, ther potential and relention requirements,
Reriricted shares were also maeerded as part-deferml of mneal bonases er for menzitment purposes, Shares were
mwarded without corporate performance conditions md generally vest betweem one and three years from the date of
mward, providing the employees hove remamed contmucusly emphoved by HSBC for ihe period

Qubsandmg ot 1 Jamoary
Addtione durmig the yer'
Reabaind o e Year
Ferleiled m the péar

Cutstardng ot 3§ Decembeer

2007 200065
Hiumb er Hiamkeer
(005} (a0
3860 SEAIY
159 1459
0715 (182245
A4 {20323
16200 RN

1 Addirorss durig sl oo comprisad nesnwad 2onp e,
The weighied sverage remaming vedmg period as af 31 December 2007 was 0.3 veors (2006: 0U8 years).

HSBC Holdings Group Share Option Plan

The HSBEC Holdings Group Share Opiton Plan was a long-term mcentive plan under which certain HSBC employees
hetween 2000 md 2005 were mwarded share options, The nem of the plan was to align the mtereds of those higher
performing employees with the creafion of shareholder value. This was achieved by seitimg connin TSR isrgets which
waould normally have to be attained in arder for the myvards to vest, Options were granted af magket vahae and are
normally exercisohle between the third and tenth snmversanes of the date of grmi, subjed to vesting condition
Options granted after May 2008 are made under The HSBC Share Plan.

2007 2004
W elgned Wanghtbed
VErage W
exrroise i
Narmbser price Murrber prioe
00 sy ' (00 £ i
Cribstanditg o 1 Janoay 188,78 B 205, w8l R0
Exaraised in the year @AS) T aTEm 7 80
Forfmled m the year [alered] fate) 3370 B9
Cubstandng o 31 December 152213 AL ikl ans

The number of opt ions, weighted svemge exercise prce, and weighted mvernge remaining contmectaal life of options
outstnmbling & the balance sheet dabe, analysed by exercise price range, were ie follows:

27 2004

Exaraise prse range (D 00— 200 2101 - 1000 S00=800 B = 1000
Humber (000 53 20M2 frrdi) ] R 505 151,725
Weghted svarsge soancese prace {£) 5 Bl 657 Bal
Weighted sverage raraming contractm ] life (pewrs) 433 i i T
Of winch exercimble

Frribeer {000 5} 2032 LI ] T 05 e, 104

‘Waghlad =eage exervie pnos (£) G892 B3 65 ]

The weighted svernge share price af the date the e options were exercised was 1USS18.08 (2006: U3317.65).

In 20406, after consideratson of the performance snd shirehobder retums over the period between 2003 ad 2005, the
Femunertion Commitiee exercised its discretion to waive the TSR performance condition in respect of the swards
made ander this plan = 2003, As aresalt, o charge of V55135 mallion was recognised in 2006, reflectmg the
incremental fur valoe granted mensured of the date the peformimnce condstion was warved, This was measured using
o bmominl ltice model methodology that is based on the underdymg acaimptions of the Black-Scholes model, a
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.';F;:us J'I?:‘l'ld'..’..l:

deseribeed sbove in *Caloulation of fur values®, A nek-free mierest mie of 4,3 per cent was weed, with all other mputs
o the mode] congistent with those used to value the other share optione and swards made during 2006

HSBC Heldings Executive Share Option Schema

The HSBC Holdings Executive Share Opdion Scheme was a long-term mcentive plan under which certain senior
HSBC employees were owarded share options before the sdoption of the HSBC Holdings Group Share Option Plan
im 2000, The aim of the plan was 10 align the interests of those higher performing senior emplayees with the oeation
of sharebolder value. This was achieved by selting coriain TSH targeds 1o be sitamed in arder for the avwards to vest,
Chptions were gramted al moarket value and were exercisable between the third md tenth mniversarbes of the date of
prant, subject to vestimg coaditions. Wo swands have been made under this plan smee 2000 and the remainng
unexercized oplions are swmmanised bebow:

3007 200
Welghted Waghted
ANEEEE VTG
Exeriiae Lot
Hunsber price Humbear price
0 ) £ (004 ) i
Outstendng ot § Jevumey 22047 [ Erdei ] 3]
Eraraed in the yeir G2ATH L {7 &l
Forfeited m mt}'ér ’lﬂll L-F 0 450% oo
Casiandmp ak 3] Decernteer e &35 L0 652

The weighted mverage share price at the dabe the share options were exercised waes USS12 08 (2006; USS17.65),

The number of options, weighted merage exercive price and weighted average remuining coairactual life of options
oatdanding o the balance sheet date, analysed by exercise price mnge, were as follows:

3007 2008

Exercise prioe mnge () 6l - 787 TI7=600 GO0l =787
Huznk-ar 000 5 18,2 Rl FAR
Weghled average sxercise price (D) GRS b L]
Waghted average rarmainng contrachisl hife (e 155 - 264
Of whach exercimble

Hunbae (000" 1) 13.2% £ 25,545

Winghiad v arage Spmrape pavee (£) L3 o) 3 L1

HSBC France and subsidiary company plans

Biefore itz acquistion by HSBC i 2000, HSBC France and cenain of its asbeidiaries operated employee share plans
under which share options were granted over their respedtive shares.

Crptions over HSBC France shares granted between 1994 and 1999 vesied upon mnouncement of HSBC's agreement
to ncquire HSBC France and were therefore mcluded i the valuation of HIRC France,

HSBC France granted 909,000 optwons m 2000 after the public mpouncement of the acquisdion and these oplions did
not vest s aresult of the change in control, The options were sublect fo continued employment and vested on

1 Janunry 2002 The HSRC Frnce shares oblamed an exercise of the opbons are exchmgeable for HSBC 's ardmary
shames of US$0.50 each in the smme ratio as the Exchange Offer for HSBC France shares (13 andinery shares of
1185050 for ench HERC Frmce share] Dp'liunshm Emtzd al market vahie and ore exerceable withm 10 Vs af
the date of grmi.

2007 2006
Exerciae Exaroute
Number price Hurhar price
') € (D00 5} €
Cutstandmg ol | Jaiasy e 1425 kL LS
Exerizsed i L yomr fan] 1425 ] [L &
Cutnmdng and aoercimable at 31 Deomnber a2 1425 2] [LF4]

The remainmg conmracteal life for options outstanding af the balance sheet dale was 2.3 years (2006: 3.3 years).
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The weighted svemge share price af the dade the dhnre options were exercised was USS18.08 (2006: 5517640

Al the date of itz acquisiion in 2000, centain of HSBC France's mbsidiary companics also opernfed employ ee share
option plans under which options could be granted aver their respective shares. On exercise of centain of these
options, the sbgidimy shores are exchanged for HSBC ordinary shores, The total number of HSBC ordmany shares
exchmged under such nmangements in 2007 was 113,240 (20046: 356,491 ).

HSBC Finance Corporation

Upen acquisition, HSBC Finance share options previously granted were converted to share options over HSBC
ordinary shares of USS050 coch af nrate of 2675 HSBC share options (the same mitio a= the Exchange Offer for
HSBC Fmance) for ench HSBC Fmance share option, Options granted under HSBC Finsmnee's own share option
schemes prior ta the snnouncement of the acquisition by HSBC m November 2002 veded s options over HSRC
shires upon acquistion by HSBC, Options grmted after the snnouncement of the acquisition in Novem ber 2002 but
pﬁ'lrlu s mp‘:ﬁnn on 28 Morch 2003 3\@.{11]1_1.- est lq.l:“j' aver fnh'}'m and ﬂipc'rl-l.tq VEE from the date of
grant,

Infarmation with respect to share oplions granted under HSBC Faanoe's pro-acquisition scheme is as follows:

=0T 2006
Exercise Exercise
Tanstser price Hunder feioe
LIRS Uss (00 e UEs

HEBC Finarce share oplons ot danding
B 1 Jsnusry 313 LEEe £358 10 &6
Ecarcized il year &7y 1066 s 1066
Forlaied wn the peer - 0.6 {13 10 66
Cutfandng and exarcizable al 31 Deornber ASS [{KE 3,136 1 6

The remmnmg contraciual life for options mtstndmng af the balmce sheet date vwas 4.9 years (2006: 5.9 vears) The
weighted ivernge shore price at the die the share options were exercised was USSI8.08 (2006 USS17.651

11 _Tax expense
07 2006 2005
USEm R58m TE8m
Cunrent s
UK corparabion bax: charge = on qumment yeur prof 1372 T £63
UK corporation tex charge = adjustments in repect of pror yers [E_7] {120 e
Creroend L — o current Yo profil 10% 4,600 4,103
Crersent L — adjushrents i repet of priof years o] (4 1140
5208 3202 4585
Deferred tax
Cmgmation and reversal of tamponary difaences 1247y [1k] 506
Effct of changes in bax rabes =) - B
Adprdments & regpect of prior yers 3] ) 105
{14 i3 408
Tay expenze 3,757 5213 5093

The UK corpomtion tax rte applymg to HSBC Holdings and #s subsadiaries was 30 per cent (2006: 30 per cent;
200%: 30 per cent). Oversens tax inchaded Hong Kong profits fax of U551,137 million {2006: USST51 million; 2005:
U5863% million ). Subsidisries in Hong Kong provided for Hong Kong profits ta o the rate of 17.5 per cont (2006:
17.5 per cent; 2005: 175 per cont) on the profits for the year assrssable in Hong Kong. Other overseas subsidiaries
mnd overseas branches provided for isxatbon of the approprint¢ rates @ the couniries in which they operate.
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Nate 11

The following table reconciles the tax expense which would apply if all profits had been taxed at the UK
corporalion tax rate:

007 3008 2005
5% L] U5Em L] E5m %

Annbysh of tax expense
Taestion o UK corporabon tax s of

FO0 (20046 and T000: 30A% ) Tii4 ] RS 3049 &.200 00
Efect of taxmig overseas profits m

principal locstions o differert raes {1 ey (6.0 (56 2d (42 (1.6
Twt-Free gams =) 1z (E50 0.5 (2300 (10
Adpatmerts m respat of pror pencd

mbelties o [RE3] ChE) [83] (T [
Liow mnotiee Brousng lax aredits’ {107y LB} CHOE) L] (1185 {@sp
Elfect of profit m sscciate and poet

wardures s [ K] 253 an (3 o
Effect of previcushy anrecogrided.

Lemporary Aif farences’ =5 (2 (128 08 (147 (a8
Felemze of defared tax conequent on

restructunng of Group mterests ey (155 - - - -
Trgeaek of gaing aruing Erom didution of

o L [rli] (L3 - - - -
Cthver ilams 23 8] [e37] ] 1 -
Cverall bat expense 3787 155 518 234 5t 243

1 Low reome haging fex oredez anse vt the LT and o desgpraed to anc ausage the provizicet of nemiad hoering for Low e omw
[ At At

t Theaffoct éf'_pumm.d’y unecagrand temporey diffeaoes princpally wimier fo the' recogation afcgpatal oo,
¥ The g areng from for diludion of HEBC: GRS i S22 00002 800 1 dydct &0 B avid, o8 B, DT 2.8 ARConciling Bom
whirh restuse P afisctive o rase (e nate 200,

In middition o the amound charged to the mcome dnfement, the aggregnie muount of current and defermed tax,
relating to items that are taken directly fo total equity, wis a USS226 million rechsction i dotal equity { 2006:
115844 malliom reduction m tokal nquily: 05 115543 T mallvos merense in fodal eq.li'yl

The 2007 Finance A reduction in the UK corporation ta rate from 30 per cent (o 28 per cent, enacted m 2007 but
commencing in 2008, resulted in a one off re-m easurement of deferred b assets and lisbilities. 18 gave rise 1o a credit
to the Group's tax chorge of U552 million.

Defarred taxation
HSBC
- 200
Usim UEim
AL 1 Sy AL - A ]
Inciames satermant cradibchangs) 148 [E ki)
Equity
— o ailable- for.mle mrestments )y @2
- mth fow hedges 4 32t
- dhare-batad payments 6y [ il
= wehiarml gaans and Josses ey Lkt ]
Formpgn exchange and olher adpstmenis T it
Al 31 Decamibar S 2.145
P 5254 3241
Lubdlity i) L1051
pt, e "=I-IS

L
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The amount of deferred twcation nccounted for m the Groop balmee sheet, before netting off balmees within
couniries, comprised the followmg deferred tnx Habilities and amets:

2007 2005
Ussm Ustm
Deferred tax smets
Retirerment hemefils e | 38
Loan empaemnend sl lowances dnd Fi]
Unuepeed ke loczes - - T8
Accelersted cagata] allowsnoes o #
avulablefor-sake mretments ™ =
Cash flow hedpss L) 13%
Sharebaded payments k> 184
Otteer shout berm Srrerg dafferences o] di2
Other biming, differences - ]
T 5520
Deeferred tax liakiBries
Assels leased bo custorners 1225 1508
Hevahnbion of property b1 1 by
Acoalarabed capdial allovwancss 206 m
Otlser short barmn bimang dillerences ELL =
Frew ssion (o tax on profit renmstted froen orersen g 1z
Avalable.forzile nivestmemits 158 il
Cadh Nlow hedpes o k2]
Otbeer timang el 1,527 528
417 3375
Hel dafarred Lax aesdabality) 2438 2145

After neftmgz off balances within countnes, the balmices ns disclosed in the accounts are as follows:

2007 2005

U5Em Ustm

Doaferred tax aspets 52 3,241
Dferred tax luabalitors LFm 1,09
A ctLe

The smount of temporary differences for which no deferred tnx asset 15 recogmised in the balance sheet is
US5923 million {2006: T551,067 million ), Of this mmount, USS750 million (2006: USSETE millian] has no expiny
date and U551 73 million (2006; USS191 million) 15 scheduled to expire wathim 10 years.

Deferred tnx is mod recognised i respect of the Group's mvestments m subsidiaries, bravches, mesocinges and interests
in joint ventures where remitinnce i not contemplated or where no addetional tax is expected to anse. The ageregae
amount of tempormy differences nssocinted with such investments is 15529947 million (2006: 175522 424 million;
2005 US815,367 millkon),

HEBRC Holdings
Ciafirrad tx mzsebiChahiiy)

2007 2000
UiEm UZim

Temporary differmices
= ghioel-term tenmng differences 1 1
= fue vahued sasety sl |bilitins {143 (11
= share bared pryTenis 20 4
7 35
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Notes 12, 15 ana Id

12 Dividends
Dividends to shareholders of the parent company were as follows:
27 2006 i)
Fer Settled Fer Gettbed Per Settled
share  Totnl insrip thare Totsl msomp thare Total msmp
Usf  Usim  USEm r2f  USfm  Uskm UzE  Usim  USm
Dvividemnds declared o ardinary danres
Iei respect. of presicas year
= frurh mbenm dimidend 0360 4061 3116 MG 3N3 18I 0IMG 3O0T 41
I st of curpent year
= first mbenm dridend 01% 158 T2 Bisa 1m2 HE 00 1582 a7
= second mtermm dividend a7 1597 #12 0150 1724 13 LR B 1,574 11
~ thord inberam dividend 0.1 _ 2m7 g4 o150 1,730 3 0340 1585 35

087 10151 4354 Lo S 2515 £ &30 7,118 5T H

— s s —— — ——

Quarter by dividmids on prefermes

share capital

hlarch dividend 150 2 15 22 - -
June dnsdend 1550 1 1530 13 - -
Septazber diridnd 155 32 1550 2 - -
Decerhar Swidend 1550 k] 1530 23 14 25 21

&2 00 o0 &2 00 ] 14 25 21

The Directors declared after the end of the year afourth mnterim divicend m respect of the financial year ended

31 December 2007 of US%0 3% per ordmary share, a distribution of 11554 628 million. The fourth mterim dividend
will b payable on T May 2008 to sharehoblers on the Register o the cloge of business on 25 March 2008, No
liability is recorded in the financial statements in respect of the fourth mterim dividend for 2007,

13 Eamings per share

Basic emmings per ordinary share wis calculnied by drvidmg the eamings of 18519043 million (2006:
U8515,69% million; 2005: USS15,060 mllion) by the weighted avernge namber of ordinary shares, excluding own
shares hebd, uul.d-d'ns e 2007 af 11,545 mellson {2006 11,210 mllson: 2005: 11,038 mallion ).

2007 W00S 2005
U55m Uz USgm
Profit strdautsble bo sherdhodders of the parent company 19,13 150 15,051
Corwiderd payable on preference thares clasaifisd as equity ] {0 (21}
Frofil sttributahle bo e ordeary shereholders of the pament comgany 15 0et3 15555 1.5, Gl

Driluted camings per ardmary share was caloulnted by dividing the basic emmangs, which requere no adpustment for
the effects af dilutive potential ordinary shares {mchiding share opdions cutdanding nol vet exercised), by the
weighted nverige number of ordinory shores otstandmg, evcludmg oon shares hebd, phas the weighted sverage
number of ardinary shores that weuld be issued on ordinary conversion of dilutive potential ordinary shares in 2007
of 11,661 million (2006: 11,320 million; 200%: 11,171 million L The effect of dilistive share options and share swvards
on the weighted average numbser of ordinary shares in ssue was as follows:

386
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Sureber of Share (rralliong)

a0 200 2005

Anarage rirrbeer of shares momase P 15,210 11,038
Dtuiee = shore ophicre snd share swands 116 8] 133
= Savmgs-related Share Ophon Flan X0 F1d F=]

= Exgpoulive Share Option Schame 5 1 11

=3roup Share Cphon Plan 14 x| 14

= Evetricted snd performanice dure swards a7 12 0

= HEBC France share ophions 5 ] 1

= HERC Finance thare options 3 4 i
Avarage curnber of shares m mase sinumng diidon 11861 15320 11,171

Of the total number af employee share options and share avwards existing of 31 December 2007, 19 million were anti-
dabarive (2006: 20 million; 2005: 121 milkon).
mantal an 5

In ike following segmental analyes, the benefit of shreholders” funds impacts the smaly sz only to the extent thai
theee funds are acually allocated 1o busmeszes n the segment by way of inira-HSBC capatal and funding strochires,

By geographical region

Geographical mformation is classified by the bocation of the principal opersions of the subsdiasy, or, for The
Honghkong md Shanghsd Banking Cesporation, HSEC Bank, HSBC Bank Middle Enst, HSBC Finmee and HSBC
Bank USA, by the location of dhe branch responsible for reponting the results or advancing the fimds, Due to the
nuture of HSBC's structure, the mnnlysis of profits shown below inchedes mtm-HSBC items between geogrmphical
regions with the elimmation shown m o separte colmn. The Rest of Aas-Pactic geographical segment mchudes the
Meddle East, India and Avstralisia Shared costs e mclieded in segmenis on the basis of the actual recharges made.

Totul asseis
—AL3I Decenther 3007 __ AL Deverrbor 2006
Uxim ) USsm ¥
Europe 1,184,318 03 ExE 701 & 6
Hong Xong AR (ER] ATEAIA 146
Rt of Asm-Pacfic 112 T L&Y, e b1
Horth Armerca A10002 .7 EE IR ] ns
Labin fenerica iﬂ-& 423 20771 43
S, Moo ismyss, im0,
Total linbilities
At 31 December 2007 At 31 Drscernboar 2004
USSm L] USsm ¥
Eurcpe 1,026 5@ =07 1T “7
Heng Kong 31738 143 13028 HE
Foet o Azan-Facific 210,45 as Lal I »2
Heh Amencs 473D 216 41T 380 13
Latin Adrerias 6204 38 ol L1
2218 2 1L 1745 530 Py
| — '—‘ | —

322/764



EDINETOOOO
O00oDOo0ooOoooooo0ooo0oooOooE27071)
oOoOooodn

HERC HOLDINGS PLT
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Mot 14
Profit before tux
Year mnded 11 December 2007
Rest ol Inira-
Homng Asim- North Latin HSBC
Bur:p: iC:ni_ P-d't mﬂn:: mrlcl. Iums Tosl
USEm
Ipberest moome 33,144 ELNT 9471 {3.1
Inberest experse
Het inberest mitome 14,847 L
Fee ircoms E | z k] [5E4] | I 26337
Faw anp s I:Z.'.'-Il nﬁ -IL-I'J 5!15 ]
Mt foe prucoame 3363 =210 FAL ] = 22,002
Trdng incoma'erpenze)
apiiadng nel Sl ok 30y T - RH i T = 4458
et pldreit puoams/wepande)
on tradmg admdies il i i r1, ] = 5376
Het tradang ineoemed spana) G50 1243 16 =) Lo = s
et mecome from Erancal
et deggnated sl
e valus 1225 ETE 1m 170 ] - 4,081
Jams bezs borses from financnl
spemts 1226 4 = S 53 - 1,956
Jams ansmg from dihition of
mkeress @ absooales = - 10 - i - 1 0s
Cormidend moome b | 31 & 10 @ - 324
Het esned mmuranog pramims 010 .57 23 el 1,25 - LT
Otiteer operating moorns I..'I&i Hi T ﬁ 23 {1,y 1 41
T otal operating inoome RN 14,530 10,254 patinl 10,652 1585 BT 600
Net marwnce dume moumsd
and mov et in [abilges io
ey hodders BT G208 B 241} 1143} - (EA0Eh
Nt aperating ncems befnge
s Eepa et charges
and mlier cred i ridk
eron Hinns 27T Az 10,041 22,763 RIS 1.5 TEFE
Looan sepasment charges ard
oty ool e peovions 50 231 {66} [LENELS {1 65Ty = 172431
et operatng inceme' Fotien ] 11081 9425 0527 T 155y &1,751
Totnl opemating experies
{mozhuding deprecishion and
amprtisabicon) (15450 RE L] (4572 (MO0 T) {5,088 1585 [rst ]
Deeprecmtion of propenty, planl
and equpament By (R8I ¥y [el] [~ - {1,714
Amertisabion of mtangitle
amed E26) 0} LR {202) Lt ) = L]
Total operating expenses L) 3, TR {4 TEAY L1058 540y [ ),
Crperating profi /500 T ABaE1 Tl L6 - 22,
Shaeeof peodil i associabe #nd
ol verbuer 5 F s 20 12 = 1508
Frof bifore [ax E‘iﬁ 'FE E 21 51 E - !Ell
Caier disc losures:
Cagdial mp mdiure rourred” L 1 2T Hi Lo - a7
I ssireemnl o Agtoe b 4l
Tl venhune E] 155 RBET 127 ™ - 10384
1 Met cperating Facome:
Earaz FERFF .I'-Cl..n'l:lz 3.-3.55 IS "H ?_FFE &, 75 I
Irger-sigmies 1,458 ﬂ‘.i [l .'.53‘} J.',.ﬂ‘é‘-}

3 WMMMFW}IMNW fr

L
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o tradng actredaes

Heltrekeg mecmm

Tl ancoena’(epandd) fom
Femancial marumesks
demignabed af fapr vale

Gumng ez boases Fom fnencisl
iV ety

Drwidend moame

Het snrmed rearmnc premamms

Other cperatmg mcome

Total opamatmg wioome

Het ingurande & luirre maarrsd
i v arment 10 habaldies 8
pohcyholders

Ml epernbing mocens balors Jan
\Ep et

end ctber credg rdrpmlpcm
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Twar erudad 31 Drecarnbeer 2006
Testod Trira.
A Horth Lakm s
km,g hnr'bc Amu'l.r_l. Ja.rnmu |Im'n-.'| T-Dl.ll

1 o {;.4!:3] e
]6'9#.'.\ mu 1|. {‘3 -:9:-. 1A (41 3535

Lo nparment duarges and sther

trad g rizk prowinions
Hel operating moome'

Tiotal operating expmoes
(e lading deprecation and
emartiabon)

Deprecuatyon of property, p bt
e Equipiment

Aarortisaleen of indangible
atets

Tetal operaling et

Qperaiang profil
Share of proftf{los) m
smgoctiled ol poard Verisres

Prodit before tax
Ctber disdanures
Capstal] eperdiure incured

Irvestment m aseooates and
Jert wanuRen

1 Mrnpm:w o
n'mram

3047 14,268 4,157
I 7,553 2 [E1F] 3511 EE | @4?]" 21,060
2 ATS) G (34 249 3555
EA T ] 2004 1622 4766 1,630 - 17182
THT ¥4 735 17 ot - FX-1
L6 @7 b Tk 136 - 2,603
4309 €17 (WL 1.35% an N B2
144 0 rd L) ol - 57
24 162 41 = &4 - PP
123 ! L i ] - 340
1.2 v} 174 452 1,00 = S50
1A% e -] 522 51 1 A5 2586
pa X nl} 1,303 LA 21,58 a5 i1 450 TOOM
153 255 [akd] 255 (1,025 - (T
g e 5722 80 6533 (1,45 65,768
2150 [ ] =1 k] (575 oI - QSN
s} Ba32 a210 14251 3,897 ] ) 54,755
{1281 {3008 DE Fid] {5668 (3525 1,454 (31,325
[r ] {1 {1243 (20) {1 - {15140
L] &) 4] (240 L] = i3]
(ILETL) 3.265) (3,548 (L0 18T) (4,166 1 a5 (F1553
TG 5163 e 4,638 LT3 = i3
ey 15 ] in 4 - 846
& 574 4,183 3337 & il 1,735 - 22068
150 324 135 ) 017 - & 503
1an 128 6372 1 B = 5356

19004 I
JTE]

I ) s O Wi

1 Expendiacre rwcurned o properTy, plos and aquupmey o ntongeble arans
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j————]
Notr 14
Tear ecded 31 Decerbear D005
Tz of Inira:
Hong A Harth Latm HEEC
e Kong ?a-u!'u.' .ﬁ.'|11¢|1:| .i.rnmu. |b:mrs ; dll
Ut
et meoind 21,023 A9 !'6'13 FrAE] 6,133 (2343} ﬂ:'lil'?-ﬂ-
Iekaregt sxparan (3355 (B E0 2791 41
Nl nisrest mooms 4054 Rt 13195 - EARcE D
Few inycime | 1967 1 {i!? 4505 1.4'31 I'u‘ 4&6
Fee apense U ?\3 (293 (2] T
Het [ee inecame GIFF LAT4 3551 LiR 14,436
Trdmng income exdsdng net

inberest moome 1,640 L T3 5 o1} - L1
Het mherest moome{op ase)

o rading adivaties LIT§ 22T 197 533 HT = 2308
Het radmg incoens 1038 EIF B4 =2 N - 5,564
Het proomat{emparad) from

fmnarval matnueenis

dezignated o far valae M [0 38 434 1] - (R
Ghams besx Jogses from finsncial

et 439 108 -] 47 - ] - &5
Duwidend micoema a3 41 3 41 3 = 153
Het eamed sunemnos prermiame 1 i 15 ELE arl - A3
Cither operatng moome 1603 - nx] 333 [P 256 (53 2733
Totnl cperabeng moome 2182 9,544 5183 1511 L] (535} &40
Het pearance claims myoumred

and eor et in lasbilgien o

pobaphokia L] (2050 L1885 230 792y - (4,005
Hist operating swoome bafore

Lo irp anrrnent charges and

aller redl fulk provinsnt 20804 T.507 50 19,541 5708 538 .63
Leoan srpairmd charpet and other

crdit fEk provisiong (48] {148y 3 (CRI L) ETE) - ek H)
Ht operatinsg mwcome’ 18.87F T 458 [EF- 5 A gy 49,536
Totnl opembng expenises

(s huding deprecishion and

amortiation) (11477 r& ] Z8E) BITE) (3253 b ] @1.335)
Deeprocmtion of propesty, plant

and equpment 312 {158y o CHTy L0 ] - [0 k]
Armortisation of inten gible

ninely 25 (41 1] i {175y (k=) = {554
Total opembng expenses (165 (2 BETy 262 {B.TIEy 3 A6 il ] (265 by
Cperabng profit 618 A i I8ET 1,404 = 20,322
Ehare of peodil n assocabes

and joanl vanduret 130 23 453 Al — = 44
Froft befors L 35 4517 25T FRIF] 1Eod = 2066
Cther disclonures
Cagatal mep mddure sounmed® LT e ] Li2s L = 447
Tew estrowil in aESoesabes aevd

pontit verdures 1713 o8 538 43 3 = T.249
1 Met cperaiogs Facome:

Bxlemal | 18,000 r.::m Mﬁd 4000 S.lf.".i‘? = 055 |

Ikt 373 ] =

2 meﬂmpmﬁnﬁuﬂ“aﬂ'maﬂmhm
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HSBC"s aperntions mohide a namber of shared mipport services ond bead office funchions, The costs of these
functions are allocated to codomer groups, where appropriate, on a systemutic and consistent basis, In addition, a
number of mcome and X items mebade the effect of financial rmsstiions entered into in the un!l.n!'_\- couarde of
busmess betveen customer groups co-operifmg within the integried HSBC Group. The following analysis includes
inlér-segment amounls within each customer group with the elimmation shown i & separate colimn.

Profit befre tax
Yesr puided 31 December 2007
Personal okl Intra-
Financiml  Camnercial Private HSEC
Services Banking & Markets Bank ing Oker IEemms Tatal
UEEm TEim Usim UEim Usim T5Sm U5im
ol inderes! mcdmat{esp ) Fatl L OS5 44 1216 (542) 5433 37,785
Hel [ee oo (mpmee) 11,742 3972 490 1,615 {228y = Pt
Tredng moome excludng net
il it R 255 350k 525 127 - 4 458
Hel indarest moime' e ai
o irdng adrdes 1400 31 i o {1} 7
Ht ik Faioime 17 2 1267 ™ 126 5433 4RM
Mol nceens’apansd) dom
Imaneal marunenis
despniabed ab B vadis 1333 22 {16 i 2800 - A
due: =g loaws fram Dinknicial
e RiTETEs 351 0 1313 118 #3 - 1956
Famns angng [rom ddadion m
el L asioc ahed - - - - Lz - 1
Drivpdersd miditne 5 g a2 7 n - 34
Het exmed irmursnoes premams #2371 A o = 1) - L Tale
Other cperatmg moome g7 165 1218 = 352 [k ] 1438
Tatal aperating noome 51 386 L4341 15280 3=z 6958 22) /750
Het nnerance cleres morred
e prow et i luabg e 8o
policyholders —fE14T) [V} o - . - mem
et operating Ecome’ 4320 13550 15210 3,54 695 [k k)] RS
Loan nparment daerges and ofher
cred & risk o iswons (16173 (¥ [r) {14) {11} - {17242y
el operating ome’ 2T L2942 1\im 350 647 PP 61,751
Ogemding ecpme S -1 %2 N = W . RO -~ N .~ . .- W . §
Operating pralie SAM0 G801 S84 1,500 A8 - 2,700
Shars ol profid o aesocnles
wnd ponnil venkures 500 454 M7 2 150 - 1.503
Frolk Before Lax 5000 T.145 6121 1511 3,538 - 24,212
Capeal epandbre incared’ L aas =7 2 = s = A8T
1. Ner opereting mcose befane loon dvpaurmet chanpes ot anher crmt's rek provisons,
2 Nef operating Mo
Extrorai | I II 11442 908 Lied [T ” B || T |
leracgrmend SO0 1500 5423 il JAks [EA] -

¥ Experiditinr rwrarmed o property, pharid o equipenent ot sitoegeblr @it

326/764

oOoOooodn



HEAC HOLDINGS PLT
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Tear auded 3] Ducernbs T004

Persorual iHobal Irdra:
Francml  Commerol Banking Frivate HEBC
Savee Bamkmng & Maricein Bankmg Oothar iberms Total
UZ%mn UZkn 53m UEim US3m UEEm U5im
Hel miteret moomalsparse) LTS T304 Liga [HT] L= 2558) M8
Het fee income B2 3207 e 1123 m - 17,18
Tredmng income'expense)
exnciudmg net interest income % 204 4 8% a8t (v = L8519
Hat mierest oo e asE)
on trading advidhies 220 20 7 2 a2 pll-b ] 1803
Het trading noomedaxp-ase) &11 4 4951 154 Ly 2453 g2n
Het moomeepmse) from
finsncnl madniments
demgnabed &t b valae i) (P24l n 1 ay = &R
Tamns besz lottes froen firancial
wregineds T 44 iM el 147 - e
Lavidend moome b1} L] 235 2 &3 = 3L
Het samed msurancs premans 51310 258 T - on - 5668
Ot operaling Mdoene T 250 1378 a1 1254 Qa9 2,546
T okal cperabeng indoems 42209 10480 13637 . o] 3.1 o0
Het poaarancr churms sourred
wnd mow ared in labilge o
pokeyhedies (4, 34%) o) {2y - {180 - (4,704}
Het operahing nooms’ -t 10,18 13574 291 TR0 3519 5368
Leoan arpammnt (chargery’
Pecivanes and other creda
sk profons (5 2k 145Ty (R E] O {1%% - {104
Hat operating oo e 10820 1 I8 2578 8 G179 b
Cperalng axpmsis EEIE] LRLE] {130 (1 SRSy [ =) EREE] (33,553
Cperatrig profitiloss) %017 s 5 £213 Hay = 25,240
Stare of prodil m adma e
and jeant vertures 30 188 Ld 1 74 = B4E
Profitlos) b efone Lax 2457 5957 5 B0 jea ] pelci) = 22088
Cagital e aredurn mcurad’ 1150 19653 1024 43 & - 495
1 Net cperating racome bafine Lot pupairnerd eharpeliracon s trd e r o nidit isk prowsions,
I Nt oping e
Bl | 23,358 Fr] " 20054 = = - 4,793 |
Infer-segmiet 4057 Pod [ 3 1237 2039 (3.1 ) -

Epedoune wireel o propevey, plaer s aguipenery ol et

by o
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Teur ended 11 Decsrriber 2009
e

15

Perzoral Hoba Inirs-
Frmeml  Cormmendial Elamkirig Frrsate HEBC
Serricex Bakmg & Moot Bancmg O ibams Tatal
EEm 5tm 1FEdm UEEm EEm F5tm 1EEm
Het misrest noomal(iong mze) 23331 310 oo L [ i ] 1,700 31,334
Nt [ioe o 7313 1806 FALT 1,080 P = 144546
Tradng meomefjspenss)
eocludrg ol mierest ncome Tl 150 2319 nt ) - 3
Hel inberest poomal{enp ense)
on tradag acter does 24 3 0k - {13 17064 2 206
Mt trasding moomed) ] 474 147 3224 s S Lech] 1,704 5864
Hel mcsrne(epmas)
Emarecial metruments
détignabed ot far ralie 574 {13 & n &0 - 103
Oamns less fofsar from finenal
|6 L 1® 9 475 45 144 | £67
Thvpdersl mvoome H3 P = 2 42 = 155
el darned (GO premRiiTE 4 o 13 " = 2y = SAM
Cthesr cperaling mooms T 327 (K1) L] 2634 2 gl 2733
Teotal operaling Do 140 o807 (i E-11 2,346 4131 Q26 1,704
Nl innrance cluirs morrsd
e et an liabildien o
poluyholders i3.7 i) AT e ] - 175 - (4 06Ty
Ht opersting mcorne’ 33,724 64 11457 2,366 952 2686 e
Loon enparment. (chargesy/
peporartes and other credit
rizk g isiong Rk CHT) an 12 (1] — LA
Hel operating moome 6,180 8237 1 By ok ] .80 Q2,64 Lot
Operstng experder {14427 @As [ L Ade (el 2 el (R0 8140y
Oparatmyg profitioes) w0 e &85 #12 25 - 2032
Share ol profil i moaales
e pound venbures 1 177 in = kll = o
Profit before fxx 50 4941 5163 12 P13 — Fitha
Capeal ﬂmd.hﬂlnrmd’ 553 411 1783 102 S = 4473
1 Neraperating oo befiae doon e e (e U nrcoverier g ot r cmpalr Pk provimons.
2 Neropercting income!
Extirevaal | 25000 I 8248 FEx-T3 E Fr-- [-TE] || - II &40 |
e e 1,187 e 122 70 3009 [ sl -
1 Expenciitiine eaurned o property, plarnt ord equipemet oo g ke ararts.
Total asseis
AL 3l Drecrmmboes 2007 Al 31 Decnbar 2005
Usim i FS8m E
Perponal Feanoal Services SRR ATY 250 ol Sl h4
Commeraal Banking il RSN JEN] 213450 15
Hohal Banking and Marksls 1378220 R4 o A0 515
Frivate Barkmng AR50 AR 3,024 1%
Othrer 40,150 L7 32m 1.7
Total asiets AN 208 000 1580, 758 100 &
—

Analysis of financial assets and labilities by measurement basis

Financial assels and financial Habilities are ineasured oa a0 ongoing bass either af fair value or ® amortsed cost. The
summary of significant accounting policies im Note 2 desoribes how the classes of finmecial instraments are measured,
and how meome and expenses, mcliding fair value gains and losses, are recognised. The followmg table analyaes the
carrying smounts of the financial assels and liabilites by calegory as defned in LAS 3% mnd by balance sheet heading.
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Notes on the Financial Statements iceatinued)
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HEBEC HOLDINGSE FLE

MNotes on the Financial Statements (ceminued)

Notes | Jand 1 8

HEBC Holdings
At M Dcrmmber 2007
Fimancial
sty and
Available  lmbitities ot
Hel for  Designated  Lomns and forsale  nmortised
Tll‘l‘l* at fair vahse  receivabbes weoariie Lol Tatal
UEEm U5gm Ukim UsEm Usim Uigm
Financial asseta
Cadh @ bark and d hand - - - - M) o
Danralores 2660 - - - - 2
Lo arvd advarsses o HEEC urrbertakmgs - - 17243 - - 17242
Fmariml investmenits - - - = - 3oz
Ottt adtati - - - - 21 21
Total financial scsets 26650 - 17248 o2 381 305
Financial labilivies
Arrcunts owed o HSBC undertalong - - - - 2,969 2560
Francml [mabalies dengroted ol faor vahie - 18880 = - = 18483
Denvatrres A= - - - - Ll
Subordmated lmbaldies - - - - 544 B344
ither Lisbalfses = = = = 4 £
Aceraads - - - - 150 150
Total financial labikties 44 12& = - !Il&= Pl
AL 31 Decemiber 2008
Financial
aselz and
Avalable:  habdlites &
Heldfor Dempnatsd  Laant and foembe  amvrtised
wadng  atfurvake  recentables foaty e = Todal
Uskm F3im I5&m Ussm F3%m UsEm
Fuinancal sesets
sty af bank end g hand x - = = il T
Darvabves 1353 = = = = 1253
Lmrm!thmﬂmmc'm = - 4456 = - 14456
Finaeeal qvestmen = = - 3614 = 3514
L 1 EoE i - = = = 29 25
Total financial sxsets 1,953 - L& A%5 346104 a4 23
Francaml lsabilties
Amounts owed to HEBC undertsionigs - - - - 3100 3000
Fmancml lesheiti e de=ngrated at foor ralus - 14,000 - - - 14,000
Denvatrees 177 - - - - m
Subordsmbed |iablis = - - - 8423 BAZR
Ot liagbaldess I o e = 1 1
Avirualt = - - - 111 111
Total {inancial labiims 177 14,070 - - 11,635 23,802
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16 Trading azsets

00T 20
USEm I2tm
Tredng asmets
- niok mbject o repledge or resale by comberparties 308 28 73,500
= wrhudh ry be repledged or ressld by oourkarpartes 1378 Al Felly
5068 26,147
Treazury and olber elighle bils 16,439 11,745
Dietd securities 178HM 1535 447
Eqiaty securities 314% 17,148
244,740 204,355
Lowns snd advarsces &5 banks 100, 4-400 200
Loans and adv sces o custorners a8, ‘TI."-‘EL_
v meie
The folbowing fable provides am mnalyeis of treding secunitics which are valued st fasr vadus;
Fair valus
b 2006
TS 5m T28m
US Treasury and US Dovammment apsnd el 17338 5348
U Gosermment 11607 &17%
Hong Kong Goverment 5517 B15%
Other gowermament B2 TO T4
Azset-hacoed Tecunties 2047 1578
Corporsts debl and ofier ot ien S00ET £7,35%
Equety gecurihies S 27,148
S4d, T 204,354
Irac ke writfrin thr aibove fgpenes are debt caounties e iy borls ond ather finoee ol iettutoes off LESSR.80E mullion 2000
LEg3s, 1 55 milliowg.
The folbowmng inble mnabyses trading securities between those listed on 8 recognised exchmge mnd those tht e
unlisted:
Treasury
mnd ot Drebi Equiy
eligible bilk securies warkies Toasl
U5 %m U85 U5 UEEm
Fair vahae at 3 December 2007
Lizied on a recognised excuange’ H 115,593 SO 165, IS
Unbatad 16,405 63141 1,584 B10a0
16,459 17883 51476 246,749
—
Farr value ot 31 Diecernber 2004
Listed on & recogrmsed u:dtmge" 1.37% 112403 25337 FEERAE:
Unksted 20,384 43084 (R a5 24
21.75% 155447 27,145 04,355
_—

1 Ircdesded wihn | e svvestmeeits are LERSR7T mdlian 0000 LEFLI00 malion of rawsimetnts Isben i Moy, Kong.

Lonng and advimees to banks hebd for trading consdst of:

207 2000

USEm T=tm

R#warie repoa B4 &1 AT
Setil enent accoumis aaar A 455
Bodi borrowng &35 4727
Other A 1,145
100,40 32,008
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HERC HOLDINGS PLT

Motes on the Financial Statements (comimeed)
Notes 1 arvd 18
Al of the above lonns and nchamces 1o banks are graded sstidactorily by reference to the Groap®s legney credat rask

erading system.
Lomns snd mdvances to customens held for tmdng conzist of:

2007 H0E

TrESm FEim

Beversa repos )0 32 e

Stk borowmg 2% 18551

Settlament acoounts 5216 EX-
Ctter 16,766 10,378

MBI 7i786

O the above loans end advances o costomeers, US$97.492 million (2006: USS71680 million) are mted satisfactorily.
1155343 million {2006 nil} as wadch list and special mention, USS26% millson (2006: USS62 million ) as s betandard
unid US567E million (2006: US4 million ) as impaared.

17 Finesncial assets designated at fair value

2007 e
USSm asm
Treamiry and other ehgible bills 181 133
Drebid seounbes 214 2445
Equrty secunties sl 16, o
4137 20,15
Loans and advances to banks e 234
Lecanz and advinoes 10 cssamers & 153
41564 20,573
— —
Securities designated at fair value
Mella et v e
2007 I00E
U%%m FE2m
UE Treasary and UE Govermment agencies L] ol
X o ermment - 1,359
Hong ¥ong Govermment a4 18
Other governrrent AT in
Azzet-backed secunties 214 |
Corporate debsl and offer ssamitves TN 5550
Equoises LT 10602
41378 20,154
Trchiacdod withun the mbove figunes ore disbe securites rouea by bartr ared ather fingreal mathutios of LSS 4,400 million 2004-
LEED 428 mmdiio.
T reasury
ansl pihier Deht Equity
eiigibde bills securiies seour e Tkl
Ustm USSm U5%m Usim
Falr valae a1 31 Decamber 2007
Listed on a pecvgnised exchangs' 50 RESD |54 24,158
Unilisted (50 12401 A508 17.220
jE.r I 21,140 20047 41378
Farr valoe st 31 Descarmbear 200¢
Listed on a pecognised sxchange' 133 4,559 2312 14,254
Wnbshed = i 510 1350 5500
133 AT lal-oind 20,184
— —

1 Indfauded withi ligted sfertoiits oae LEEL. 502 evdloont of erectirais [l i Morgy Narig f2000: DTRL00 4 mithianil.

386
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18 Derivatives
Fair values of derivetives by product contract type held by HSBC
Assens Liablivirs
Trading Hedging Total Trading Hedging Totzl
U%%m Usim UsSm Usim UsSm USim
At 31 Decembier 2007
Foregn exchenge 2z 3450 L s ¥ 0979
Irderest rate ] 1,74 #2741 HAIT 2m3 HE3MT
Equeties 0229 1 20,230 19458 - 19458
Credd dervrabrres 2% = 2% 25247 e 25247
Commeodity and other Nl 5 L1407 332 - 133
Gross tolal i vahies 82 4 ;E!I 187 8% TR0 p -7 1H3 303
Hetmg R F—
Toal 187 354 13,301
Friels Laabaldiez
Tradmg Hedging Total Trading Hedgmg Total
U5tm rEtm 5Em rstm Fa%m TEtm

AL 31 Drecernber 2004
Foareign exchange Il 539 33,047 28,837 3 25211
Irderest rate A 1551 s il sLEn 1,287 214
Equetyes 10767 - {3 11,647 7 11,850
Credd dermabrres 8237 - 8237 g6t - it
Commoeddy and other | 30u4 = | 30 | 636 = L6365
Gressiolal far value 103,420 3,930 1750 |03 635 | 105,344
Hetting 3 ) 3 BeE)
Total 108,702 101478

Fair values of derivatives by preduct contract type held by HSBC Holdings with subsidiares
Year emnded 31 December

i i 2008

Trading Trads
Aseres Tiab Ditles Azmez Lashilgies
U55m UREm F2sm UStm
Foregn enchange 23 2 L5 -
Inberest rate 1% a2 a2 17
(Gross total fwrvahe m el §.55% 177

Derivatives are finmncial instruments that derive ther valie from the price of underdving items mach as equities,
bonds, interest mies, foreggn exchange, credit spresds, commoedities md equiy or other mdices. Denvatives enable
wsers to morense, reduce or alter exposure to credit or market risks HEBC mokes magkets in denvaives for its
customers and uses derivalives to manage its exposure to credit and masket nsks.

Dertvatives are coamied af foir value mnd diown in the balanes sheet oo separate totals of assets and lishilities. Asset
valies represent the cost to HSBC of replacmg all trmsictions with o farr value m HSBC's frvour assammg that all
HSBC's rebevant comterpasties deful of the ssme time, and that trmeactions cm be replocesd instmtuneously,
Linbility values represent the cost to HSBC"s counterparties of replacing all ther ransactions with HSBC with o fur
value in ther fuvour if HSBC were to defanle Dertvative assets and Habilities on different imnsactions we only set
aff if the rmsactions are with the sume counterparty, n legal right of sel-off exists and the cash flows are intended 1o
be settled om a net basis,

Usze of derivatives

HSBC transacts dervatives for three pranary parposes: to creafe risk management solatsons for clients, for
propriciary trading purposes, md to mamige und hedge HSBC's own risks. Derivatives (except for denvatives which
we designnted as effective hedgmg instruments as defmed in [AS 39) are held for trading. The held for tradng
clmsilication inchides pwo types of derivatives: those ueed in sales and erading activities, and those used for rish
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HERC HOLDINGS PLT

Motes on the Financial Statements (contirued)
Nt 18

mmagement purposes but which for various rensons do not meet the qualifyng crtersa for hedge accountmg. The
second categary inchudes derivatives mansged 1o conjundion with finmncial ingnonents designated at fosr value.
These activities are desoribed more fully belaw.

HEBC" s dernvmtive nctivaties give rise to significant open pesitions im portfolios of dernvatives. These posiions we
mmnnged constantly to ensure that they remanin within sccepiable nsk kevels, wath matching deals beimg atilised to
achieve this where necesaury, When entermg mio derivabive transactions, HSBC employs the sume credit risk
mmagement procedures to asmess and approve potestinl credit exposnees that are wsed for iradstional lending,

Drerivadive aesets with o camying smount of USS123.04 1 millson or 65,3 per cent of the total carying smoant ( 2006;
US567,628 million; 65.2 per cent) are held with banking comnterpastics, and U5846, 789 million or 24.9 per cent of
the total carying mmount {2006: US$26,811 million; 25,9 per cent ) with other financial inditutions. The remunder
are held with government and other counterpartics.

Trading derivatives

Mot of HEBC" & derrvative irmnsactions relale 1o sales and irading activities. Sales sctivities imclude the stracharing
and marketmg of derivative products to customens to enable them 1o take, ransfer, modify or reduce cument or
eapected nske. Trading activitics in dernadives are entered into principally for the purpose of genemting profits from
shart-temm flactuations in price or margm. Positions may be tmded actively or be held over a pariod of time to benefit
from expested chmges m exchange mbes, interest rges, equity prices or other market paramsters. Trading mcludes
market-making, postioning mad arbdrage activities, Market-making entuils quoting bid mnd offer prices 1o other
miarket partscipants for the purpose of generting revenues based on spread md voheme; positioning mems monnging
muarket risk posttions in the expectation of benefiting from favourmble movements i prices, rates or mdices, wrbitrage
involkves identifying and profitmg from price different ials between markets md prodacts

A mentioned nbove, other dermvatives classified as held for trading mcude non-qualifymg bedgmg denvatives,
meflective hedzing derivatives mnd the components of hedging dernmadives thit s exchubed from nssessmg hedge
effectiveness. Non-qualify mg hedging derivalives are entered mto for sk menagement purposes but do not meed the
crileria for hedge accounting. These inchade derivalives managed in conpunction with financial mstruments
designated at fur value.

Ciains md losses from changes in the fuir value of derivatives thid do not qualify for hedee accomting are reported in
‘Met trading meome”, excepd for derivitives managed m conjunciion with finmeial instruments designafed o fnir
valve, where gadng and bosees are reported in “Net income from fmancial mstruments desagnaed o fair vabae®,
together with the gains and losses on the hedged items. Chmges in the fair valoes of iraching derivatives are mechaive
of contraciual inferest. Changes in the fair valae of derivatives managed m conjmnction with fmancial instruments
dezignated at fagr vadue are meloded @ "MNet meome from financial metruments designaled af fadr value® inclusive aff
contrachial interest unless the denvalives are managed with debt securities i izsue, m which case the contrachial
interest is shown in inferest payable with the interest payable on the issued debe. Substmiindly all of HSBC Holdings'
derivatives entered into with HSBC wnderinkings nre mosaged in conjunction with financial liabilities designated m
frar value,

Notional contract amounts of derivatioes hed for trading parposes by prodoc type

HEBC HERC Holdig.
2007 2006 T 206
Ussm US$m U5%m Esm
Foreign exchangs 3243 T8 2,18 005 12790 o]
Irterest rate 10472671 SRa3 60 TE 5,304
Equarss o 7 e - -
Cred denvatives 1853 202 1,109,528 = -
Commoday and ather &lﬁ 50 5%F - -
b6 1 M) 13572 2 et 15,173

Cradit dervatives

HEBC tmdes credit derivatives through its principal dealing operations and acts as aprncipal counterparty to o brond
range of users, structaring denls to produce nisk mmagement products for #s custom ers, of making markets in certssn
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prochacts Risk is typieally controlled throngh entermg o offsetting credit dernvative contracts with other
connberparties

HSBC manages ihe credit risk arising on buymg and selling eredit derivative protection by including the rebated
eredii expomres within ils overall credii imit siructure for ihe relevmni counierpanty, Trading of credit demvatives &
rearicted to a small pum ber of affices within the major centres which have the control infrestnacture md marked
skills to mmage effectively the credil nsk inherent in the producis,

Cred# derivatives are also deployed 1o a limited extent for the risk mmnagement of the Groap's lum portfolios.

The contract amount of credit dervatives of U551,893 802 million (2006; 11851,109,828 millian | consisted
of protection bought of US$926,794 millicn {2006: USE540,229 million) sad protedion sold of USS967,008 millice
{2006: US5569,599 million).

The difference between these notional amownts 15 aitributable to HSBC sellmg protection on lirge, diversified,
predommantly investment grsde portfobios (mchiding the most senjor ranches) and then hedging these positions by
buy ing protection on the more subordmated trunches of the same portfolios. In addition, HSBC uses securilies 1o
hedge certam derivative positions. Consequently, while there is a mismaich in notional amounts of credit dervatives
baught and sold this shoald not be interpreted as representing the open risk posstion. The credit derivative business
operafes within the market gk moanogement framework described fom page 248

Devivatives valued uclng mod s with unobservable inpuis

The amount that has yet to be recognised in the copselidited mcome satement relating to the difference between the
furr value @ mitial recognition (the transsction price) wnd the amount that would bave snizen hud valusison techniques
used for asbeequent messurement been applicd af initind recognitson, less subsequent releases, s as follows;

2007 200

USEm TEsm

Unamertased balanee at | Jamiary it P

Drafarral tn nesw transsctions Ay 283
Reoopmisd m the income stabement durmg the peniod

— amoriasteon [1ad] (0]

—suhseqoent to anobsarmable npuas becamm g observable B3 ]

= fratunty, teemination of offseting derrative nm (k]

Excharsge differenoce: 4 17

Tk hedged m -

Unamortased balance at 31 December 0 T4

Hedging instruments

HSBC uses denvaives (pracipally inferest rale swaps ) for bedgmg purposes in the menagement of its own assed and
liabiligy perifolios and strucharal postions This enables HSBO to optimise the overall cost 1o the Group of aceessang
diebi capital markete, and o mitigate the market risk which would otherwize anse from stroctural imbalances m the
maturity and edher profiles of s assets and Habilities.

The acconnting treament of hedge ransactions varies according to the nature of the mstrument hedged and the type
of hedge transactions. Derivaiives may qualify & hedpes for sccoanting purposes if they are far value hedges, cash
Tl hedges, or investment hedges. These are desoribed under the relevant headings below:

Notronal contract amounts qf dertvatives held for kedging purposes by product Iype

At3] Decrmber 2007 At 31 Decernber 3000
Cush Mow Fuir vakie Cash flow Fairvalus
hadge hrdgr il Findips
17 55m TREm Fa%m USgm
Foreyn exchange 21,641 316 21,764 bE:
Inberet rate 243,154 BT 204,433 243
Equeties - 24 - 30
269,774 RAT 223 400 27254

&0
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Motes on the Financial Statements (contirued)

.';F;mu.-’&‘md.'#

‘With respect to exchange rale and interest rte contracts, the notsonad contmct mmounts of these nstruments indicaie
the nominad vabee of iransactions outstanding at the balance sheet date; they do nod represent imn ounts al rsk.

Falir valwe hedges

HSBC"s faar value bedges principally consist of mieres mic swaps that sre weed to protect agnins changes in the fair
value of fixed-rie long4enn finmncinl mstruments dise to movements in market interest mics, For qualifving fair
value hedges, oll changes in the fuir value of the denvidive snd in the faar vadue of the item in relation fo the risk
beimg hedged are recognised m the mcome satement. 1f the hedge relationship 1= terminaled, the far vahie
adjustment to the bedged gem contmues to be reported as part of the basis of the tem and 5 amortised to the moome
Halemenl aka _'fi.eH. Id_ilﬂlllﬂl aver the remamder of the |'|cd3,'l13 p-n'iud.

Eutr walue of dertvattves desgrated ar Gir valus hedpes

At 3 December 2007 AL 3 Decernber 2004
Fair vahar Far valus
Awseis Liabilsties Assels Liskaldaes
UStm U'5%m USim F88m
Foresgn exchanges 163 L) -} 183
Ieborest file 17 s 17 195
Equntes 1 - = 7
s A s ] 318
Caing or lozses ariang from far valee hadges
2007 2005
USSm US8m
Gansilozses)
= o hedging redrumends 18y &
= n the hedged doms attrduahlz o the hedged nak e -3
i 1]
p—

The gnms mnd losses on ineffective portione of fair value hedges are recognised immedately in “Net tneding income’,

Cash flow hedges

HSBC"s cash flow hedges consist principally of micrest mie and cross-cumensy swops that are wsed to protedt agains
exposmes to varability in fufure interest cnsh flows on non-tradmg meets and Bebiliies which besr mieres ot
varmble rabes or which are expected to be re-funded or remmvested in the fature, The amounts and timing of future
cnsh flows, representing both prmeapal md mterest fows, are projected for each portfolio of fmancind wesets and
linbilities on the basis of therr contractual terms and other relevant factors, including edumates of prepayments mdd
defmilts. The aggreente principal balances and inferest cash Hows across all portfolios over time form the basis for
idemtifymg gains and losses on the effective portions of denvalives designated ns cash flow hedges of forecaa
transactions. Gaing and bosses are mitially recognieed directly in equity, in the cagh fow hedgmg reserve, snd are
transferred to the meome @alement when the forecast cush flows alfect the income sabtment.

Farr wilue of denvattees dengrated ar cazh flow hadpes

ALl December 2007 At 51 Decamber 2004
Fair valae Fur vahe

A Srts Liabinies ATT Laakal e

TUsEm UESm 5dm 2 dm

Foreygn exchangs 3327 i ] b | 221
Ipberest rae e LE7s 1378 Loss
4.51% 1.5 345 b5

a0z
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The schedube of forecast prmeipal balmees an which the expected mierest cash flows nniee as o 31 December 2007 i3
ns Follows:

Mogethand  Syears or bew

Jmenths  months bt less bigt mare than Blare tham
o e than I year 1 year S ¥R
58 US5m TS %m U5Sm
AL 3] Becemiber 2007
Aot a0.578 L] 30 227
Lusbiltes __ mosn) (7738 8,189 @oss
Mt cash inflow s oo fl o) aponre [T HX EIE!-H EEL
AL T1 Dogarmteer 2006
Assls 1,649 21,471 =T 456
Lishilstiez [55,B02 ) (] L0 NI RO
Hel cazh oulflcwrs mepeopas (35 2051 (40371 iEdals 3597

Thos tadde mrfocts the infevest mte mgpnicirg, prafile of Swe ey Aoclped e,

The gaing mid losses on ineffective portions of such denvatives me recognised immedinbely in “Net iradng income'.
During the year to 31 December 20407, a loss of USST7 million {2006 US5122 million ) was recognised due to hedge
ineffectiveness.

Hedges ol net imvestmmis im forcign op erations

HSBC's consolubated balance sheet iz affected by exchamge dif ferenoes between the US dollar and all the non-U5
dollar functional currencies of subsidsries. HSBC hedges structumal foreign exchange expoares only n lamited
circumetnces. HHIS-I:E 15 imderiakien lllﬂs forvward Ebmig,u dthmg-e contrads whch are nccounted for ax Ilﬂlgu af
anel myvestment m a foreign operation, or by financmg with barowings in the sume curencies as the functional
currencaes mvolved

Al 31 Decemnbser 2007, the fag vadues of cutetandimg financial insniments derignated ns hedges of net investments in

foreign operations were lisbil#ies of US3450 million ( 20046: USS254 million) and ncticnal contract valies of
551,204 million {2006; 53995 millicn).

The ineffectivenees recognised in MNet trading moome” in the yewr ended 31 December 2007 that arose from hedges
in foreign eperations wis nil (2006: il )

Financial investrments
2007 2004
U5%m r2sm
Fnarrml awestinenis
= ot subgect by pepledge or resale by counterpar jes 278126 197058
= whidh mray ba repladped or resold by comarparte 11874 7.751
00 204306
o7 2008
Carryimg Fair Camrymng Far
Aot vakie amaount walue
UESm Tasm Tasm UEEm
Treasury and olber slipbile bills A0, 104 20104 23313 25313
= wwnilshle-for-zale 30,104 0,104 e =] 232
= byl -t praburity - - 45 a5
Dbt seambes 240 L7E 15 171458

P

- awilsble-for-zale EETEET 230,504 160,870 161,870
- held-tomatunty 9 et 10,154 5,124 3
Equety seoorities 12,554 397 B39
- meailiblefor il [ 12504 [ L:,ml | axt] | 5297 |

Tekal finanaal v efmesks mﬂ E& 20, el 205 108
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Motes on the Financial Statements (contirued)

At ed Fair
sl vabas
USSm USEm

Ar M December 2007
IS Treasary o, T L%
12 Qovermument agmewes =T 5T
1S Govemmmend fporsred mbities 1478 14,553
K i mument ™7 T
Heng Kang Qo amament RE 1043
Cithver govemrment a0 SO0
Assst-badied tacunties LN e 8002
Comporale debl and ofher ot 112 9% 113,733
Equilasy B4 12,554
2500 LA

AL 71 Decamber 2006
U Trearry 10212 10,208
U2 Gowermarent agaevts 0 3
U3 Gevemment f-orored mlis 14410 13,7%%
ITE (Fawarremant T3 7302
Horg Fong oot 1085 L.oan
Otheer g owemnrment hp=s] L
Asset-badcsd secunties DE 1A 280
Comporate debit and ofher seamritees a1117 53301
Eqoises L] gaen
ek S 205,108

At 11 Devamber 2005
12 Trenmry 2018 B
8 Govermrament agencues 4,173 417
S Gowermment g-oniored entrties 16,055 1485w
UK Goveramens 14858 T
Hang Fong Jor annent 4 A2 4 408
Otier gowemiment A 34,853
Asst-badked secunties ol 3,880
Corporale debil and other seagibes e LA ]
Equilses 4414 1.51%
181322 162,523

Inchuded withm the above fignres nre debd secunities issed by banks mnd other finmncinl matitugions of
S5142,863 millbon (2006 USES6,649 million), The far vakie of these was USS143,023 millson (20046:
(15586, 596 million )

Treasury  Treasary

and other and ather Dreba Deeba
eligtle bali  eligh e Bl wecuriie s rities
i llatibe- lrbd -t avaHatile hebd-toe Equity
farsale  matdrity farsale  manaelty  securities Tioual
U85 USEm USEm S 5m S5m US5m
Carrylng armount ai 31 Decamber 2007
Listed o a pecopnused sxchange Loe: = 107 09 3399 3501 114,821
Unligad 22043 = 13475 L 2293 14,1 79
30,104 - 344 9 76 12804 200
Casrying enound i 71 Decwmbar 2006
Listed on & pecogrised exchangs 1861 43 A 3390 2537 5,647
Welistad 23407 = 103 554 5738 S0 13315
25058 4% 161,570 3,326 5257 20,506

The fair value of ligted held-to-manarsty debt securiiies as af 31 December 2007 was US53 469 millioa {2006:
11583,663 millicn ). Included within listed investments were USS2,066 m illion (2006: USE1,179 million) of
investmenta listed in Hong Kong.

339/764



The matarities of investment securitiés o corying amount are analysed as follows:

Eemmmng conkractua] mabusty of boba] e secunbies
1 i or ez
5 years or bezs but over 1y
10 years or bess but over 5 years

ower 1) years

Rema@ing corbractua] rabmity of debt seoordier svplabls for mis
| yearoe ez
3 yearg or bz b over § year
10 wears of besshig ov e 5 yeurs
i L0 s

Rerminmg contracdual rrabarity of debt seourtios beld bo ratunty
| i o gz
5yt or betd b over U yoar
10 peir s of b2 bid oo S Yeirs
o= L years
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AL 31 Decerrber
2007 005
U5Sm Ustm
WO 43932
76,306 55,145
34178 12015
48542 40,104
240302 171,15
20408 413
W 53457
3607 827
48150 1164
23088 161,870
Al b
2007 164
15 ERL
B 3080
E'J'S T35

The folbowing tuble provides an analysis of contractunl moturities and weighted avernge yields of investment diebt

securilies as al 31 December 2007:

After me vear but Afer five years but
W ighin e year within five vears writhin ten years Affter tem yrears
Amount  Yield Amenat  Yield Ameant  Yield Amemant  Yield
USSm a US%m = U5%m L U5%m L
Availbie for-sade
TS Treasury iii 14 112 A8 i Le - =
UE lovemment agencies ax 227 ] s 24 AR4 A, 70 520
UG Jememenenl-fpansores
e 404 inm =0 5 1244 343 LTS a3
UE Gorarmrnant = - = - - - - -
Heng Kong Govarmenen 185 .99 = 207 185 450 - =
b povermamends EA ] 547 | E e 588 3887 a: AR 4.2
Agpel-badked sennles T8 557 R L 17478 542 mee 565
Corporabe debt v ol
feSH e ELIET 500 AL 43 T 452 SR 514
Tobal smortised con B 80 g 51 944
Tobsl comymg valus Ed&s 32‘:9 m&! -d.:lﬁr
Hed tomaturity
US Tredsury 2 L ] i i3 448 &7 ELi
US Qowemenend agancies ] T.80 3 - 7 a4 S8 641
VR e emanand-fponssrsd
e = = B E a3 03 1,784 589
Hergs Koy Gowafarnend - - ] 4.7% - - 8 am
Ofber gosterrmments 1o 456 147 544 k- 426 a18 T
Coaporabe debl and o
EESTHIES 3R £ 5] 1B 474 S84 455 [ 495
Tiotal amorlaesl con 481 i A58 Bilre
Total carrprmg value 48 o 3568 Agos

The maturity distributions of asset-backed securities are presented i the above table based upon contracdual maturdy
dates. The weighted average vield for cach mnge of maturities in the above table is calealined by dividing the
annualized miered income for the year ended 31 December 2007 by the book snount of wvaslahle-for-sale debt

securities af tha dafe. The yields do not meclude the effect of related derieatives
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Motes on the Financial Statements (contirued)
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20 Securdtisations and other structured transactions

HSBC enters into irmsactions in the nommal course of busmess by which it transfers recognised financial assets
directly to ihird parties or to SPEs. These trunsfers may give rise to the full or partinl derecognition of the financial
nsxets concemed.

Full derecognition ccours when HSBC transfers its contructual right to receive cash flovs from the financial
iwets, or retiuns the right bl assumes m obligaiton 16 pass on the cash Mows from the mset, and translers
substantmlly all the naks and revards of ovwnershup. The nsks include credit, interest e, currency, prepayment
and other price figks.

- Pastial derecognition occurs when HSBC s¢lls or otherwise transfors finmcind nssets in such o way that some but
not substantially all of the nsks and rewards of ownership are transfermed but coptrod is retnmed. These fmancial
nssels mre recognised on the balance sheet to the extent of HSBC's continuing involvement,

The muganty of finmcinl asseis the do not qualify for derecognition mre (i) debt secunifies held by counterpantics as
collnteral ander repurchase agreements or (i) equity securities lent under securities lending nzresments. The
following table aalyses the carying amount of financial asscts that did not qualify for derecognition and thear
nssocimed finmcind linkalities:

2007 2008

Carrping Carrying Carpng Camymg
ot of aEmnt o amnond of amound of
transferred n fnted transfered arsocmbed
EREFE bink inies Exatn lubtlisen
S Sm U'55m 84m 2 im
Manire of Cranssction
Eeparchass agraamaits 126,534 126,110 61558 651
B eaintet lading agreaments 24087 HALNH 12008 | 2488
——1 Lo Eas leioe

A amall proportion of finkncial assets that do set qoalify for derecognition relale to loans, credit cands, debd securities
and irade receivables that have been securitised under mrangement s by which HSBC reining a confmamg
imvolvement @ such romsferved nssets, Contmuing invelvement mey entml retnining the rights 1o fisture cnsh flows
wriging from the msets after invesiors have reconved ther contrachesl terms {for example, miaest mic srips);
providing subordinnted mierest; liquidity support; continging to service the underlving ssset; or entenng into
dermvative trmsactions with the securitisntion vehicles. As sach, HSBC contimues to be exposed to nsks amocinted
with these trmsactions.

The rights and obligations thai HSEC retains from its contmuing involvement mn securiisalions are mitwally recorded
as an allecation of the fair valae of the financial asset between the parnt the & derecognised and the pan that continues
1o be recognised on the dale of tranefer, The following analyses the carrying amount of fmancinl ssses jo the extent
of HSBC s contimming invelvement that qualified for partial derecognition daring the year, and their asocated

linbilitigs:
2007 200
USEm USim
Camymg amnount of assets (ongpmal) 17713 20,055
Camymng srndund of neets (oumently recopnized) S S0
Campng anourt of assccubed labilties (aamently recoprsad) 2 I
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21 Imterests in associates and jolmt venturas

Principal associates of HSBC

At3] December 3007 At 31 Deecemiber 300¢
Camying Fair Cumymg Farr
smmmt vahse et walue
U5%m USEm F28m U5
Listed
Bark of Comrmurecsfions Co | Lirnbed 3987 12592 2710 1108
Fnmvesm ndgpadmcia S A S0V F &9 208 - -
Industrial Bani Sompary Limted' A 4538 - -
Pmg An Inaorence (Grop) Company of
Chira, Lafritsd 3,0 1322 037 6823
ZABE Taalul Compatny 5 m - -
The Saudi Britich Bick Lamibad 10e2 1719 T 4300
S8 34,788 5925 12550

1 Lemed o ther Sheavighen Stock Bvchargpe ot 5 Fabrarny 2007,
T Ligted om e Mfeooee Sact Bochage on 31 Cetober X007,

AL3] Deormber 2007

HEBC's Ismard
Coumtry of Imterest In equity
incorporstion squity capial capliml
Listed
Bark of Commurucations Co, Limted PR 12.01% RMELS B04m
Fruncen ndgpedencn S A S CV Ybeioo 18288 KOG Sm
Industnal Bank Compary Limged! {2 Tag 127 BB, 000m
Pmg fn Insurence (Group) Company of Chin, Lemged Fac! 16 TE FOMET, 344m
EABE Taoaful Cornpamy Saudi Arabis 12 s SR 100m
The Smudi Britesh Earke Lamnted Saudi Arabia A0 008 SR3,750m
Unilisted
Bamowgale Lamted? Hong Kong B4 G -
Erthish Amb Commencial Bank Limited Englared 45 51% UEsIm
2 by pud
Lfmoml paid
Vittnam Technological snd Commercisl Jomnt ok Bank Verinam 14 4% VHDZ,521,308m
Vealink Englaesd 139 L100m
Wellz Fargo HEBT Trads Bande HLA' Unibed Zater 20 0% -
1 Peogple's Repudlic of Chona,

T lenwd aaty caped i e e HCH midlion,
3} tweczmer helid eraxgph Hiong, S Bavsk Lowadd, & 60,0 4 per oora ovesed subswdesry af HEBC,
& o ety ol o et DES! mullion.

All the sbove mvestments m associnies are owned by subsid@anes of HSBC Haoldmgs,

HEEC had US57,747 million (2006: 11554, 747 million} of investments m associabes and joint ventures lided m Hong
Kong

For the year ended 31 December 2007, HSBC's share of nssociates md jom! venteres tax on profit wis

US846% million (2006: 1735279 million), which is mcluded within share of profit in sssociates and joint ventures m
the income stalement.
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Motes on the Financial Statements (contirued)

Mates 21 andd 22

Summurised aggregate Mmuncld nformstion sn asssciates

007 008
rssm rEEm
HEBC's share of
= utels L, T 63,096
= libealitess e TT 446
= pEvale EL 3521
= profE after tax (R B33

HSBC's invesiment i Industrial Bank Compasy Lmited was equity accounted with effect from May 2004,
reflectmg HEBC's significant influence over this sesocinte, HSBC"s significant influence wis established as o reslt
of representution on the Board of Drectors, and i accordance with the Technical Suppont and Assistinee
Agreements, HSBC s assisting m the development of finuncial md operating policies

HSBO s invesiment m P'l'rlg.ﬂ.n Insurmce (Croup ) Company of Chima, Lenited vwas H'.lilr wocounted wath effect
fram 31 Augast 2005, reflecting HSBC's significant ifluence over this associabe, HSBC s significmt mfluence wis
established a5 a result of representation on the Board of Directors.

HSRC s sig;m'l"l:ml miluence in Bank of Communicaions Co., Lmmifed was established as oremalt ¢fr¢p1'\r.uuhl‘|'m1.
oa the Board of Directors, and m sccordance with the Technical Suppont and Assistnoe Agreements, HEBEC 18
nssisting in the development of finoncial mvd opemting policies and o numbser of stafl have been seconded to meist m
this process,

The sahdory sccounting reference date of Bank of Communications Co., Limited Ping An Insurmnce {Group)
Company of Chma, Lensted and Induwsirin] Bank Company Limsted is 31 December. For the year ended 31 December
2007, these compunses were inchuded on the basis of fnnncinl dstements made up for the twelve months o

30 Septembeer 2007, taking into account chamge= in the subsequent period from | October 2007 to 31 December 2007
that would hove matermally affected their resubis.

HSBC also has a 1040 per cent mterest in the issued preferred stock (less than U551 million ) of Wells Fargo HSBC
Trade Bmk, N.A, HSBEC has 040 per cent economic inferest in Wells Fargo HSBC Trade Bank, N.A. by virtue of the
Jomt agreement under which HSBC's equity capatal and preferred stock mderests are being hebd

HESBC's investment in Finmeiera Independencia 5.4, de CV. was equity sccounted with effect from June 2006,

reflectimg HSBC s significant influence over thie sssociate. HSBEC s influence resultz fram represeniation on the
Board of Directors,

HABC acdquired 15 per cent of Vietnam Technological & Commercial Fodnt Stock Bank in October 2007, This
investment was equily accounted from thad date due 1o HSBC's representadion on the Board of Drectors and
invobvement in the Technical Support and Assistance Agresment. In December 2007, a2 a result of a rights is=ue @
which HSBLC did not participate, HSBC's equity interest was diluted to 14.44 per cent.

HSBC acquired 13.95 per cent of VocaLink in June 2007, This mvestment wis equity acccunted from that dite,
reflectimg HSRC's significont influence over thae entity arismg from representation on the Board of Directors and
trmsactions with the associafe.

Pruring the v ear, certnm HSBC sssocintes mswed new shares which HSBC did not subsenbe for, As areash, s
interests in the amocmdes’ equily decrensed. The resulling guins from dilutson of the Group's mtered m the associnles
ure described i Note 4.

Principal interests in joint ventures

Ar31 December 20T
HEBC's

linterest in Tasued

Comniry of Principal eqalty ety

Imoor par ation withvigy capiial cupital

HEEC Jwad Ardbaa Larated S Artae lnvaimend i SE3m
trardeanig

Vaulbex (U0 Lurniad England Cath £ £l
manageret
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HEEC Smdi Araban Limited was etabilished 2 o jomt venture between HSBEC md The Smdi Bratish Bank with
effect from July 2006, The ovnership of HEBC Saudi Arabia Limited s split bebween HSBC, with 60 per cent, md
The Sandi Brish Bank, with 40 per cent. The drategic financial md operaiing decisions af HSBC Sandi Arabia
Limited require the unmimous conzent of HSBC and The Saudi British Bank.

Sum marised apgregate Mnancial nfermation on jelnt veninre

E

2
USEm

HEBC s ghare of
= axrent asseds
— miin <himerl assels
—cirenl habdilies
- nim <l bkl e
— WO

0

TUEim

123

107

b

L)

102

— ERpanites w

TR

Goodwill and intanglible assets

Groopdwill and intengible nesets moludes goodwill anang on business combinations, the PYIF long-farm inmarmce

busmess, snd other imtnngible psss
Goodwill
Fest ol
Asia- Mok Latin
Earopr  Himg King Facifis Amerhi Amerioa Tatal
USEm 1158m USEm US%nm I58m Usim

Cost
ALY Jeusey 2007 15234 124 axs 12,527 4252 2472
Addtiong 42 - & - 14 17
Disposaly 43 - - (1 k4 ] - [0
Excharge diffarences 1516 - 15 3 120 1,7
Olber changes = - - — {513 (5]
At 31 Drecenber 2007 1, Tobed 124 350 12 851 AT 34,243
Cag
AL | Jatrizary 200 B 120 Im 12,424 I0H 29225
Addbong % = k= 55 1,808 1,726
Exdharspe differenon 1428 4 =] - F1 14T
Ol chatiprt - - () 48 = '
AL 3t Decamnlar 2006 15,234 124 33 12,537 4207 32,472

Diuring 2007 there wis no impurmmend of goadwall (2006: nil; 2005: nil). Impasment testmg i respect of goodwill 1s
performed annually by comparimg the recovernble amount of cosh-genersting units (*CGU "s) determmed at 1 July
2007 based on a value in use caloulation, Tha calculation uses cash Mlow estmmates based on management's cash Moy
projections, extrapolaed in perpetuity wsing a nominal long-term growth rabe based an current market assesament of
GDP and inflation for the countries within which the OGU operates. Cash flows are extrapolated in perpeiuity due to
the leng-term perspective within the Group of the buginess units making up the CGUs The pre-tax discount rate woed
is based on the cost of capital HSBC allocades to investments in the countries wiithim which the CGU operaies.

The cost of capital assigned to an individual CGU and used 1o discount its futare cash flows can have o significant
effect on its valustion. The cost of capital percentage i8 generally derived from an approprime capital asset pricng
madel, which itself depends on inputs reflectmg a mum ber of financial md economic variables includmg the risk-free
rate @ the country concerned ond & premium to reflect the mberent risk of the bosiness being evahenied. These
vimiahles wre established on the basiz of mmsgement judgement and corent nanrket nesesments of econoamic
varishles,

Monagement judgement is required m estunating the fisure cagh Mows of e CGU s These values are senstive to the
cnsh lows projecied for the perods fior which detailed farecasts are mvailable, and 1o assumpdions reganding the long-
term sustnmable pattemn of cash flows thereatter. While the scosptable range within which anderlying
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Motes on the Financial Statements (contirued)
Mot 23

assimplions con be applied is govemned by the requirement for resilting forecasts to be compared with nctial
performance and verifishle economic data in fature years, the cash flow forecosts necessanly and spproprimely
reflect management’s view of fuhire business prospecis.

It iz HSBIC" 2 palicy to retest goodwill when there are indicalions that conditions hive chmged since the Inst goodwill
impairment test such thint o different outcome may resull, Daring the fourth quarter of 2007, the Personnl Fmancial
Services — North Amencn CGU experienced deferioragion in economic and credit conditions, and curied oul
resructuning in centan operndions. As & result, goodwill onpaimyent was retested as of 31 December 2007, This
testmg confimed that, notwithstendmg the effects of the shove factors, goodwall for the CGU 0= o whole remamed
unimpmred.

The following CGUs mchede m their cryimg value goodwill that i= a significent proportion of total goochwill
reporied by HSBC. Thest CGUs do not carmy on their balance sheets my mtangible assets with mdefinite usetul
lives, other than goodwill.

2007 _ 2005

Homminmd Homural
growih rate growcth rabe
beymd beyond
Goodwill st inkinl Gooduillat miml
1 July oot cash Flow 1 July Eresooumnt cash flow
Caili-groerating unit 07 rate  prejections i) by propeciond
USEm L L US3m e Ve
Fersonal Foanaal Sevices — Emope 4,197 1ns 2 & 143 10 0
Commercial Barieg = Eurcps R L] (18] 4.6 1548 10z L]
FPrivite Bankesig = Euope 4404 oo ag 4417 1o 41
okl Banking and BMarkats ~ Europe R 10k 4.4 319 [ ¥ 43
Prarponal Finarrasl Sevaces = Horh Amance (LY L) [P 4.0 16,169 109 E
Farsonal Frnanaal Sevacel = Labin Admersca | 164 .8 1,753 160 &2

Total Eo-n-dmn i the TG hgsd shove m.771 g o]

At 1 July 2007, aggregate goodwill of 1T1554,254 million had been allocaged to OGU s thet were mol considered
indrvidaally significant, These OGU s do not cury on their balance sheets sy intangible assets with mdefinite usefial
lives, other than goodwill.

The present value of in-force long-term insurance business

Movement on the PVIF

207 200
USSm UEtm
ALY Janusmry 1540 1.400
Audidrtion from ourend § ar mew busnness 30 -
acquetion of sbsidianes orpotiolios 390 -

Telogr et from 1 foros banness {inchidng e et reum eanances ind dangss o
erestrnt aemETpeons) (mle "} (vl 3]
Exchange dfferersces and other mos ements ﬂ!_!_l o
At ¥] Decarber 1965 1549

e

PVIF -spedific assumpiions
The key asmmptions used in the computation of PVIF for HSBC s muin life inssnnce opernfions were:

2007 2008
K Huotsg Kong Franee' UK Hesg Kong
L] L L L L)
Eigle frezrate 430 B 426 410 im
Rl discourdt mte 200 1100 200 am I.eo
Exgeenenes inflation x40 100 20 L] e ]
1 HEHC ocguuined HERC Ascurorices bt Mfanci J00'T,
a1
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The PVIF represents the vabe of the shoreholder's mderest in the m-force busmess of the life insursnce opertions.
The caloulution of the PV IF 15 baged upon asmmptions thad tnke inlo sccount risk and uncetamty. To project these
cnsh flaws, a variety of msumptions regardmg future experience is made by each msurance operation which reflects
local mardet condtions and mmagement's judgement of bocal futire trends. Some of the Group's inmirmce
operalions ncofporale fisk margine separately into the projection semmptions for each prodoct, while others
imcorporate risk marging into the overall discount rate. This ie reflected in the wide range of rigk Secount mie
applied

Other intangible assets
The ml]].-l'u of the movemend of 'n!ql'hﬁ e u.dll:l'ng the PVIE, was o follows:

Crastomer
Morigege  Imtermally Eer chant
Trade  servicig  geoerated  Purchased  relation
names rizhs sifltwane slfware ships her Total
T5Em TEEm TS Em TT55m USEm T55m U5%m
Codt
AL | Jsnusny 2007 L1 1078 287 Lo lp2s 17 G
Adidtiong' - 124 27 L] 140 L3 ]
Acqidion of nhiadanes = = - - b 4
Dyl - - i 1) L @ (M)
Exchange differences ] - #1 = f<3 1 fro 1]
ber changes - = = i) 16y a9 )
AL T1 Do 2007 3 1200 3473 0 1806 168 -]
Acommilated amor satnn
AL 1 Jenuasy 2007 [ral] [ty [ Fep-i ] (426 a2 axn (8 b b ]
Charge for the year” 2 (1 ] 1 o] 21 -]
Ireparrnnt - - [} - - - &
Diapoals - - 13 & -]
Excharsge dilfanence: ()] - (1) 25 (1] - ()
Ctheer changes - [15)] 4 [13) 4 ]
AL 31 Decrriber 2007 i+ 24 2,167 (=4 =41 B (0
Het carmyng smount s
31 Decamber 2007 i 47 1,306 21 1328 133 347
Cam
AL Jauasy 2006 a3 oLl 2,004 29% 1,032 373 4818
Additions’ # # i 0 o 3 857
Acqmbion of nshsdi s i5 - - L 194 114 330
Dgponats = - i 21 - 4] (23
Adrourds written-off - - - = on - o
Exchargs dilferences i - 1 I7 i k- a33
Ober chanpes - = 41 I78 373 (345 343
AL 31 Drecamber 2006 E1i 1078 1671 Lk 1,658 179 GAGS
Acagmulibed smeoriaaton
AL 1 Jaasy 2004 (4531 () (1,301) A0 aTsn 24 (2,245
Chiarge for the year® M &5 (3a5) CHET) (3m 3 W
Irepanrnent - - 25 @ (36 - (1:24]
Dispomaby - - - 20 - - 20
Agroursdy writen-of{ - - - - | - ™
Exchargs dufferenoes ] - (2 r4] [Aih] (1] ) 0114
Otber changper = = ) C153) (243 Ex D]
AL 31 Decanier 2006 (1) (GL¥) [AAErd] (] FH 13 3171
ol carmywg smoun o
31 Dscernber 2006 I 459 I D 214 Eg!' 16 331
—

1 At 3 Docemibsr 2007, HEBC hod LESET mullion 2000 LSRR million) of contracthal comm doerits to acquanr mfong e ek,
3 The amartiamion charge for phe pear i ricogressid wish i B dncome Semer wrder A omissnon o impaireag of Inemigibie
g | with e oo of the emavTEEion of Mo servicig rght ther i charged 1o i fie e o

4amn
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Motes on the Financial Statements (comimeed)
Natir 75
23 Property, plant and equipmant

HSBC

Property, plunt and equipment

Long Sham Equiprmem
Frechobd Ienseiinkl Ieartinld  Equipment, on
Bedand  lmdend  lendaad fktures  eperating
buldings  bulldng  buildings' spd Citngs’ I Toml
USim ikt ] US%m USim USEm TS Em
ot or fabr vakee
AL 1 Jaruary 2007 3 (K 2574 el 1923 25 468
Additions ad ooet! 2] - w7 LAZ 132 3,730
Acqumtion of sohadiaes 3 - = = L
Fair vahse sdpasiments 5 2 0 - - =
Dugpozals P (e {1 o] {12, {1,081y
Eeclasafied as held for mle ) (w7 [+ 2] ey - (1,284
Transfars - = Y - - :
Exnchage ddfforerces a7 1 L 450 128 S
e el 26T N (0] ] - o
AL 31 Decamber 2007 &, 701 [ E 10957 6,0 26,006
Acoummmilated depreciation and mpainmemt
AL Jacuary 2007 =2y L&y {7 (S 185 2042)
Creprecistion change For the year ] (o] (1] [LRE ) (208 (16540
Drpostals 41 7 o8 A s k1)
Eeclasnfied as held for mle k| ] 3 & - 1
Trnsfers - - - - - -
Ienpairment bomes meoogriased [mi] = 5 [n)] = )
Irgparrment losies rerirssd 14 - - - - L4
Exchamge defforeraes gy ] asy 2E2h A a5
Ctrer changes 1 ] ooy AFE) [0 =1
AL T Dscasrber 2007 2 17 (e {008y 05 (03
Hel camymg amcint @ 31 Decambar 2007 4&'-‘ Eﬂ E&_ ﬂ ﬂ“ 1 5654
Cot o Furvalue
Ab 1 Jaruary 2004 A& 228 2208 8635 4 22531
Additons ut cont FLL] 4 33 1473 frl A0
Acquekion of sndisner &9 - 17 5 1 2
Fairvali siputmnt: L] L 3 = a 164
Cutpozals 40Ty I (5 Lrrd] 28 (1,55
Tramelers - L¥ )] kL] = - =
Exchang e dadlerersces =T [ -] 35 474 151
Cibver changes L3 (43) (P4 )] {126x 133 41
AL 31 Decamber 2006 3331 1536 574 A 3.723 25866
accumalabed deprecabion mnd impamment
AL 1 January 2004 [r=r4] ry] o] A (L1 (YA =]
Deprecmtion change for the e =5 (L 2] {151 1,078y CiTT) (R3]
Cuppotads EL] P 39 o H [ L0
Tresiors - | oy - - -
Exchange ddferermces @8 L] g 0Ly IR0 LT ]
Cther changes L) 13 L3 3 (238} @
Al 31 Decamber 2006 e k] [xrEs] e e {235 A2
Mt carrym g amncud at 31 Db 2006 4553 1768 ;21 LTI 4,055 16424

Lomihnld land and baldgs are core slerad fo be held e fovce laase confracts wir e valtee of e dord covenot el ialdy be
raparatrd from the value of the lacsr, ond the aspective comiracts do not e the criteris Jor class fleation o cperming ks

1 Intfundeig astets hald oo fiarce Leooire wibhe o ned book vabee of DEEE T mcluoe £2208: LES L mallion).

1 Inctuding ceetr held on feeed laeses wath a ner book walte of UTEIR 7 million (2006 DB mallion),

I Incfuding e with @ o book vl of US540 2 mulltor: (2000 LES42) million) plecged o2 securaty for I o,

4 Ar 3F Oecember 2007, HEBC oo UEEL0!T mllion (2006 LER] 280 mullion) of cortractm Covwmiiments &3 a0quanT orape iy, part
e
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Inchided wathin *Short leasehold land and baildmgs’ are the following snouns m respect of assets clussed ns
improvements to buildings, which are corried s depreciated historscal cost:

2007 200

Accumm lted duocurrulabed
Cmit deprecistion Toat depraaatan
ISEm 1755m EEm 3 8m
Ab 1 Janiary 2m [=L1H] 1,026 Leib]
Addiions 204 - 218 =
Cousprogals {17 b2 LLT] a7
Diepreciation change for the year - (x4 & 35
Irrgeairmient boes revognined = - - CE})
Em:lungr dA e 43 {10y &3 oan
f,uur;kmgrz {7 [E-ai ¥ w {E)
Al Bl Decambar 1400 6T 1277 [rkiY)

Het carryenp amcint ot 31 Decamber B2 e

Invesment properiies

The composttion of the myvestment propertees af fair vadue i the year wis as follows:

Long Shoat
Freehold Beaseliinld leasthiuld
B and bl and tand and
budidigs ‘buddings bulldings. Total
USSm US%m Ussm I55m
Fulr valae
At 1 Jarymry 2007 143% 174 242 1,505
Acquestion of shndisres ool - - o3
Additions stocet 7 - - =7
Fairvalie siprtments . 2 10 152
Bampoanls 3 - = (=]
Feclarnfisd as held for mle (] 5} {4 (104}
Traaslead = frd] el 2
Exdhange dafforenices 27 ! i n
Cther changes' [k 7] 16 ] 1047
Al B| Db 2007 225 Fbo) 21& 1345
— —
AL 1 Jarnary 2004 1438 4rT 253 2,170
Addhons oot 1% - - 1
Farr value sdpotments L 7 23 {£71
Ensposals (T 31 (1] (55T
Exchange differences a2 I - 5
Cther chunges’ [ 21y [rif} 813
At 31 Decanber 2008 1533 174 247 1 585

1 Mmndy relating fo irersieed properties of sudidanes wo loger qaniifpeg for comaliation, beconse HERC don rot et the
maporsly of the ok avd reweards of ownrmship.

Investment properties are valoed on @ open market value basis ns ot 31 December cach year by independent
professtonal vahiers who have recent expertence in the bocation and type of properties. Investment propertes m Hong
Fong, the Moca Special Adminidrative Region and mainbnd Ching, which represent 25 per cont by value of
HSBC's investment properies sabject 1o revaluation, were vahied by DTZE Debenham Tie Leang Limited, which s a
member of the Hong Kong Ingiute af Surveyors.

Inchuded withm *Other operaling moome” was reatal moome of US$42 million {2006: 1755153 million) eamed by
HSBC on its invedmend properties. Difect operaling expenses of USS3 million (2006: 5561 million) ineuwrred in
respect of the investment propertics duning the year were recognised in *General and adminstrative expenses”. Dired
operaling expendes arismg in pespect of imvestment properties that did nol generate rental meome during 2007
nmounted to mil (2006: nil),

HSBC recognised 5522 mullion (2006; USS144 million) i contractual ohligniions to parchase, construct, develop,
maaminin or enhon ce investment properties,
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——
Note 24

HEEC Holdings hid no mvestment properiies at 31 December 2007 ar 2006

HEBC properties leaced (o cosdomers

HSBC propertics leased fo customers mecluded U55387 million o 31 December 2007 (2006: US54 70 million) et
under operstimg leases, net of necumulmted depreciation of USS18 million (2006: US5$53 million ). None was held by
HSBC Holdangs.

24 Investrients In subsidiaries
Principal subsidiares of HSBC Holdings

Al 31 Decambeer 2007
HSBCs
Coumtry of et b

incorp oration iy capizal Tassed equity

oF regitration = caphtal
Eurmpe
HFC Bank Lemded Englaed 1% L10%m
HEBC kyvestments (U1 Lamsted Ergglaeed 1o ETm
HEBC Aszet Firance (UE) Lamiled Erglaped L= F26Em
HZBC Bk A5 Turkey 100 TRLENZm
HEBC Bank Malap Lo Balta 003 Lendém
HEBC Bankple Englast 100 L7
HERC Franas Frasee ) E30m
HEBC Bank nbernaticnal Levited Jerosy Lu] £lm
HERS Life ) Laratad Englarsd (L] e
HEBC Prvate Banken g Holdmg s (Bmrse) & A Swrizerbard {x ] ZHF1,363m
HEBC Trnkaus & Bardord oG Geamarry TR0 €70m
Marles md Epencer Ratm] Firnncial Services Holdings Lomated England 1o T
Huong Kong
Hang Seng Bask Lamded Hang Kong 214 HELS 55%m
HEBS Insurmm ce (hom) Lemubed Hong Kong {rx] HES2m
HEBE Life Internsbional) Limtsd Bermuds (o] MR
The Henigkeng and Shunpha: Baning Cerporation Lirrded Fiang Kerg 10 HESZZ4Mm
Rest of Asia-Pac i
HERC Bank Aliffaka Lovted Austiala (o] ASH lim
HEBC Bank (Cluna) Cormpany Limrabed b2 el ([= ] FMER, Dim
HEBC Bank Egygt & AE Eqpt .53 E£1.073m
HEBC Bank Malayia Batad Malmzm 100 EMEL14m
HEBC Bank Middle Exf Lrnted Jeray (o] SRR m
HNonh America
The Bark of Barmads Larsted Eamuda 100 UEEMm
HEBC Bank Caweds Carads (Lo ] €51, 125m
HEBC Bank UFBA H A Untad Stater {e] refem
HEBC Finaroe Corporstion Unikad States L] US§3,038m
HEBC Beourtiar (L84 Inec Unged Satex Le] -
Latin Amerka
HERT Bank Arprmiaa S A AT R ARS, TR
HEBC Bank Braml & & —Banoo MiEtple Birutal e BELZ, 14Tm
HEEC Memioa S A Mowion o WO, 2T Em
HERS Bank Panarma 54 Faramm 16 TFEE31 5m

1 Faopie's Reputix of China,

1 v axpaly coprdal i e s USRI million,

1 Dwteoulr of thee debd. ruha relimeton dete vl peg e e shores Eneed By the principel aubsadiorees to poriie extemal to the Group ane
irctucbed i e Mobre 38 Dbt poduirdics it a2 Subordratid liabd die ard 37 “Minorgy rdiveces | Respectivaly.

All the above subsidiaries are inchided in the HSBC consolidat ed fmancial stsements.

Dietails of ull HEBC companies will be annexed in the next Anmial Return of HSBC Hobdings filed with the UK
Fegistrar of Compamics,
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All the shove make ther finnncinl safements up to 31 December except for HSBEC Bank Argentinn 5.4, HSBC La
Buoenos Afres Seguros 5.4, snd Miima 5.4 AFIP, whose financial stalenents are made up to 30 June snaually,

The principal countries of eperation are the same a8 the counirics of incorporation except for HSBC Bank Middle
East Limiied which opernies mainly in the Middle East snd HSBC Life {Intermationnl) Limied which operaies
manly in Hong Kong.

Subsidiaries which experience significant resiricthons on thelr ability te transfer fands to HSBC in the form of
cash dividends or to regpay loans snd advances

During 2007 mnd 2006, noae of the Group's subsidinries have expenienced significant restriclions on paymg
dividends or repaving loans and ndvances.

Subsidinries ecduding SPEs where HSBC owns less than 50 per cont of the voting rights

HEBC's
tepest in Dhescripption of relatnship
Subsidiary equily capital  that ghes HEBC contrl
]
0T
HEEBC Privabe Equily Fund 3 3aE  HEBC bas bean app-mitad ar mvenment sdvoatimanige of the
fired mnd 1= therefore desrmed to have control o the fund

200&
HERC Privabe Equity Fand 3 85 HERC bas e sppeomied ar moestment pdverimenager of the

frsd v i theerefore desrmed to buvs sontrol m the fod

SPEs consalidaied by HSBC where HSBC awnis less than 20 per cont of the voting righis

Carrying vabue of totsl
comnsolidated pmets  Nature of 5PE
LR ]
07
Mzscher Frnasice Lameted T4 Strudtured mvedment wahcle
Eryard Pack Fundng LLC 3 Condud
Culhman Funding Lid 333 Strachared myvesimnent vehicle
Hoatatwodd Consumer Lomn Corparabion #3  Seambmbon
HERS Adfmity Coarpombon I L3 Seamishon
HEBEC Auda Eacemabler Compeeataon 42 Beamtimhon
HEBC Hore Equny Lowy Corporabion [ §2  Seqrtimhon
HEEC Recmrabler Fundng Incl &0 Seqmtimhon
Mlerd Raesrables [ne 33 Seamrtimhon
Ftpeney Aspels Lirmbed 21 Condud
Foldaens Funding Lid 216 Condud
e
Eryant Pask Punedmng LLC 33 Conduit
Hooséhodd Conmamer Lomn Corporstion &1 Sembaxhon
HERC Adfmity Corpombon I 27 Searfmbon
HERE jadta Bscerabbes Corporation &%  Searfushon
HEES Home Equity Losn Corparstion | 27 Seartizlion
HERC RBecmvables Fundng, Incl &0 Seamtislon
Ibetre Recerrables Inc 62  Seawrdislion
Repency Amsatz Limidad 94  Condug
Solmrs Funding Lid 4 Condurd

In each of the sbove cases, HSBC has less tham 50 per cent of the voting rights, bat consolidaies becmse it has the
magority of nisks and rewnrds of ownership of the SPE, or the substance of the relationship with the SPE &= such that
115 motivities sre conchicted on behndf of HSBC accordng to its specific busmess needs so thnt HSBC obimins benefit
from the SPEs operniion. HSBC also consolidaies o mumber of other individually msignificmni SPEs where it owns
less thon 50 per cent of the voting nights

Acquisitions

HEBC mnde the following acquisitions of subsklinnics or business operations i 2007, which were accounted for
usmg the purchise method:
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MNates 24,24, 26 and 27

Omn 26 March 2007, the Groap, through its subadiary, HSBC Frimee, acquired the 50.01 per cent of Ertsa 8 A, and
Eriza LA R D. (together now re-named HSBC Asurances) shares not alreacy owned, rdsing the todad holdmg in each
entity ta 100 per cenl. HSBC Asaurances ks a group of companies affering life, property and casualty insarance
products through HSBC France s networks. HSBC paid 4 cash consideration of U55304 million in respect of this
aceuigitson. The fair valoe of the ssets acequired exceeded the cash considerntion by USE17 million and this excess
has been recognised within other operating inceme in the mcome sintement.

Thee fair values of the mesets, linbilitics and contmgent habalities of HSBC Assrances were as fol lows;

Currying vals
Irmadately
Fair prioeto
valar acquisition
USEm Vidm
Al date of soqungion
Fumnoal assets dempnabed of far rakes T FaR
Dierivakive amets 50 0
Levans and adviances to bariks 12 b
Firmnioal wrve estrrands 1211 11211
Inkansgibe azpets i) 00
Fropety, pland aed squipresed a0 bl
Propaymenis and aconaesd income = kLo
CRhor sipels gl ol
Deaproats by banks [LH [£H]
Fiemneaal liabaldies Sesipnabed ob [air value Ligrs) {72y
Erprvative hibildess {15 (15
Frewasors and delemed lax 143) 145
Cither [bihties {1430 {143y
Laskldses under masmnce contracts essued Q747 747
Subsordmated labdlites {1 ]
boet mrpets popuged [.=5) (1)
Lesz: camying value sTHERC's stptang mrderet in HEBC Asturmioes [ v ]
Exoesy fur valne of sroety soqersd an
Tolal sondidaralian sehidanp ooeta ol aoquatdion A

In nddation to the above, there were other mmor acquistions and merenses i mvestment m b dires which
ingreased goodwall by USS1%1 million, including US4 million of goodwill anising on the increase in HSRC s duke
in Inversiones Fmnancierns Bancogal

2% Other assets
2007 2006
USEm TEim
Buallwn b 1,145
Axsels bl For gale = 1,026
Fexunsers’ share of habdl e undsr maranse conlmeds (Motes 30) 1318 1,768
Endorpernants and scoapiatues 12,248 w57
ber acooints 13882 13,506
30480 10813
Aszets held for sale
i ind 200
UE&m USim
Nog-currml assets bl lor sale
Inbarests o asgoaate 2 5
Froparty, plant and sqapiment 2,502 1148
Irw sstirert propertaes 111 13
Faaal ikt 158 34
Ober 4 5
Total asets clazssiied sz beld Sor zale Pl 1,526
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Property, plant and aquiprment

The property, plant and equipment classified as held for sale comprizes two prncipal categanies. The fire = as a
reanli of the repossession of property that had been pledged na collateral by customers. These assels are expecied o
b disposed of within 12 months of acquisition. Neither n gain nor loms was recognised on reclasifying these nasets
as hield for sale, The majonity mrose within the geographical segment, MNorth America

Secondly, on 31 May 1007, HSEC entered into a contract for the snle md leaseback of the propesty and long
lesschold lmd comprising 8 Cannda Square, London to Metrovacesa, S.A. {'Metrovacesa® ) for £1,090 million
(US52,154 million). Under the terms of this mramgement, HSBC lensed the buildmg back from Metrovacesa for o
period of 20 years af an snmeal rent of £43.5 million (US$57 million ), with sanual upward-only rent reviews linked
to the EPE (all items ) and subject 1o an annoa maimuens snd minmmm sicrease of 6 per cent and 2.5 per cent,
respectively. In the normal course of business, HSBC provided fimance to Metrovacesa in respect of the debit element
of this trmeaction of am’s length mark et rates m the form of & bridging lom of £810 million (US%1,600 million),
secured by acharge on the property. The bridging loan had m original mourity doe of 30 Movember 2007 and wis
extended with a new fciley provided by HSBC with a mstury date of 30 November 2008 The equily pontion of
£280 million (US5553 million ) was settbed in cosh by Metrovacesnon 31 May 2007,

The sabe has not been recognised in the finoncial statements af 31 December 2007 becomse HSBC hos retained o
vignificasnt mtercst by virtue of the loan provided to port-fmance the purchase of the building. Accordingly, § Canada
Square is presented within Noe-cument asssts held for sale” with o camying value of USSE8 million, The equity
portion received from Metrovecesa is presented m ke balance sheet ns deferred income with o value af 31 December
2007 of USE562 million, It is expecied that the sle will be recognised by H3BC when the bridgmg lomn is repasd.

Trading liabilities

2007 2006
TS%m F25m
Dieponibs by banks 2940 32,040
Cugtorne acoounls 12 TEO BS1e8
Other dobt secunties @ oue el 34189
Cthver liabildies = et shors postions 1R 240 rd Pl
21420 224,608

Financial liabilities designated at fair value

HSBC

F-LiE 2006
USEm T3dm
Depomis by banks and custormer scoounts e ] m
Liskalitses bo cusicaners e mvestenenl oodtracts 1600 13,27
Toslbel securibees i szsue Jiole 25) | kERTT
Suboedmated habaliber (Mot 30 IZEM 18,303
Profuseon thares (Hote 32 ATH 4,458
9,908 I0,2EL

The carrying amount & 31 December 2007 of fmancial Inbilities designated @ fair value was USS645 millon bess
(2006: US51.257 million mere ) than the comtraciual amount of maturity. Al 31 Decenber 2007, the accumulated
amount of the change in fair vabae atrnbuiabbe to changes in credin risk was a gain of US51,61% million [ 2006: loss of
[ISE1.532 million ).

HSBC Heldings
oy 00
USEm FE33m
Subordinated lishilgies (Hobs 32)
= oot £ thipd partees 14,496 2539
= gwod b HEBC undetalangs 4187 4231
12683 14,070
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HEBC HOLDINGS FLC

MNotes on the Financial Statements (cominued)

Notes 28, 20 and 33

The carrymg amount af 31 Decembser 2007 of fmancinl labilities destgnated & fir value was 155130 million les=
thm the contrachial smount o mahersty (2006: TS%551 million more) At 31 December 2007, the accumulated
amount of the change in fair valee aitribatable 1o changes in eredit Agk was o gan of US5543 million (2006: boss af
58335 millioa).

28 Debt securities in issus

2007 2005
USEm UEim
Beoehels el et i bevrn paobes 221,787 203 A0
Other Sl semumbies in Epue 108,083 fa203
A29HR0 7507

Of winch debt seourthes i efoe reported ax
= rading liabalibyes (Hiole 26) [ER e St (34,113
= Finarycial lbilities dengnated of fier value Jeote 27 BESET (F3, 16T
}Eﬂ 230328

Certain debt securties in wsue are mansged on & faar value basis s pant of HEBC s interest rate risk management
policies. The hedged portion of these debt securities @ presented wathin the balanee sheet caption “Financial liabilities
designaded st fair value', with the remnining poriion inchided within “Tmding liabilities", The following iable
mnalyses the camying mmount of bonds snd medinm tenm roies in izae st 31 December with originad mataritics

greaber thm one vew
2007 20065
Ussm U=im
Fioed rate
Dshentupes — B 3704 dos 2007 = 100
Seauired Fancing
|t b3 S5 dhoe 2008 10 2009 118 1#5
4 008 bo 4 59 due 2008 0 2010 (1 1,730
5000 bo 5 008G due 200886 2012 18002 LA ]
& O bo o S0 due 2008 49 -
7.00%, to 8 998 dae 2008 10 2025 a 313
Ctheer funed rabe seraor dets
0 O1% to 3 PAG dos 2008 10 2065 2832 17,326
A0S to 4 BRG doe 200810 0048 200 17,758
3.00%, bo 5 9% doe 200810 2024 18511 1N
6 008 Lo & PSS doe 200610 2033 15400 16,196
7.00% b T P0AG e 200811 2032 4037 g2
B OO bo 9 900G doe 200812017 LA66 1445
10004 or higher e 2008 15 2087 gET 309
=218 192663
Variable isteres rute
Seoured fnmnongs - 1008 1o 5 95%6 doe 2008 o 2017 AT A4 Pk e
FEILE sdvarioes = 5 00% bo & 9% due 2008 o0 2054 = 200 5000
iber warable mhered rale sanor debt = 2 160 10 % 504 dos D00 o 2049 5& 53 S0
10148 21,716
Structured nobes
Inberest rate lnlked ™ L
Eqisty, sqiaty ndex of aedt hnked ikl 447
TA0 026
Total bonds and medum bammnoes 2ol TaT 203 A0
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29 Other liabilities

20T 2 007 2006
Ussm US%m LSEm FEim
AT dus 1o rresons i funds consahdated
by HERC %R e, & .
Chhgabionnunder fingnoe lexzes Jiols 47) e i's T = =
Derwidend declaped and payable by HEBC Holdings 1303 1507 1350 1,50
Endorsamants snd scceplances 12248 T - =
e |1kl tien 7021 15, 258 12 Pl
25013 28,013 1A 1517
30 Liabilities under insurance contracts
Feivsurers”
Coross share Mt
U 58m USEm USEm
=0T
Nan-life inurance Habiilites
Urssirvedd pieciilams piow iion 127 8y 1 g
Wotafied clasms L0 (A0 683
s incwurred b ok repored 420 (5.5 AT
Other hiod (23] +
v 5T 2,201
Liffe insnrance policyhalders® ab i
Laifie {rom-banioed) 14,37 707 13,762
leretment cortracts with discetionary parbopation fahre' 18,580 - 18983
Lie (lindeed) L5 1570 s3e
0,78 62} 30050
Tl hakililits under i oalrds A2 A L1315 Al.2%1
2004
Wom-Ble insurance habilbise:
Urrémed premmiurm prow o 1,263 (1 B0t
Hetbied claens P (353 504
Clagns maured B nok reporsd 440 - 02
Oliper Fs T 172
P A5 2274
Life irnurance palicyhokias” lishalibes
Life (mom:-bimice 11,024 {1,048 L]
Irrestment contracts with disoretionary partiopation abires! 20 - 0
Lfe (lmiedy 3 65 {38 163
14,731 {1, B0 13,437
Tetal hakdlibs undar wmirancs contrads 17 670 {17600 15,501

1 Thaygh st cordirads willr dscrationany perscpaor e an nacesl sistnomrss, HEFC cortmand o trial Dt aF
WIS COREAICTY aF permied by [FRS

419

354/764



EDINETOOOO
O00oDOo0ooOoooooo0ooo0oooOooE27071)
oOoOooodn

HEBC HOLDINGS FLC

MNotes on the Financial Statements (cominued)
Note 30

The movement of linbiliies under msurmce contrcts during the yeor was as follows:

Men-life insurance liabilitias

2007
Rrnsarers'
G share Het
TE%m US%m U5%m
Uneammed premium reserve CUPR')
ALY Tmusry 1262 17 10
Changes tn UFR secognesed sz (rocomeemg mse 2 20
(rass writhen premiums I F..5 I | 1408
(Bros earmead pramums il 7 {1 -8
Exchangs differences xnd other Torerments 12 27 =
At 31 Drocernibeer 127 {181) 1
Noaified and Bourred b o reported ¢ luinss
AL 1 Jamiary 1405 i+ S,
tctidind clamms I Pl | | | E]
Chatree seumed bt nol reporied a0 402
Clazms paad mn current year (LoNTY 207 @im
Claems incoerad @ repact of curvent yer 100s &R s
Cliems ioerred = repect of pror yesry [ 1w fiad
Exchange differences and other mowemnends 1] =) ey
At 31 Drecenber 1A= {42 1%
Hetidind claime I 1063 | | | =
Chatrre: syuimed bat fiol peported 4N [ amn
ke e sl L]
Tetal pion-life mmrance habildtie P [sd] 2.2
200
Ermneay
o ehars He
5 F2Em Usim
UFE
ALl J.I1I.L':|I' 1344 [l el 1,144
Chnges n UPR recogresed as (noome)ep mse X a8 (K1)
(s WrHiten premiams I |.m| | [EE] | 1373
Qe sarmad pramuines (1.8 479 {1447}
Exchange differences s other mosements = [rr¥] [
AL H Drcermiber 1242 (176 | 1
Hotrfied and mourmed but not reported daums
AL denuary 129 8 831
Kotified clams 872 | [£153 | 557 |
Clarme mourred bt niot pepartsd 414 {1300 Pl
Clamms pasd h ot year (B 228 a1
Clamme noarred h respect of amment. L5 ] {147y 533
Clamns moarred m respecl of pror years 217 243 195
Exchange differences and other meos aments 103 (k2] kit
AL 3 Deacarmibenr 1409 1T pira]
Feotified clums Sa% [ T
Clume mourred bot not reported ] L] 403
ther ] [x[ 7] 192
Total nion-life mzarance: habilsdes Pl ] L] 220
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Life insurance liabilities to policyholders

E'.‘
Reinmirers”

Crross share et

U%%m USEm US%m
Life {rsom-linked)
AL 1 Bmiany 11026 [RFe ) 2,050
Btz paid (A Lep o
Irerease = hakaliss 1o pobcyhokders an 1w 3726
Adqietions of sublidiames m - e
Exchange dudlerensces and other meou smenbs s [ i} 128
Al 31 Decanber 1437 [l 13,768
Investanent conty ey with discretionary participation feaire
AL 1 Janiary B - 20
EBertdils pand {1080y - {1,080
Ircresss m labalitsezto pobicyholders 21 = 2.8
Acquetions of subsidsmes 16, 40w = 16,4006
Exchange dsffererces and ather reyov aments 145 = 1 =¥
At 2| Decarnher 188 = 18088
Life (Enked)
Ab 1 Sanusry A5 ==y 3627
Benefils pad 70 %) [1500]
Iocrease m labdhitms o pobicyhoiders ¥ ] (AN 1, Tk
Acquetions of subsidmmnes o - p
Exchange duffererces and cther mioe ements! ) IJGL 1448
Ab 3] Db .30 =7 42
Tota] habalitres to pokaoyhsldars .75 2y S0,
1 Incfeaker amos ey ercier modilad o macewer Sgraimens,

J005
Femnrers'

rorss share Het

UStn U5%m 58m
Life frvom:buniced
Al 1 Jarary B3 (BTH 7382
Eemfils paid 8141 I 2]
Trreate = lakdhilses to pelicyholders ] (20D 2813
Exchange dufferencces and olhosr mow aments 450 (155 285
At 31 Dacamber 11,006 {1,048 f.980
Irremmant contracts with dizaetionany parbcpalon feadurwm
At 1 Janisry ¥ = &
Tererwsse & liakalilars 10 pobiyholders 6 - ¢
Exdhange dafforerecas and other e amenis 3 = k3

Al 31 Decamdier ) - I
Liifie (hinicsdy
AL 1 Jamsry 2,5 L] Le2E
Eerwedits paid 494y @ [ E ]
Irereass = lnbsliveriopoboyholders 1,144 1 115
EM dffererices and olhesr repon snersds 139 & 130
At 31 Decamber RN {38 140
Tetal habaliteés bo poboyholdars 14,731 {11045 13,637
—ra— —

The merense m linbilitics to policyholders represents the aggregnie of all evenis giving rise to sdditionn] lisbilities 1o
policyhaklers in the veawr. These include death ¢lndms, surrenders, lopses, the setting up of linhility fo policvholders
the mitial mcepiion of the policy, the decluntion of bonwses mnd other mnounts stnbatable to pobicybolders,
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HEBEC HOLDINGSE FLE

MNotes on the Financial Statements (cominued)

Notes 3} an';?._'

31 Provisions

2007 2

U5%Em USim

At 1 Tasnuary 1,763 1436
Addational poos i srnsfincrsae iR prov Esons’ 07 652
mcquidon of nabadiarms 1 ko
Prow o iflalissd i 5] [25055]
Arrrinks redarsed [n b 5] 1540
Exchiange differences s other mee ernents 1% 154

AL 3] Db e LT43

1 The incrnase in proviions moluer the wewirding of sierounts o UEST mallioe (2000 DELS svalliog) tr raliafion fo woame race
provetos ol LTSN milon (2006 UTEIP million) s rdsion to Branlion peovitions for chell and fiscal fabour clarms,

Inehuded within Provisions are:

{i} Provisions [or onerous property contracts of 3556 million (2006: USS106 millien ). of which US533 millon
(2006: USST] million) reldes to discounted future costs assaciated with lemschold properties that became vacan
as a consequence of HEBC s move to Canary Wherf i 2002 The provisions cover rent vouds while findmg new
tenants, shortfalls in expected rent recervable compased with rent pay able and the cost of refurbishing the
baildings io anrmct tenants. Uncertamies ariee from movements in market mants, delays m finding mesw tenants
nnel the imimg of rental reviews,

(i} Labour, civil ind fiscal Inigntion provisions in H3BC"s Brazil operations of 1155391 million (2006;
1755252 million ), These relate to labour and overtime litigation claims brought by employvees after leaving the
bank. The provisions are based on the expected number of depirting employess, ther indwvidun] sularies and
historscal trends. The tming of the settlement of these ¢laims is uncertain,

{m) Provisions of USS444 million (2006: U55749 millicn ) hivve been made m respect of costs mrsmg from
contimgent labildies and contraciual commitments (Mote 41}, mehiding guamntees of USS29 million
(2006; US564 millionp and commiments of 1755125 millwoa (2006: US593 million).

32 Subordinated llabilities

HSEBC
[ ot
2007 200
USkm UStm
Bubordruted labaldies
AS amyorieeed oot e 22472
- achordiraied Jabalites | 15,308 | 17,25
= prehared seortie 5511 53
Dienagrated at fuer value (Hole 27) 1788 231688
~ sdberdinated liskalites | X1 E | 16,303
= prafarrad ssamtie 4744 &40
53304 45 0]
Subordeated |abaldie
HIBC Heldings 18931 14271
Ctther HEBC 2148 B1590
ﬂ&_‘ &5 Bl
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HSBC's subordinated lablities
2007 2008
UEEm TEim
Amoumnis owed to thind partles by HSBO Holdings {00 below) 182530 14271
Ciher HEBC subardinated liab lities
&1 400m 4 364 non <cwmulatre stepoup pearpetual prefared seounties! 2,018 1514
£300m 4 B44% non.comulstive depup perpatual prefamed seourgied 1, 1374
UEEL, 350m 2547 non-canmulstive Iq:mpp-ﬂj:ﬂulped’m\edmsmﬂ 1,338 1.35%
UEE1300m Py capiil subordmated undated flostng rate motes 1,507 1204
Ly 4,754 aobordmated notes 24 1,186 1,140
€E0m Callable subordinated Boabng e robes 2014 117% 1052
EE], 2%0m l-ﬁlﬁnmmd.i.n':nq-@pu-pmlﬂprmd:m!m' 1,15 1,158
€750m 5. 13% non-curmulative fep-up parpetial prefamed secunties’ 1,08 L1
UISEL, 000m 4 625% subsrdrated notes D14 1,000 b ]
£500m . 20884 fon-crrmilaties dep-up perpetual prafered secirgies’ 0 Sz
Qi TREEE ] 551 1% tnast prefarred secirflees 2035 e k|
TIEE], D00 S TR subsrdrabed notet DOE Gy 108
L500m 31784 subordrabed notes IR a1 1043
L30m 4 75% callab be ast-ordimited notes DOD0 | T
WEERHm 101768 non-canmalatire sepoup perpetual prafrred securbies, Senes 2' Sy 0
E600m 4 758 callable ssbordinated notes 30140 =l |
E600m £ 03% non-cummilstive sepup parpeiun] pralered secunties’ B T80
TEgrsom Unidabed floaking rate premary capilal sictes T T
£330m Callsble rubcrdaabed variabls coupon neles 2017 2 L2
€500m Callable rubcedaated Blosbeg rale potes 2000 £ &5
£350m 54 callsble nbondrated notes 2073 §72 &7
UEESm GG aubondmated notes 2035 L S5
£330m 5 37 calinbile sobordmated sap-up noter 2030 652 |
£300m o 3o mubordimaled nodet I0Z3 L SRS
£300m 5 2% mod-amulpiive Sep-up perpetus] pralemed sorties =8 599
ra£300m Undated floatng rate promary capitalnotes S =21 |
e S 00m & 00% mabordemabed notes 2007 R -
TEsasiom Callshle subordmabed Boabng rade rotes 2014" el Lag
£2%m & 5%, sobordeabed notes 2041 Lo 455
CADSNEn 4 2% subordemabed notes 2022 ko -
TS E500m T.é5% mabordmated notes 2023 A= 373
EHL&Em Soborvderaded debentures 2006 il i a )
ra£30im & 55%% aubordeabed niotes 2511 ne 124
FEE300m Tindaged Ebl.ngmwwyupmlnd.u.ﬂm! a 100
TS 00 Callible subandraled Goabg e orobes 2017 Fod =
BELHOm Sutrordnaled ceilicater of depont 1014 -1 I
USR5 0m S87P subordmualed nctet DO0R 248 243
UEEsom T 20%% mabordmabed debendizes J007 2® 217
CADDem # 5ty mabordurmbed debanlures D021 7 169
T2 E00m T 5% sabordsabed nctes 200% -1+ el
S E200m T80, caprtal sequrrhies 2024 -] 200
UEER00m 8 38%, caprial securitees 2027 1] 1
si200m 29 subordmabed notes 2009 i 197
£1%m B 629%% sl inadated ashordinaled robes - 0
USE200m T53% capibal pecurieer 2006 - 209
Other mubordinated lubalites each e than USE300m 3,535 E
148 31,450
2 2588

Subordmaled loan copital & repayable af par on moturty, but some 1= repayable prior to mohority o the option of the
borrovwer, gencrally with the non objection of the Financial Services Authority, md, where relevant, the consent of
the local bamking regulator, and m cenain cases & a premium over par. Intered rades on the Moatmg rale loan capital
are related 1o nterbank offered rates. On ihe remasning subordinated lom capital, interest k= payable & fived rates up
o 10,176 per cent.

| Sre Toip-agp perpateed prgrond fecurdier " beloos, nalr ) “Chararssad by REBC Holdmgs ©

& e “Repap perpetd profermed securitaer ” Below, nalr (b “Cunromined by BERC Bart |,

1 That irZervisd margin o Dad ER00m o LSRR collable sdbonineed foonmy rate notes 2000 morestes by 0.5 per oo from harch
2001 el by 2001, respecrsly,
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HEBC HOLDINGS FLC

MNotes on the Financial Statements (cominued)

MNate 12

& The distribediors o Bt il prgferned secrahies chorge o Novemiber 200 5 o thmosremonstir dodlar LTSOR plus | 004 peroont.
5 The veenert e on o 4,75 por oot coflably subandiesod noles 2000 chvges 1 Septeechir 200 1 10 tras-mongh el g LEROR pluz
L8 par covil.
& T Lﬂﬁ e o the .2 per ceret cafiable ashandmested nokes cheripes s March X011 o foee-moth EURIBCR plee LOS percant.
T Thi irgerest e on the callabiy mibarcinemed warohle coupan motez 200 7 i flard ar 5,73 per cerg dotl N 2012, Theraglir, the rae
et arraem i thr som of e g ross anadkeespion paeld’ of e thev pareaaling fiwe-vee D gkt ol 1. 30 per gent.
8 Thr imerent mag i on dhe caliontle sbordimatond fomtiny rie noles 2000 fcrease by G5 percere from Septeesherr 200 5,
P Thir it resie on the 3 par oot callable mubardneod notre J023 charges in Miech 2005 o bac e B Falil pr o witic i e
som of the grods nackempdion yind of the parial ong fheipedr DR gl pha 1850 por oel,
10 Tiee peevert ey o oher 3,373 per ooy omllshle mabomlinmied riep-ip nofes X030 changer iy November 2023 o trae morgh stevlog
LIBOR plest | 50 per cord.
11 T sratenest mangin o dhe callable sdordmatos foming rale notes 200 T nonse by 8.8 perood from Sdy 002,
Foatnotes 3 to 10 all relate to notes that ane repayabie of the option of the borrgwer. o the date of the change of the serest rate, ord of
nabvagiay suenes Ml kel dietis and inenest paeens ks i dom o, suliyoct & e price e lection afithe Finneid Senvices
sutfeardy e, wiwre rekrent B conment of e locad bonbry epdarar.

Step-up perpetual praferrad securities
() Guarantesd by HSEC Holdings

The seven isases of non-cumulative step-up perpetunl prefered seurities (foomote 1) were made by Jersey
lmeted partnerships and are guaranteed, on o subordmaded basts, by HSBC Holdmgs. The proceeds of the issues
were an-lent to HSRC Haldmgs by the hmited partnerships by isue of subordmnated notes. The preferred
securities qealdy ns moovative tier | capital for HSBC. The prefared securities, iogether wath the guarmstee, are
intended to provide mvestors with rights (o income md capital distribations and dastributions wpon Lguidaiion of
HSBC Holdings that are equivalent to the rights that they would have had if they had purchased non-camulative
perpetunl preference shares of HSBC Holdngs.

The pretermed securities are perpetual, but redeemable n 2014, 2000, 2013, 2016, 2015, 2030 and 2012,
respectively, of the option of the genemal partner of the mited partnerduips. 1f not redeemed, the distribut ions
payable stepeup md become floating rbe or, for the sterling pssue, for cach mccessive fve-year period the sum
of the then five-year benchm ark UK gilt plus a margm. There are lenitations on the payvment of dignbutions if
pmhil:'d.ﬂl under TTE bmki:ng L‘lgu!:ﬂﬁtn:ll ar oiher l'!q!.lil'ﬂtltllll.. i.l'.'hpnj‘rnn:l! womild camase abrench of HEBC's
cipital adequacy requiraments, or if H3BC Hobdmgs bes msufficient distributable reserves (ns defined).

HERC Hnlcl'mg,! has covennnded that af 1t 1s pm!.'enlld under cerlaan crrcumsmoes from pﬂj"mg distribaitsons on
the prefemed secunties in full, it wall not pay dnadends or other dastritwatbons m respect of #s ordmary shires, or
effect repurchiase or redemploon af 1is ordinary shares, until after a distribition has been pad m full.

If[:']- HSEC s todnd ¢:|n'l:u] radios Ealls below the r:Eul:lnq.r mEmimem e L'eq.limd.. ar ‘li-} the Dareciors expect
thit, in view of the detersoral mg fmancial candition of H3BC Holdings, the former will occur i the near term,
then the prefemred securities will be substinuted by preference shares of HSBC Holdings having economic terms
whisch are in all maerial respects equivalent to those of the prefered securiies and the gosrmiee Laken together.

(b)) Guarantesd by HSBEC Bank

Thie tevn imues of non-cumulative sep-up pepetunl prefared securities (foomate 2} were made by Jersey limited
partnerships and mre gusmnteed, on a subordmnged basis, by HSBC Bank, The procesds of the mes were on-
lent te HEEC Bank by the linited parinerships by izue of subordinated notes. The prefermed securities qualify as
innovative tier | capital for HSBC and for HSBC Bank on asolo and conmolidated basis and, together wath the
guirantee, are mtended to provide mvestors with rghts to meome md capiial distributions and digrbubions apen
leuidation of HSBC Bank thi are equivalent to the rights they would have had i they hal purchased non-
cumullative perpeiual preference shares of HIBC Bank.

The v issues of prefemed secarilies are perpetual, bul redeemable m 2031 and 2020, respedively, o the aption
of the general poriner of the Hmited parmerships. If not redeemed, the dstributions payable step-up md become
floating raie. The sune limitaiions on the payment of distrébuipons apply to HSBEC Bank as 1o HSBC Heldings,
ne described above. HSBC Bank has provided a smnilar covenant to that provided by HSBC Holdigs, also as
deseribed above.

If (i} mmy of the two issues of prefermed securities e oulstanding in November 2048 or Apnil 2049, respectively,
or{#}the total capitel ratio of HSBC Bank on o solo and consolidated basis fulls bebow the regulatory minmum
ratio required, or (i} in view of the detersorstmg fmoncial condition of HSBC Bank, the Directors expect (it} 1o
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oeour m the near term , then the preferred seaurities will be substituled by preference shores of HSBC Bunk
having economic terms which are i all matenal respects equivalent o those of the preferred secarities and the

pusranies taken together.
HSBC Heldings
A7 2008
Ur5%m tFESm
Subordmated lihdgies
= AL mmartized cod 5 BA2
- Diessgrated ot fue valus (Mcte 271 IBEE 14,070
ﬂ& 2149
HSBC Holdings subordinated borrowings
2007 o
USEm 7]
Amounts owed tothird parties
€2,000m Callshle subordnuted Boabeg me pobes 2014° 2508 Ledg
rE£2, S0im & 9% sibordimated noteg 20T 2458 -
ra g2, ohim & % mibordmated noter 2058 2088 2098
£900m 4 37 9% callable sobordnated notes 20xr L858 -
€1,000m 3378 sbordmaled noles 2011 145 1,34
IS 400w 521 mabordstabed notes 2012 . LA13 LAoL
FEAC £.75% mabordmaled fole 2007 12462 1385
TIEEL, (00m T 3% subardmalsd notes 2009 LO7T i, 0l
EM0m 62 9% callabile subordmated notes 200 bir- -
TFEE750m Callable subondrated Boatrg mile fote 2016 TR 50
S8 Stm Callable subandmibed Doatrg rale rrotes 2015 ™ e
£250m 287 %4 subsardrabed bonds 2015 L1 37
TEEaam T.62 P subonimialed notes D0E2 Loe] o
E300m: 3 P subordinated note: 2009 457 455
Usizaam T 35% achordmated nole 2032 25 268
18931 14271
Ammunts awed to HSBC undertakings
€1 400m 53657 fonedilcating mubordinated notes 2043 -
HEBC Capital Pundmg (Bure 2) L 208 1695
USELI50m 9T abordnaled sep-up camualam e noles D40 -
HEEC Cujrital Fundemng (Caollas 1Y LF L35 1332
LIS S1. 250w 4 614 fmedicatag nbordmated potes 2043 -
HEEC Capital Fundng (Dollar 23 LP 1130 1187
€ 50m 4+ 15% fmed'floatng nibordmated nobes 2044 ~
HEBC Capital Fundmg (Euro 3 LP 1000 105
1 %00m £ 2088 nubordmsbed Sepap commlstm s potes 2040
HEBS Capitsl Fonding (Sterling 1) LF s o
USEs00m 10176 abordmated stepop cumulative notes 2040 -
HEEC Capital Fundmg (Doller 1Y LE 0 500
Eiim £05% subordmmbed stepp aemilstive nobes 2040 -
HERS Capatal Fundeng (Burs 1318 B Fi=]
RIS 8232
T‘.‘& 11490

1 The reevess margiey o b collable aubordieed lasting rate notee 2004, 201 5 et 3006 incrazad by 0.5 par oerd frem Sipasber
0%, March 2010 ard Sedaber 2200 ) respectively. Thr notes are nepepable from el ciep i diie of Bar gpbide o the Bovrower; ndyed?
rathe prior ron-obecran ' of the Financis! Seevces Aahorgy.

1 The raevest rade ot ur 373 per oot calinble subovdirted notee X027 charipes i Octobar JOIT 1o becomd throe-month Seriig
.Ll'm_ph: I3 e ot The noles mey be rocknemed of por fram Sciober 300 7 af the opfion of thr barrowrr, byt ie the prioe
" f et Finarcual Sirvices Auhorsy

] mmwmhxﬂ:wm cadimble subcrdrstod vions X000 changes it June J01 5 1o biecnid three-month ELRIBOR plie
.93 por covg, The noter sy bee roleemod o par frome Nover 200 3 ot e ophion af the barrower, subsect fo ;h\ppm! ‘wom-absrfion” of
the Fmaneial Sereces Asthariy.

4 The rierect it o D §870 e cord nabordinated borns 200 8 chamges Al 201 B 1o became the inginer of (i 2873 per cord or (19
the aom of e yaeld on ther nelevaryt Beracipmark 1 stack pleg 2.5 per opre, Thae boreds may be nedbamed in Aprd 201 3 at par o
raclpatpdion e aleo boaenallowel from Aprd Jﬂmwm taprice men-cbyecion” of the Financil Services sadhorgy, foran
it Bt v e reslemption yarkas o the mekrvend bencirmark ineaary docks.
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HEBEC HOLDINGSE FLE

MNotes on the Financial Statements (cominued)

Nate 35

33 Fair values of financial instruments

Farr vabue & the amount for which nn asset could be exchanged, or a liabiliy setiled, between knowledgeable, willmg
parties | an wm s bength irmsaction.

Finmicid mstmiments menared of for value on m mg hasts mchude Irnﬂ'nj neesets and lenbi hitves, mstniments
designated at fuwr value, dervalives, md fnmeinl mvestments clssified as avalable-for-sle {(inchidine treasury and
otlier -r|i5i]:|!-e bi]ln. delst kmrii'-t. and equily !ml‘-liel].

Fair value of financial instrurments carmied at fair value
Comtrol framework

Fair vibues e subsect 1o a control frmnework thal aims to exoire tha they are vither detarmined, or valilated, by o
functbon independent of the mk-taker. To this end, oltimate responsibiliy for the determination of fair values lies
with Finmnce, which repons functionally to the Groap Finance Direcior, Finmee estnblishes the sccounting policies
md procedures goverming vilustion, wd i responable for ensuring thae these comply with sl relevant accounting
standands,

For fadr valwes detemimed using a valuastion model, the contral framework miy inchade, o applicable, independem
development or validation of (i) valuation models; (i) any mpuis to those models; md {61) sy sdjusdments required
outside af the valuation model, and, where possible, independent validation of mode] outputs.

For faar vahies detemimed withoot a valuation model, mdependent price determmation or validation & utilised The
resalis of independent validation processes are reported o senior management, snd sdjustments to the fhir values are
maide & appropriade.

Determination of fair valae
Fair valies are delerm med acconding to the followmng hierarchy:
(o} Cacted markel price
Fimancial instrum ents with quoted prices for identical instraments i netive markets.
{b) Valuation technique using observable mpuls
Finnncinl instrum ents with quoted prices for mmilar ingnements in active markets or quoted prices for identical

or zimilr maruments in mactive markets and finnncial mstruments valed using models where all significont
inputs wre ohaervable,

(e} Valuation technique with significant non-observable inputs
Fmnncinl mstrum ents vidued using moddels where one or more significant inputs are pot observable,

The best evidence of fair vahse 15 a quoted price i an actively trsded marker In the event that the masket for o
{mancial instrument is nol active, a vahation technigque is used. The mugority of valuation techniques employ anly
obzervable market data, mnd so the reliabiliy of the fasr valie measurement is high. However, centmin fmancial
imstruments are valued on the bams of valiation iechniques thai feahire one or more significant market inputs that are
nat chservable. For these insgniments, the fair vabae derived is more jadgemental “Not observable® in this context
means thad there is litthe or no current market datn wvailable from which to determine the kevel at which m am's
lemgth transaction would likely ocowr, but it generally does not mean that there 82 absolutely no market data availehle
wpom which o base a determinatson of fawr value (historical dadn may, for example, be used) Furthermoare, the
assessment of hisrarchy level is based on the bwest level of mput that i= significant to the fazr vadue of the fnancial
ingtrument, Consequenthy, the level of mcertamty @ the determimntion of the uncbservable mputs will generally give
rise to viluation uncertainty that is bess thon the foir vadue seelf To assst in understonding the extent of this
nu:ﬂl-'nl}'. additional mformaiion pn:n'i*d :"u respect uflhene 'l'l.-lh.lm:ﬂh: in the "Effect ofd\u.rlp:l n n'gniru:mﬂ
non-ohservable nssumpteons to reasonably possible alternatives” sectoon below,

In certnin cercumstonces, HSBC npplies the fair vidue option to its own debt in seme, Where wvas lnble, the far value
will be based L1 lr.maﬂl |:r|'¢:| m an acinve market for the ql:i:i‘.l'!; ingrnmment concemed, Where unrvealable, the
Taxr value wall either be based upon quoted prices m an mactive morket for the specific mstrument concemed, or
estmunted by compartson with quoted prices in an sctive market for milar instruments. The fair value of these
ingruments therefore inchades the effect of the appropriate credit spread o apply to HSBC's Habilities Gaing and
logses arwaing from changes in the oredit spread of liabilities imued by HEBC reverse over the contraceual life of the
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debe, provided that the debt i not repaid early.

Structured notes issed and certam other hybrid metrament lishilities are mcheded wathin trading lishilities and are
mensured af fair value. The credit spread applied o these instraments is derived from the spreads af which HSBC
ismies structured notes. These morket spreads sre significantly smaller than credii spreads chserved for plain vanilla
debd or in the oredit defalt swap markete,

All net positions in nan-derivalive finanecial instrumends, and ol derivative portfolios, are valued ai bid or offer prices
ns appropnade, Long positions are marked at bid prices; ghort pogitions are magked nt offer prices.

The far values of lrge boldings of non-dervative fmanaal indruments are based on amultiple of the valie of o
:iqg]r mstrument, and do not mclade block -iuirntnll for the size af the hnlﬁg,

The valantion models used where quoted masket prices are pot avazlable mecmporate certain asmumptions that HSBC
anticipades would be weed by a market participant to establish fair value. Where HSBEC believes that there are
additional considerations not meluded within the valuation model, approprinte adjustments may be made. Exanples
of sich adjustiments are:

¢ Credit risk ed juetment: an adjisstment to reflect the aredit wonthiness of over-the-counter (*OTC ") dernvative
counterparn ics.

¢ Market data'moede ancertainty: m adjusiment to reflect uncertainties in far values based en unobeervable
mngket data inputs (for example, o8 & result of illiquidity ) or in areas where the dhoice of valuntion model &
particularly mbjective.

s Inception profit (*day 1 P&EL reserves’): for financial insgmments vidoed ot inception, on the basis of one or
more significmi unchservable inputs, the difference betveen transaction price and mode] valie (as stjusted) al
mception is not recognised in the comsolidated income stalement. but is defemred and any unenontsed balance i
mcheded 02 part of the fuir valos,

Transsction costs are nof mehided m the far vadue calcalation. Trade origination cosds sich as brokerage fees mnd
post-trade coss are meladed in opersiing expenses, The future costs of admmistering the OTC derivative partfolio
wre aleo not meluded in far value, but are expensed & ionrmed.

» Lomns

Loan: are valued from broker quedes sad/'or market daia consensus providers where mvadlable. Where
unavailable, far value will be determined based on an sppropriste credit spread derived from other market
metruments wsued by the same or compamble entitics

* Dbt securities, ireasiry amd other eligible bille, and cpities

These instraments e vahsed based on quated market prices from mn exchange, dealer, broker, mdustry grougs
or pricing service, where mazkable, Where unavilable, frir value ts determaned by reference to quoted market
prices for s ilar nstruments or, in the case of certam montgage-hacked securities and ungquoted equitics,
wabaation !:d‘miq.lu ﬂﬂ'ng ipu.l.- derived from observable markel disti, and, where relevant, l.mnupl"wms m
resped of umobservable mputs,

s Dermalives

Crver-the-counter (i.e. non-exchamge traded ) derivalives e valued using valuation models. Valistion models
calcislate the present value of expected future cash Nows, based upon “noe-whitrmge” principles. For many vanilla
derivalive products, such a8 mierest mie swaps and European options, the modelling approach s used are
standmrd across the indusry, For more complex derivadive procucts, there may be some descrepancy in prctice,
Enputs to valuntion models sre determined from observable market dain whenever possible, including prices
availnble from exchanges, deafers, brokers or providers of copsensus pricing, Certuin ivputs may not be
ohservable m the market drectly, bot cm be detemimed from ohservable prices vin mode] onldbeation
procedures. Fmnally, some inputs are not observable, but cmn genernlly be estimated from historic datn or other
soierces, Examples of inputs that are genemlly observable mehude foreign exchange spot md forwird mies,
benchmark meerest mie curves and volatility surfaces for commonly traded option products. Examples of inputs
thid iy be unobservable melude volatility surfaces, i whele or in pant, for less commonly traded option
products, and correlations between market factors.
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HEBC HOLDINGS FLC

MNotes on the Financial Statements (cominued)

Nate 35

= Private coaity

HEBLC'"s privale equity posdions are generally clossified as availsble-for-sale md are not iraded in an active
market. In the absence of an active magke for the mvesiment, fair value iz estimad ed based wpon an malyeis
of the investes's finnncial pesition and results, nisk profile, prospects and other factors as well as reference to
miwket valustions for similar entities quoted m an nctive market, or the price m which sanilar compmnies have
chamged ovnerdhip. The exercise of judzement is required becnuse of uncerinmtics inherent in cstmating fmir
value for privabe cquity investments

HSBC

Anglysizof firvalue determination

The following table provides an analyss of the basis for valiing Imancial assels md fmancial labildies memsured al
far value @ the consolidated financial satements:

Vabsation teckn g

Cunted usimg  with skgaficant
market ohservable  nomoobservable

price Inputs s Total

F5Em TSEm USEm U5%m
AL December 3007
Asweti
Trafng el 200 X s 1305 Rttt
Fonaeal asses desgrabed al far valus oSS L] s 41,564
Denvalvre 218 I 75450 4220 187854
Fmarcml investmenty srasab be-foraale T7 S 18767 ESM0 Iz
Toial licies
Tradng lakdlities 140620 167067 By 3145890
Founcal lsabilkies of e vakus B S22 - fotos
Dearralite anpm 170 A ke ] 123,303
AL 1 Drcerniteer 2008
Asdely
Tradmg asiels 166,515 13T 3233 326147
Faariml sseols desygragod al far value 16,277 4,135 (£-H) Z373
Denmabes 4 5% AT 5308 105 0E
Fmancm| v estnests svadable forzale 60, ety 12820 &30 185458
Lishidsties
Tredmg listalites 108,758 170,86 2,504 226,408
Foanca| |eabilkies of {ar valus EE ] L - THIN
Darvabrres T 248 Crl e 0365 1014

Trading assets valued usng s vahation technwpae with agnificant noa-chservable inpate include kevernged loms
underwritten by HSBC, corporate md morigage lonns held for securitisation, md vanous assd -bncked secuntics. The
mmount of tredmg asets reporied i this cWegory is higher o 31 Decembeer 2007 compared with 31 Decom b 2006
reflects m moresse m the amount of levernged lonns held by HSBC, and aleo reduced liquidity m cerinin markeis
during 2007, which affected the mvmlability of marked ohservable mputs for the valation of certnin types of loms
and aset-backed secunities.

Trading habilities valped using a valuation technigue with significant non-observable mputs have morensed asa
resalt of an increase in the issuance of sructured nofe transactions, wherelby HSBC issues equity-linked notes to
investors which provide the coanterparty with a return that is linked o the performance of coriain unlisted securities,
and halds the unlisod securities to motch the abilities.

Dierivative prodiscts valued using a valuation technique with significant non-obzervable mputs include cenain tvpes
of correlation products, particularly equiy md foreign exchange basket opticns and foreign exchange-interest re
hybarid tranenctions, long-dated aplion irmaadtions, particularly equiy options, mtorest rale md foreign exchange
options md certnin cred® derivatives, mchiding irmched credit defull somp tranmctions md credit denvalives
executed with certain monoline imsurers. Credit derivaives with these monolme msurers were nchded in the
cntegory of vahuation techniques using observable mputs & 31 December 2006 mnd m the non-observable inputs
category o 31 December 20007,

428
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Available-for-sale fmmncind mvestments md fmmncinl nssets designated of Gar value thot are vahied nsing
non-observable inpuls mchde holdings of privade equity and unlsted debt securit s

EMect of chumges in skgni fomt non-observable nssumptions o reasonably possible ol termutves

Ag discussed shove, the fair valae of fmancinl instnem ents are, in certnin circumstances, mensured using valuaiion
madels tht mcorporbe aesumplions that are nat supponied by prices from observable current migket trmsactions in
the meme metrument and me not based on observable morket dadm The following table shows the sensstivity of fair
values g remonnbly pomsible alamative nsmumptions.

Reflected n L] Beflecied i equity

Favmurab e Unfavmrb ke Favourable Unfavourable
changes chmmges changes dhamges
UStm "5 %m Ur58m USEm
A3 December 2007
Lenvatreesfradng ametstradng hakaldyes! i iy
Frnmcal asetsTubiltes dengnated ot far valus poil [mi}]
Francn] rreetments avaalshlefor-safs e 1)
At 3 Decambeer 200¢
Denvatreedfradng asistatradng labalded =] W]
Francul assatsTuabildm: dengnated ab furvahe 146 (e L]
Francu] reestmanis avaalable-for-sals e {165

1 Deriveives, tradey acors ond irding lnabdliie ane presesed o on catigony ©o nebect dar morner v witieh these finavcial
FEILTES AN Rk,

The incrense in the effect of chmnges in significant non-cheervable inputs in relstion to derivalivesradng
neeetatrafing linbil#ties from 31 December 2006 fo 31 December 2007 prmanily reflecs ceriain mortgage loans
nceuired for the purpose of securitisation, end certain US mortgage-backed securities, that were valued using
observable mputs at 31 December 2006 that subsequently beeame non-observable in the second half of 2007
following the deteriomtion in market conditions, To n lesser degree, the incrense nleo reflects incrensed uncertainty in
determining the fair value of credit derivative Bansactions executed againd certam monoline msurers, and a geneml
incrense in structured derivative business.

Changes in Mmir value recorded in the income statement

The following table detsls chmges i far values recognised in profit or loss daring the period, where the far value is

eelimated using vadualion techniques thal incorporate significmt asumgpdions tha are not supported by prices from

observable carrent market Iransactions m the sune instrument, and are nol based on observoble market data:

w»  the table detadls the total dhange in fair value of these instnaments; it does not irolale that component of the
change that is sfiributable to the non-observable component;

®  meruments valied with sgnificant noa-observable inpats are frequently dynamically hedged with metraments
walaed uzing chatrvable inpuis the table docs nol mclude any changes in fnir voloe of theee hedges; md

*  there were significant assets and liabilities valued usmg observable mpaots at 31 December 2006 that became
valaed with significant uncbservable inputs duning 2007; the table reflects the full change in fazr value of those
mstruments curing 2007, not just that element ansng followmng the cafegory chinge.

Eecorded profitioss)y

2007 2005
TS%m UEsm

At 3] Decrmber 2007
Derivativesimding aelsfiradng labaliles 430 155
Francal asseatuhilie: designaled o [ur valus @ 3]

The merense @ fuwir vadwe in 20607 primanily reflects increnses i the fair value of credit derivatives parchased from
cerinm monolme mewrers to provide credt prodection on portfolios of secunities, offset by white-downs n morigage
loamns acquired for the purpose of secunitimbion, wd certam US morgage-backed secuntics
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HSBEC HOLDPINGS PLC
MNotes on the Financial Statements (cominued)
.;'l'm' JJ.

HEBC Holdings

The following table provides am analysi= of the basis for valuing fimoncinl assets mnd fmancial liabilities messured at
fair value @ ithe finoncial stalements

o Vahuntion trchnige;_____
Lhintid uslig  with s licamt
marke wharrvable nog-ibservahle
price Eputs s Total
1755m USim USEm Usim
At M Decermber 2007
Aty
Drevalives - R - 2
Freal ywestmersts. sradable-for-zale ] = 24676 anzz
Liab llizies
Fonarpess| [eababtjen ot fur vakus 18 e = = 1HE0
Denivalrves - el - el
AL 31 Decarniteer 2006
Aty
Tenvabves = 1599 2 1,559
Faea| v estments wadshs fop.oale 299 = 3313 1414
Liahilities
Framcm| lsabildies o far valus 14,000 - - 140%
Denmabyes = ) - 177

Financinl mvestments measared usmg a vakation technigoe with significant non-cbservable mputs comprise fixed-
rate trust prefemed secunties and senior notes purchased from HSBC mderinkmgs. The unchservable elements of the
vahation technigque mchede the use of implied aredit spreads and smplified bond pricing assumptions.

Movem enis in unobservable asampiions in fir value valust on models

As discussed nbove, the fair value of fmancinl mdmments are in ceriam circumstances mensired wsing valual ion
madels thi meamporale psumptions thal are nol supported by prices from observable cumrent murket trmsactions in
the same mstrument aed ore not based on observible market data. The following table shows the senstraty of non-
derivative financial ingruments (o reasonably possible aliemative ssumplians.

Reflectad in equity
Favourahle Unfavmrshle

dhangm changes
USEm Ustm

Fmarcml e estinents v alable-{or-mle
At 31 Decembier 2007 = {52y
AL 31 Do 2006 & [124]

Fair value of financial instrurments not carried at fair value

The fair values of fmancial mstruments that are not recognised o i valoe on the balanoe sheet are caleulaged as
deseribed below.

The calculation of far vadue meompormies HSBC's estimate of the smmount at which fmancind assets coubd be
exchmged, or fmencind labilities settbed, between knowledgeable, willing parties in an snm’s length trnssction. It
does nof reflect the cconomic benefits and cods thit HSBC expects o flow from the ingruments’ cash flows over
thewr expested fiture Ives, Other reportng entities may use different valuation methodalogies ind sssumptions in
determinimg fair valaes for which no ohservable mirket prices are available, so companisons of fair vahes between
entities may not be meanmgiul and users are sdvised lo exercise cmition when using this data

In recent months, the unstable markel conditions in the IS mortgnge lending mdustry have resulted in o significant
reduction i the secondary morket d d for US ¢ lending nssets, Uncetfainty over the extent mnd timing of
future credit losses, logether with an absence of liquidy for non-prime sset-backed secunities, were reflected inn
lack of bid prices ather than ot digressoed levels ot 31 December 2007, 1t is not possble to distmguish from these
indicative marke prices the relative discount that reflects cash flow Enpairment dise 1o expected losses to maturity,
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from the discount that the markel is demandmng for holding mn illiguid nsset. Under IFRS:, HSBC recognises lonn
impairment based on losses meurmed ug 1o the balance sheet date: o recognition ks given to losses which ore expected
to artee in the futiere, but where the lazs event has nod vel oceurred. Nether is the asset writlen dewn to reflect its
illiepuiddity s the intention is 1o fand the asort antil the eardier of its prepayment, change-ofl or repayment on maunty,
Magket fair valnes reflect not only meurred loss, bat alsa loss expecied through the life of the aset, as well asa
discount for illiguidiy md a credst spread which reflecis the market's current risk preference rather than the eredit
spread which existed in the magket o the fime the loan was anderwritten.

The estimated fair values o 31 Decenber 2007 of boans and wdvimees to customers m North America reflect the
combined effect of these conditions. This remits in fuir vahies that are substantinlly loweer thon the crying value of
customer banns hebd on-Balaince sheet and lower than would -nl!'l.u'w"ur be rl.-pnl‘lﬂ‘l under more normal market
conditions. Accordingly, the faer vidues reported do not reflect HEBC s estimade of the mderly mg long-term vahse of
the mssets.

The following types of financind instr nre memured of amortised cost unless they are held for trwding or
designated ol fagr vadwe through profit or loss. Where assets or labilities are hedged by dervalives dessgnafed and
iualifying & fair value hedges, the canying value of the assets or Habilities o bedged mehides a fair value
adjusment for the hedged risk only. Fair values af the balmee sheet date of the azeets snd labilitses set oat below are
cetimated for the parpose of disclosure as follows:

Iy Loans and advances to banks and custom oy

The far vahue of loms and ndvances is bosed on ohservable maket trnsactions, where mvailable, In the shsence
of ohaervable market transctions, fur value is estimated ueing discounted cosh flow models, Performing loans
wre grouped, as far as possible, mto homogeneous pools segregated by maharity avd coupon mibes. In general,
caniractunl cash flows are discounted using HSBC s estimate of the discount mie that o maket paticipmt weuld
use im valumg mstruments with smile mafursy, repricing and oredit nisk charsctenistics,

The fur vahue of a loan portfoho reflects bath loan mparments of the balance sheet date and estimates of market
participants” expectalpons of credil losses over the life of the loans.

For impazred loans, fuar vadwe 15 estimated by discoumting the future cash flows over the ime period they are
expecied to be recovered.

(i) Financial invesdments

The fnir vahies of listed fmancial investments wre determined using bid market prices. The fair values of unlisted
finscial investments we determined weing valaadion techniques that take mto considemtion cither the prices of,
or futare enmmgs sreams of, equivalent quoted secuntics

{lii} Depodis by banks and custemer scconnts

For the purposes of estimating faar valse, deposits by banks and cusomer nccounts are grouped by residual
muturity, Fasr values e estimabed wang disconnted cosh flows, applying current rates offered for deposits of
similar emaming maturities, The fur value of o depesit repayable on demand i d to be the
payable on demand @ the balunce sheet dade,

(i) Dbt securities in isue snd subordinated Habilities

Fair vadues are determined naimg quoted maket prices of the balance shed dute where available, or by reference
to aproted market prices for saniler metmments,

The faer vadues in thes note are staded af A specific date and may be significantly different from the mmounis which
will nctunlly be paid on the maturity or settlement dates of the ingtruments In many onses, it would not be possible to
realise mmediately the estimated fur values grven the size of the portfolios measared. Accordingly, these far values
o not represent the vakie of these fmancinl mstruments 1o HEBC nx 0 going concem.,

For all classes of fmancial insnmments, fair valse represents the prodhuct of the value of & single indmment,
multiplied by the mumber of matruments held. Mo bleck discount or premium adqustments are made,
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Notes 33 oned 34

The fur values of intingible sesets, aich as vales placed on portfolios of care deposits, credif cand and customer
relafionships, are not mchided above becase they are not fmancial instnmmens

The following table lists fmancial insnem ents whose camying amount is a reasonable npproximation of fair valee
becnise, for cxmmple, they are short<em in asure or reprice (o current morkel rdes frequenthy:

Ay

Zash and balinces o central banks

Ttems i the coturse of oollection from other binics
Hong Fong Govemment certaficates of mdebtadnes
Endorsements and scosptances

Short-bamn receivab les withn *Other aszets’
Ao moome

HEBC

Lishilkies

Eong Kong cumency notes i ciroulaton

[terrs in the course of transmussion bo other banks
Endorsements snd aoceplaroes

Shart-temm payables within * Cfher habidsties’
Aconals

The following inble provides m mabysis of the fairvidoe of finencial nstroments not cursed of fair valwe on the

balmnce seet:

Aswels

Laane and adwarstes o banks

Leanz and ade ances b cusbormners

Frarcml mwestinenits Treasusy and
kb alipble bdls

Francml mvestments debd securtoes

Liab iligies

Drepositz by baniks
Qs omer scooUnts
Dbl peoumibies o Levoe
Bubordmabed liatildies

07 2004
Carrying Falr Curying Fur
ArrEAmi vakie ot walue
U'5%m U5sm raEm rEtm
AT M AN 185,208 185,151
f ] LT ] 83133 B4 300
= = a5 A%
2,768 LINESS k. 2428
[E =Nt [E=NT] el 60
1,055, 140 1,098,727 SOE I BG4 2%
246 579 2a0p 230,333 231,189
24119 ngs 22,572 246

The folbywing teble provides m anabysis of the fir vabee of fmancial investments classifiod ns held for sale which e

not carmied o fair value on the balence sheed:

Asers clasgified o held Tor sabe
Loz and advarses (o banks

Leoams aeed dw aretes 0 cusborners
Fnacnl myestmemits. Diebt seounities

07 2006
Carrying Falr Crmynng Far
At vakuir mou valist
USEm UEEm Uasm Usim
14 14 - o
= = LY LEY
n n - -

The following table provides am analyeis of loms and sdvances 1o customers by geographical eogment:

Loans and advanos to arsomer
Europs

Hong Hong

Hed of Asm-Faafic

Heeth Amnerics’

Latin Amervos

07 2006

Carrying Falr Cumnng Fur
At vahir amaE waliae
U5Sm TUSim USsm Uskm
452,278 0010 e L 392 a0
0 A5 LR Bl 283 B4 8d%
100 B2 10880 T TIA
THO Bl .l s e 173903
47028 AT 34,751 )
1.5 L1 S0 263133 et 330

1 The rearons for the sigmificos aififrmce Betwoer carmyeg omaed g i value of loore and adwances fo oustorsens in North Americn

anedgacsad o papee 430 to 431,
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HEBC Haoldings

The methods used by HEBC Holdings to determine fair valoes of financinl mstruments for the parpose of
measuremnent and disclosure are described above,

The follawing table provides mn analysis of the fadr value of fimmneial metruments nol carried o fair valoe on the

balmee dheet:
00T 204
Carrying Fakr Campng Fur
amening value smcunl wald
TS%m UF5im 5dm T2dm
A
Looan 2 knd v nce (o HERC wdarakings 17242 17,358 14455 14,537
L Eab lities
Amomts owed to HEEC andertakoings 159 2002 Luid ERELL]
Subordmated hshideies BT A faky Saty

Maturity analysis of assets and labilities

The following is an analysis, by remaining coatrmctual maturities af the balmer sheet date, of azset and liabiliy line
items that pepresent amounts expected te be recovered of settled within one vear, snd after more than one ¥ ear.

Trading mesets and liabilities are exchuded because they are not held for collecthon ar settlem ent over the period af
contrechinl matarity,

H3BC
At 31 Decemdser 3007
Dmar after
Dnuwe within muote than
e ¥ ear me year Total
U5Sm USEm USEm

Avsety
Francul gsats detiprabed o fmr valiss 5= a2 41,564
Loans und sdyaeees to basice! 132674 14652 237366
Leoans shd mdvences Lo oustomers ARE 248 Ex e ued o s
Froangul presemis 13, 492 179,508 2HI
Otter Terean cia] anety 24,087 6350 30 ATT

T, 251 T, O 1573958
Lkaleilaties
Daponts b Yok 124475 7706 132,181
Custormar acoounts 1.0, 1482 Lo 10k, 1 ¥
Fruncul hsbilibes des grated a2 fur valus 6,217 s fepad 203G
Drebit seounbes i rsue 143,651 {[indr. ] 2 AT
Other fmanais] lwbalibes bt 457 AT
Subordmated hahadires Ml AN 24819

13T R 2EL1TE 1627 (56
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HEBC HOLDINGS FLC

MNotes on the Financial Statements (cominued)

Notes 54 2nd 33
Al 31 Dacamber 2005
Due after
Caze withm miece tun
o e e e Total
UEim [FESm UEim
Assets
Fmancml assets desgrated at for value T 16 20,573
Loans and advances tobanks” 179 240 5.5 185208
Loans and advances fo austomers 10191 SO S BEE 15T
Faaeval v et BT N&se 204,506
Ortbeer (i cial ansedy 0,833 6422 21,255
#51,547 A4, 1 15 1 5072
Liabilstiez
Dipromits by b 03 1QE51 A
IR AT BOTNEER 7,881 14,933 L
Fauecnal [usb it desgrated ab fmr valus 1410 68801 TeZ11
Dels seambes m oms 111,48 a0 230,324
Cithrer linan sl labelihes 25408 PR 28133
Subonderabed lishalsies EF] 22 344 X yrl
1ia0ah0 247 451 1,547 871
1 *Loars o advonoes deqdants* svchuder TSR 80087 mulion f0000 DES 14754 2 mellion] wiuch o sepaproide o demaia or af short
Le e
HSBC Holdings
AL 3] Decamber 3007
Thse aler
e withi mare ihan
me year e year Tolal
TS5%m USEm Usim
AsaEts
Loans pred ndw areces b0 HEEC ondertalongs an ST 17242
Fmncal investmenity Qe 2676 Aoz
Otheer finniial asasts n - n
rer ] 13547 0 IRE
Linbiligies
Arvounts swed to EEBC mdantakngs 1,508 13 2960
Fmancml labddies demgrnted at fuor vahis - jdash gl
Other Drancial hakahitees 12T = 1402
Subordnsbed lmbalities - BEH o
2 B R
Al 31 Decemnber 2008
D after
Daze withm o tun
ol Y e A Talal
frkz o] rasm Uskm
b
Leane asvd advarstet 1o HIEC arderialmngs L= T30 18456
Foawal investinets = 154 1414
Obser firasncall agsels 15 = 5
£511 15124 18095
Lishililien
Armoursts owed to HEBC undertsenigs [} 2795 3,100
Financal luabdtie denprated at fuor valus = 14,000 140
iAker (eancial lakalihes 1507 Hid 1,517
Subordeabed |abildies = 2423 B423
1 Ee8 24,300 110
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35 Foreign exchange exposuras

Structural foreign exchange exposures

HEBC"s structural foreign exchmnge exposures are represented by the net asset value of its foreign exchange equaty
and subordmated debt imvestments m ssbsidiaries, branches, joail ventures snd ssocnfes, Gams or losses on
structural foreign exchange exposares are recognieed directly m equaty, HSBC s management of its structural foreign
exchimge exposures 1s discussed i the "Repan of the Dreclors: The Mmagement of Risk ' on page 256,

In s separade financial saements, HSBC Holdings recognises its forvign exchange gains and loses on strcnsral
foreign exchange expomares in the income statement.

Mot structural forelgn exchange expomres

007 2006
TrE%m =4m

Carrency of gractural exposre
Famd sherling AT 18,582
Eum pal o 25202
hmess rergmanb plak. " L
Mefextican pesos A247 4538
Hong Kong dollars A 4]
Camadian dollars 415 i
Beractilsan remis ST 3 dsa
Ievkuan e 2659 1575
Sw francs 65T A%
WAE ditharns I8 167
Tuskeh lifa 1706 ]
Eorean waon 1282 -
Telalaamn mng gl Lo 76
Austraban dollas Bl 652
Frahppins peste 45 13
Sngapore dollass 432 L]
Suudi s’ 408 256
Egyptian poundy sz ix
Thas baht kL k121
Tewemes dolles aE 295
Cogds Facan colon ams 142
Argertme pems am H )
Vistrmmmess dongy an L7
Hoeplursn larpes 3= 145
Jagranese o 3
Teakese lrn P 2
Irsdiorsesa nipuh e | 155
Chilean petos 214 15
Colomibamn peso pieed -3
Catan ral 157 150
Hew Zanland dollars 16w 158
Sauth African nd - 1
Corramns nal i 1] 114
Jurkgian diar (1 2
Euzan roable 14 2
Eeatwann diar 10E 0
Others, each lezr than VES100 mellion R 54
Tkal T 74,201

1 After declucting zales of Faall rivals amoeeg ro UTETSE wllvon (006 USETI0 sullion) s amiee i manage the Gangr echange rek
o thr avvertonerits,

All remliing exchange differences on consolidation of foreign operations are recognieed in o separabe component of

cquity. Sharcholders’ equiny would decrease by U582, 426 million (2006: 11551 988 million) if euro and sterling
fereign corrency exchonge rates weakened by 3 per cent relative to the US dollar.
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MNotes on the Financial Statements (cominued)

==
Notes 26, 37 and 28

36 Assets charged as security or liabilities and collsteral aceapted as security for azsets

Finmeind mssets pledged 1o secure linbilaties were ns follows:

Assrts pledged a1
3 Decembeer
2007 200
USm T2im
Treasury bills ind other eligthie seounises 7,200 L
Laane and adwarstes 10 banks T8 a3
Loans and adv e B0 customers T T 63554
Dbt securthies 312056 10d a5
Eqisty thures 19,257 11,622
her asa3 33
SMEA70 200,
These trassnctions are conducted under terms that are usual and customary to gandard securities lending and

repurchase agreements.

Collateral sccepted as security for assets

The fair value of a=sets accepbed ns collateral that HSBC is permitted to sell or repledice in the abwence of defauli i=
USS329.893 million (2006: US5188,008 million ), The fair vadwe of any asch collateral thag has been sold or
repledged was US5212.956 million (2006: USS135,998 million). HSBC 1= obliged to retarn equivalkent scamstics,

These transnct ions are condicted under tenme that e usial and customry to stmdard secunbies borrovang and
reverse repurchse agreements.

37 Minority interests

2007 20H
T5Em ftm
Mingraty mierests wEribatable to holders of ordoary dapes m sobndisnes 4,78 &
Prefermon shares is50ed by subssdanes l,ﬂ; 2550
725 Eave
Preference shares iszued by subsidianies
2007 2
USEm ztm
USE5T3m 6.36% non-carmalatere prefered gock, Senes B' = S3F
=SS 1Em Floslasg rabe non-sumulabive prefared stedr, Barie P SR =3t
UEfTTem Flosing rate non-curnulabree preferned stod, Saes & Er ] Ex ]
UEFT4m # 504 pon-curmmalatrr e prefered sodk, Series HY 34 s
CATTSm Hon.oamulstive redesmble class 1 prefiemed shares, St 1 150
CaD Tm Hon-aomulstvs clats | prefarmed sharas, Senies [ 178 150
T 40m Drepontary shares ench representing 2984 mlerest 1 o shere o
ndjustab lerate cormlatere prefiered tock, Senes IF 1% 150
1E251%m Curndame prefored stod” 1% 150
et im Drstchs suchion mte Sransfarable mourdses preferrad dock, Sanez A dn - 124
T L3

T Serae B pregferrod atock a5 redlaemadle af the goiion of HEAE Fresece Companation; in whale o il port, froe 24 heee 2000 o par.

The Serirs F proferned oct i nedaemable af par of the apfion of BERT LEA lnc,. o whole or i part, o o dovdinad poy ot date o

orgter 7 Apnd X000,

The Serses O ard Serws H paglerned Zock ore sedlaemabie & por of the cption of HIEBRC UEA Inc,, i whole oF (8 part, arany de froes

I Sy 201§ amed | Ay 201 1, mespoctasly.

4 The Sorsem Cond Jerwes D prgfirned zock ame nediematile o a declineng premim above par & the apticn of HESEC Bardt Canada, i
witolet o i g, fhoos 30 e 2000 e 51 Deoember X000, nepect iy,

§ The prglrrred srook ks baen ealsemably o the opeion of HEBC UTA Inc., i whale or m pars, from [ July 909 of par,

Thr i rrad shack fine Baen edoemable o St Gption of FITRC LEA Inc. 1 wholt o m pard, froe [ Coteber 2067 of gar.

Thur oo ned 2100k o eack simies & ediaemable of e opfacn of RERC UEA Soe, o0 whale or i part, ot gy atvalond payoen date at

Jpar, Thic v sealarssgcl w el e 2067,

I

i

-
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Al redempdions are subject to the praor ‘noa-objection’ of the Finmcial Services Authority nnd, where relevami, the
local bamking regolator.

Called up share capital

Authorsed

The authorised ordmary share capatal of HSBC Holdmgs o 31 December 2007 and 2006 was 17557,500 millvon
divided into 15,000 million ordinery shares of USS0.50 each.

At 31 December 2007 and 2006, the suthorised preference share capital of HSBC Heldings wae 10 million non-
cumlative preference sharez of £0.01 ¢ach. 10 million non-cumulative preference shares of 550,01 each. and
10 millbon mon-cumulsirve preference shares of €0.0] each,

At 31 December 2007 and 2006, the mithonsed non-voting deferred share capital of HSBEC Holdings was £301, 504
adtivided inter 301,500 nos-voting deferred shares of £1 each,

lssued
0T 2008
USEm e ]
H2ERC Heldng s ordnery sheres 2515 -]
Numnber USEm
HSBC Holdings ordisary shares
Ab 1 Janary 2007 1137220778 278
Shares 1mpoed inder HERC Finance share plans R -
Shares 1emoed under HEBC amployes dhre plans fed v el b
Shares rosused m ey of deridends IR AR AL 113
At 3] Dearnber 2007 L A0 0831 5018
AL 1 Japusry 2006 10,335,803, 543 5,667
Shires 1280ed m oorcetion with the mahanky of HERC Franoe
2 875 per cent Adpitable Convernon Hate Equy Seamty Units A4, 742 2
Shares 1zmoed under HEEC Frronoe ghare plans k3300 -
Shares vmaed inder HEBC amployee share plans T T 38
Shares smied m ey of drrdereds 1R ST 4T bl
AL 3| Decanber 2006 11 _STEI0T. 333 £

Al ordinery shores confer identicad rights in respeet of capital, dividends, voting awd otherwiss,

TNumnber TS5Em
HSBC Holdings no-cumubitive preference shares of US5001 each
Al 1 Japary 2007 gnd 31 Decembar 2007 IE i
At 1 Janimry 32006 and 31 Decembear 2006 1,450 D0 -

Dividends on HSBC Holdmgs non-camulaiive dollor preference shares are paid quarterly af the sole mnd abaohsie
diseretion of the Board of Directors. The Board of Directors will ot declare n dividend on the preference shares if
paymend of the dividend would canse HSBC Holdings nol to meet the spplicable capital adequacy requirem enis of
the FSA or the profit of HSBC Holbdings svailable for distribution se dividends is not sutficient to ennble HSBC
Holdings to pay n full both dividends on the preference shares and dividends on my other shares that are scheduled
1o ke paid on the snme date and that have an equal right to dividends. HSBEC Holdings may nat declre or pay
dividends on any class of its shares mnking lower i the right to dividends than the preference shures nor redeem nor
purchase m my mumer any of its other shares nmkmg equal with or lower thin the preference shares unless 2 his
paid in fiall, or set ande m @mount to provide for payment m full, the diddends on the preference shares for the then-
current dividend period. The preference shares cory no rights 1o conversion inlo ordinary shares of H3BC Holdings
Halders af the preforence shores will only be entitled to attend and vote & general meetings of dhareholders of HSBC
Haoldings if the dividend payable en the preference shares has not been paid m foll for four conseoative dividend
parymeent dates. In such cirenmstances, holders of preference ahares will be entitled to vote on all matters put 1o
weneral meetings antil such time a8 HSBC Holdings has paid a fill dividend on the preference shares. HSBC
Holdings may redeem the preference shares in whole o any time on or after 16 December 20140, subject to the prior
‘non=ohbjection” of the FEA.
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MNotes on the Financial Statements (cominued)
.;'l'm' kL | I

HERC Holdings non-veting deferred shores

The 301,200 non-votmg deferred shares were m issue throughout 2006 and 2007 and are held by a subsidiory of
HSBC Holdings. Holders of the nen-voting deferred shares ore not entitled to receive dividends on these shares. In
mddition, on windmg-up or other return of capital, holders e entitled 1o receive the amount paid up on their shares
after distribuation to ordinary shareholders of £10 million @ respect of ench ordinary share bedd by them.

Shams under option

Dietails of the opticns cutsimnding to subscribe for HSBC Holdings ordmary shares under the HSBC Hobdings Group
Share Option Plan, HSBC Holdings Exccutive $hare Option Scheme, the HSBC Share Plan ind HSBEC Holdings
smvngs=related share option plans nre given in Note 10, In nggregate, options sutstanding under these plans were ns

follows:
Numnber al
HSEC Holding
ordEnary dhane Period of exerciae Exerciie price
31 Decrmitrr 2007 240,726,775 2008 1o WA 5 5,306 -~ D42
12,839,412 08 1o 213 HECSI0G, 4401 — 108, 4483
B4 2t 213 EI0AZLT - 11 0062
6,324,920 H0E 1o 203 USE1IA200 - 14,7478
¥1 Deonibar 2006 262,473,027 2007w 2M S E5 0160~ 2642
o Gl ol 2007 k2012 HECE 105 sai
AT 2007 w2012 &1 hie
2,532,100 2007 b 2002 U3 3250 ~ 14,1421
11 Decanber 2004 3a1, 38 San 20d ko015 BT -840

HSBLC France and subsldiary company plans

Fellowing the acquisition of HSEC Frince in 2000, cutstamding employee shire options over HSBC Framce shaes
vested. On exercise of the options, the HSBC France shores wre exchagenble for HSBC Holdmgs ordinnry shores in
the snme ragio as for the acquiation of HSBC Frnce (13 HSBC Holdings ordimary shares for cach HSBC France
shuwe),

During 2007, 280,850 (2006: 4451 15) HSBC Framce shares were issued following the exercise of emplovee share
options and were exchanged for 3,651,050 HSBC Holdings ordinary shares. These shares were delivered from The
HSBC Haldings Emploves Benefit Trust 2001 (Mo 1) {20062 5, 786495 HSBC Holdings sedinary ehanea ). During
2007, mo options over HSBC France shores Inpeed {2006 nil}. During 2006 md 2007, no HSBC France shares
previcusly msued following the exercise of employee share options were exchanged for HSBC Holdings ordmary
shores. At 31 December 2007, The HSBC Holdmgs Employes Benefit Trost 2000 (Mo, 1) hebd 11,665, 278 {2006:
15,316,328} HSBC Holdings ordenmry chares which may be exchmged for HSBC France shares wrising from the
exercies of options,

HSBC France options effectively outstanding over HSBC Holdings ordinary sheres under this srmgement were as

folloaws:

Nuarber of

HSBC Framoe

shares michangeable

for HEBC Holings
ardinary shares Prriod of evercie Exrrcise prioe
31 Decamiber 207 1,007,031 200 ko A0 ETLE) - 142,50
3] Deacarniber 2006 1,207 651 2007 10 2000 7706 - 142.50
} Deecerideer 2005 L7390 2006 Y 2OL0 €33 57 - 142. 50

HEBC Prvale Bart Frawce plar

Thiere uleo exist cutaandmg options aver the shares of HSBC Private Bank France, a subsidiary of HSBC Frunce,
which are exchangeable for HSBC Holdings ordinary shares, the details of which are set out in the Directors" Bepornt
on pages 313 md 314 and are summarised below,
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O exercise of options over shares of HSEC Privide Bank France, the HSBC Privale Bank Framce shares are
exchmgeable for HSBEC Holdings ordinary shares i the ratse of 1,583 HSBC Holdings shares for each HSBEC Private
Bk Frmee share. During 2007, 61,850 (2006: 194 804) HSBC Privie Bank France shares were issued following
the exercige of emplovee share options and exchanged for 113,234 (2006: 356 472) HSBC Holdings ordinary shares,
much shares being delivered from The OCF Employee Benefit Trust 2001 (Private Banking France). During 2007, ao
options ever HSBC Private Bank France shares lapeed (2006: nil). During 2007, 8819 {2006: 6,000) HEBC Private
Bank Frmoe shares previoasly izmed followmg the exercise of employes share options were exchanged for 16,137
(2004: 10,%80) HSBC Hoblings ordmary shares. At 31 December 2007, no (2006: 8,815%) HSEC Private Bank France
shares previously ieseed following the exercise of employees” shire options were exchmged for HSBC Holdings
ordinnry shares, There were 340,976 HSBC Private Bank Frmee employee share options exchmgeable for HSBEC
Holdings codinmry shores outdanding of 31 December 2007 {2004: 402.856). At 31 Decembeer 2007, The CCF
Employee Benefd Trust 2001 (Privaie Banking Frmnce) hebd 955,952 {2006: 1,085,323 ) HSBC Holdmgs ordinary
shages which may be exchunged for HS3BC Private Bank France shares ansang from the exercise of options.

HEBC Private Bank France options (inchiding shares issaed bint nof exchanged) effectively outsmndmg over HSBC
Holdings erdinary shores under this arang ement were as follows:

Fumber of HSHC
Frivate Bank Franee
shares exchangrable

for HSBEC Heldings
ardinary shares Feried of exercise Exerciee price
31 Decernber 2007 0.0% 200 v 2002 €084 =22 32
31 Decernber 008 411515 2007 to 2012 €i0-20
31 Deecamber J05 AL2ATS 2006 1o 2052 £104-12n

Bargue Herwt plan

O the acquisition of Bangue Hervet m 2001, Banque Herved shores were held i a Plan J Epargue Entreprias on
behalf of Banque Hervet emplavees to vest and be rebeased to employvees over o 5 vear period. It was agreed to
emhmgr these Buncue Hervel shires, an w:l'mg. for HSRC I-InHl'ngl nnlin'y shires m the ratso of 348 HSRC
Holdings ordinmry shires for each Bangue Hervel shire. During 2007, no (2006: 163,369) Bangue Hervet shares were
relensed m comnection with the vesting of interests in the Plan f Eparnpne Entreprise and exchmged for any (20046
565,151) HS3BC Holdings ordinary shares, such shires bemg delivered from The CCF Employee Benefit Trust 2001
(Bangque Hervet). At 31 December 2007, The OCF Employves Benefit Trua 2001 {Bangue Hervet) held no (2006 nil)

HSBC Holdmgs ordinary shares.
Bangue Hervel shares to be exchanged for HSBC Holdmgs ordinary shares under this smmgement were as Tollows:
Tambeer of B que
Hervet share
mchangrable for
HSBC HoMings
ardinary shares Period of vesting
31 Dwceenber 2007 - -
11 Dutcarnibar 2004 - -
31 Dacamnber 2005 [LoEh 1] 2006

HSBC Finance and subsddiary company plans

Following the ascquisition of HSEC Finance in 2003, all outstanding options and equity-based awands over HSBC
Fnance commaon shares were converted inlo righis to recenve HSBC Holdings ondmary shares m the same ragio as the
share exchange offer for HSBC Finance (2678 HSBC Holdmgs ordinary shares for each HSBEC Fnance common
share ) sud the exercise prices per share adjusted accordmgly. During 2007, options over 5 370, 104 (2006:
10,484,937y HSBC Holdings ordinary shares were exorcized snd 4,602,172 (2006: 9,781,21%) HSBC Holdings
ordinary shares delivered fram The HSBC (Hourchold) Employee Benefit Trust 2003 to eatisfy the exercize af

these options. Diering 2007, apicns over 355,823 (2006: 300,558 ) HSBC Holdings ordinsry shaes bapsed. A1

31 December 2007, The HSEC (Houschold) Employee Benefit Trust 2003 held o tofal of 18536417 (2006:
3.226.216) HSBC Holdings ordinasy shares and 196,455 (2006; 195,665} ADSs, each of which represents five HSBO
Holdings ordinmry shores, which may be used to satisfy the exercise of these options md equity-bsed swirds under
the HSBC Finance share plims.
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MNotes on the Financial Statements (cominued)
MNotes 38 20l 35

Oplions and equily-based swards outetanding over HSBC Holdmgs ondinnry shares under the HSBC Fmance share

plims were as follows:
Nummber of
HSBC Holdngs
ardiEary dhares P of Eoeee i Exi pelis pirice
31 Decemnbser 2007 21, 72800 2008 i 2012 il - 175521 37
31 Decarnber 2006 2T AR 85 2007 w0 2012 al =1r2g21. 57
31 Decernter 2004 38,107,530 2006 1o 2012 el =1r2821 37

Pror to its acquisition by HSBC Holdings, HSBC Fanmce msued 8875 per cont Adjustable Conversion-Rate Equay
Secunty Units ("Unis’ ) which mchsded o contract wnder which the hobder ngreed fo purchnse, for USS25 ench, HSEC
Finmee common shares on 15 February 2006, with an option for early setilement. The Units which remained
outstimding following the acquistion of HSEC Finmce were converted into contracts (o purchase HSBC Hobdings
nﬂl'l:-j- shares. Units exercsed ol m.r.'ﬂ.}'. 15 F:Err-n'].- 2006, entitbed the holder 1o receive a number af shores
based on the market value of HIBC Holfings ordinary shares o the time, which wis 26041 HS3BC Holdmgs
ordinary shares for each Unit. Duning 2007, no (2006: 3,424,742) HSBC Hobldings ordmany shares were issued in
connection with the maurty of any (2006: 1,315,140) Units.

The mixcmiam number of Units outstandmyg over HSBC Holdings ordmary shases were as follows:

Mumber of Unks

eechiangrable far

HEBC Hoklings
ordinary dhares FPrriod of morseine Exrrcke price
31 Decembser 2007 = = =
11 Decernber 2008 - - =
37 December 2003 1,515,140 200 Urase 00 - 7EE &0

Bank of Berminda plan

Following the acquisition of Bunk of Bermuda in 2004, all outstmnding employee shore options over Bk of
Bermiada shares were converted into rights to receive HSBC Holdinge ordinary shares based on the consideration of
15840 for each Bk of Bermuda share snd the average closing price of HSBC Holdings ordinary shares, derived
from the Lendon Stock Exchange Dasly Official Lis, for the five bisiness dave preceding the closing dage of the
acquigitbon. During 2007, opticns ever 377,006 HSBC Holdinge ordinary shares were exercised (2006: 229,233) and
delivered from the HSBC (Bank of Bermuda) Employee Benefit Trust 2004 to eatisfy the exercise of these options.
During 2007, opticans over 11,228 (20406: 126,854} HSBC Holdmgs ordmory shores lapsed. At 31 December 2007,
the HSBC (Bank of Bermuda) Employee Benefit Trust 2004 held 1,889 %03 (2006: 2,266.%49) HSBC Holdings
ordmary shares which may be used to satisfy the exercise of oplions.

Options cutstanding over HSBC Holbdngs ardmary shares under the Bank of Bermuda shore plans were s follows:

Fumber of HSBC

Hokings
ordinary shares Perind of moerche Exercie price
3 Decambet 2007 2322004 2008 o M013 USE7.04 - 1838
¥ Drecerriber 2006 710368 2007 i 2043 USE.04 - 1835
1 Decoxriber 2005 3366453 2006 10 2013 i T R D]

The muximuam obligation @ 31 December 2007 1o delrver HSBC Holdmgs ordinary shaves ander all af the above
oplion arangements, together with Perform ance Share and Restricied Share mvards under the HSBC Holdings
Fesricted Share Plan 2000 snd The HEBC Share Plan, was 417044, 591 {2006: 43560201 7). The total number of
shares @ 31 Decamber 2007 held by emplovee bemefit trusts that may be ueed 1o satisfy such obligaiions to deliver
HSBC Holdings ordinsry shares was 149,413 898 (2006: 133, 346,565),
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HEBC HOLDINGS FLC

MNotes on the Financial Statements (cominued)

Nater #end 4]

40 Notes on the cash flow statemant

Men-cash Rems included in profit before 1ax

HSBC HEBC Holdings
2007 2004 2005 €t 200
U5Em rEgm UEsm Ustm =
Deprecualson, armeartizsation & opamrerd p L s 528 2213 [=4}] -
Jans sngng fram ddsdion of wbeets in aoada 1092 - - - -
Foealuatcn s on i erbmend propaty 152 16 (200) - -
Sharebided pajimenl Stpanie v ] a5 =0 = 5g
Loan enparmrend laes gross of pecot enes ig182 1,331 295 - -
Fromwions for habd e and dhangs g Ll 3T - =
lmparment of fnacas] imredmnts 65 i - - -
Charge for defmad benal plans 27 i L ] - -
Accretion of doooants and amortasabion of
prereEn 44 a7 (408} & -
21 662 14 556 11,504 1 il
Change in operating assets
HSBC HEBC Holding
2007 2006 2008 k.l 20
U5%m 1E%m UEsm U5%m Usim
Change m loans to HIBS urrdarlalcngs - - - [ef 1] 10000
Chiange m prepiyiments and someed moome (S0 AT 7,12 [1E% 2
Chiarge mndt trading recirdie and ool darntalares 49T (434200 4,50 [t (T4
Chiarge m koans and adeances ta banks o Lt ] 115055 307 - -
Chuange in boans and adranost bo austome ns (131 By {132 967) [, 1500 - -
Change m fmancal esets dengnated ol B vakie 13260y 4 BEY) 15,08 - -
Chipnpe in olbr sty {12320 [ Rad) (B.92T) 4 (]
(17655 Q71537 (51,7531 [k ] LLBIT)
Change in operating liabilities
HSBC HEBC Holdings
2007 2006 2005 2T 20
U55m 2Em UEEm Usim UZim
Chiange 1 aocruals and defarred mconme 5119 3,549 3,810 x» 16
Chirgs o depedeills ir bankes 325 28178 14,3285 - -
Chiang® if CUESHImeT Bo00unis 190 B0 143 a0 A6, 3 - -
Change in debl seturties m saue {12489 42,153 (19,0473 = =
Chingge i [inencial lobibties desgrated o G valie 12,304 BI82 o1 E%T 148 T
Changem olher lakalihies 12, M1 4 947 1, 14 [ns T
2SS 231378 J2I3 17 D56
Caszh and cash equivalents
bkt —n
200 20046 L2005 20T 2
UsEm UEsm UEsm Ustm rEim
Cazh o bari with HEBC undatalargs - - - Ml TR
Cash and balances o oxital banks 21,78 12732 13,712 - -
Tterme i ke omirin of colledaon from dther bank s b s 4184 11,300 - -
Leans and adv aneces b0 banks of one monkh or s s, b e 1] 162958 100, 537 - -
Treasiry bills, other balls and certifoates of degant
|tz than thiwe months 41819 kL 22,780 - -
Lagr. dame m the courte of transmuznon te
cthsr hagiles [BAT (128251 (7,082 - -
Teotal b and cash eqav alends 297000 21545 141,307 el T8
LR
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Imerest and dividends
HSTC HSBE Hnldings
2007 006 005 a7 20
U5Em T2 8m U= U&%m TUEim
Inbrea paid EAEME (47,754) (37.974) 2XT CLam
Inderesd rocered 103305 5,143 L] 1427 (1)
Diwsdends reoer o 1833 1,525 ] 9,187 A3
Contingent lisbllities, contractual commitments and guarantees
HEBC HEBC Holdings
2007 0E 2007 20085
55m Usim USEm TSim
Coetinget labilith and graramees
Guarardess and isrevocable lotters of coadit
pledged o collataral secedy TIRES A 3gAST 174508
Ceher contingent histilibes 4 m - -
B’ T, 740 JEAST 17600
Commmdtments
Daocusmentary credits and shortstenm trade related
franschons 12410 LA - -
Forward seset purckases and forward forenrd
depomits placed 10 2077 - -
Undrem nobe irsaing and revolrng
inderwmitng faolties 1] 213 - -
Undrawn formal standby facilitie, areld lnes
ared cther coremaiments 1o land
= 1 your ind under® 16167 384,147 = 1500
~ gwer | it LHLI81 118514 128 17
T 45T T14.630 3638 3567

1 Boged o orgmel seEursy,

The above table discloses the nominal principal amounts of contingent linkalities, commitmenis and guarsnives. They
wre mainly credit-relited instruments which include both financinl and nen-financeal guarmiees md commitments to
extend credit. Nomimal principal smounts represend the smounts at rigk should contracts be fully dmsn wpon aad
clients defmlt, The mmount of the lom commitments shown shove reflects, where relevant, the expected bevel of
teke-up of pre-npproved Joan offers made by muibsheds o personnl cosomers. Smee a significant pordion of
gummntees snd commitments are expected o expire withoat being drnwe upon, the totad of the nommal principal

1% pot repr e of fubire ligaidity requirements.

Guarantess

HEBC provides guaratees and semilar undertakings on bebalf of both thed party custamers mnd other entities within
the HSBC Group. These guaruntecs are genemlly provided i the normal course of HSBC's bankmg busmess. The
principal types of guorantees provided, sod the macimum potential mmeunt of futere payments which HSBC could be
required o make ot 31 December 2007, were as follows:
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HERC HOLDINGS PLT

Motes on the Financial Statements (contirued)

Nofes I and 42
AL3 Decrmber 2007 AL 1 Dupomrmberr 2004
Caumraniees Tharanbees
by HSBC by HEBL
Huldings Holdmgs
Cammntees n I o of Curantess o fieour of
favour off nther HEBD m Evoir of ol HERLD
ihird parties Group entities thord parties Grouip enddves
Usim UEEm OE3m UEsm
Gunrantee type

Frautnenl] pairanles soniractst 25 0RE A5 245 17,605

Standby |atiery of ered whach e financial
puarardes congracty’ BA57 - 4535 -
Qe direct credit ab dter’ <504 - 314 -
Performnancs bonds 12069 - 070 -
Eind bond® L = T -

Standy ldiers of credi relaled o parizules
I actions’ 835 - 7300 -
Ot e -Pelabed puasantess” 16 980 - 20,827 -
Other jbans 241 - -] =
T 45T TT410 17,606

1 Frgncial guoronfors ane comreds S raguiny She sma fo mabr qpecified payeds te memlseme b hodder S a dos incurmnd
becreew @ apweiad debéor frds s paake peaeners whee i neocordaor wih e origined or modifled s o' delt pemssere, The
o cunts i the abowr imhie ave nommanal proe pal aowgs

2 Srorudby letters of creds which ane fSnanciol puaroriios comfrachn one raneoisble chligatrors i the part of HERC bo pay thimd parfies
it i fil £o mhe popmients whin dar,

¥ Ophatr et o ondil subetfager el - rasarorace bnders af enddir and tradie. related [ s off cnad s istand withaud provesion for the
LR YRy b0 neteu i fo e aenaleniring Shupeent,

i Ferformoicd bondr, i Boneds, sty latiters affcneat ond ather Prormaction-folaled guanline are wridkntakagge by winioh e
aldgpation ot R o maker pepmieet ditpecs o the e omer 93 o v

The amounds dsclosed in the shove table reflect HSBC s manamum exposure under a larnge number of mdividual
guarsmter undertakings The risks and exposires wrigng from guorantees are coplared md monaged i sccordance
with HSBC s overall eredit risk management policies and procedares. Approximately half of the above guarmmtees
harve aterm of less than one year. Guarantees with terme of more than one year are sabjeat to HSBC's annual eredin
VW TOCEES

Commitments

At 31 December 2007, HSBC had US5%42 million (2006: U551.259 million} of copital coamitm ents contracted
bat oot provided for and USE1M million (2006: 55289 million ) of capital commitments suthorised but not
contracted for.

In mbdition, the following agrecments kive been entored into 1o scquire businesses that are expected to be effected
ufter the dafe these financeal siabements are mehorised for isme, mbject 1o regulaiory approval.
Agreement to acquire Kerea Exchange Bank

In September 2007, HSBC agreed to scquire 51.02 per cent of the 1sued share capital of Koren Exchange Bank
{'K_EB‘!En;In LSF-EER ll:ﬂrﬂnEl BCA lj'lﬂlrl.ins cOmpuy owned b_'r Lone Star Fumnd 1V {US} LP and L one Star
Fund IV {Bermuda) LP (collectively ‘Lone Star'). The consderstion is KEW 3400 billion phs US%$2,833 million,
amounting in total 1o the equivalent of approsimately US$6,450 million, payable in cagh.

Under a shareholders' agreement with Lone Star, The Export-Import Bank of Korea (*KEXIM) = entgtled to require
HEBC to purchase, on substantislly the ssme terms, port or all of @5 shareholdng in KEB (KEXIM s entire
sharcholding represents a farther 6.25 per cent of the Bswed share capital of KEB)

The acquisdion is subject to anamber of conditions mcluding the receipt of applicable governmental mnd regalntory
approvals, particularly in South Korea from the Financial Supenvisory Commission and the Fuir Trade Commisston.

The acquisstion agreement is conditional on completion tnkimg place on or before 30 April 2004,
Following completion, KEB will be accounted for us o subsidiary m HSBCs consolidated fiamcml statements.
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Acquisition af The Chimese Bank Co., Lid,

In Decamber 2007, HEBC was named the sacoessful bidder in a government auction 1o acquire the busmess of The
Chinese Bank Co., Lid {“The Chinese Bank") in Taiwan.

The agreement relating to this acquedion will resull m HSBC assuming The Chinese Bank 's assetz, Liabilittes and
operations with a payment by the Tawan Gevemment 's Central Deposit Insurance Corporation to deliver an
agreed net assed position. In sddition, HSBC will provide ceriain sdditional capital of between US5300 milkion

o IFA5400 million to ensare that its enlarged operations maintain sppropriste fmancinl ratios

The transaction is subject to obtaming the necessary regulatory approvals
Aszociates

HSBC's shore of assocides” contmgent labalities amounted to USS18.437 mallon st 31 December 2007 (2006:
F3513.824 mal'im}. Mo maiters arose where HE3EC wis zv:m]l'_l,- linkle.

Lease commitments

Finance leaze commitmeants

HSBC leases land and bubdings (inchuding branches) and equipment from thied pantics under fmande lease
ETIAgEmEnts 1o nEpport §E operalions

2007 200
S Em USim

Total future FIeErfian PR s
= Fr laber than one e 0 &0
= laber traan one e 0 ree Tater than five years 128 143
= laber traan fiw e pears iz 707
Loz iz
Lem fulure pieret charper 295 [#dvay]
Preserd wadoe of leance lese commmtments T TOT

At 31 December 2007, future maimam sblesse pavments of USS465 mallion (2006 US5163 millon) are expected
t1a be recerved under nor-concellable subleases at the balunce sheet date.
Operating leasze commitrents

Al 31 December 2007, HSBC was obligated under o number of non-cancellable operting leases for propertics, phant
mmnd equipmient on which the Fuhire mmimism lease payments extend over a number of vears.

07 2006
Land and Lard and
brukldimgs Equip hinldmgs E quipsnenit
F58m TUSEm 3 8m Ugim
Fuhure mnemen |ease paymaie wnder non-cancellable
paratey s
= o labir han one e TR 1] T 1
= Taber thoaiy cfve Year and o Daber Ui five years M0 I+ 2,290 21
= later than foes frears 1,756 - 1,196 -
4,50 b 4377 i1

In 2007, USSE29 milleon (20046: USE7E] mellios 2003: USS704 million) was charged to Genernd nnd sdminismt ive
expenses” i respeet of lease and sublease agreements, of which US$838 million {2006; US3 762 million; 2005:
U53683 million) reluted to minimum lease payments, USS5E million (2006 USS12 million; 2005: US52] millon)

to condngend rents, md USSE million (2006: mil; 20605; nil) io sublense pavments.

The contingent rent represents escaladion payments mmsde 1o landlords for operating, tax and other escalation expenses.

Finance lease receivables

HSBC leases a varialy of aseets to third partics under finmee leases, mcluding transpodt assets (@ch as airoradi),
property and genernl plmt md machinery. At the end of lease torms, mesets may be cold to thind parties or leased for
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HEBEC HOLDINGSE FLE

MNotes on the Financial Statements (cominued)

Notes 47, 43 ard 44

fusther terms. Lesrees may paticipaie m oy sales proceeds achieved. Lease renials ansing during the lease terma
will either be fixed m quantam or ke vared to reflect changes m, for example, o or mierest mdes. Rentals are
caboulated to recover the cost of msets les= ther resxlunl value, md cam finmoe moome.

007 I
Total fuhare Unezrned Tolal Future Unaamed
mrinfmm fimamoe Present E EmeT irberest Fresemt
payTEnLE income vahue s [l walue
Usim Usim 7 5%5m UEim UEEm T5im
Largee pacimwab g
= o laber s one year 205 o] =4 2305 (A0 1543
=~ Taber it oo yoar wnd
2 laber ran fov e ears 8741 {1500 Tl 7207 (hA0 JE0T
= laber-thaan frea ears 0104 .78 L0 G20 (2.5 6262
20893 (#717) 16,076 18718 {4 8047 13514

At 31 December 2007, unguarnnieed residunl values of US5224 million (2004: US5212 millien) had been accmed,
mnd the accumulated allowmce for uncellectible minimum lease payments receivable mmounted to U5523 million
{2006: U3328 million ).

During the year, atotal of USS44 million {2006: V5559 million ) was recenved o contmgent rents and recognssed in
the income stalement.
QOperating lease receivables

HEBC leases a vandy of different assets to third parties under operating lease arangements, including iranspert
mssete (such as rolling steck ), property and general plant and machinery,

307 2008

Land and Land ared
Eulldings Equipment banldngs E quipinent
"58m r8gm 1F38m TEim

Fuluzs monemen laase payanants under
non-gancalisk e opewling leces

= i lnber thaen one pear L] o 47 s
= laber than o yfﬂ-ndn.ﬂdnﬂ'mfwnwm i« A8y LK 1,561
= laterthan fre yoars 10 400 12 513
74 2e0l El) 25423

43 Litgation

HSBC is party to legal actions n & number of jursdictions mcluding the UK, Hong Kong md the US, arising out of
its normal busimess operations. HSBC considers thit none of the actions is material, and none is expected to result in
a significant mdverse effect on the finmncial position of HRBEC, either mdividually or m the sggregste. Managemend
believes that adequate provisions hinve been made m resped of such Btigation, HSRC has not disclosed any
contingent Habiliy associed with these legal actions becaise it @ not practwcable to do sa, except s sl oul below.

On 27 July 2007, the UK Office of Fair Tradhing (* OFT ) issued High Court legnl procesdmgs aganst a number of
UK finuncial mstitutsons, inclisding HSBC Bank ple, to determine the legal stats and enforceability of certain of the
charges mpplied to their personal customers i relation to unathorized overdrafls (the “charges™). Certam peeliminary
ismes i thesr proceedings were heand in a trial in the Commercial Division of the High Court an 17 Jmuoary 2008
This trial conchided on & February 2008 and judement, an the preliminary ismes fested, iz awaited

Thie procesdings remzn ot 5 very eorly stage snd may, if sppends on the prelimmary B=ies (or, subsequently, on
substantive iswes] me pursed, take @ pumber of years to canclude, A wide rmge of cutcomes is possible,
depending, mitinlly, upon whether the Court fincs that some, wll. or none of the charges should be teded for fmess
mibor tested s common lmw penaltics and, if it does find that some or oll of the charges should be = tested, upon the
Coart’s subsequent assessment of ench charge neross the period under review. Since huly 2001, there have been o
varety of charges applied by HSBC Bank ple acvoss different charging periods under the then cumrent contractual
armngements. HSRC Bank ple considers the chirges to be and 1o have been valsd and enforceable, and ntends
stremgly to defend it position.
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If, contrury ta HSBC Bmk plc’s anrrent assessment, the Court should ultmnately {after appeals) reach a decision
adverse o HSBC Bank ple thai resslis m Hability for it, 8 lrge number of defferent outcomes is passible, ench of
which weald have a different financial enpact. Based on the facts currently available 1o i, and a number af
asaumgpdions, HSEC Bank ple estimates that the financial inpact could be approxmnately USS600 million. To make
an edimate of the potential finsncial impuct o thie stage with any precision is extremely difficult, owing to (mmong
other thinge) the complexity of the Bmes, the number of permutations of poesble outcomes, amd the early stage of
the procecdings, In addition, the assumplions made by HSBC Bank ple may prove to be incarmect.

Related party transactions

The Group's relued parties include assocines, jomi ventures, post-employvm ent benefit plans for the benefie of HSRC
employees, Key Monagement Persomnel, elose family members of Key Mmngement Personnel and entities which ore
controlled, jomtly contralled or significanily influenced, or for which significant voting power is held, by Key
Mamagemen! Persannel or their close family members.

Tranzactions with Directors and other Key Management Personnal

Koy Management Personnel are defined a8 those perzons having muthority and responsbiliey for planning, directing
and controlling the sctivities of HSBC Holdmgs, being the members af the Board of Directors of HSBC Holdings
amd Groap Managing Directors.

Compensathon of Directors and other Key Management Personnel

HEBC
2007 2008
USEm Usim
Short-bermn amployes banefils 62 L
Fod-employment beanefits 4 3
Temmination benslis o .
Share-based payments =i &1
112 14

Trameactions, arrangements and agreements involving Drecters and others

Particalars of transactions, srmgements and sgroements entered into by subsidisries of HSBEC Holdings with
Directors asd cannected persons and companies contrelled by them and with officers of HSBEC Holdings, disclosnd
parsimnt to section 232 of the Companies Aot 1985, were as follows:

207 2006
Mumber of Babmer ol Humbar of Ealanot i
e 11 Decnber perEs 31 Decornbr
i ] i
Directirs and doniwcied prEms amd {mlﬁ
cemtrodled By them - &
Leans 227 07,176
Credit cards o 317
hissndees 270k 21,741
Odfhorrs' 12 12
Lowns 19,041 16,708
Credit cards 200 87
Dusranisss = 23

1 Oflerrs compraad [0 Onagp Maneg s Divectors, the Trovp Chugl Accaaging Officer ord thwe Oroup Compergy Secratary in 2007 and
AR,

Further information on relsted party traneactions, disc osed parsiant 1o the requirements of LAS 24, s shown below.
The disclosure of the v ear-end balanor and the highest amounts catstanding during the year in the table bobow iz
congidered to be the most meaningful information to represent the amount of the transactions and the amount of
outstmding balmces during the year.
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HEBC HOLDINGS FLC

MNotes on the Financial Statements (cominued)

MNate 44

am? 20045
Highest Haghest
BETLALY LS mTourky
Balanoe ar outtn ellineg. Ealanece ol ot darding
31 Dexamlser dusring year 31 Dacerdr ALFng year
TSSO USS00 eSO UFB5000
Ky Mensgement Persmmel
Louns A28 gt el i A425 554 482 e
Credd cards A 107 e 1437
Guarsniees 27 ;a7 TN 24552

Kev Management Personnel of HSBC Holdmgs for the purposes of 1AS 24 comprise all of the Direstors of HSBC
Holdmgs, Group Managing Direciors, and close members of thew famnilies and compmies they control, jomtly
control, or significantly mfheence, or for which significant voting power is held

Some of the transactions were connecied raneadions, as defmed by the Rules Govening The Listmg of Secunties on
The Stock Exchmge of Hang Kong Limited but were exempt from any discloasre requirements ander the provisions
of those Rules.

The above irnzactions were made in the ordinary course of business and on mbsantially the seme terms, meluding
imterest Fabes amd security, as for comparable traneactions with persons of a similar stnding or, where applicable,
with other employees. The transactsons did not imvalve more than ihe nomal risk of repayment o present other
unfmournils fenmres

Sharcholdings and eptons of Directors and sther Key Managemmt Persanel
ALLL Dhrermber

0T 2006
D005y (000" 53
Humba of optoois ovar HEBC Hildngs ondinary dfare: irade inder ampbojes diafe plan:
held by Dorectors amd other Koy Mangement Personmasl 34 4468
Humber of HIBC Holdings ordinary shares beld beneficially snd non-bermficudly by
Drirectors and other Koy Manageament Farsonoel 12358 k]
Hurrber of HEBC Holdings preferance shares held bereficnally and non-banafimlby by
Errectors snd ofher Xep Mansgamerd Parsonrel ] B
12400 25475

Transactions with ather related parties of HSEC
Aszochate and joint vemiures

The Groap provides cerinn banking and fnancial services 1o associates and jomi veniures. Deeals of the inferests m
associaes and joint ventures are given in Note 21, Trmsactions and babmces during the year wilh associsbes and joimt

venmres were as follows:
07 2006
Higheat
bakuince dariag Bakince s balanos dunng Badance at
the year' 31 December’ thee year’ 31 Drscepher
U5Sm. USSm FE8m 1r58m
ATTEURLE S Brom 0w venbanet
= b ordmabed &7 L 746 1]
Amournts due from assooishes
- subordmated 12 L] R 13
= unsubordmated 7410 L] 25 37
7987 1441 1354 471
Amounts due o yont venbres i | » B A0 8
Amounts dige to exmciabes 2 3x7 1 5 ef
314 o] 2,982 Stk

1 The decl ooure of the pear-end balance and the hiphes! balovice dhorng e pear © conesened My moc! meorrggd syfeomatran fo
represet frmveacions dierang the poar.
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The above outgimding balmees wose from the ordinary course of business md on substantindly the sme terme,
includmg inderest rabes and security, as for comparable trnsactions with third party comterpanties.

FPensdon Minds

At 31 December 2007, US54, 1 ballion (2006; US$15.1 bllion) of HSBC pension fund sssets were under management
by HABC companies. Fees of 175542 mallion (2006; USS4% million ) were camed by HSBC companies for these
management services, HSBC s penston funds hod placed deposits of USS506 million (2006: US$343 millicn) with s
bankmg subsidinnes, on which interest payable 1o the schemes amounted to USS40 million (2006: USE1S million),
The above outstmnding balmces mrose from the ordinary course of business md on substantinfly the smme tems,
:i:l:lu.dhg mterest rmbes mnd neu.l.r'l_'r. ns for tmpuﬂﬂe tramsactions with third plrty tmnlﬂpull'u

HSBC Bank (UK ) Penston Scheme entered into swap tramsactions with HSBC to manage the nflation and interest
rite sensativity of the linbili#ies, At 31 Decembeer 2007, the gross notsonad vabae of the swaps wis 113521.2 bilkion
{2006: UI5%514.8 I:i]j':-m].. the mq:li:u.d Ipﬂili'\! Farr vadive of TSS248 mallson {200 n:;ulvt faer value of
U'55273 millson) o the schane and HEBC had delivered collaferal of USE759 million (2006: US5265 million) to
the scheme in respect of these swapa All swags were exeduted tf prevadling morket rtes and within standord market
bid affer spreads.

In caber to entisfy diversificaion requirements, the Tmsiee has requested specinl collmtersl provisions for the swap
tramsnciions befween HSBC and the scheme, The collaternd agresment stipulutes that the scheme never posts
coltaternl to HSBC. Collsternl i posed 1o the scheme by HSBC at an nmant that the Trustee is bighly condident
would be sufficient to replace the swaps i the event of defaull by HSBC Bank ple. With the exception of the specinl
collaternl mrangements detniled sbove, afl other aspects of the swap transnctions between HSBEC and the sdheme are
on substmiially the same terms s comparnble trimsact ione with third party counterpariies.

HSBEC Intemntions Stnfl Retrements Benefits Scheme entered mito swap transactions with HSBC to manage the
inflion and mierest rate sensinaty of the lisbilities and selected nsseis. At 31 December 2007, the gross notional
vahe of the swaps was US51.7 lllion (2006: US%$1.2 bilhion), and the swips had a net positive fur value of
15863 million to the scheme (2006: 115514 million).

HSBC Holdings
Details of HSBC Holdmgs" prmcipal mbeidires are shown in Nate 24, Transactions and balances during the vear
with subsidiaries wene ax follows:
a7 200
Highest Highes!
balance during Balmnce at balarce during Balmoe st
the year' 31 December’ e tremr’ 1 Drcaribe’
Susbakdiaries TS UHEm TrEsm Etm
Anirts
Cuh ot hank; = Asn T T
Drrerating 250 280 550 1559
Lownz and advarsies 17242 1724 14,833 14456
Foreal nvesimers A LA 3415 3316
Inveitments & mbstisner’ 2411 a1l 53345 £3.265
Total pelated party sesetn 73,431 92345 B4, 00% 83,363
Linb ilieies
Amounts owed to HEBC umdertslonigs 319 i ] ] 3100
Dienrratives = el L] m
Subordeated |abldies
- oot ERL A1 3,591 38
= Brvile -I.E!_I A 1ET 4371 4231
Total relabed party luabilies 11,821 Iﬂ 12 5 11495
Tuaranless a8 IRAST JEET 17,605

1 T disol o ot pear-end haloroe o the hiphent balanoe g, the poar £ conelenrd e mors meanggfsd mybemanon i
R (e T P e e,
2 O I Jaraawy XOT HERS Haldvggs adopted IFRNT 1 ). Camparaing efarmention has e nesaten accdvnlingghe. Soe Mobr o,
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HEBEC HOLDINGSE FLE

MNotes on the Financial Statements (cominued)

Nates 4% arued é6 ¢ Srarehalder ryfmusnion

The above outstimding balmees wose m the ordiniey course of busness and are on subsantially the same terma,
includmg inderest rabes and security, as for comparable trmsnct ons with third party comterparties, with the exceplion
of USE654 million (2006: USS640 million) in respect of loans from HSBC subsidiaries ta HSBC Haoldings made at
m agreed Pero per cent inderest rate.

Some employees of HSBC Holdings are members of the HSBC Bank (UK) Pension Scheme, which is sponsored by o
separaie Group company, HSBC Holdings iscurs n charge for these emplovees equal fo the contributions prid mic
the scheme on their bebalf, Discloamre m relation to the scheme i made in Mote § to the sccounts,

45 Events after the balance sheet date

On 19 Febmaary 2008, HSBC France, awholly evwned subsadiary of HSBC, received a firm cash offer frem Bamiae
Feédérale des Banques Populaires of €2.1 billion (IF5%3.1 billion ) for itz seven French regional banking sbeidianies.
Om the basis of this offer, HSBC France hos entered imto exclusive discussions with Banque Fédémmle des Bamaques
Populaires. HSBC France will mow commence conmlinfions with representatives of the relevomt employes
represantmive bodses before making any fmal decision, Any tramsaction will be subject to regalabory spprovals in
Framce, At 31 December 2007, the nggregate total assets attributable to the seven French regional banking
submdinries were €5.4 billion (US$12.3 billion), mnd they generated net profigs afer tax of €100 million

{US5137 million ) for the year ended 31 December 2007,

A fourth interim dividend for 2007 of US$0.39 per ordinary share (US$4,628 million) (2004; US$0,36 per ordinary
shinre, IFS54,171 million ) was declnred by the Directors nfter 31 December 2007,

These socounts were appraved by the Board af Directors on 3 March 2008 and authorised for msaie.

46 UK and Hong Kong accounting requiremants

The fmancial safements have been prepared in accordance with [FRSs There would be no significant differemces
hal they been prepared m accordmee wilth Hong Koag Financial Reporting Standards.
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1231

2006 2005 2004

23

20

10

75, 8795,987,/612 60, 0944, 742,|0(18 50, 4713, 982,/667
(41,89303,266,322R8,760)2,269,(452019, B872)1,528, 645)

34,4862,721,290 31,3342,472,566 31,0992, 454,022
21,08{01,663,423 17, 48(61,379,/820 15, 9021, 254,(827
(3,898) (307,/591)(3,03/0)(239,/097)(2,95/4)(233,/100)
17,1821,355,832 14,4561, 140, 723 12,9481,021,727

5,619 443, 395 3,6b6 288, 495 2,786 219, 843

2,603 205, 403 2,208 174, 233

8,222 648, 798 5,864 462,728 2,786 219, 843

657 51, 844 1,034 81,593

1,012 79, 857
969 76, 464 692 54,606 540 42,611
340 26,829 155 12,231 622 49,082

5,668 447, 262 5,436 428, 955 5,368 423,589
2,546 200, 905 2,733 215,661 1,613 127,282

70,0705,529,224 61,7044,869, 063 55,9884,418, 013

(4,704) (371,193)(4,067)(320,927)(4,635)(365,748)

65,3665, 158,031 57,6374,548, 136 51,3534,052, 265

(10,573)(834,315)(7,801)(615,577)(6,191)(488,532)

54,7934,323,716 49,8363,932,559 45,1623,563, 733

(18,50001, 459, 83§16, 145)1, 274, 002014,523)1,146,010)
(12,82301,011,863)01,183)(882,451)(9,739)(768,504)

(1,514) (119,470)(1,632) (128, 781)(1,731)(136,593)
(716) (56,500) (554) (43,716) (494) (38,982)

(33,55302,647,667TR9, 514)2,328,950R6, 487)2, 090, 089)

21,2401,676,048 20,3221,603,609 18,6751, 473,644

846 66, 758 644 50,818 268 21,148

22,0861,742,806 20,9661, 654,427 18,9431,494,792
(5,215) (411,516)(5,093) (401,889)(4,685)(369, 693)

16,8711,331, 291 15,8731, 252,538 14,2581, 125, 0099

15,7891, 245,910 15,0811, 190,042 12,9181,019, 359
1,082 85,381 792 62,497 1,340 105,739
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1.36 107.32 1.18 93.11
1.35 106. 53 1.17 92.32
0.69 54. 45 0.63 49. 71
165 247
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15
16
17
33
33
18
20
21
23
25

33
33

26
27
17
28

29
30

31
32

38
39
39

39

1231
2006 2005
12,732 1,004,682 13,712 1,082,014
14,144 1,116,103 11,300 891, 683
13,165 1,038,850 12,554 990, 636

328,14725,894,080
20,573 1,623,415
103,7028,183,125
185,20514,614,527
868, 13368,504, 375
204,80616, 161, 241
8,396 662,528
37,335 2,946,105
16,424 1,296,018
33,444 2,639,066

14,5652 1,148, 298

232,90918,378, 849
15,046 1,187,280
73,928 5,833,658
125,965 9,939,898
740, 00258, 393,558
182,34214,388,607
7,249 572,019
33,200 2,619,812
15,206 1,199,905
26,596 2,098,690

11,961 943,843

1,860, 7986,832,414,501, 971018, 520, 453

13,165 1,038,850
99,694 7,866,854
896,83470, 769,171
12,625 996, 239

226, 60817,881,637
70,211 5,540, 350
101,4788,007,629
230,32518, 174,946
5,555 438,345
29,824 2,353,412
17,670 1,394, 340
16,310 1,287,022
2,859 225,604

22,672 1,789,048

12,554 990, 636

69,727 5,502,158
739,41958, 347,553
7,022 554,106
174,36513, 759, 142
61,829 4,878,926
74,036 5,842,181
188, 07214,840, 762
4,869 384,213
26,515 2,092,299
14,144 1,116, 103
12,689 1,001, 289
1,966 155, 137

16,537 1,304,935

1,745,83®B7,763, 4451, 403, 741410, 769, 439

5,786 456,573

7,789 614,630
29,380 2,318,376

65,397 5,160,477

5,667 447,183
6, 896 544,163
23,646 1,865,906

56,223 4,436,557

108,3528,550,056
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37 6,576 518,912 5,794 457,205

114,9289,068, 968 98,226 7,751,014

1,860, 7986,832,414,501, 971018, 520, 453

165 247
111 115
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1231

2006 2005 2004

1,582 124,836 (400) (31,564)

(644) (50,818)(240) (18,938)

1,554 122,626 (92) (7,260)
(2,198)(173,444)(106) (8,364)
20 1,578 161 12,705

4,675 368,904 (4,257)(335,9203,720 293,545
(78) (6,155) (812) (64,075)(731) (57,683)

4,911 387,527 (5,746)(453,4173,989 235,862
(44) (3,472) 437 34,484 319 25,172

4,867 384,055 (5,309)(418,9333,308 261,034
16,8711,331, 29115,8731,252,5384, 258,125,099

21,7381,715,34610,564 833,605 17,5661, 386, 133

(8,824)(696,302)

2005 1 | FRS
21,738L,715,3461,740 137,303 17, 566L, 386, 133
20,5271,619,7869,912 782,156 15, 743L, 242, 280
1,211 95,560 652 51,449 1,823 143,853
21,738L,715,34610, 564 833,605 17, 566L, 386, 133
1 2005 | FRS 2005 46
301 434 165 247

111 115
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1231
2006 2005 2004

22,0861,742,806 20,9661,654,42718,943,494, 792

40

14,9561,180,178 11,404 899,890 11,406 900,047
40 (173,2¢9B, 672, 65791, 758y, 240, 22983, 14BQ, 506, 314)
40 237,37188,731,49872,2125,698,249175,5038, 848, 942

(12,114Y955,916) 2,580 203,588 (7,783X614,157)
(2,014)(158,925) (692) (54,606) (540) (42,611)

(846) (66,758) (644) (50,818) (268) (21, 148)

97 7,654 114 8,996 127 10,022

(547) (43,164) (2,547)(200,984) (564) (44,505)

(4,946) (390,289)4,619) (364, 48503, 784)(298,595)
80,7816, 374,429 7,021 554,027 59,894,726, 472

(286, 3(@R, 593, 19678, 1029, 836, 10830, 9176, 112, 660)

273,77%1,603, 506368, 69269, 093, 80B15, 427,891, 134
(2,400)(189,384)(2,887)(227,813)2,830)X223,315)
2,504 197,591 620 48,924 371 29,276
(852) (67,231) (849) (66,995) (108) (8,522)

(1,185) (93,508) (1,662)(131,148Y2,431)191,830)
62 4,892 705 55, 632 27 2,131

(585) (46,162) (2,569)(202, 7202, 122167, 447)
874 68, 967 422 33,300 212 16,729
(14,124)%,114,528015,627), 233, 12732, 36(1), 764, 507)
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1,010 79,699
374 29,512

46 3,630

(575) (45,373)
173 13,651

5,948 469, 357
(903) (71,256)

EDINETOOOO
O00oDOo0ooOoooooo0ooo0oooOooE27071)

ooooogd
690 54,448 581 45,847
1,298 102,425

(55) (4,340) 98 7,733

(766) (60,445) (345) (27,224)
277 21,858 159 12,547
1,480 116,787
2,093 165,159 6,021 475,117
(1,121) (88,458)(1,740)( 137, 303)

(5,927)(467,700)(5, 935)(468, 331)( 4, 425) 349,177)

(710) (56,026)

(508) (40,086) (664) (52,396)
(548) (43,243)

(564) (44,505)

(4,027)(317,771) 617 48,687

! ( ) 66, 0935,215,399(12,633)]996,870)38, 153,010,653

141, 30r¥71,150,535160, 95162, 701, 03817,558, 276, 502

8,086 638,066

(7,016)(553,633)5,245 413, 883

—12
40

31 215, 48%7,004,000141, 30171, 150, 53860, 9512, 701, 038

301 434
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1231
2006 2005

729 57,525 756 59,656

17 1,599 126, 177 968 76, 385
33 14,456 1,140,723 14,092 1,112,000
3,614 285,181 3,517 277,526
24 62,356 4,920,512 58,038 4,579,779

1 79 1 79

91 7,181 171 13,494

41 3,235 19 1,499
82,887 6,540,613 77,562 6,120, 417

33 3,100 244,621 4,075 321,558
27 14,070 1,110, 264 13,370 1,055,027
17 177 13,967 286 22,568
29 1,517 119,706 1,203 94,929

111 8,759 95 7,496

31 70 5,524
32 8,423 664, 659 5,236 413,173
27,398 2,161,976 24,335 1,920,275

38 5,786 456, 573 5,667 447,183
7,789 614,630 6, 896 544,163
28,942 2,283,813 28,942 2,283,813

2,384 188,121 2,221 175,259

10,588 835,499 9,501 749,724
55,489 4,378,637 53,227 4,200,143
82,887 6,540,613 77,562 6,120, 417

165 247
111 115
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Ooooood
1231
2006 2005
5,667 447,183 5,587 440,870
2 158
38 2,999 28 2,209
79 6,234 52 4,103
5,786 456,573 5,667 447,183
6,896 544,163 4,881 385, 160
975 76,937 662 52,238
(82) (6,471) (52) (4,103)
1,405 110,869
7,789 614, 630 6,896 544,163
28,942 2,283,813 28,942 2,283,813
337 26,593
464 36,614
(121) (9,548) (184) (14,5109)
30 2,367 57 4,498
246 19,412 337 26,593
1,234 97,375 1,329 104,871
(381) (30,065) (328) (25,882)
58 4,577 12 947
293 23,121 219 17,281
(2) (158) 2 158
1,202 94,850 1,234 97,375
650 51,292 411 32,432
286 22,568 239 18,859
936 73,860 650 51,292
2,384 188,121 2,221 175,259
9,501 749,724 8,959 706, 955
(317) (25,014)
7,139 563, 338 6,816 537,851
(8,769) (691,962) (7,750) (611,553)



1231

2005

49,

301

217,589

434

FRS

701

59

EDINETOOOO
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Ooooood
2,528 199, 484 1,811 142,906

157 12,389 87 6,865

9 710

23 1,815 (105) (8,286)
10,588 835,499 9,501 749,724

2005 46
2005 232
35,639,856 544
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1231

2006 2005

6,974 550,318 6,541 516,150

40 58 4,577 13 1,026
40 (1,827) (144,169) 3,563 281,156
40 1,056 83,329 (4,400)(347,204)
(29) (2,288) (123) (9,706)
(8) (631)
219 17,281 158 12,468
6,443 508,417 5,752 453,890
303 23,910

(4,440) (350,360)(4,093)(322,979)

1,063 83,881

(4,440) (850,860)(2,727)(215, 188)

1,010 79,699 690 54,448

1,405 110, 869

(486) (3,630) (39) (3,077)
127 10,022 67 5,287
2,806 221,421 1,647 129,965

(350) (27,619)
(5,927) (467,700)(5,935)(468, 331)

(2,030) (160,187)(2,515)(198, 459)

/ (27) (2,131) 510 40,244
— 756 59,656 246 19,412
—12 31 40 729 57,525 756 59, 656
434 165 247
111 115
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(a)
EU
Il FRS EU |l FRS
|l FRS EU | ASB |l FRS
2006 12 31 2006 12 31
EU |l FRS | ASB
| FRS
|l FRS | ASB
| FRI C
I AS 32 Il AS 32 I AS 39
39 | FRS | FRS 2005
20014 20014 2005
46¢g
I AS 39 I AS 19
I AS
| FRI C 2005
Il FRS 20014
2006
2006
2006 Il AS 39 | FRS -
. I AS 39 -
2006 | FRI C I AS 29

Il FRI C Il FRS I FRI C
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(b)I FRS US GAAP
| FRS US GAAP
46 | FRS
| FRS
(c)
| FRS
| AS
2005
I AS
1985 230
1993
(d)
US GAAP

20014
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US GAAP 47
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243 247
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12 31
HSBC
6 30
12 31
SPE
SPE SPE
SPE
SPE SPE
SPE SPE
12 31
30 12

10 12 31
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(9)
| FRS
2006 12 31 | ASB | FRI C EU | FRS
2006 12 31 | ASB EU | FRS
| ASB EU
| AS 14 | AS 14 | FRS |
2006 11 30 20009
| AS 14
| FRS 20009
| FRI'C 10 | FRI'C 10 2006 20 :
| FRI'C 10 Il AS 36
| AS 39
2007 |l FRIC 10
| FRIC 11 |l FRIC 11 2006 11 30
|l FRIC 11
|l FRI C 11 | FRS
| FRI'C 12 | FRIC 12 2006 11 30 20
| FRIC 12
| FRI'C 12
| FRS
| FRI C 12
US GAAP

US GAAP 433
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2 (x)

10

30

10

10

(p)

I FRS

20 35
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2006 2005
1,552 1,760
217 90
57 17
1,826 1,867
(1,008) (1,126)
! (277) 1,795
242 (1,392)
(125) (112)
(1) 2
(1,1609) (833)
657 1,034

2006
388 2005 70
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O00oDOo0ooOoooooo0ooo0oooOooE27071)

OooooOodd
( )
1,824 3,640 848 8 6,320
122 14 (1) 135
1,946 3,654 847 8 6, 455
(451) (274) (14) (739)
(48) (48)
(499) (274) (14) (787)
1,447 3,380 833 8 5,668
2,364 3,441 768 12 6,585
(225) 2 (210) (433)
2,139 3,443 558 12 6,152
(479) (277) (20) (776)
60 60
(419) (277) (20) (716)
1,720 3,166 538 12 5,436
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2006

2005

EDINETOOOO

O00oDOo0ooOoooooo0ooo0oooOooE27071)

OooooOodd
( )
889 814 495 2,19
10 2,207 651 2,87
899 3,021 1,146 5,072
(228) (154) (9) (3911)
57 (54 20 23
(171) (208) 11 (368)
728 2,813 1,157 4,704
966 621 357 1,944
72 1, 688 445 2,200
1,038 2,304 802 4,153
(141) (110)) (11 (268)
2 191 (11 182
(144) 80 (22) (86)
894 2,384 780 4,067
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I (

1 2004
2 2004

12
12

31
31

I (

EDINETOOOO

O00oDOo0ooOoooooo0ooo0oooOooE27071)

OooooOodd
2006 2005

2814 120
11,182 9,077
2,909 2,912
7,304 6,819
9,192 5,001
(38, 158) (26,627)
(1,826) (1,357)

(103) (238)

24 (12)
(10,547) (7,860)

(21) 42

781 703

5,166
3,521
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13

oOoOooodn
2006 2005 2004
16, 186 14,008 12,374
1,194 1,072 973
1,120 1,065 1,176
18,500 16, 145 14,523
2006 2005 . 2004 .
84,170 82,638 80,930
27,328 25,699 25,070
68, 182 50,605 37,211
57,654 51,518 49, 832
58,863 54,825 51,684
296, 197 265, 285 244,727

423/764
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166 76
1,058 2005 1,007 2004 1,111
668 2005 546 2004 485
35 456 2005 389
2004 351
18
41
UK
1996
2006
Ll BOR
12.5
50.0
! 12.5

10.0
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2006

(UK)

065

2005

2007
2012
2013

2014

2005

12

20

12
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31

2005
18,

12 31
072

89

2005
RPI

12 31

110

PA92

12 22

746

2005

2006
2006

2007 2014

31

2005 12 31

425/764

oOoOooodn
15.0
100.0
RPI
RPI
2005 12 31 LI
589
913
913
913
12 31
2007 2008 12
36
31
700



12

31

206

(uUs)

622

(UK)
(Us)
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oOoOooodn
2004
942
115
121
128
2005 2008
12 31
2005
2,305
137
3.75 2006 23
37



2005

2006

2005

58

12

12

EDINETOOOO
O00oDOo0ooOoooooo0ooo0oooOooE27071)

ooooooo
6 2
2004 65
31
2007
1
5.1 3.0 3.0 4.0 7.0 7.0 n/ a
3.75 n/ a n/ a . 0 n/ a n/ a n/ a
5.9 2.5 n/ a 3.75 10. 5 5.0 2014
5.1 3.0 3.0 4. 75 n/ a n/ a n/ a
8.0 3.5 2.0 4.0 6.75 6.75 n/ a
10.75 4.5 4.5 4.5 11. 0 5.5 2016
4.5 2.0 2.0 3.0 6.0 6.0 n/ a
5.19 2.5 n/ a 3.47 9.9 4.9 2012
2. 25 1.5 n/ a 2.25 n/ a n/ a n/ a
4.5 2.0 2.0 3.0 n/ a n/ a n/ a
31
2006
1
4. 75 2.7 2.7 3 .27 6.7 6.7 n/ a
4. 2 n/ a n/ a 5.0 n/ a n/ a n/ a
5. 5 n/ a 3.75 10. 4 5.0 2013
4. 75 2.7 2.7 4. 45 n/ a n/ a n/ a
8. 90 3.75 3.75 4.5 7.3 7. 3 n/ a
11. 75 5.5 5.5 5 12.5 6.5 2016
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2004

12
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O00oDOo0ooOoooooo0ooo0oooOooE27071)
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4.1 2.0 2.0 3.0 6.0 6.0 n/ a
5.25 2.5 n/ a 3.0 7.3 4.5 20009
2.25 1.5 n/ a 2.25 n/ a n/ a n/ a
4.0 2.0 2.0 3.0 n/ a n/ a n/ a
2005 2004
3.2 3.7
AA
31
2005
1
5.3 2.7 2.7 3 %7 7.7 7.7 nl/ a
4.0 n/ a n/ a 5.0 n/ a n/ a n/ a
6.0 2.5 n/ a 3.75 11. 6 5.9 20009
5.3 2.7 2.7 4. 45 n/ a n/ a n/ a
10. 75 5.0 5.0 6.50 8. 68 8. 68 n/ a
11. 75 5.0 5.0 5.0 10. 5 6.0 2015
4.5 2.0 2.0 3.5 6 . 6.0 n/ a
6.0 2.5 n/ a 3.0 7.7 4.6 20009
3.25 1.5 n/ a 2.25 n/ a n/ a n/ a
4.5 1.5 1.5 2.5 n/ a n/ a n/ a
2005 2004
3.2 3.7
2006 12 31 65
65 65
65 45 65 45
PAQ9™2 20. 3 21.6 23.3 24.6
n/ a n/ a n/ a n/ a n/ a
2005
RP2000 18. 7 18. 7 20. 9 20. 9
PAD 2 20. 3 21. 6 23.3 24. 6
GAMS8 3 16. 6 16. 6 16. 6 16. 6
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1 PA92

2005

2005

12

31
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RP20DMp 2006 18. 9 20. 5 21.0 21. 9
TGOS 22. 8 25. 6 26. 3 29.1
UP9€2015 19. 0 19. 0 21. 6 21. 6
upsgz027 20. 0 20. 0 22.1 22.1
UP9€2025 19. 8 19. 8 22.0 22.0

17. 6 17. 6 20. 4 20. 4
EVK2000BVG2000

17. 8 17. 8 21. 1 21. 1
He u b e2c0k0 5 G 18. 1 20. 8 22. 2 24.9

65
65 65
65 45 65 45

PA92U2005 19.53 20. 89 22.57 23.86
n/ a n/ a n/ a n/ a n/ a
RP20DMp 2005 17.90 17.90 20.25 20.25
PA92C2036 20. 83 20. 83 23.75 23. 75
GAMS8 3 16. 56 16. 56 16. 56 16. 56
AT83 18.51 18.51 21.89 21.89
TPG9 3 23.02 25.32 23.02 25.32

18. 65 18. 65 21. 37 21. 37
UP9€2012
UP9€2027

19. 84 19. 84 22.00 22.00
GAM94 M/ F 17. 88 17. 88 21. 32 21. 32
EVK2000O0 17. 6 17. 6 20. 4 20. 4
He ub e2c0k0 5 G 18. 06 20. 84 22.20 24. 85
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25

25

25

25

25

25

25

25

25

25

25

25

25

25

25

25

2006 12 31

2006 12 31

2007

2007

2006 12 31

2006 12 31

2007

2007

2006 12 31

2006 12 31

2007

2007

2006 12 31

2006 12 31

2007

2007
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(1,086)
1,147

(20)
22

1,147
(1,086)

88
(77)

909

(872)
57

(55)

287

(275)
31
(27)

756
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25
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2006 12 31
(276)
2007
(5)
167
20062 31
( UK)
8.0 5,046 8.1 3,200
5.3 12,189 5.7 3,30p
7.0 2,056 7.0 138
4.3 1,296 4.6 467
20,587 7,116
(24, 332) (7,5B84)
(382)
(24,332) (7,916)
(9)
1
(3,745) (808)

200%2 31

(UK)
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31
273

EDINETOOOO

O00oDOo0ooOoooooo0ooo0oooOooE27071)

Oooooood
8.0 8,181 8.6 2,749
4.3 5,234 5.2 2,539
6.5 1,540 6.5 97
3.6 2,441 4.6 971
17,396 6,356
(20,587) (6,687)
(415)
(20,587) (7,102)
(7)
3
(3,191) (750)
87 2005 80
188 2005 53 200
( UK)
2005
SI P
SI P
2006 2005
( UK) (UK)
20,587 7,102 19,988 6,501
456 304 383 283
1,055 366 981 333
28 14
30 211 1,968 506
(696) (386) (540) (338)
9 (3)
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1231

1231

2006

12

31

2,900

EDINETOOOO
O00oDOo0ooOoooooo0ooo0oooOooE27071)

u[n[u]uluiuln
3

10 84

(5) (4)

(21) (6)

298 (2,277) (187)

24, 332 7,916 20, 587 7,102

2006 2005
(UK) (UK)
17,396 6,356 15,105 5,823
1,169 421 954 401
240 193 1,986 448
240 160 240 156
33 1,746 292
28 14
203 1,623 78
(696) (343) (540) (287)
58
(4)
(14) (3)
2,478 276 (1,790) (118)
20,587 7,116 17,396 6,356
1,793 2005
2007 1,229
2012
2007 2008 2009 2010 2011 2017
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RN
(UK) 662 693 707 750 779 4,865
344 361 380 389 422 2,385
2006 2005 2004
( UK) ( UK) ( UK)
456 304 383 283 348 257
1,055 366 981 333 921 326
(1,169) (421) (954) (401) (927) (382)
11 (3) (8)
/ (4) 242 (17)
342 260 410 208 584 176
2006 2005 2004
( UK) ( UK) ( UK)
(24,332)7,916)(20,587Y7,102)(19,988)(6,501)
20,587 7,116 17,396 6,356 15,105 5,823
(3,745) (800) (3,191) (746) (4,883) (678)
( | 540 (167) 70 (113) 401 (42)
203 1,623 78 506 3
(570) (44) (2,038) (393) (1,357) (243)
I ) (30) (8) (345) (428) (450) (282)
2006 12 31 1,543
2005 1,505
2006

2005
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2006 2005
14.5 40 12.0 32
8. 93 8.5 75
133 107
(219) (178)
(887)) (828B)
(1,106) (1,004)
(29) (31)
(1,002) (928)
2006 2005
1,004 982
19 18
64 63
2 6
37 44
(52) (50)
1 (13)
(29)
(9)
(1)
41 (17)
1,106 1,004
2006 2005
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2006 12 31

2007
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OooooOodd
107 79
11 10
39 19
(1) 1
(20) (7)
(1)
(2) 5
133 107
10 2005 11
19
2012
2007 2008 2009 2010 2011 2017
47 49 53 55 57 320
2006 2005 2004
19 18 17
64 63 58
(11) (10) (8)
(1) (13) (2)
(8)
(1)
62 58 65
2006 2005 2004
(1,106) (1,004) (982)
133 107 79
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4,309 2005 2,049
82. 2 1.9 93. 2 2.6
17.8 96. 3 6.8 96. 5
1.8 0.9

100.0 100.0 100.0 100.0
87.6 6.0 96. 0 5.7
12. 4 91. 5 4.0 92. 4
2.5 1.9

100. 0 100.0 100.0 100. 0

2006 2005
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133 53
9,449 5,705
10, 602 8,533
236 124
153 631
20,573 15, 046
20062 31
! 133 4,939 9,212 14, 284
4,510 1,390 5,900
133 9,449 10,602 20,184
20052 31
! 41 3,012 7,192 10,245
12 2,693 1,341 4,046
53 5,705 8, 533 14,291

1 1,014 2005 932
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2006 2005
92 86
1,359 1,164
216 171
2,131 1,358
274 193
5,510 2,786
10,602 8,533
20,184 14,2091
2,438 2005 1,703
17
20062 31
30,648 2,399 33,047 (28,837) (394) (29,231)
52,664 1,551 54,215 (52,927)1,287)(54,214)
10,767 10,767 (11,647) (7) (11,654)
8,237 8,237 (8,611) (8,611)
1,304 1,304 (1,636) (1,636)
103,620 3,950 107,570(103,658(01,688) 105, 346)
(3,868) 3,868
103,702 (101, 478)
20052 31
21,082 263 21,345 (20,794) (81) (20,875)
44,323 3,414 47,737 (46,580) 1,566) (48, 146)
4,833 4,833 (4,713) (4,713)
3,585 3,585 (3,5009) (3,500)
1,077 1,077 (1,442) (1, 442)
74,900 3,677 78,577 (77,038)1,647)(78, 685)
(4,649) 4,649
73,928 (74,036)
1231
2006 2005
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2,182,0015 721, 456 9, 869 10,224
9,843,606, 731,721 5,304 5,304
207,016 101, 364
1,109,82811, 741

30,532 38, 458

13,372,982104, 74015, 173 15,528

2006 2005
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252 73
283 340
(59) (56)
(226) (64)
(53) (25)
17 (16)
214 252
20062 31 20052 31
21,765 2,985 16,940 2,699
201,635 24,279 174,875 19,745
30
223,400 27,294 191,815 22,444
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201
315 2005 471
2006 2005
8 81
8 (67)
16 14
2005 3,528 1,364
61,649 51,471 22,271 496

(96,852)(91,868)(60,712)(8,093)

(35,203)(40,397)(38,441)(7,597)

54,355 37,270 31,664 1,474

(80,744)(64,622)(47,918) (1, 799)

(26,389)(27,352)(16,254) (325)
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72
2005 77 69 2005 73
2006 12 31 19

2005 129
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2006 2005
197,055 176,301
7,751 6,041
204,806 182, 342
2006 2005
25,313 25,313 25,042 25,042
25,268 25, 2p8 24,884 24,8834
45 45 208 208
171,196 171,498 149,781 149,962
161,870 161,870 141,699 141, 6099
9,326 9,628 8,082 8,263
8,297 8,297 7,519 7,519
8,297 8,297 7,519 7,519
204,806 205,108 182,342 182,523
10,219 5 (21) 10,203
6,004 40 (76) 5,968
14,010 74 (285) 13,799
7.515 10 (23) 7.502
1,085 1 (6) 1,080
37,828 475 (105) 38,198
26,752 9 (11) 26,750
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93,217 363 (269) 93,311
6,295 2,010 (8) 8,297
202,925 2,987 (804) 205,108
9,015 5 (23) 8,997
4,173 52 (52) 4,173
16,090 82 (292) 15, 889
7,658 83 (1) 7,740
4,429 2 (23) 4,408
34,623 317 (87) 34,853
2,893 8 (12) 2,889
96,018 452 (415) 96,055
6,414 1,111 (6) 7,519
181, 322 2,112 (911) 182,523
7,998 25 (22) 8,001
9,657 91 (94) 9,654
10,093 133 (48) 10,178
11,510 1 (2) 11,500
5,274 88 5,362
36,393 543 (290) 36,646
13,367 28 (6) 13,389
84,477 1,061 (136) 85, 402
6,563 1,136 (10) 7,689
185, 332 3,106 (608) 187,830
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86, 649 2005 68, 95¢
86,596 2005 68, 933
20062 31
1,861 45 58,216 3,590 2,937 66,649
23,407 103,654 5,736 5,360 138,157
25,268 45 161,870 9,326 8,297 204,806
20082 31
. 6,610 207 62,187 4,022 3,394 76,420
18,225 79,512 4,060 4,125 105,922
24,835 207 141,699 8,082 7,519 182,342
2006 12 31 3,663 2005 4, !

1,179 2005 1,24
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1231
2006 2005
63,932 50,991
55,145 56, 956
12,015 10,902
40,104 30, 932
171,196 149,781
63,382 50,559
53,4097 55,531
8,827 8,636
36, 164 26,973
161,870 141,699
550 432
1,648 1,425
3,188 2,266
3,940 3,959
9,326 8,082
2006 12 31
10 10
199 3.95 1,463 3.65 125 4. 38 22 4. 97
409 4.81 461 5.30 100 5.10 4,449 5.13
145 2.97 927 2.78 1,533 2.66 9,560 4.85
769 3.87 1,324 5.26
265 2.22 205 2.75 194 4. 88
11,790 4.06 11,907 8.00 2,175 7.07 1,274 7.54
4,554 4.79 1,228 5.65 1,928 5.24 19,042 5. 45
44,875 3.93 36,0465.41 2,512 4.53 2,487 5.18
63,006 53,561 8,567 36,834
63,382 53,497 8,827 36, 164
10 10
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5.88 3 5.06 26 4. 23 77 5.11
7.05 9 6.98 4 8.66 570 6.49
6.99 8 7.35 93 6.10 1,741 5.90
8.01 21 3.95 8 5.21
4. 20 135 5.95 130 4. 84 594 4. 94
3.96 1,472 4.73 2,935 4.83 950 4. 92
1,648 3,188 3,940
1,648 3,188 3,940
2006 12 31
¢ )
2006
2006 2005
1 1
67,558 66, 127 62,663 62,880
12,908 12,469 4,138 4,281
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1.2005 2006
1231
2006 2005
20, 095 6, 731
599 256

306 256
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200%2 31

2,710 11,065 2,480 4,143
2,037 6,825 1,837 2,274
978 4,700 772 8,800
5,725 22,590 5,089 15,217

20062 31
PRC 19.90 45,804
PrRC 19.90 6,195
40 0o 3750
24.64
81
32
46.51
49.99115
19.90 8%
PRC 15.98 3,999
20.00
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68 EC4V 3PE
9/ F , ,
16
4, 747 2005
225
2006 2005
83,096 63, 347
77, 446 58, 883
5,521 3,330
823 546
13, 824
15. 98
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.91
2006 12 31 20
2006 10 2006 12
) 100
200462 31
60 50
2006
60 40
2006 2005
125 95
107 55
98 34

87 107
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20062 31

2005

200%2 31
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PVI F
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I FRS

OooooOodd
13,777 120 270 12,424 2,634 29,225
29 - 34 55 1,608 1,726
1,428 4 25 - 20 1,477
- - (4) 48 - 44
15, 234 124 325 12,527 4,262 32,472
15,873 120 284 11,594 2,491 30,362
108 1 4 534 13 660
(70) - - (3) - (73)
(2,137) (1) (17) 328 185 (1,642)
3 - (1) (29) (55) (82)
13,777 120 270 12,424 2,634 29,225
13
2006 11 23
PVI
2006 2005
1,400 1,877
- (384)
254 289
(203) (268)
98 (114)
1,549 1,400
| FRS 2005 46
PVI F
2006 2005
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3.40 3.00 3.20 3.00
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2006

2006 2

2006

20062
20048 2

2005

20042

2005

200452
2008 2

1 2006
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PVIF
43 979 2,094 295 1,034 373 4,818
- 99 589 70 96 3 857
15 - - 6 195 114 330
- - (3) (21) - (1) (25)
- - - - (71) - (71)
(1) - 150 17 28 39 233
- - 41 278 373 (349) 343
31 57 1,078 2,871 645 1,655 179 6,485
(15) (560) (1,301) (170) (173) (24) (2,243)
(7) (59) (345) (107) (137) (36) (691)
- - (25) (3) (56) - (84)
- - - 20 - - 20
- - - - 71 - 71
1 : (97) (13) (1) (4) (114)
- - (4) (153) (24) 51 (130)
31 (21) (619) (1,772)(426) (320) (13) (3,171)
31 36 459 1,099 219 1,335 166 3,314
41 791 1,823 210 764 393 4,022
- 136 420 49 13 8 626
- - - - 271 - 271
- - - (63) (15) (1) (79)
2 2 (104) (19) (72) (44) (235)
- 50 (45) 118 73 17 213
31 43 9709 2,094 295 1,034 373 4,818
(8) (474) (1,064) (115) (95) (7) (1,763)
(6) (27) (354) (76) (99) (19) (581)
- - - 29 - - 29
(1) 1 123 (37) 5 2 93
- (60) (6) 29 16 - (21)
31 (15) (560) (1,301) (170) (173) (24) (2,243)
31 28 419 793 125 861 349 2,575
12 31 23 2005 56
2005 2004
2006 cCGU
CGU
GDP

CGU
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2006 2005
2006 2005
4,149 10. 6 5.0 3,515 10. 2 4.3
2,948 10. 2 4.5 2,913 9.9 3.9
4,417 10.0 4. 2 3,701 10.0 3.2
3,792 8.2 4.5 3,694 10.1 4.0
12,20510.0 5.8 10,45110.0 6.1
ceu 27,511 24,274
0.9 0.8
2006 2,833 CGU

cCGuU
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1 2 3
4,828 2,235 2,265 8,639 4,964 22,931
376 24 253 1,473 274 2,400
189 17 55 1 262
64 77 23 164
(407) (421) (66) (972) (28) (1,894)
(38) 38
287 102 65 633 474 1,561
(6) (43) (21) (126) 238 42
5,331 1,936 2,574 9,702 5,923 25,466
(252) (132) (604) (5,418) (1,319)(7,725)
(85) (46) (131) (1,075) (177) (1,514)
30 2 59 915 89 1,095
1 (1)

(28) (8) (40) (401) (190) (667)
(7) 15 (6) 5 (238) (231)
(342) (168) (723) (5,974) (1,835)(9,042)
4,989 1,768 1,851 3,728 4,088 16,424
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1 2 3

4,384 2,153 2,252 8,722 6,117 23,628
601 142 124 1,269 751 2,887
10 5 14 29

48 95 58 201
(224) (87) (77) (542) (359) (1,289)
30 (30)

(245) (82) (55) (445) (660) (1,487)
224 14 (12) (379) (885) (1,038)
4,828 2,235 2,265 8, 6309 4,964 22,931

(204) (74) (590) (5,375) (1,761)(8,004)
(76) (55) (101) (1,082) (318) (1,632)
6 51 431 243 731
18 5 35 285 182 525
4 (8) 1 323 335 655
(252) (132) (604) (5,418) (1,319)(7,725)
4,576 2,103 1,661 3,221 3,645 15,206

11 2005 7
450 2005 327
425 2005 13
1,380 2005
2006 2005
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1,026 (315) 993 (347)
218 124
(67) 47 (58) 36
(35) (22)
(3)
63 (37) (52) 32
37 (8) 19 (14)
1,277 (351) 1,026 (315)
926
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2006 1,438 477 255 2,170
179 179
(178) (371) (8) (557)
64 77 23 164
42 12 54
(12) (21) (28) (61)
20062 31 1,533 174 242 1,949
2005 704 250 209 1,163
455 137 592
(47) (3) (12) (62)
48 95 58 201
(8) (4) (12)
286 2 288
20052 31 1,438 477 255 2,170
12 31
25
164 2005 201
2006 12 31
2006 2005 12 31
153
2005 116
2005 39 2006
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2006 12 31
100 1009
100 37
100 265
100 277
70.0336
100 431
100 797

99.99 378

100 95
100 2.8
100 94
100 22
100 683

100 177

62.14 9,559

100 125
100 327
100 22,494
100 811
94.531,073
100 788
100 114

100 30
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100 1,125
100
100 3,038
100 A
100 A
99.991,103
100 2,147
99.5344
99.993,930
97.94350
59.99 200
99.39 576

1

2 28

32 37
30
12 31
2006 2005
50
2006
24. 9
25.9

38. 8
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23.9 | AS 27
2005
24.9
25. 9
38. 8
6.1 I AS 27
48.7 I AS 27
20
2005
I AS 28
25. 0
2006 20
2006
2006 11 23 99. 98
1,968 1,773 195
1,450
2006
() 2006 30 BNL

155 158
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46
105 91 14
32
244 244
91 91
29 29
1,473 1,473
7,031 7,031
1,224 1,227
16 16
330 169
262 260
111 111
582 575
(1,706) (1,706)
(7,652) (7,652)
(119) (119)
(238) (238)
(10) (10)
(154) (72)
(550) (550)
(72) (72)
(73) (73)
(93) (93)
(134) (134)
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12
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592 507
1,686

2,278

40
2006 2005
3,145 2,358
1,826 959
1,769 1,545
380 496
3,241 2,665
9,577 7,973
13,506 10,600
33,4414 26,596
2006 2005

25 162
1,149 774
634 23

18
1,826 959
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26
27
28
32
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2006 12 31
2005 1,899

1,535 2005
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2007
2006 2005
32,040 20,829
89,166 59,864
34,115 26, 976
71,287 66, 696
226,608 174,365
2006 2005
577 253
13,278 10, 445
33,167 28, 338
18,503 18, 447
4,686 4,346
70,211 61, 829
1,257
2006 12 31
1,144
2006 2005
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2006 12

2005 9
335

8. 375%
.14 3.99
.00 4.99
.00 5.99
.00 6.99
.00 7.99

31
10
2005

2
2007
2007
2007 2010
2007 2011
2007 2011
2007 2011
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9,839 9,315
4,231 4,055
14,070 13,370
551
2006 12 31
398
2006 2005
203,404 165, 773
94,203 77,613
297,607 243,386
(34,115) (26,976)
7 (33,167) (28, 338)
230,325 188,072
12 31
2006 2005
100 101
195 1,660
1,730 5,090
6,096 843
41
98 141
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.15

.00
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2007

2010
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.16
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2011 215
2066 17,326 10,527
2046 17,759 32,295
2016 34,191 21,302
2036 16, 196 25, 356
2032 6, 692 12,450
2015 1,665 2,743
399 890
102,662 113, 448
2007 20009 23,212 15,601
99 2007 2036 5,000 5,000
9.99 2007 2036 63,504 24 374
91,716 44,975
379 2,748
8,647 4,602
9,026 7,350
203, 404 165, 773
2006 2005 2006 2005
966 683
1,805 1,640
707 639
1,507 1,193 1,507 1,193
9,577 8,033
15, 262 14,327 10 10
29,8214 26,515 1,517 1,203
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41 25
21 54
645 560
707 639
2006
1,262 (176) 1,086
9409 (355) 5094
460 (58) 402
268 (76) 192
2,939 (665) 2,274
11,026 (1,046) 9,980
20 20
3,685 (58) 3,627
14,731 (1,104) 13,627
17,670 (1,769) 15,901
2005
1,346 (202) 1,144
872 (335) 537
424 (130) 294
229 (2) 227
2,871 (669) 2,202
8,369 (807) 7,562
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12
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9 9
2,895 (69) 2,826
11,273 (876) 10,397
14,144 (1,545) 12,599
| FRS
2006
1,346 (202) 1,144
1,824 (451) 1,373
(1,946) 499 (1,447)
38 (22) 16
1,262 (176) 1,086
1,296 (465) 831
872 (335 537
424 (130 294
(889) 228 (661)
680 (147) 533
219 (24) 195
103 (5) 98
1,409 (413) 996
949 (355 594
460 (58) 402
268 (76) 192
2,939 (665) 2,274
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OooooOodd
2005
1,250 (217) 1,033
2,364 (479) 1,885
(2,139) 419 (1,720)
(129) 75 (54)
1,346 (202) 1,144
1,360 (463) 897
87 1 (40B 463
489 (59) 434
(966) 146 (820)
1,070 (150) 920
(32) 6 (26)
(136) (4) (140)
1,296 (465) 831
872 (336 537
42 4 (13p 294
229 (2) 227

2,871 (669) 2,202
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2006
8,369 (807) 7,562
(814) 154 (660)
3,021 (208) 2,813
450 (185) 265
11,026 (1,046) 9,980
9 9
6 6
5 5
20 20
2,895 (69) 2,826
(495) 9 (486)
1,146 11 1,157
139 (9) 130
3,685 (58) 3,627
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(469) (166) (303) (339) 61 (400)
(80) 91 (171) (55) (5) (50)
(71) 657 (728) (107) 247 (354)
180 509 121 223 176 47
(112) (93) (19) (86) (86)
2,146 3,242 (1,096) 2,135 2,665 (530)
1,067 2005 835
876 2005 458 191
2005 377 10
/
2006 2005
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10
24
(65)
35 (70)
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4,686 4,346
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1,400 1,918 1,653
5.3687
700 , 1,374 1,205
5.844
1,350 ) 1,336 1,350
9.547
1,200 1,205 1,207
600 4.75 2046 1,160 -
4.61
1,250 . 1,158 1,250
800 2018 1,052 -
1,000 5.875 2034 1,048 1,017
500 5.375 2033 1,043 940
5.13
750 ) 1,011 885
1,000 4.625 2014 998 997
1,000 5 911 2’0135 991 990
500 . 982 861
8.208
500 4. 75 2020 942 861
900 900 900
10.176
600 4. 25 2016 801 731
8.03
600 . 790 708
750 750 752
350 . 701 647
5.375 2’030
350 5 20 283 687 613
750 5.625 2035 685 737
350 2017% 675 635
500 2020° 658 588
300 , 599 558
5.862
300 6.5 2023 585 509
500 501 502
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225 6.25 2041 438 384
300 7.65 20% 5 373 358

300 6. 95 2011 326 326
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500 7.625% 2006 - 507
300 7 % 2006 - 300
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200 2,870 2,621
31,590 28,565
45,861 39,330
10.176
1 (a)
2 (b)
3 2016 800 450 2011
2011 0.5%
4 4.75 2020 2015 LI BOR 0.82
5 2015 11 LI BOR 1.926%
6 5.375 2030 2025 11
LI BOR 1.50
7 2017 2012 5.75
1.70
8 5.00 2023 2018 1.80
9 4.25 2011 LI BOR 1.05
10 2020 2015 0.5

11 7.65% 2025 2007
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1,365 1,267
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20, 833 6,422 27,255
651, 847 654,125 1,305,972
89,043 10,651 99,694
871,881 24,953 896, 8314
1,410 68,801 70,211
111,622 118, 703 230, 325
25,938 2,197 28,135
326 22,346 22,672
1,100, 220 247,651 1,347,871
200%2 31

1,537 13,5009 15,046
121, 387 4,578 125,965
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270,472007 2012 11.0062
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2005 2006
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2005
19,500 2006 12 31
1,287,881 2005
1,732,996 2006 12 31 2001
15,316, 328 2005 21,102,823
20062 31 1,287,83007 2010 37.05-142.50
200852 31 1,732,9%2606 2010 35.52-142.50
20022 31 2,170, 23005 2010 32.78-142.50
271 272
1.83
2006
194,804 2005 473,400
356, 472 2005 841, 291 2001 CCF
2006
2005 59,875 2006
6, 000 2005 1,150 10, 980
2,104 2006 12 31

8,819 2005 14,819
2006 12 31

402, 856 2005 597,660 2006 12 31
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3. 46 2006
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2001 CCF 2006 12 31
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20022 31 177,0862005 2006
2003
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25
2006 15
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91 2004
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744,421

266, 949
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2,710,38807 2013 7.04-18.35
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4
5,667 6,896 56,223 1,104 233 (284) 1,535 21,05892,4325,794 98,226
40 975 - - - - - - 1,015 - 1,015
L 79 (82) 2,528 - - - - - 2,525 - 2,525
- - 15,789 - - - - - 15,789 1,082 16,871
- - (8,769) - - - - - (8,769)(785)(9,554)
- - (529) - - - - - (529) - (529)
- - 20 - - - - - 20 - 20
- - (92) - - - - - (92) 14 (78)
/
- - 4,446 89 (8) 26 38 - 4,591 84 4,675
- - - 1,514 1,560 - - - 3,074 62 3,136
4 - - - (601)(2,219) - - - (2,820) (22) (2,842)
- - 684 - - - (623) - 61 - 61
- - - - - - 854 - 854 - 854
- - (102) (9) 2 - 345 - 236 (103) 133
- - (355) (3) 323 - - - (35) (9) (44)
- - (4,446) (89) 8 4,565 (38) - - - -
- - - - - - - - - 459 459
1231 5,786 7,789 65,3972,005 (101) 4,307 2,111 21,058108,3526,576 114,928
1
2
135,603,870 2,107
3 1985 131 1992 2000

2003
CCF 8,290
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2005
I ERS - - (1,762),919 410 686 - - 1,253 (10,07708, 824)
1
28 662 - - - - - - 690 - 690
52 (52) 1,811 - - - - - 1,811 - 1,811
- 1,405 - - - - - - 1,405 - 1,405
2
- - 15,081 - - - - - 15,081 792 15,873
- - (7,750) - - - - - (7,750) (689)(8,439)
- - (558) - - - 127 - (431) - (431)
- - 161 - - - - - 161 - 161
- - (820) - - - - - (820) 8 (812)
/
- - (3,449)(141) (41) (568) 14 - (4,185) (72) (4,257)
- - - (351) (63) - - - (414) (78) (492)
5 - - - (226) (106) - - - (332) (14) (3486)
- - 303 - - - (481) - (178) - (178)
- - - - - - 540 - 540 - 540
- - 58 (400) - - - - (342) - (342)
- - 267 162 (8) - - - 421 16 437
- - 3,449 141 41 (3,617) (14) - - - -
- - - - - - - - - 2,233 2,233
1231 5,667 6.896 56,2231,104 233 (284) 1,535 21,05892,432 5,794 98,226
1 2005 I FRS 2005 46
2 40
3
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5,481 4,406 41,673 - 1,130 21,058 73,748 11,105 84,853

1 - - - (1) - - - -

25 555 - - - - 580 - 580

80 (80) 2,607 - - - 2,607 - 2,607

- - 12,918 - - - 12,918 1,340 14,258

- - (6,914) - - - (6,914) (1,194)(8,108)

- - (842) - 235 - (607) - (607)

- - (709) - - - (709) (22) (731)

- - - 3,215 - - 3,215 505 3,720

- - - - 450 - 450 - 450

- - 380 - (465) - (85) - (85)

- - 319 - - - 319 - 319

- - - - - - - 1,941 1,941
5,587 4,881 49,432 3,215 1,349 21,058 85,522 13,675 99,197
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(164) (201) (99)
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664 676 825
(776) (446) (175)
14,956 11,404 11,406 58 13
2006 2005 2004 2006 2005
(1,060) 2,544
(2,478) 7,121 (5,329) (22) (14)
(13,620)4, 940 2,695 (740) 1,052
(11,505) 307 10,825

(132, 987BO0, 1500139, 072)
(4,883)15,048)

(7,796)(8,923)(2,262) (5) (19)

(173,269p1, 7530133, 143)(1,827) 3,563

2006 2005 2004 2006 2005

3,549 (3,810) 2,578 16 (77)
28,378(14,328)12,187

149,84946,394 104,877
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2006 2005 2004 2006 2005

729 756
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14,144 11,300 6, 338
162,998100,527117, 658
38,237 22,790 32,317
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215,486141,307160, 956 729 756
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2004 19,038 85,
2005 65, 799 2004 49,021

1,525 2005 808 2004 640
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42,427 28,152
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330 152

17,605 36,877

77,740 57,627

17,605 36,877

9,659 8,090

2,077 2,179

213 468
584,167 527,506 2,920 2,517
118,514 103,398 1,047 1,146
714,630 641,641 3,967 3,663

1,259
289 2005

20062 31
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1 1 1 1
746 80 539 539
52 15 63 29
586 376 1,133 333
1,384 471 1,735 901
1,490 58 1,382 1,382
892 506 161 133
2,382 564 1,543 1,515
15.1 2005 19. 4
49
2005 252
UK

2006 12 31
273
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24
2006 2005
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1 1 1 1
784 729 756 756
1,599 1,599 1,795 968
14,0935 14, 456 17,282 14,0092
3,426 3,316 6,240 3,256
62,356 62,356 58, 038 58, 038
83,100 82,456 84,111 77,110
4,279 3,100 7,352 4,075
385 177 286 286
3,991 3,991 3,997 3,786
4, 231 4,231 4, 498 4,055
12,886 11, 499 16, 133 12,202
36,877 17,605 41, 455 36,877
640 2005 3,235
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SFAS 123 SFAS 123 2005
2006 2005 SFAS 123 2
SFAS 123 R SFAS 123 R
Il FRS SFAS 123 R
2005
2002 2003 2004
2005 2006 | FRS US GAAP
2005 2006 I FR
US GAAP 2005 2006
US GAAP I FRS
Il FRS US GAAP
Il FRS
1998 GAAP | FRS
1998 2003 1
31 GAAP 2003 12 31
2004 I FRS
| FRS
US GAAP
2001 30 25

2001 12 31
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2006
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2006
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15,789 15,081 12,918
(532) 88 (102)
(209) (175) (125)
119 225 (83)
(264) (325) (323)
(303) (520) (1,239)
514 (2,144) 244
1,203 2,235 1,069
156 249 143
(57) (237) (33)
(36) 20
2 (131)
14
(45)
(291)
92 (44) 74
81 578 (77)
125 (197) 40
16, 358 14,703 12,506
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US GAAP
1.45 1.33 1.15
1.44 1.32 1.13
1231
2006 2005
| FRS 108, 352 92,432
(1,678) (1,077)
1,585
(1,311) (597)
1,246 1,048
(1,490) (1,530)
18 155
1,845 2,127
1,129 (58)
916 717
101 158
(372) (327)
(257) (259)
(291)
16
79 112
(51) (1,213)
288 251
US GAAP 108,540 93,524
2006 2005 2004
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93,524 90, 082 80,251
SFAS 155 467
93,991
16, 358 14,703 12,506
(8,769) (7,750) (6,932)
735 450 234
2,525 1,811 2,607
1,405 581
567 9 4 (148)
(450) (2,716) (837)
(255) 1 (349)
340 (236) (195)
(1,406)
4,904 (4,320) 2,364
3,133 (7,271) 983
108,540 93,524 90, 082
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12,725 13,712
14,626 11,300
13,165 12,554
325,149 235,964
43,083 29,295
185,081 125,751
798,534 689,414
212,233 188, 637
7,915 7,163
39,003 35,081
13,580 14,891
47,533 43,182

1,712,627

1,406, 944

13,165
99,089
846,647
12,625
164,744
40,837
279, 859
28,368
5,555
27,993

17,672

12,554
69, 895
704,647
7,022
148, 451
29,410

225,681

3,217
39,385

14,157
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26,
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SFAS 87
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45,031 45,612
1,598,186 1,304,316
108, 540 93,524
5,901 9,104
114,441 102, 628
1,712,627 1,406,944
45,019 2005 24,754 18,
74,344 2005 51,125
18,094 2005 10,005 13, 60
65, 445 2005 52,218
15 2005 74,143
109, 689 2005 78,590
, 638 2005 103,977
119 2005
2006 12 31
370 2005 25,783
2005 18
SFAS 158
87 88 106 132 (R) SFAS 1°¢
158 Il AS 19
SFAS 158
96
SFAS 87 1989
1992 30
FAS 158
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47,589 56 47,533
1,712,683 56 1,712,627
7,555 2,000 5,555
15,951 (650) 16,601
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109,946 1,406 108,540
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US GAAP

2006 2005 2004
779 684 590
1,485 1,377 1,305

(1,601) (1,365) (1,317)

8 12

7 (6) 5
211 165 142
(8) (4) 225
873 859 962
664 684 837

164

SFAS 158
2005 3,206
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USGAAP

USGAAP
USGAAP

I FRS

2005

18, 795

2005 12 31

21,

098
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2005

(3,941)
4,756

35

850

(3,206)

(2,356)

1,434
(584)

(3,206)

(2,356)

(2,356)

(3,941)

1,585

22,

18,444
595



(UK)

2006 2005 12 31
(b)
|l FRS GAAP 1998

1998

Il FRS
UsS GAAP 2001

2001
2001
2006 12 31 US GAAP
2005 34,147 2004 36

2005 3,873 2004 4,385
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US GAAP
2006 2005
4,702 4,608
857 580
330 271
(840) (905)
(44)
(84) 34
364 114
1231 5,285 4,702
20014 | FRS US GAAP US GAAI
SFAS 141 2001 30 | FRS
20014
2006 2005
2006
2006 SFAS 156
2006

2005 13
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98 2,503 (636) 1,867
60 270 (203) 67
1009 333 (135) 198
61 3,162 (2,056) 1,106
210 233 (144) 89
60 649 (80) 569
7,150 (3,254) 3,896
928 (13) 915
8,078 (3,267)
474
5,285
US GAAP
2007 2008 20009 2010 2011
765 662 548 515 411
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33.0 52.1 18. 2 46. 8
34.8 63.0 21. 4 53.6
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1
52 10
2 24 1 17
16
112 160 45 165
166 184 73 182
SFAS 133
2005 UsS GAAP
US GAAP
uUus GAAP 2006
FRS
348
US GAAP uUusS GAAP I FRS
uUus GAAP
134
UsS GAAP 2005
Il FRS
US GAAP
172 Uus GAAP
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I AS 39 2005
39
US GAAP 27
2005 298 FRS
SFAS 133
2004
SFAS 133
2005 | FRS
2006 US GAAP Il FRS 20 2005
US GAAP I FRS
US GAAP 2005
2005
I AS 39
SFAS 133
US GAAP
|l FRS
US GAAP Il FRS
US GAAP
I FRS 41 2005 76
UsS GAAP 214 2005 1,266
Il FRS
I AS 39

US GAAP
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US GAAP SFAS 115
2005 188, 868
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US GAAP
20062 31
794 (12) 618 (9) 1,412 (21)
2,825 (41) 1,339 (35) 4,164 (76)
3,343 (114) 6,009 (171) 9,352 (285)
2,070 (23) 2,070 (23)
631 (6) 631 (6)
5,188 (56) 5,472 (49) 10,660 (105)
3,989 (5) 1,252 (6) 5,241 (11)
26,330 (43) 17,943 (226) 44,273 (269)
44,539 (294) 33,264 (502) 77,803 (796)
41 (8) 41 (8)
44,580 (302) 33,264 (502) 77,844 (804)

2006 12 31 US GAAP 4,811 37
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1,136 (22) 78 (1) 1,214 (23)
1,385 (28) 570 (24) 1,955 (52)
8, 955 (192) 2,811 (100) 11,766 (292)
56 225 (1) 281 (1)
1,259 (23) 126 1,385 (23)
3,457 (33) 6,187 (54) 9,644 (87)
1,522 (7) 367 (5) 1,889 (12)
32,423 (284) 8,726 (131) 41,1409 (415)
50, 193 (589) 19,090 (316) 69,283 (905)
52 (6) 52 (6)
50, 245 (595) 19,090 (316) 69, 335 (911)
2005 12 31 US GAAP 3,615 15
| FRS US GAAP

2006

2005 12 31
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1,681 2,533

310 138

112 18
1,334 2,163
4,227 2,004
7,664 6, 856
3,011 1,974

847 587
1,349 1,050
5, 664 4,981
10,871 8,592
(1,187) (794)
9,684 7,798
2,020 942
2,592 2,717

(572) (1,775)

180 2005 223
2005

2005
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SFAS 114 SFAS 118
SFAS 114
SFAS 114
2005 12 31 SFAS 114
| FRS
2006 12 31 13,800 2005 11,535
SFAS 114
5,944 2005 5,082 SFAS 114
2,572 2005 2,675 200 ¢
SFAS 114
11,791 2005 11,289
2005 120
SFAS 114
| FRS
GAAP US GAAP 2006 US
| FRS 45 2005 20 2006 12 31
372 2005 327
(i)
US GAAP SFAS 128
16,268 2005 14,703 2004 12,506 2
11,214 2005 11,042 2004 10,916
US GAAP
2006 11,324 2005 11,175 2004 11, 063
(j) Vi
VI E
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FIN 46 (R)
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US GAAP VI E
1231
2006 2005
23,937 23,843
27,715 4,403
1,617 2,017
876 256
54,145 30,519
2006 48,699 2005 23,843
2,683 2005 2,017
2006 12 31 54,145
19,475 I FRS
VI E 2006 12 31
US GAAP
104. 9 2005 86. 2
VI E VI E 32.5 2005 14.7
6.0

2005 6. 2

19.5 2005 9.7
VI E
VI E
| FRS
US GAAP
(k)
| AS

SFAS 104
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25
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169 212 5609
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2006
2005 17.
/
2006
16 22 45 10 93
97 108 11 18 234
1
2005
45 97 50 46 238
40 243 109 52 444
1
2004
550 190 740
86 185 93 161 526
(9) 705 252 80 1,032
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2006 12 31
(4) 9 1
0.7 0.3 0.3
74.3% 98. 9% 99.2%
(1)
(1) (2)
10.0% 3.7% 9.8%
(2)
(3) (1) (1)
10.0% 9.0% 11.0%
(1)
4.7% 6.0%
(1)
(1) (1)
10
2003
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2006
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2006 2005
2.12.7 3
28.86.0 45.0
2.4 .7 6.0
15.25.0 20.0
2006 2005
1.7-2 3
31.84.2 45.0
(8) (1)
(17) (2)
1.2.0 6.0
(25)
(41)
15.025.0 20.0
(8)
(15) (1)
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US GAAP
FASB
2006 FASB FASB 4
109 FI'N 48
FI'N 48
FI' N 48
FI N
2006 FASB SFAS 157
US GAAP
SFAS 157
157
SFAS 157
UsS GAAP
2007 FASB SFAS 159
159
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HERC HOLDINGS PLT

Financial Statements (cominued
—————1

Consolidated income statement for the year ended 31 December 2006

006 2008 2004
Nates US%m TFtm USEm
Irberest moome =R &0, 0 WA
Irdeget xperse {1 287 L1932
Het miepest micome B 335 31,0
Fee irszcma | 21,080 | 1745 | 15 .m)!
Foe exponse {LHM @0
Nl [ee income 17,13 456 12,948
Tradmng incame sechadmg nel mberest income I La10 | :usse;l I ::.ras"
Het mberest moome on treding ad wdies 2 2,208 -
Het rading o - Seand L2 2,754
Het mecome from finaneal insiraments dengnated o far valee E Lo 103 -
it pvestenent moomeron a2l backng pobeyhelders’ [abiliin - - 1082
TFuans bz bspes from Tranaal pvestents b 72 L]
Drrideeyd wrooma 0 153 522
Hel smned smeanes premiume 4 S 343 3,348
Otheer opersting moome b 2T3% 1683
Totslaperat g b ome o070 &), 708 55,929
Het rearanics claims meurred snd movement 10 pokoyhoddars’
lisbalitres 5 i 0y [4.067) (4635
Net aperat ng income before loan inpairment dhanges and
other credit risk provisens [ AT 31,353
Locmn srpainmend charges and ofter coedil nik provrisions (10,570 (7.801) (6171
et aperal Big income a b ) 47336 4518
Erployes companzhion and benabt 7 (18,500 (18,145) 14,5233
{Jeneral arvd admarastralive sipmes ] (12,833 i1, 188) I
Deeprocistion and ampairment of property, plant and equpment 2 1,514y (1.432) 730
Ameetiation and srpairment of misngible szt (7183 554) A
Total operating expenses (33,5533 (25 514} Pl ]
Oprrating proi .40 R 18695
Share of profit 1 aisocistes and joint ventures 20 ] sk 288
Profie befire tax 2208 294 15,543
Tx oxpanze e m 4 0555 [ X
Profi for the year LY. 15,873 14,258
Frofil attrdagahle 1o hugshoblers of the pasent company 15,7 15,081 12,918
Frofit sttrbutsble to moorty menests s ™ 1,540
UEs 24 7 Es
Eunc aarmings par ordmary share 12 140 1.3 (N1
Dnhded earmargs per ondmary share 12 1% 135 LE?
Dormadeénds par ordaary share i 0.7 0de (1)

Ther are amparprang Rotes o pagers 301 14 434, the multed sectione of the “Beport of e Durectore: The Maragremant of Rk " on poger 185
o 24T, and b Critacal accounting palicwe ! on pages [ 1o § 13 form o ovtegral pant of these finoecial ootements.
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Coansolidated balance sheet at 31 Decamber 2006

0 2008

Mepez UESm TEEm
ASSETE
Cuch and balarees of contrn] bankes 127 LE M
Tearees i #he course of codlection Eromolher Tanks [ERE 11300
Heeg Kong Govemnment cartificales of indeblednes 13168 1255
Tradmg sszats 13 -8 F 23208
Francal assats denignated ot far vahse I HAT 15,088
Drenvabives 7 [ia 8 erd 13528
Lioans and advancss 1o harks 31 188 125945
Loans and advances 1o oxdomers 2 iR R Tah 0k
Fruncal mrestments I8 00 182 343
ekt AN Repoc1aeg g0 (ot Tenhures - 2306 T4
Goodwill sl aegile anmds i 33 33200
Proparty, plant a8 squipmant 3 15424 15204
Cther azrel a3 24 26,50
Prepayinerts sl scorusd mowmm 4S5 11961
Total asyets 13240, 752 1,501,570
LIABILITIES AND EQUITY
LEab llsties.
Heng Kong axrescy nobs 0 crculation 13168 12554
Loepogits by banks a3 PG BT
Cusiamer aotants L B 130419
Tearres i e course of transemesion Lo ol banks Lha2s Tz
Trading leabuldies 24 23 194,328
Froancinl hsbalibves dengnated a2 b value b M 1.5
Derivatives i 100478 T4 034
Doebit mecurilses o 1osus .. 2300E 188072
Hetmarent beref Labltees H Loz 4589
Other liatalties fr.-) ZIEM 26,515
Liakalibies under insarance oolreds a0 17 14, 144
Acmals wd deferred moome 1640 1589
Protisons 2 TR 1544
Subordmated habilties 3 LA 16,537
Tehal liskdlibas 1745230 1A0RTH
Equisy
Called op dhers capitsl 5x £ e 5 EET
Share prremrmen socount il LTEs %1
Other peiaves a9 AR Ak
Eetamsd mamangs a9 E5.297 36223
Total dharsholders’ equdy 1R FIARE
Minorty mbsreds ar 6576 5,754
Tekal squidy (RN SRIDE
Total squdy and habildas 1280, TR 1501970

The aoc amparprang Roles onpages 300 12 434, the maltad sectione of tw “Bepart af e Dumectorsr The Marggement o Rk ® on poger 185
o 24, ona e Critvonl accountteg policier on pages 11 1o [ 13 form o siegral part of these finonciod ooteseerr,

StCueen

S K Green, Jroug Chairman

288

603/764



EDINETOOOO
o o o =2 {0 )
ooOooood

HERC HOLDINGS PLT

Financial Statements (cominued
—————1

Consolidated staterment of recognized income and expense for the year ended 31 Decemnber 2006

200s R 004
L s sdm USim
Avalablefor-mle invedmends
= [ walir grons/lomes) ke bo equiy 1.5 o]
= fErvalee pamz transferred to moomes dabanent on @gpoml or
g T L] 2400 .
Cash Biowr bedpes
= [air vakis gaonstlosses) talomn bo equity 1,55 L] -
= [ vakes gams transfarred 1o moame dakement 15 ] -
Bhare of changes in equity of swocmies and pont venbures o} 1111 -
Exchange defferences 4478 {42575 k]
actusrnl lomes on defmied benefit plans [m '9123 31
401 {5748 1,580
Tz of ibam kil ditectly 1o aquty {eact] 47 g
Totnl mooens avd sxperae it bo squily durmg the pear o 87 {53080 3308
Frrolit or e yosar 1687 15873 14,238
Tobal pecognesed income and eqpanse for the yes 21,758 10,554 17566
ERect of change m sccountng policy
[FRAs trammiteon adjustment &t 1 Tanuery 2003 - (B -
2.7 1,740 17,5
Total mecognased incame and sspanse fior the e dirdatable to
= tharekokders of e parend conpany MY 512 15,743
= minaray inbaets L2 452 L&
2L 10541 17 Sk

1 Foramexploation of the [FRS teoreinon aopatevmrar [ farmacny J003, sow Nt 46 on the Finocssl ootz mthe Asenil Report
and Aceoaply 2005

The g cmpargring rcies o pages S0 ko 434, the malded setios of e “Repant af the Dinvclors: The Manggement of Rek" on pogpes 16
tiz 2T, amal thie “Critical socowrtog palicies " on peges {11 1o § 13 foren an viegrad part of thise finarcial datemeris,
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Consolidated cash flow statement for the year ended 31 Decermnber 2006

s s 2004
N U5 Em LIEEm Uim
Casdh Mosws Troam qndh@lﬂﬂrﬂ:hﬂ
Frofa b efore by 22 e 0, 18,943
Adpasments for
= pon-cash therres inchudisd m profit before tax £ 14,954 17,404 10,806
= dange n opersng amseks L v i1 75,2893 (51,755 (133,145
= dhange in oparsting lmbiliies a0 23737 N A0
=~ sloraratvon of exchange diffarences’ (12,1043 2580 .78
=~ pt gaan [rorm sverlag ackarilas 2.014) (552 (3400
=~ shaare of profils i ssscciates and jond Pemuares B4 2] R4
= denidends resmad from asscater o) 114 (k1)
- coninbadion paid 6 defmed benef perion schemes [ ] {L54T) LR
=tz pard A, 9a5) {4815 3,784
et caahy froem cperating aciavdies 0,781 T.O3) 39877
Cash Aows from mveaing sctiviies
Furchase of financial nw ertments (86, 316) GTaN0E BInFT
Frocesds from the mle of Fnancial evestments I TH HaEE AT
Furehass of progery, plant snd equipmend {2,400) (Tem (2,530
Frocesds from the aale of property, plant and squpenent 2504 20 m
Wt purchase of intmngible assets Ry (B4 -
Het cazh catflow from acquisdao of and morese m dakceof
subndanes {1,185y 1.642) (ZAL)
Het cash mflow fromn dijposal of ahadianes a2 L) o)
Het cash oiatflow from scquisdsm of and morease m duce
of Ezsociates (585 23650 @122
Frocesds from dupoml of amsocmtes b | Ax 212
Heet cazh used ins i estmg activities (14,134 Q5,627 21361
Cadh Mows Nrom Minang g acth Bies
Tepoe of ordsrary shire cagtal Lo 690 5@l
Tepae of prefarmes thares 3 1258 -
el purchases and ales of own shar for raekst-malsn g and
Ep et purposes o =] o
Furchsses of own thares tomeet share swards and share
option mwards 575 (6 345
On exerayze of share cptiona 173 am 158
Irecremse i poo-equity TRELOnTty mbererts - - LAl
Hubordmated Joan capatal el 5. 7093 6,021
Bubordmated Joan capital repmd (R ind] LV RF )] (174
Drvaderdds pand bo sharsholders of the parert company (-5 ] {5,735 (4. 425)
Damidends pard Lo oanonity’ mibemess
—equiy (T (S0E) )
~ fn-aquaky = - 54l
Hef cazh used in [manang scviloes (SEH) [CTrred] 617
Tiet inceease{decrase) in cash and cash equivabmes G5 (3555 LN
Ttk and cach squivalents ol | Raenary 141 307 160,954 117,55%
Exchange daffemces nnesped of cadh and cah equivalmts ROAS 01 5243
Cuch and cash squivslents ot 3) Decemier 4 215,486 L7 L8

1 Adpateent to brng Shoqpes Betwanen opararg; ared dnsq Mmmmwm Thir & et dorar o0 gl by-dmee
b, a2 deinils coreral b dedr rvined withoed

The aocamparjrang noles anpages 301 Lo 454, the Gudlfed sections of the “Repart of the Dinectors: The Manapement o Rek* o pages (62
o 247, i e “Critvcal aocowrging palicie" on pages |11 ba 113 form an siegral pat of thise finarcidl atctemnts,
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HERC HOLDINGS PLT

Financial Statements (cominued

HSBC Holdings balance sheet at 31 Deceamber 2006

206 2005
N UESm USim
ASEETS
Cash =t bank aned m bnd
= balmnees with HERS undertalngs = 154
Deermeatives i 1255 e
Leommns and sdvamoes o HEBS undertaicmygs i I 14,052
Frumeul] prestments TS 350
Irw etments i odbnidisnes ) a3 A5 S4.038
Fregearty, pland and squipreent ] 1
Civer iz # 17
Preginyrents ared atorussd mosme 4 19
Total nszels .ol o 7156
—
LIAFILITIES AND EQUITY
L ik lnpes
Admousts owed ts HEBC andetaliings EE AT 4,073
Fraaancal habdibes detignated af B valus Fra 14070 13,370
Darvatves 'K 177 156
Cthyer il tyes i) 1517 206
Acrnmlr srd deferred moome m o
Doeferred bax £ - n
Subordmated hsbagies az HAZE H236
Total habolthes Track 24,335
Equiey
Called up thrs capital ¥ 5786 E T
Shaes pretraum accourd TR 659
Merger remerve and other resarwes e 25 a3
Cther renaryes ARG 23n
Eetnmesd sarungs 1082 G801
Total squdy S50 53120
Total equity and hiabilties MR e

That e crmparprang notes o pages 307 1o 434, the caloed sections of the “Repont af the Dinectons: The Mancapeoset of Rek® on papes 165
i M7, vt et O gncal ovcowsivgg palicus " on pages 11 1o [T form an rtegrdd gt afthis fnaoa] Satenass,

SCuer

5 K Green, Group Cherman
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HSBC Holdings statement of changes In total equity for the year ended 31 Decamber 2006

206 2005
UESm Uim
Called up share capial
AL 1 Teusry 5667 S35
Shares mmed o connection with the exrly sebament of HEBC France 8 577 per cond
Adpuriakie Coevernion-Fabe Equty Security Usils 2 -
Shires maisd uider employes share pling X n
Shares meaed m hew of dividends k-l 52
Al 3 Diecerniter 5T 56857
—
Share prembam account
it T Jarnuary L 4,821
Ehires aued avler amployes duare plang ] €52
Srares za0ed o lieo of dividends and amounts snnng theeon [1:4] [
Hirw ghade capital aubocrbed, na of etz - 1408
A4 31 Doceniter 7T [
Merger reserve and other Frerves
At 1 Terusry ard 3] Decambear pr 0 28,542
Cther reepve
Avalblefor-cale farrabos resavs
il T Jarmary AT =
IFFSs transtiecn adjustments o 1 Jasary 2005 - ada
Far value charges takomn bo equity’ ey {151y
Tax cr rlerns Rakoen direcily bo equiby?® M 51
il 3] Dracerriter 24 i
Bhare-based payment resarve
AL b Tauary 124 1329
Exercize of HIBC rhare options 381 an
Chinrpe to b irsceamee aberrenl in respet of equily metled thare-baged
payToeE trarcctions 5 2
Shiarenlopieons granbed Lo arployeet of sbsidue s urder simplopes thare swards 3 #11
Crther movamenis 2 2
Al 31 Decerniter 120 1234
Othyer paad- i capital
A1 feusry o] ar
Exercize of HERC share options 25 239
At 31 Decerniber e #50
Tetal other reserves b 31 Dacamber & &
Rretained earmings
AL Janary PE0Y B339
IFFS: ranirieon adjsumants o | Janaary 2003 - @3
Prodit for the year s2ritadable bo shareheidars T 131
Diwidends to sharsholdars of the parsrl company [ ] 0,758
Aanecuns anmng on ghares m b of drviderdds TEIE LA
e shies adjatinenls 57 &
Tax on share based paymerts @ =
Exnchange Sifferences snd cther mow enents! = {1
AL 3| D’ JosEE Aaol

For anexploratvan of the [FRS: trorecition adacawsenf af [ Jomuary 2008, sor Nate o8 onthe Fnoncil Soterments v the Aneual Bepart
und Acooants 2005,

Thwr rotal net egnese Labe diwnctly fo equay arng fw oo war LEEM mullaon (2003, LERIST millong,

Hrhimuﬁﬁmg: ancialy 35,930,850 (LSS mulliory of own nhaner beld o e el ohane plav (2005 8920 T 3609,

LIS mulliory,

Tha aoc compargring notes an pages 301 o 434, the auted sectiors of e “Repart of e Directors: The Meorcgemens q.rm on pge |64
i 247, ard the “Critical accowrtog, palicss " on peges 111 ta 013 form et imiegrad paet of these fingrciol dateeeeis

b b
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HERC HOLDINGS PLT

Financial Statements (cominued
—————1

HSBC Holdings cash flow statement for the year ended 31 December 2006

2006 2005
Mot UsEm P38

Caalhi Orws {rom sperating activities
Frofr befors L L] 6,541
Adpatments fr

= oix=cash themes inchuded m profit before tax &0 R 13

= chang M oprdng e L {1827y T

= churge i cparabing labilies & L5 (44000

= #lreraben of exchangs diffawnoer’ ] {123}

= et gaen [rom sueasing sctavilss 1] -

= b reosated Fikd 156
Hist cath from cperaieng actwties sS40 3,752
Cush Auwes from investing nctivities
Frocesds from the wle of froncn] syveshment= = 303
Wt cash outflow from scqaistaon of ind morease m seice of b dones [EEC 1] (03]
Met cxaby mdlow From digeom] of sebadinres = 1,043
Het cash woed in i esting actieities {-l.l-l_l[ [ g Fa)]
Cah Ao o Cinanc Big ao v dies
Izege of ordenary share capial Lo 60
Iz of prefarce shares - i A5
Purdtmses of odn chares tomest share swands and share ophon asrands (5] (e
On mtercise of thare options 127 L
Subordmated Joan capital pesosd e 6 HLE
Hubordmated Joan cxpital repad - @sm
Diwidersis pasd (S.92T) (5,935
Mt caah used i Fmarsaangg achivilies 20000 (3,515
Net increase{decrease) in cath and cash equirabmes a7 S0
Cush snadl oy squivalenty ol | Jarvusey ] 248
Cush nd cwsh equivalentsat 31 Dacenber & T 156

1 Adnatemenr fo breg chages baver cperng ard elosig Baloroe oo crmasts (o awnegge e, Ths & red dorwt on @ line- byl
bernes, a dirtely cornat be olegrm e wiithoe nnecnorerble expeEe.

T Qo OempaTFin RO OF Dages 300 fa 4, the malted sections of the “Repont of the Dumectors: The Manggement of fk " on poper 165
o J47, ot the “Crivical accoweig policws " on pages 1 10§13 form o miegral pan of thece finoncial mosesens,
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HERC HOLDINGS PLT

Motes on the Financial Statements

Note |

1 Basiz of preparation

{al

Compliance with International Financial Reporting Standards

The comsabidated financial statements of HSBC and the sepamte fmancml satements of HSBC Hokimgs hnve
been prepared m accordance wath Internidional Financial Repostmg Standards (TFRSs" ) as endorsed by the E1.
Ell-endorsed IFRS: may differ from [FRSs us published by the International Accounting Standards Board
["LASE") if, al mny pomid n tmne, new o amended [FRSs hinve not been endarsed by the EU. Al 31 December
2004, there were no unendorsed smdards effective for the year ended 31 December 2006 affectmg these
consalidated and separate fmancal datements, and there wias no difference in application 1o HSBC between
[FR.5z endorsed by the EU and IFRSs issued by the LASB.

IFR 55 comprise accounting standands ssued by the LASE and its predecessor body and mterpretations isued by
the Intemngional Finmncinl Reporting Interpretaticns Commities ("IFRIC') and its predecessor body.

The significant nccounting pelickes applicd i the preparation of these financial statements e oot ot below,
They have been npplicd consistently. except for:

* TAS 31 ‘Finoncial Instrements: Presentation” ("IAS 32°). TAS 39 “Financial Instramente: Recognition nad
Messurement” {“IAS 39°) md [FRS 4 *Insurmce Contracts’ (*IFRS 4') hive been applied for the firet time
froan 1 Jamuary 2005, Where disclosed, the 2004 comparntive informagion has been prepared on the bass of
HSBC"s previous sccounting policies disclosed m Note 46g on the Finmcinl Statements m the Anima!
Repart and Acaownts 2005,

= HSBC has adopted *Amendment to LAS 39: The Fair Valse Opiion®, *Amendment to LAS 19 Emplover
Benefits= Acmarial Gaime avd Losses, Groap Plame and Disclosires’, "Amendment 1o 1AS 1 Presentation of
Finmcial Statemnents: Capital Disclosures’ sl IFRIC 4 “Detemining whether an Armmgement containe o
Lense' with effect froan 1 January 2003,

«  No comparative informadion for disclosures required by IFRS 7 'Fmoncial Instruments: Discloseres” has
been presented for 2004 as permitted for eatiies applymg the standad for anmial periods beginning before
1 January 2006 and

«  During 2006, H3BC changed bow certnin of #is geographicnl eperating segments sre managed and their
performance azsessed As aremlt, n new segment, Latin Amenica md the Caribbean ("Latin Americn’), was
formed from the Group™s bunnesses p'vviml.ll'_lr rqmﬂld uncler South Amenci, mnd those in Mexico and
Panama which hid been previously reported as part of the Morth America geogrphical segment. Al pror
perod comparative dala have been restated 1o conform 1o the curment vear preseniation.

On | Jmaary 2006, HSBC adopted *Amendmends (o TAS 39 md [FRS 4 - Fmancmal Guaraniee Contracs’,
“Amendment to LAS 21 The Effects af Chonges n Foreign Exchange Rafes - Net Investment in a Foreign
Operation’, md “Amendment to LAS 39 - Cash Flow Hedge Accountmg of Forecast Intragroup Transactions’.
The application of these amendments had no significmt effect onthe consolidated or separate fmancial
“lafements

Cm | Jmuwry 2006, HSBC adopted "IFRIC 7: Applving the Bestabement Approach under [AS 29 Financial
Feporting im Hypeninflwionsy Economies’, TFRIC 8 Scope of IFRS 2° and “IFRIC % Renssessment of
Embeedded Denvatives’ ahend of their effective dates. The application of these mterpretations had no significant
effiect on ihe consolidaied or separnie fmancial satements.

(b} Differences between IFRSs and US GAAP, and Hong Kong Financial Reporting Standards

{c)

A discussion of the significant deferences between IFRSs and US GAAP and a reconcilintion to U8 GAAP of
certazn amounts i confamed in Mode 47, As dated i Note 46, there ore no sign ificant differences between IFRSs
md Hong Kong Financial Reporting Standards. The Mates on the Finmcial Statements, taken together with the
Repoan of the Directors, melude the aggregate of all disclosires necesswry to satisfy [FR.3s, Hong Koag and U5
reporling requiremenis.

Presentation of information

Drisclosures under IFRS 4 and [FRS Trelatmg to the nature med extent of risks hivve been incladed m the audited
sections of the *Report of the Deectors: The Mmnagement of Risk” on pages 165 4o 247,
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HERC HOLDINGS PLT

Motes on the Financial Statements continued)

Note |

id)

(e

]

Cap#tal disclosires under [AS 1 ‘Presentadion of Fmancial Stafem enfs” hove been meluded i the mdited
sections of "Capilal management snd allocation® on pages 243 1o 247,

As o resull of the Compmies (Discloare of Anditor Remuneration ) Regulations 2005 coming into force, the
presentution md the level of detail of the imformafion disclosed in Note 8 has changed compared with the pror
yewr, Comparaiive mformation has been provided an a comsistent basis with the current year pressnistion &
required by TAS | "Presentniion of Finmncinl Staiements’,

In publishing the parent company financial stelements here together with the Group financinl sintements, HSBC
Holdings has taden advantoge of the exemption in section 230 of the Companies Act 1585 nol to present its
mdividual income statement and related notes that form a part of these financinl fatcments

HEBC o tnken advimtage of the exemption under Regulaion 7 of the Partnerships md Unlim ged Companies
(Aceounts) Regulations 1993 from certuin parinerships that are consolidated by HSBC presentmg their swn
individual financial atements under IFRSs,

The functional currency of HRBC Holdmgs ple is U3 dollars, which 15 also the presentational cumrency of the
cansalidated fmancial statements of HSBC.

Comparative information

As required by US GAAP, thess consolidated fnancinl stntem ents include two vears of comparative information
for the consolidnted income sntemsent, consolidn ed cnsh flow statement, consolidued statement of recognised
mcome nnd expense, nnd related notes on the finncml datements, with certan exceptions in respect of the 2004
comparntive mformation, m explamed n (n) Complence with Intemational Financial Reportmg Standards
ohove,

Uze of estimates snd sssumptions

The preparation of fmancinl miormaton requires the wee of estmates and assumplions about filure conditions.
Use of available mfommation and application of judgement ore mherent m the fommatbon of estanales. Actual
resulls in the fishare may &ifer from these reported. 1n this regand, management believes that the entical
accounling policies where judgement is necesanrily applied are those which relaie to loan mmipamient, goodwill
impairment and the valoation of fmancial ingtraments (see Critical Accounting Polickes on pages 1110 115)

Further mformation about key assimplions conceming the lufure, and ciher key sources of estimation
uneertainty, are get oul in the notes on these fmancial sifements.

Consaolidation

The consahidated financial statements of HSBC comprise the fmancind gatements of HSBEC Holdings and ite
subsidianes made up to 31 December, with the exception of the bankmg and naimnce absuhanes of HSRC
Bank Argentma, whose fmmncial gatements are made up to 30 June snoually to comply with local regulations,
Accandingly, HEBC wses thew mndded interim Financial datements, drovwa up to 31 December annually,

Mewly acquired subsidianies are consolidated from the date that HSBC gains control. The purchase method of
nccountmg 15 used to nccount Torthe icquisiion of subsidiories by H3BC. The cosl of an scquistion 1s mensured
ut the far vahue of the consideration given af the date of exchange, together with costs directly nftributable to that
acrpistion. The acquired sdentifiable assets, labilites md contingent liabilides are messired af their Do values
ut the date of acquistion, Any excess of the cost of seqaisition over the fadr value of HSEC s shore of the
wlentifiable aszets, babilities and contingent labilities acquired is recorded as goodwill I the cost of acquistion
i less than the fair value of HSBC's share of the identifiable assets, liabilities and contingent lishilities of the
basiness acquired, the difference is recognised @mamediately i the incom e stalement.

Entities that swre controlled by HSBC are consolidated until the dote that control censes,

In the context of Special Purpose Entitics (*SPEs"), the follovwang circum smnces may mdicate arelatsonship in
which, in substance, HSBC controls and, consequently, consolidates an SPE;

+  the activities of the 3PE are being conducted an bebalf of HSBC acconding to itz specific buzmess needs so
that HSBC oblains benefits from the SPE's operation;

«  HSBC has the decision-making powers 1o oblmn the majonty of the benefits of the activities of the SPE or,
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by setting up an *mitopilot” mechmism, HSBC has delegnled these decision-mnking powers;

+  HSBC has rights to obiain the majoriy of the benefits of the SPE md therefore may be exposed to ridks
incident ta the activities of the SPE; or

+ HSBC retaine the majority of the residual or ovnership risks relaed to the SPE or e aseds in order 1o
obtain benefits from ite activities,
All mtra-HSBC transnctions wre ¢laminated on consolidation.

The censolidated financial statements of HSBEC also inchude the attibutable share of the resuls and reserves of
joint ventures and nssociates. These me based on fmancial st ements made up to 31 December, with the
exception of the Bank of Communcations Limited, Ping An Insursnce (Group) Company of Chima, Lanited, and
Industrial Bank Compasy Limited which are incladed on the basis of financial stiatem ents made ap for the nvelve
months to 30 September, These are equaty nccounted three months in amears in order to meel the requirements
of the Group”s reportmg timetable. H3BC has taken into accound chimges m the period from 1 October to

31 December that would have materially affected s resulis,

Future accounting developments
IFRSs

At 31 December 2006, HSBC had adapted all IFRSs md Interpretations thas had been issued by the JASE and
IFRIC, and endorsed by the EU. There are currently mo IFRS# or Interpretations that have been issued by the
T1ASE mnd endorsed by the EU which become effective after 31 December 2006 tht have not been adopred by
HSBC,

Spndards and fnferpretations tawed by the [ASE but notendorsed by the ELT

IFRS 8 "Operating Segmeents’ ('IFRS 8'), which repleces LAS 14 *Segment Reporting” ('LAS 14", was isued on
30 November 2006 and is effective for annual periods beginnmg on or after 1 Jnnuwery 2009, This standurd
specifies how un entity should repont informaticn sbout 85 operating segments, bised on mformation about the
components of the entity thal management uses to mike opermting decisions. HSBC carrently presents two sets
of segments in nccordance with LAS 14, one geographical and one based on customer groups, which reflect the
wary the busmesses of the Group are managed HEBC currenily expects o adopt [IFRE & wath effect from

I January 2009, md will sccordingly present segmental information which reflects the operating segments used
1o make operatmg decizsons of that fime.

IFRIC 10 “Infersm Finnncial Beporting and Impairment’ { TFRIC 10°) was ismued on 20 July 2006 and is
effective for monnd pénods begmning on or after | November 2006, IFRIC 10 stabes that any unparment losses
mecognised m an mierim financinl staem end i respect of goodwill under TAS 36 ‘Tmpaimment of Asssts', or
certgn finmcial assets under LAS 3% "Fmancial Instram ents: Recognition & Meaarement’ must not be reversed
m subsquent nterim or wxnual finescial datements, HSBC wall adopt IFRIC 10 from 1 January 2007, though it
B nﬂ!u:qle:ﬁﬂl 1o have nliplirwmleﬂm

TFRIC 11 *Group and Treasury Share Transactions” {(“TFRIC 11" was issued an 30 November 2006 and is
effeciive for mnual periods begmning on or afler 1 March 2007, IFEIC 11 requires a share-based payment
arrangement i which mn entity receives goods or services as consideration for s own equity-nstruments to be
accoumied Tor as a0 equity -settled share-based payment transaction, regardless of how the equily indrments
required are obtamed. The Interpretation also provides guidanee on whether share-based payment arrangements
m which sippliers of goods or services of an entdly are provided with equity metmimenis of the entity s parent,
gheuld be accounted for as cash-seiiled ar equity-seitled m the entily s finmecial gatements. HSBC applies [FRS
2 “Share-based Payment” in the sane manner as gt out in [IFRIC 11, therefore there will be no impast for HSBC.

TFRIC 12 *Service Concession Armrangements" ('TFRIC 12%) was s=ued on 30 November 2006 nnd is effective
for annual periods begmming on or after | Janusry 2008, IFRIC 12 provides guidmce on service concession
wrangem ents by which a government or other public sector entity grants contracts for the supply of public
eervices (o privale sector operators, IFRIC 12 nddresses how service concession operntors should apply existing
[FR.5: 1o account for the obligatsons they undertake and the rghts they receive i service concession
wrangemeniz. IFRIC 12 = unbkely to hivve a mabersal effect on HSBC,
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Motes on the Financial Statements continued)

Note J

US GAAP
Fuhare accounting developments in respect of US GAAP are sdt ouf on page 433,

2 Summary of significant accounting policles

{a)

)

Interest incorme and expenia

Interest income and expenze for all financial mstrumenis except for those ¢lassified as held for trading or
designated of fair valuwe (other than debt secunities ismed by HSBC and derivalives managed in conjunction with
mch debt securities issued) are recognised in “Inferest income” snd Interest expense” in the moome statem end
using the effective interest method. The effective interest method is mway of calculnting the amortised cost afa
finsmcial asset or a fmacal lability (or groups of financinl sssets or fmancial lisbilitics) md of allocating the
mterest mcome or interes! expense over the relevant period.

The effective micrest e & the rabe that cxactly discosnts estenated fulare cash receipts or peyments through
thie expected life of the financial mstnoment or, where approprinte, n shiorter pertod, to the net curying smoant of
the fmancind asset or fmancial lisbility, When caloulatmg the effective interest mte, HSBC estimates cash flows
considering all contractual terms of the finmciad metrument but not future credit losses. The calculmtion mcludes
all amounts puid or received by HSBC thet are an mtegrad part of the effectnve mterest mte of a finnncial
metrument, including inmeadion costs and all sther premimms or discounts.

Enterest on impaired financial assets i calculated by spplying the original effective interest mte of the fmancal
et to the camying mmount as recuced by oy allowsnce for imparment,

MNon interest inconme

Fee income

HEBC earns fee moome from a diverse range of services provaded io s customers. Fee mncome i@ accounted for
as follows:

= income ewned on the execution of o significant scl is recognised as revemwe when the act is completed (for
example, fees arising from negotiating. or participamg m the negotiation of, a transction for a third party,
such as the armngement for the scquizsition of shares or other securities);

~  income enmed from the provision af services is revognized as mevenue as the services e provided (for
example, asset management, portfolio smd other management advisory mnd service feesk and

= income which form s an mtegral pant of the effective mterest rate of a financial instrument 15 recognised as
an nelpastment to the effective mrerest rafe (for example, certain lomn commitment fees) and recarded m
Imberest income’ (Mode 2a),

Met irading incom e
Met irnding income comprises all gaing and losses from chmnges in the fair valise of financial asses and financial
linbilities held for trading. together with relaied interedt income, expemse amd dividends,

Met Income from finan clal Instrum mis dedgnsted ai falr value

Met meome from fmmcial mstruments designated al for vdue” mecludes all gains md losses from chmges m
the foir sulue of financial nssets and financial linbil#ies designaied al fair vahee through profi or loss. Interest
meome and expense md dividend come ansmg on these financial ingruments se aleo meluded, except for
debt securities igmed and derivalives managed in conjuncion with debt secunties issued. lntered on these
imstruments 15 presented in ‘Interest expense”.

Dividend income

Diividend income is recognied when the right to receive pivment i@ established This i the ex-dividend dage for
equaly Becirities
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Segment reporting

HEBC i organised into five geographical regions, Europe, Hong Koag, Rest of Asia-Pacific, North America snd
Latin America, sd mmages s business through fouwr costomer groups: Personal Fnancial Services;
Commercinl Bankmg, Corporate, Investment Banking and Magkeis, and Private Banking. The masn #ems
reported in the *Other” segment are the mcome and expenses of wholesale insurance opsrabions, cerinn properiy
nctivities, unallocnied mvestment nctivitkes mcluding hsbe,com, centrally held invesiment companics sd
HSBC "z holding company and financing opemtions. Stgment income and expenses inclade transfers between
geographical regions and trunsfers betwern customer groups. These trnsfers are conducted on wm s keagth
terms mnd conditians.

Determination of fair value

All financeal instruments are recognised mitially of fair vahse, The fiair vahee of @ fmancial ingroment on mitial
m:nsnit'l:m 18 rl.lnm'l.nﬂ}' the runsaction prh::. 1L, the fur vaboe of the consideralon Ei\'ll or recerved, In certan
crciumsiances, however, the initeal far valie may be baced on other observable curent market transactions in
the same instroment, withow modification o repackogmg, or ona vidoatjon technique whose variables melade
only data from observable markets.

Subsequent to initind recognitson, the fna values of financial nstrenents menswred o fair value that are quoted in
active markets are based on bid prices for assete held md offer prices for abilities issed. When independent
prices nre not avasksble, fair vilues nre determimed by usmg valuation techniques which refer to ohservable
minrket datn These mclede comparison with stmiler mstruments where market ohservable prices exist,
discounted casly flow analyss, option pricing models md other valuation technigques commonly ased by market
participanis.

For certam dervatives, fur values may be determmed m whole or n part usmg valation techniques based on
nssumplions that me not supported by prices from current marked tnmsactions or obeervable market data,

A number of factors such s bid-offer spread, credst profile and mode] uncertnmiy are taken mto nccoant, as
approprinte, when fair vahes are calenlnted using vahantion techniques,

If the fair value of a financial assel meanred at fair value becomes negative, il is recorded as a financial liabiliy
until its faér value becomes positive, st which time it is recorded as & financial asset, or it = extinguished.
Loans and advances to banks and customers

Loanz and advances to bmks snd customers meclude loms and acheances origimated by HABC which are nat
clagsfied cither oz held for trading or designated st foir vahse. Loans snd schvances sre recegniond when cash is
achvameed bo borrawers. They sre derecognised when vither bosrowers repay their obligations, or the loans are
sold or written off, or substmntanlly all the rigks mnd rewsrds of cvwnenship are trmsferred. They are initinlly
recorded n fuir vabae plus amy directly attributable tremsction costs snd are subsequentlv messred at unotised
cost wsing the effective interest method, bees imprinnent losses.

Lean impairment

Losses for impatred loms are recoen sed prompily when there 8 objective evidence that snpaiment of a loan or
portfolio of loans has sccurred. Impairment losses are caleulated on mdividual loans and on lomns asessed
collectively. Loases expected from futume events, no matter how likely, sre nol recognised.

Individually assessed loans

Al cach balance sheet date, HSBC nssessed on a case-by-case basis whether there is any objective evidence that a
honm is impaired. This procedure is applicd to all accounts that are considered indvidually significant, In
determming impainnent losses oa these loans, the following factors are considered:

=  HSBC's aggregade exposire to the cusomer;

~  the visbility of the cusiomer's business model and their capabaliey to trade successtully ot of financial
difficulties and genernte sufficent cash flow to service debt obligations,

—  the amount and timing of expected receqps and recoveries,
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Motes on the Financial Statements continued)

Note J

- the ldkely dividend available on lquisdation or bankrupicy:

—  the extent of ather creditors” commitm ents ranking abead of, or par pazs with, HSBC and the likelthood of
other credifors continuing to support the com pany:

—  the complexity of determining the ageregate amount and ranking of all creditor ¢ lxims and the extent to
which legal and msumnce uncenaintics are evident;

= the realimble value of security (or ather credit mitigants) and likelthood of auccessful repossessson;

—  the likely deduction of sy coste involved m recovery of amounts cutstanding;

- the ﬂ:ilil:f of the bamawer ta obtum, and moke payments in, the CINTELCY of the loan of not denommated in
local currency; md

= when available, the secondary murket price of the debt.

Imparment loses are ealeulabed by discounting the expected fiture cash Mlows of alom at ds ariginal effecive
mterest rade, apd comparing the resultmt present value with the loan 's current carrving amount. Any loss is
charged in the income statement. The catying amount of impaired lonng on the balan oe sheet is redaced through
the use of mn allovwance account,

Collectively nsvesved Louns
Impasrment ie asecssed on a collective bass m iwo croamstances:

= tocover bosses which have been inowrred but hive ot vet been wentified on loms subject to mdividunl
asseszment; and

= for homogeneous groups of loans that are nof considered indnadually significant.

Jncurred bid not yet idendt Sed tmpai it

Indivicually sssessed loans for which no evidence of loss has been epecifically identified on an individaal basis
are grouped together according to their credie rish charmcteristics for the purpose of calculating o estimaed
collective bose. This milects impairment losses incurred o the balance sheet dade which will enly be indnviduaslly
ilentified in the fumare.

The collective anpainment allovance is det ermined afier taking into nccount

= histoncal loss experience m portfolsos of similar credit risk chrncteristics (for exenple, by mdustry sedor,
loan grade or product];

~  the estimnted period between impagrment occumring and the boss being identified and evidenced by the
estnblishment of m appropriate albovance ngains the ndividoal lom: and

- mmagement™s experienced judgement as to whether current economic md oredit conditions sre such that
the actual level of inherent bosses i likely to be greater or less than tha suggested by historical experience.

The pertod between a loss sccurrng and its identification is estimated by local management for each idemitifed
portiolio.

Homogenscws groups of loans
For homogeneous groups of loans that are not conssdered indivichally significmt, two allemative methods are
used to caleulate allowances on & portfolio basie

~  When appropride empirseal mnformation is avaslable, HSBC utilises roll rge methodology. This
methodology emplovs statistical analyses of historical trends of delmquency md defanlt to estimade the
likehhood that boens will progress through the various stages of delmquency md ultimately prove
irecovernle. The estimated loss is the d@fference between the present value of expected future cnsh flows,
discounted af the original effective inerest rate aof the portfolie, and the carying amount of the portfolio.
Cisrend ecanomic conditions are also evaluated when calculat mg the appropraate level of allovance required
to cover mherent loss. In certain highly developed markets, sophisticated models also tnke o account
behadoural med account management trends as revealed . for example, bankngptey md reschedaling
stalistica
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= In other cases, when the porifolio aize is snall or when imformation = insufficient or not reliable enough 1o
adopt uroll nde methodology, HSBC mdopts a formulaic approach which allocates progressively higher
percentage loss rates the longer a customer's loan & overdue. Loss rates are calaulated from the dise |
expeced future cash flows from a pertlolio.

In normnd circumstsnces, historieal expenence provides the most objective and relevant information from which
0 mesess mberent loss withim each portfolio. In cortam circumsimces, historical los expenence provides less
melevant mformatson aboat the inberent loss m a groen portfolio o the balmce sheet date, for exnmple, where
there have been changes m econamic, regulitory or behavioural conditions, such that the mos recent trends m
the portfolio risk factors are not fully reflected m the statistical models In these cimumstances, sach nsk foctors
are foken ndo account when rlln:hr'l'lg the q_:pupt‘:'.u!: level nrl'rnpni'rﬁlnl nllowmces I:_',' -ﬁui'mg the
mpurment allowances denved solely from hisorical loss experience.

Roll rtes, b rates and the expected timmg of foture recoveries are regulirdy benchmarked agnanst actual
outcones to ensure they remiin apgropriae.

Laun write-offs

Loans (and the related impairment allowmnce pocounts) are nomally written off, cither pmtaally or in full, when
there ie no renligic prospect of recovery of these amounts and, for collateralised loang, when the proceeds from
renlising the security have been recerved.

Feversals of fompalrment

If the ammount of & imparment loss decresstes n a subsequent perrod, and the decrense can be relded objectively
o s event ocouming affer the imparment wns recognised, the excess is written back by reducing the lonn
mmpairment allowance account sccordingly, The reversal & recognised m the income statement,

Aszets acquired i exchange for loans

Moa-finme il assets soquired i ecchange for loms as pant of an orderly realisation are recorded as aseets bheld
for sale and reported in *Ciber assets”. The aeset accaired is recorded o the lower of its faar value (less costs te
eell) mnd the caryimg amount of the loan (net of impasment alloveance) af the date of exchange. No depoeciadion
i charged i respect of aseets bheld for sale. Any subsequent write-dewn of the acquired assef (o fair vahee less
costs to sell is recognised in the income sisdement. in ‘Other opemaling moome”, Any subsequent increase m the
Enir value less costs to sell, to the extent this does not exceed the camulitive write dovwn, i nlso recognized in
“Criher opernting income’, together with any realised gaing or lopses on dispoml.

Renegetlated loans
The Enpainment of personal loans is generally subject to collective assessment. Personal loms whose terms have

been renegodiated are no longer considered past due but are ireated as new loans only afer the minmum
recuiired number of payments required ander the new srangement s his been received.

Loans subject to mdividunl imparment aestsament, whose terms have been renegotisbed, are smibjedt o ongomg
review to determine whether they remam impaired or should be considered post due.

(gl Trading essets and trading liabilities

Treasury bills, debt sequrities, equity shares and short positions in sequrities ane clis=ified o held for trading if
they have been acquined principally for the purpose of selling or reporchasing = the near term, or they form part
of a partfolio of identified financial instnanents that e managed together and for which there is evidence of a
recent patem of short-term profit-taking. These finmcial assets or fmanceal lmbilities are recognised on trde
date, when HSBC enters mio contractual amangements with counterpustics to parchase or sell securities, and are
norm ally derecognised when either sold {assets ) or extmguished (liabilities ). Mensarement is mitinlly of far
wahie, wath ranssction costs taken to the meome sSaement. Sl.lh.ﬂ.'q.lﬂllb_l'. therwr far values are remesaired, amd
all gains and losses from chnges therein are recognized m the meome sadement in “Net tradime mcome” as they
arise.
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Motes on the Financial Statements continued)

Note J

(h) Financial instruments designated st fair value

]

Fmancial instraments, other than those held for radmg, are classified in this cafegery if they meet one or more of
ithe criteria 2el out below, avd are 20 designaied by mmagement. HSBC may designate financial instraments o
Eair value when the designalion:

- eliminates or significantly reduces valustion or recognition meonsmstencies that would otherwise arise from
mensuring finamcinl nseets or financial lisbilities, or recognismg gains and losses on them, on different
hases. Under thie criterion, the mun clneses of fimancinl insnenents designated by HSBC are:

Long-term dobt izzues - The mtered payable on certam fixed mde long-temm debt securities issued hias been
midched with the mierest on ‘recerve fixed'piy varmble' mbered mie swaps s part of o documented interest
rate rigk monng ement strdegy. An accounting misnsch would amse if the debt secunities isued were
accoumted for o amortised codt, because the relaled dermvalnves ore measired al fair value with chaiges in
the fair vabue recognigsed i the income A ement. By designating the long-term debt ai foar vadue, the
mevement m the far valie of the long-term debt will also be recognised in the incoime o abem ent.

Frrancral azsets and financral babulines under rosestent contracts - Lihilities 1o custom ers under linked
comtracts are determined based on ihe fair valae of the assets held in the hinked funds, with changes
recognised in the income satement. Liabilities to customers under other 1y pes of investment contracts wonld
b measured af amartised cost. [fno deagnaion was made for the assetz relating to the catomer lisbilities
they would be clasified as nvailable-for-sale snd the changes i fair valuwe would be recorded directly in
equity. These fmancial instnements are mamaged on & fair vabae basis and management information is also
prepared an this basic

Designation al Fair valise of the financial assets and labilities under nvestment contmcts nllows the chmges
im fair vahags to be reconded in the income stufem ent and presented in the mme lme.

- applies to groups of fmancial assets, financial labilittes or combmations thereof thit are managed. and iheir
performmce evabuated, on o faar vahee basts in accordmnce with a docam ented sk mmagement or
investmeni strafegy, and where mformagion about the groups of finmeial nstraments is reported (o
mmagement on that basz. Under this erifenion, centain fmancial assets hebd 1o meet labilitses under
insirance coniracts are the main class of financial mstrumeni so desagnated. HSBC has documented risk
management and investment strategics designed to manage such assets @ far value, taking mto
consaderaiion the relationship of assets to liabilitics in 0wy that mitigabes market nisks, Reparts ore
provided io management on the fadr vadue of the assets. Fair value measurement i al=o consistent with the
regulafory reporting requirements under the sppropriste regulaiions for these insamnce operakions,

- relates 1o financinl meruments containing one of more embedded derivatives that significantly modify the
caah flows resaliing from these fmancial instmuments, mclding ceriain debt isses md debl securities held

The fur vihie designmtion, once made, 1= rrevocable, Designoted financin aeets smd financial babilities nre
recognised when HSBC enters mto the contractual provisions of the avmgements with counterparties, which is
generally on trde dae, md are normally derecognised when sold {assets) or extinguished (Labahities).
Measurement s mitially al fair value, with irmsadon costs tken directly 1o the income stalement.
Subsequently, the fair vahies are remensured, and guins and losses from changes therem are recoenised m “Nel
meome from finmcial meruments designated af for value". The amount of chmge daring the period, and
cumislatively, in the fair value of degignated fmancial liabilities and boans and sdvences that is attributable ta
chmges in their credit rigk is determined s the smoant of change i the Fadr vallue thal is not miributable to
changes in market conditions that give rise to market risk.

Financial imvestments

Treasury bills, deb securitics and equity shares intended 1o be held on a continuing basis, other thmn those

demignated m fuir valwe (Note 2h), ore classified as ‘wvailable-for-sake” or "held-to-maturity”. Financial

mvestm ents are recognised on trde dute, wiren HSBC enters mio contractual srmngements with counferpartics

1o perchise secunities, and are normadly derecognised when either the secursies s sold or the bormowers repay

their obligations.

(i) Avalable-for-sle securities are intinlly messured o fuir valoe plus direct mnd ineremental trmsacson coste
They are subsecuently remeasured af fGair valoe, and changes therein are recognised in equity in the
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*Availnble-for-sale reserve’ (Wote 39) until the secunities ore either sold or impaired When avalable-for-
sale securities are sold, cumulntive gains or loses preveously recognised in equity are recognised i the
income gatement as “Gang less leses from finameral investments”.

Inderest income is recognised on available-for-sale securities wang the effedine mterest rale method,
cadeulaed over ilve asset’s sxpected life, Premivms mvd‘or discounts ansmg on the purchase of daied
investment secunties are inchuded m the calculation of their effective mbered mics, Dividends are
recognised m the ncome sdement whien the right to receive payment has been established,

At ench balmce sheet dale m assessment ie mude of whether there is my objective evidence of Enpairm ent
in the valie of @ fmancial asset or growp of assets. This usually arises when circumstances are such that m
adverse effect on future cash flows from the asset or group of esels can be relinbly estimaded, If an
available-for-sale security is mpaired, the comulagive loss | mernured as the difference bebween the asset's
ncouisiion cost {met of my principal repayments and amort isation) end s cument o value, less any
impairment loss on thl asset previously recognised i the moome satement) is removed from equity mad
recognised m the income sifement. Reversals of imparment losses e subject to contrsting treatments
dependng on the nature of the instnmment concemed:

— i the faar vadue of o debt instrument ¢laesified as available-for-sale moreases in 8 sbsequent period,
and the mcreast cum be ohiectively related o m event occuming after the imparment loss wis
recagnised in the income statement, the impaimment loss is reversed throwgh the income stabememt;

= impaurenent losses recogniscd in the income statament on equily mstnim ends e not reversed throagh
the ncomie stalement.

{ii} Held-to-msurity mvestments are non-dernvative finmcial assets with ficed or determinable payments and
fixed maturities that HSBC positively mtends, nnd is oble, to hold until maturnity. Held-to-mudurity
investments se initmlly recorded st fngr vaboe plas any directly oftribuinble trapsaction costs, mnd ae
subsequently menred o smontised cost using the effective interest mie method, less vy Enpainment
losses,

Sale and repurchasze agreements {including stock lending and borrowing)

When securities are sold subject to a commigment 1o repurchase them al a predetermined price {“repos’), they
remain on the balance sheet and a linbilaty is recorded in respedt of ihe consderalion received. Securities
purchased ander comm#@ments to sell { reverse repos” ) sre not recognised on the balancr sheet and the
considerntion paid i recorded in “Loans snd sdvances to banks® or *Loans snd advances to customens’ as
approprinke, The differmee between the sabe and reparchnse price is reated as interest and recognised over the
life of the ngrecmend,

Securities lending and borrowing immsactions are generally secured, with collatern] taking the form of secunties
or cash advanced or received. The transter of securities fo counterparties is not normally reflected om the balavce
sheet. Cash collaternl advanced or received is recorded s an weset or a Bability respectively.

Securities barrowed are nof recognised on the balance sheet. I8 they are sold on to thind parties, m obligation 1o
retumm the securities is recorded a2 a tradimg habiliy and measired of fadr valie, and @y gams or losses are
meluded in “Met irading meome".

Derivatives and hedge accounting

Derivatives are recognized minially, snd are subsequently remeasured. al fair value. Fair values of exchange-
iraded derrvativves are obtam ed from quoted marked prices. Fair vahies of over-the-counter derivatives are
obtamed using vahation techniques, including discoanted cash flosw medels and option pricing models

In the normnl course of basiness, the fair value of o derpvative on mitial recognition is the eananction price (that
i, the faar value of the conmideration given or received ). In certain circumstinces, however, the far vadue wall be
based on other observable current market trimsactions o the seme mstrument, without msdification or
repackmging, or on o valumtion technicpe whose vanables mdude only dada from observable markets, mich n=
mierest rade yield curves, option volatlities and currency res, When sach evidence exists, HSBC recognises n
trading gam or loss on inception of the derivative. When unobservable market data have a sigailicant impadt on
the valation of derivatives, the entire indial difference in fair valoe indicated by the valuation madel from the
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Note J

transction price is nat recogniged mmedingely m the income datement bt s recognised over the e of the
transaction on in approprinle basks, or when the inputs became observable, or the trmsaction mmures or s
chosed out.

Derivatives may be embedded in other financial mstruments, for example, a convertible bend with an embedded
conversion option, Embedded denviives are treated ae separe denivabives whien their economis characienistics
nnvd risks are nod clearky s closely related fo those of the host contract: the terms of ihe embedded dernadive
are the same as those of & stand-nlone derivative; and the combined contract & not kebd for uding o designated
at fair valise. These embedded denvainves are mensired uf faur valoe with changes therem recognised 1o the
mecome sl ement.

Dermvatives are classified as sesels when their fair valuee i postive, or ns habilities when their fuir value s
negative, Dervative assets and lmabilities ansing from differens transactions are only offset if the irmsactions are
with the same counterparty, o legal right of offed exists, and the purties mtend to settle the cash flows on o net
[

The methed of recognising fair value gaine and losses depends on whether derrvatives are held for trading or are
designated as hedging instraments, snd if the latter, the naare of the risks being hedged All gaine and loases
from changes in the fair valee of derivatives held for trading e recognieed in the mcome stabement. When
derivalives are dengnaied ms hedges, HSBC classifies them ns either: (i) hedges of the change = foir value of
recagnised smsets or linbilities or finn commitments (*fair vahse hedges”); (i) hedges of the varmbility m highly
probable future cash fows atiribatable to o recopnised asset or lmbility, or n forecns iransmction {*cash fow
hedges' & or (0] hedges of net investments m a foreign operation {'net investment hedges' ). Hedge noccounting is
applied to dervatives designoted =5 hedzgimg instruments m o fur valoe, csh flow or net investment hedge
provided certnm criteria are met,

Hidge accounting

At the meeption af a hedging relationshyp, HSBC docum ents the relatonship between the hedgme metmments
and the hedged llems, s risk management objective and Hs strafegy for undeniaking the hedge, HSBC als
requires o documented assessment, bath af hedge nception md on an oagoing basis, of whether or not the
hedging metraments, pramarily derivalives, thal are used i hedging irmsactions are highly effeciive m affsettimg
the chmges atributable to the hedged rsks in the e values or cash flows of the hedped items. Interest on
designated qualifying hedges is inchaded in Mol mierest income”.

Fair walr hadpe

Changes in the fair vahee of dernvatives that s designated and qualify s fair value hedgmg instnameats are
recorded in the mcome stadem ent. along with chamges in the fair value of the bedged nssets, liabilities or group
thereof that e sitrbaiable to the hedged gk,

i o hedging relationship no longer meets the aiter for hedge accounting, the cumulaive adustment to the
carrying nmouni af the hedged stem 15 amortised (6 the meome stidement based o 0 recaloulafed effectnve
mierest rale over the residunl peried to maturay, unless the hedged item his been derecognised, in which cose, it
i relensed to the income datement immediately.

Cash flow hedge

The effective portion of chunges in the fair vaboe of derivatives that are designated and qualify as cash how
hedges is recognised in equity within the cash flow hedging reserve. Any gain of loss in fair value relaing to an
meffective partion is recognized mnmediately n the income datement

Amounts accumulated = cquity me recycled to the income statement in the periods in which the hedged iem
will nffect profit or loss, However, when the forecast tranenction that is hedged resulis = the recognition of o
non-fmancml asset or & non-fimnc il Bability, the gams and losses previoasly deferred i equity are trandemred
from equity snd inchuded in the mitial mesurement of the cost of the m=et o lsbality,

When a hedging mstnument expires or is sold, or when abedge no longer meets the critenin for hedge nccounting.
myy curnalative gain o boas existing in equity of that fime remams in equity uniil the forecist transaction s
eventunlly recognised in the mcome sintement. When a forecas transaction is no bnger expecied to ocour, the
cumulstive gin or loss thal was reported i equity 15 mmedintely transferred (o the income stalement.

npe
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Mt prvestment hedloe

Hedges of net investments in foreign operafions are accounted for in a similar way to cash flow hedges. A gam
or loss on ihe effective portion of the hedging mstrument is recognised in equity: a gain or loss on the ineffective
portion is recognised immediately in the mcome sintement. Gaing mnd loses accumulaied in equity are mcluded
in the income sabement on the dspom] of the foreign operation.

Hedge effecthveness testing

To qualify for hedge accounting, HSBC requires that af the mception of ithe hedge md throughout its life, each
hedge mus be expected to be highly effective (prospective effectiveness), and demonstrate notual effectiveness
{retrospective effectiveness) on m ongomg basie

The documentation of each bedging relationship sets out how the effectiveness of the hedge i asessed. The
method an HSBC entity adopis for assessmg hedge effectiveness will depend on its risk management stralegy.

Far prospective effectiveness, the hediong mstrument must be expected 1o be highly effecive in offsetting
chimges i foir valoe or cash fows attribatable to the hedged risk during the period for which the hedge s
designated For actoal effectiveness to be schieved, the changes m faar vadue or cash flows mus offeet ench ather
im the range of B0 per cont 1o 125 per cent.

Hedge inetfectiveness is recognised in the income statement in “Net rading mceme’,

Derbvatives that do mot qualify for helge accounting

All gems mnd losses from changes m the fair values of denvaives dhat do ot qualify for bedge aocounting are
recognised mmediately i the income statement. These gains snd losses are reported in Net trdmg income”,
except where derivitives sre mamaged in conjunction with financml mstruments designited of far valoe (other
thim denvidives m-wpﬂ] n ooﬂjl.mdinu with debt secunines inu:dhy the Grmq:}.. m which case g:l'.nl nd
losses are reported in “MNet mcome from Gnmcial meruments designnted of fair valae'. The mferest an
derivalives managed m conjundion with deld securities isued by the Groap which wre designated af fair value is
recognised m “Interest expense’. All other gains and losses on these dervalives are reponied in "Net incame from
financial instruments designaded ol fair value®,

Derecognition of financial assets and liabkilities

Fmancial assets ore derecognized when the right to receive cash flows from the assets has expired; or when
HEBC leas transferred #s contracnial right to receive the cash flows of the fmancial ssets, and either

~  subdgantially all ihe risks wd rewards of cwnership have been transferred: or
—  substantially all the risks and rewnrds hive nether been retnined nor transferred but control is not retnined

Fmmcinl lsbilities ure derecognised when they are extmguished, that & when the obligmion 1s discharged,
cancelled or expires

{m) Offsetting financial assets and financial liabilities

{n

Fmancial assets md fmancial Babilities are offset and the net amoant reparted in the balance sheet when there is
 legally enforceable right to affset the recognised amouants and there is an inlenton 1o setile on a net basis, or
readise the aset and settle the Bability simulaneously.

Subsidiaries, asszociates and joint ventures

HSEC Holdings' mvestments in subssdinnics are stofed a8 cost less any mmpairment losses. Beversals of
mpairmnent losses are recogmised in the income statement if there has been n change in the estimades used to
determme the recoversble amount of the mvestment,

Investments m assoctes ad mierests in jomt vendures ere recognised using the apuity method, ingmbly staed of
cost, mchuding miributable goodwill, and mre adiusied thereafter for the post-acquisstion chmge m HSBC's share
of net meets,
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HERC HOLDINGS PLT

Motes on the Financial Statements continued)

Note J

Profigs on imnenctions between HSBC md its aswocinies mnd joisd venheres are elEninated to the extent of
HEBC's nterest in the respective associndes or joint venhires. Losses are aleo ehiminnted (o the extent of HSBC's
nterest m the assaciates of joind ventures unless the irnsacion provides evidence of an impairment of the asset
transfenred.

(o) Goodwill and intangible assets
(1) Goodwill arises on business combmntions, inckiding the ncquisition of subsidianes, and mterests m jomt
ventures and mociates, when the cost of acqaisition exceeds the far valoe of HSBC s share of the
identifinble naseds, linbilities and contingend linbiligies noquired. By contrast, if H3BC s inferest in the fair
value of the wentifinble wsets, linbilities md mﬁngnl lsabildies of an nn;.l.irld busmess s greafer than the
cost af acquisition, the excess 1s recognised immediately m the moome sisement.

Intnngible assets are recognised separately from goodwall when they are separable or arise from contractual
or cilier- Beggal pighite, sl thieir nir vk con. be smemssred relinkly.

Goodwill iz allocated to cash-genernting units for the purpose of impaarment testing. which i andertokon at
the bovwest level it which goodwill iz monitored for internal m anagement purpeses, Impainment lesting ia
performed mi least mpually by comparing the present valee of the expected futire cash flows from a
busimess with the curying smoant of #s pet aesets, mcluding atributable goodwill. Goodwill s stnted it cost
less mooumulated imparment losses which are charged to the income statement,

Geoodwill on acuisitions of interests m jomnt veniures mnd nspociates 8 mchided in “Interests m assocines
mnl joint ventures'.

Al the date of disposad of a business, altributable goodwall is mchided n HSBC's share of met nssets m the
calculation of the gain or loss on disposal

(i) Intongible msets mclwde the value of m-force long-term marmice busmess, computer soflware, trade
names, morigige sericmg rights, cestomer hids, core deposit relationships, credit cand customer
relatianships md merchant or other loan relationships. Intangible assets are subjed lo impadrment review if
there are events or chmges in crcumstances that indicate that the carrying amount may nol be recoverable.

= Inpamgible assets that hove an indefinite useful life, or are nol yet ready for use, are tested for
mpairment annually, This mpamment tesd my be performed at any tme durmg the year, provided it =
peerfommed o the same time every year. An intangible assel recognised during the cument period is
teated before the end of the current year,

- Intengible msscis that hove s fnite wseful life, except for the value of in-force bong-4enn inRuranse
business, we stabed ot cost less mmortisstion and accumulnted mpunnent loses md wre amortised over
their estumated useful lves, Estimated wseful life is the lower of legnl durstion wed expected useful life,
The mnartsation of morgage servicmg rights 1s mehaded wathin Net fee mcome*.

For the accounting policy governing the value of in-force bong-term msumnce business see Note 2{x)
{ni1} Intamgible msets are amortised aver ther fine useful lives, generally an a strught line basiz, as follows:

Tradenmnes 10yaes

hMottgage servicng nght etwrenn 5 and 30 yexr
Furchaped softwars batwream 3 and 5 yoars
Intermilly ganeraied sollw e Getmrem 3 and 5 yors
Custormenimardant relaonships bebwren 3 andd 10 years
Otingr perwraly 10 yewrs

{p} Property, plant and equipment

Lund md butldmngs sre stated at historical cost, or fuir vaboe af the dute of trmsition o IFRSs {"deemed cost'),
bess mny impoarment losses and depreciation calculafed to write ofthe mswets over their estimated useful lives as
follows:

~  freehold land is not deprecinged;

= freehold buildmgs are deprecinted o the greafer of two per cent per mmnwm on a siraighi-line basis or over
their remaming seeful lives; and
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= lemsehold buildmgs are deprecinted over the mmexpared terms of the lemses, or over their remnming wseful
lives.
Expaigren end, fitures and finings (inchidmg equipment on operaing leases where HSBC is the lessor) are staded ai

cost less any imparment losses md depreciation calculbsted on a siraighi-line basis to wrie off the msds over
thieir useful lives, which nan to a maximum of 35 vears bt are genemally between five yemrs and 20 vears.

Property. plant md equipment is subiject to @ impaimment review if there are events or changes in circumstances
which indicate that the carrying nmount mugy not be recovernble,

HSBC holds certam progertics as myvestments to cam rentals or for capital appreciation, or both. Invegment
pn:phﬁu are included in the balance sheet al far value wath :l!.mgél therein re:l:g;uimd in the income stalement
m the period of change. Far vidues are determimed by mdepeendent professional valuers who apply recognesed
vilaation techniques

Finance and operating leases

Agrocments which transfer to counterpasties substmtially all the rsks and revards incidental to the ownership of
assels, bat nof necessarily begal vitle, are classified as finance leases. When HEBC is a lessor under finmoe leases
the amounts due ander the leazes, after deduction of unesned charges, are included in “Loans md advances 1o
banks® or ‘Loane snd sdvances to customers’ 5 appropriate. Fmance income receivable i recognised in Net
mtereat income” over the periods of the leases go ms to give 0 constant mbe of retum on the net investment in the
lenecs

When HSBC i a lessee under fmance lenses, the lensed nssets ore capitadised and meluded m “Property, plont
and equipment” md the commesponding linbihty to the bessor i meluded m “Ciker habilities", A fmance lease and
ita corresponding linbil#y are recogn ised initially o the fair vabae of the neset of, if lower, the preseat value of
the minimam lease pements. Finance charges pavable sre recognised in DNt interest income ' over the period of
the lemse based on the mterest mie implicit in the lense 20 0= to give 8 constud mte of mlerest on the remuining
balmce of the lmbality,

All ather leases are classified ns operaing leases, When acting as lessor, HSBC includes the asors subject 1o
operaiing beases i “Property, plant mnd equipment® md accounts for them sccordmgly. Impairment losses ane
recognised 1o the extent that residunl valies are not fally recoverable and the camymg value of the equipment is
therehy impaired When HEBC & the lessee, leased assets are nod recognisved on the balance sheet. Fentals
payable snd receivable under operniimg leases are accounted for on a gmight-lme basis over the periods of the
leases and are included in "Gemernl and admmistrdive expenses’ and *Ciher opemling mcome” respectively.

oo i tax

Income fax on the profit or boss for the year comprises current ta s d defemred tax, Income tax is recognised in
the income sntement except fo the extent that it relates 1o tems recognised direcily m shareholders’ equity. in
which case it is recognieed in sharcholders” equity.

Current tax 15 the tix expected 1o be payable on the tixable profi for the yenr, calculaled usmg tax rales enacled
or sibstantively enacted by the balance sheet date, and any adjustment to tax payable m respect of previous
years, Cusrent tax assets and Habalities are offset when H3BC intends to settle on anet bases and the legal right
o affiet exisge

Deelerred taee is recognised on tempornry differences between the carmying smounts of sseets and labilities in the
babance sheet and the amounts atiribated 1o such assels snd Liabiliies for i parposes. Defermed tax liakilities are
wenerally recognised for all imxable temporary differences and deferred tax assets are recognised 1o ihe exient
that it is probable that future incable prafiis will be available agaamst which deductible temporary differences can
e atillised.

Dreferred tam is caloalobed ueng the to rtes expected to apply m the periods i which the nesets will be renlised
or the lisbilities settled, bused on tax rates and lows enacted, or substantively enacted, by the balance sheet dute.
Deeferred e assets md Dabalites are offset when they anee in the sme tax reporting group and relade to income
taxes bevied by the smme taxatbon suthority, and when o legal right 16 affset exists m the entdly.

Deeferred tax nhl'nsm achanal 5!‘!1! and losses on pcuvtn'lplnmm! benefis 18 rlm;ni.:d d:'r:l:ll‘_l\.- m npi:.-.
From 1 Janumy 2005, deferred tax reling 1o for value remeasurement of available-for-sale mvesments and
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Motes on the Financial Statements continued)

Note J
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cieh flow hedgmg ingniments which are changed or crediled directly to equity, is als credited or darged
directly to equaty and & subsequently recognissd in the meome datement when the deferred fair vabse gain or
boss & recognised i the income stafement

Pengion and other post-employment benefits

HSBEC cpernies o mumber of penston md other post-emplovment benefit plans throughout the world. These plas
michebs both defined benetit md defined contribution plans and vanous otbier post-cmployment benefits such as
post-cmployment health-care,

Payments to defined contribution plans mnd sate-manmged reteement benedit plans, where HSBC' s obligations
under the plans are equivalent to a defmed contribution plan. are chrged 55 an expense & they foll doe,

The costs recognised For fandimg defined benefit plans are determined using the Projected Unit Credit Method,
with annual acuarial valualions performed on each plan. Acnsoarial dfferences that arise are recognised in
chareholders’ equity and presented im the Stalement of Recognised Income and Expense m the persod in which
they arise. Past pervice costs are recognised mmedsately 1o the extent that the benefits hove vested, and are
otherwise recognised o o stradghi-lime bagis over the average period until the benefite veat. Carrent service coats
nnd any past service coste, together with the unwmding of the discount on plon liabilifies bess the expected retum
on plan xssets, are charged to opemibing expenses.

The defimed benefit linhility recognised in the balance shed represents the present value of defined benefil
ohligasons sdjusted for unrecognised past service costs and reduced by the fair valae of plan assete. Any net
defined benefit surplus is lim#ed to unrecognised past service costs plus the present valoe of available refunds
and rechsctions i future contributions to the plan.

The costs of providing sther defined post -emplovment bemefite, soch us post-emplovment health-care, are
axcounied for on the ssme basis s defined benefit pension plans,

Equity compensation plans

Shares swarded 1o an employee on joming HSBC tha are moade svallable mmedsately, with no vesting period
attached io the award, ore expensed immediadely. When an mducement is avwarded to o emplayee on
commencement of employment with HSBC, md the employee must complete a specified period of service
befiore the indacement vests, the expense is pread over the paniod (o vesting.

The expense of share options is recognised over the vesting period, and 1= determmed by reference to the fair
wvalae of the optione on grant date, and the effect of any non-market vesting cond#tions mich as option lapaes An
option may Iapse if. for example, sn employee ceases (o be employed by HSBC before the end of the vesting
period Estimates of fiure smich employee depatares are taken into accounl when accming the cost durmg the
service period

The expense relaiing to shares mvirded s bonuses m respect of pistd service, by which an employvee s required
1o complete n gpecilied period of fubure service to be entitled to the award, 15 gread over the period of service
rendered to the vestmg date.

The compensation expense charged to the mcome satement i credited (o the share-based pamyment reserve over
the vesting period of the shares and options. If swands of shores md options lapse during the vesting period due
1o an employee leaving employment with HSBC, the charge fo date is reversed to the moome stalem end. If an
wwrd lapses dae 1o m emplovee lewving aplan but not employment with HSBEC ar due to HEBC cancelling or
modifyving a pln, this i= acoounted for az an acceleration of vestmg with full immediate recognition of the
outsianding chamge in the income statement. If swwmrds of shares or options lapse after they hve fully vested, the
amoint in respect of the mward charged to the share-based payment reserve is rangferred to retained samings.

Foreign currencies

Bems meluded in the fnanciad gatements of ench of HEBC s entties are mensured usmg the currency of the
primary economic enviroament in which the entity operates {‘the functional cumrency” ). The consalicated
financial statements of HSEC are presented in US dollars, which is the Group's presentalion currency.

Trmsaclions in fareign currencies are recorded in the fmctional currency at the mie of exchange prevuling on
the date of the rusaction. Moaetwry msets ind habilities denammated in foreign cumencies are irmslated mio

14
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the functional currency o the rale of exchimge nulmg of the balance sheet dute. Any resullmg exchange
differences are included m the income statement. Non-monetary nssets and habilsties that are measured of
histerical cost in a foreign cumrency are translated o the Munctional currency nsing the rate of exchange al the
date of the mnitial transaction. Noa-monetary sssets and liabilities messared al fosr vahie m a foreign carrency are
transdated mio the functional currency asing the rate of exchange af the date the fair valoe was determmed. Any
exchange componeat of a gnin or loss on a non-monedary iem is recognised directly in equity if the gain or loss
od ihe nonamonelary ibem is recognised directly in equity. Any exchange component of n gadn or los on a nan-
monetry gem i recognized directly in the mcome sisdement if the gain or loss on the non-monetmry gem is
recognised m the income safement,

In the cansolidated finmeial !In!ﬂnmll.ih: msels, im:hd:'mg reluted lg.d-udwi“ where q:npli:ﬂﬂr. ind Habalities of
branches, subsidiaries, joml ventures and associabes whose fundtional currency 15 nod US dollars, are translated
mlo the Group®s presentalion currency o the rale of exchange raling af the balance sheet date. The results of
branches, subsidiaries, joint vemtures and associates whose functional currency is nod US dollars are traslated
nte US dollars af the sverage rates of exchange for the reparting period Exchange dfferences arisimg from the
retrancelation of opeamg foreign camency aet investments, and exchange differences arising from reiranslation of
the reault for the reporting period from the average rade to the exchange rmbe prevailing o the period end, are
recognised i equity m the ‘foreign exchonge eserve”. Exchonge differences on @ monetsry #em that is part of o
net imvestment in & foreign aperation me recognised in the income datement of the sepamde fimanciol Autements,
In coneolidated finmncial safemnents these exchmge differences are recognised i the foresgn exchonge reserve in
shareholders' equity. On disposnl of o foreign operation, exchmge differences relnting thereto and previously
recognised m reserves mre recognised in the moome gatement.

Provizions

Frovisions are recognised when it & probable that m oatflow of econoamic benefits will be required to sentle a
current begal or constructive obligmtion s aresult of past events, and a reliable estimate ¢ be mude of the
amoient of the obligatbon,

Contmgent linbilitses, which include certnm gusrmtess md letters of credit pledzed as collateral securnty, are
possible obhigations that arise from past events whose exigence wall be confimed caly by the occurrence, or
nom-occurence, af one or more uncerain future events nol whaolly within the conirol of HSEC. Condingent
hahilities are not recognised m the finmncinl datements bt nre disclosed unless they are remote.

{w) Financial guarantee contracts

[E5

Linbilities under financial gonrmices contracts which o pol clessifeed s msurance contrcts, ae recorded
mitinlly of their fur value, which 15 generally the fee received or receivable. Subsequently, the fmancml
guarinies hiabilities are mensured af the higher of the intind fair value, less comualative smortisation, md the
best edenme of the expendiure required to setile the obligabons

HSBC Holdings has issed fmancial guamntees to otler Group entities. Where these gumantees have been
clissfied s inarance contracts, they are measured consistently with insrance labilities,

Insu rance contracts

Through ite msurance subsidiaries, HSBC ismes contracts o cuftomers tha contaim insrmce risk, finmeial sk
or a combination thereofl A contract under which HSBC accepts significant inmurance risk from snother party by
agreeing o compensale thal party on the ocoumrence of & epecificd uncermin fishare event, iz chnssified as an
msumnce controct, An inmrance contract may also tansfer finmncial risk, but i= accounted for as @ inmmace
coniract if the marmoe nsk i significant.

Insurmce contmets are sccounted for as follows:

Premilums

Gross insurmce premmumes for non-life inminmoe bumness are reported as mcome over the term of the nsurmce
cantracts based an the proporiion of risks bome durmg the accounting period. The uneirned prembim (the
propartion of the business underwriiten in the accounting yesr relating to the period of risk afier the balance
sheet date) s caloulaled on a daily or monthly pro rata basis.
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Prem mim s for life msurmnce contmets are accomied for when receivable, except in mnit-linked msumnce
contracts where premiums are accounted for when linbil#ies are establighed.

Remsuramce premivms are aocounted for in the same accounting period as the premiwms for the direct inasrance
caniracts io which they relate.

Clakm s and relnsarance recoveries

Giross insermsce ¢lnims for non-life inmirsmce contracts include paid claims md movem ents in ouistEnding
claims lisbilities.
Ciroes inmirmnce ¢ lams for life maurance contrad s reflect the total cost of clums ri::iug &:rin‘g the edir,

meliwthng clumn handling costs and any polscyholder bonuses allocaded in mticipaton of alboaus decloration,
Claims ansmg chirfing the year nchide matisrities, surrenders and death elabms.

Muturity claims ame recognised when due for payment. Surrenders are recognived when paid or at an earlier date
on which, followmg notificalion, the polscy censes to be inchuded withm the cabculaion of the related insurance
Babilities. Deah claims are recognized when notified.

Remsarmce recovenes are accounted for o the ssme pericd as the related ¢lnam,

Lishillties andor Insurance contracis

Cutstanding claimz liabilitses for non-life inPurmnce contracts are based on the estimated ultimate cost of all
claims moumed but not setthed af the balmce sheet date, whether reported or mot, logether with related claim-
handling costs and & reduction for the expected valee of mlvige and other recoverics, Linhil#ies for claims
mcarred but ned reported are made on an estim ated basis, wsing sppropriste stntitical fechnigaes.

Linbilities ander mon-binked 1ife insurance controcts are calculnted by each life msunmce operation based on
kocal schanrial principles,

Linbilities under unid-lnked 1ife msurmnce contrscis are of least equivalent 1o the surender or transfer value
which 15 calculated by reference o ihe value of the relevmnt nnderlying funds or indices.

Present value of in-force long torm insnram ce business

The value placed on insurance contracts thal are classified & long-term insrance busmness and are in force o the
bakance cheet dale is recognised as an assel,

The present value of in-force kong-temm insursnce msiness is determined by discounting future cash flows
expected fo emerge from busmess cumently m force usmg sppropriate tsumplsons @ a=sessmg fnctors such o
future mortality, lapse raftes and bevels of expenses nnd a nsk discount rate that reflects the risk premiam
aftributnble to the respectve long-term msurmce business. Movements m the present vahse of m-force long-term
msurmnce business are ncluded in *Other operatmg moome” on o gross of 1w basie

Investrment contracts

Cudomer Habilities under non=lmked and un-lmked mvestment comtmcts und the linked fimancinl seets are
designated of fuir valie, and the movements in fuir vahie ane recognised o the meome satement n “Net moome
from fnancinl invedments designated & fur value'. Premmms receivable and mmounts withdron are sccoanted
for s increases or decrenses in the Bability recorded m respect of mvestment contracts

Linbilities ander unit-linked investment controcis sre of least equinalent to the surrender or rmsfer value which
i cuboulnted by reference to the value of the relevant underlying funds or mdices.

Investment management fees receivable mre recognised in the income stntement over the period of the provision
of the mvestmeni mansgement services, in Wet fee imcome’.

The meremental costs directly related to the scquisition of new mvestment confracts or renewing exigmg
mvestment contracts are deferred and amortised over the period during which the mvestment mmnagement
sirvices e provided.

e
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{z) Dwebt securities issued and deposits by custormers and banks

Fimancial liabilities sre recognised when HSBC enters into the contraciual provisions of the srangements with
counterpanics, which iz genemlly on rade date, and mitially measwred s fair valae, which iz normally the
consideration received net of directly sitribatable trmsaction coste meumed. Subsequent messurement of
finmncind linbilities, ciler thm those mensured o far value through profit or loss md finencinl gosrmniees, &= ab
amartised cosd, using the cffective micresd méc method to nmorise the difference befween proceeds net of
directly atributable transaction costs mnd the redemption smount over the expected life of the debt,

{@a)Share capital

Shares are clussified s exquity when there is no contractual obligation to trnsfer cash or other finnncinl wssets.
Incremental costs direct by attribatable to the iemoe of equity mstraments are shown m equity as a deduction from
the proceeds, net of tax.

HSBC Holdings ple sliares held by HSBC are recagnized in “Tatal shareholders™ equity” as a deduction from
retain ed carnings until they ore cancelled. When such shares are ssbeequently sobd, reisrued or otherwise
disposed of, any considerstion received iz imchided in *Total sharehobders® equity ™, net of any directly
mitributable merementnl transaction costs and relaed moome tam effecis

{ab)Cash and cash squivalents

For the purpose of the cash flow stdement, cash mnd cash equivalents include highly liquid investments that me
readily convertible to known amounts of cash and which are subject to m insignificant risk of change in vakie.
Such investments are normally those with less than three months” muharity from the date of scquisition, mnd
inchacle cash and balances a central banks, trewury bills and other eligible bills, loans md advances to banks.
items in the course of collection from or m trmsm ssion to other banks, and certificntes of deposit,

3 MNet income frem financial instruments designated at fair value

Net invcome from financial instruments designated o fair value icludes:

all gnins and losses from changes m the far value of fmancial assets and habilities designabed af fair value,
mchoclmng luabilities under mvestment contrces;

ull gnans snd losses from chunges w the far value of dervatives that are managed m conpanction with finascial
nmets and linbilities designated af fur value; md

interesl income, mierest expense and dividend income i respect of:

= financial nssets md labilit s designated o far vabie; and

~  derivatives managed in conjunction with the above,

excepd for interest eqpenst arisng on HSBC s izsued debit securities, ogether with the interest elament of
derivalives mmaged in conpunction with them, which are recognised in “Inberest expense’.

006 2005
USEm I=tm
Het incormed ey snamg on
= frnencin] preets held to reeset lubilises under marsns md pwegment contrects 1,552 1,7
= ghher fmancesl assels demgrafed ol furvalue 2117 i
= derwiie'es mamaged moon)unchon with fnancm ] eees dengnated ol far vakie 57 17
183 18
= liabalgies b ausomers ander e astment contrads {100 €112
- HERD's ussued debd seamrines’ {rlers ] 1,795
= dermilly = managed moonjuncton with HEBC' 2 1saied dobl secunitees 242 CLIFD
- other financal lubibties dengrated o fior vahe 125 D
= dermame maragel g conjunction with other finsncial habdities demgrated it
{airvalise [1§] 2
{1,168 BT
et mcceme from fnancal sctaueents designated o (e value 657 1034
nr
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HERC HOLDINGS PLT

Motes on the Financial Statements (cominued)
:';F;:us o, 5 a-r;'.f;

1 G el g o charges #n ther i vl o ISERRC S ianandd ol sdcraritiars sy i from charmges m SEERCT ower cred i rasik I
xS, HEEC mecogrused a LEL2R2 milion loey ovt chemges it Jair valur ofthese marnomwns areung fom cherper m HESC Y cum
crde rek FX0 Y [oee LSS R mrallear).

4  Met earned insurancs premiums

Investrent
comiracts with
Life Life dilscret lomary
Nani-1ife I ramce nsranoe participstion
Ensirance e linkedy (linked) Testures Toeal
TS5 LSS USEm USEm TS5
D0
Trogs writhe) prepams 1824 3540 a4 B &0
Mowernant in uhesrned pramams 12 L4 [14] - 135
Trigs earmesd prenming 1046 b /47 B8 GASE
Orogswrilles phanars oeded 10
T MR 27 (S H] - 7
Esingirery' frars of revanat o
urrsmad preTdLEnS [e8 - - - [E8
Remnaurers’ dhure of proo eemed
| PETILETE [ k] 274 {14y = BT
Het exrned mourmnoe premuums 1447 1,380 fian ) # 2 o
2005
Tross whiten poamaime 1,34 1441 TEE 12 6,583
Mowereant in LI'I-".'I'F’.-F‘H"IIHII‘# [rFsT] F L] = Pkl
Oros: sEnsd pramanms 2,13% 3443 338 12 5153
Groszwriten premmrme ceded 1o
FeEmnIers CATE a2m el 7] - Lekl-]
Foamzurers’ share of movarant m
urrsmad premeuns [24] = = = ]
Reemsurers' shars of gross esmed
e AL [rini] (k] - 186
Net sarned msuranoe pramiams 1720 3,168 53& 12 548
5 Net insurance claims incurred and movement In policyholders” Rabilities
Isvestrment
engArscts with
Life LiEe s ret o ry
o -1ife i ranoe nrEE participstiomn
e ranoe {noe- lnked) {linksd} fewinures Totsl
USSm TS TSEmy TSEm UESmy
S0
Claims, berefits snd surrmders pid | e [ | fl4 [ | o5 | - E | 0%
Telowermant in hshalgie 1 2 5] & 2B
Groes ¢l moared and movaren o
Tabihimg D 1021 1,146 & 5077
Reemaurers” dhare of clame, benefits and
auranders pad 22y (1% = [r]
Foemnsurers' thure of movarsnl o
Emakalile F1d 4 2 - =}
Remsurers' dhare of dume moumed and
e on isdalibies amh =06 11 = a6
el maaranor daims moumed mwl
moearnmt n polyholdes
Biakililees TH 2813 1,157 [ 4,70

ne
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Invetamant
Siniracts wih
Lile daveretionary
Hoo-lfe  Life irenxraeee Lot paricipation
[Laf {rors- Linksed) (lnioed) leatures Tolal
Usim uUzim r2dm USEm Uzim
o
Cluzne, benelis and aaremder pad | 9&::” a2l | sﬂ“ -” 1,544
b ameird o Laaba iz T2 1,483 445 & 2,208
Grosz clarns masrmed end movement m
lanbi kit ies 14034 2504 BIZ ¥ 4,153
Penamers thare of clapre, bereedits mnd
narenders pad (lag) CLILY (112 - (268
Fegoamers thare of rowamnas B
|t e 3 151 44N = 162
Hesearers' share of clawre irvaomed and
mewerment = lnbalthes {18y =0 [k - ]
Hel innerarvos ¢laims traamred and
mecweenend. = pohcpholias’
|mai bk 4 ] TH & i (T
Net operating incomae
Net operating income i3 daled after the followng diems of mcome, expense, gains and losses:
e 2005
U5Em TS
Inceame
Inberest recognised oo enpared francial azel: = 1
Fees samed on finarcial snoets or Lisbiltes piot hald for trading por desipnabed of B valee,
cthesr than fees included in effective mberest rale caloulalsors on Hyese Bypes of szsebs and
Lanbi ke 11,182 077
Fees mmed o trust and ofher G ducary ade ties where HEBC bholds or mmress assets
betmlf of iz astomers b a2
Income From hided mvestments! i LA
Incorme from unlisted 1 ecrnents! S1m 00
Expemw=
Inderest on fmancal meruments, excliding misred on Branaal lsbalses beld for tradmg
or dengnated at fur value R 1% ZEaIT
Fees payable on francial aspets or Jubdldies oot held for tradmg nor desgrated of forvalue,
cther than (st included i affectivs nberest rade caloulalaont on Hhepe types of sttets and
|zl Bt {LE2E) (135
Fes payabile nelating 1o trust and other fiduciary activities where HEBT holds o mwests
roel on behall of it custommns (108 236
i (hores )
Jam Alom) on dipoml of petlemend of loans and acvances - (=4
Hel urganrenend kst on boand and advances (10847 (7060
Het {icharge)reverm| of impairment fllowmncer morespect of svatishle-for-mbe fnancis] pvetments
(2 42
3ams on disposal ofpr\apct?.pdmtmﬂoq\upn.qtlnd.nmquu! vt k-1 ] Toa

1 Mo from lsied dneesments of 3/ Docember X004 was USRS 188 mollion.
2 fncome from urelted rroetments of 51 Docember 2004 wor D53 120 mudfilion,
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MENC HOLDINGS PLE

Motes on the Financial Statements (cominued)
proey

7 Employes compensation and benefits

2006 i 2004

US%m U53m FEdm

Wages and malares 16,186 14,008 1274
docal sy oodds 1,184 1072 "
Fod-arnployment beanelis L1x 1,063 1176
18,50 16, k43 14,523

The avernge mumber of persons employed by HEBC during the yer vwas as follows:

1] s 2004

fredatad} {restator]
Europs 1M Ll ] A5
Heng Fong 27258 g 25,000
Eag of Asm-Fanfic Lo S0, eirs 3720
Horth rnerce 57654 51518 47832
Labie Arnerca o) AT ]
Tetal e 197 245 205 2144727

1 I 208, Moo and Paveswes were seciassifiee from the North Amenion segeet fo the Latwr Amerea segmers, Comparatne
amformation has b rectatnd gocondegly. St More 23

Past-employment benefit plans
HEBC pension plans

HEBC operates some 166 penzion plans througheut the world, covening 76 per cent of HSBC's employees, wath a
total pension cost of 1551088 million (200%: US51.007 million; 2004: US51.111 million). of which TS5668 million
(2005: USE546 million; 2004: USS48S million) relates o plans outside the UK.

Progressavely, HSBC has been moving to defined contribation plans for all new employ ees. The penision cost for
defmed contribation plams, which cover 35 per cent of HSBC s anployees, was USE56 million (2005:
1185385 million: 2004: USS351 million)

Bath H3BO s and, where relevant and approprinte, the imsiees’ bang-term investment olyjectives for defmed benefie
plams are:

s 1o lmit the risk of the assets fuiling 1o meet the lisbility of the plans over the long-term; mnd

*  po maximise relums consistent with an acceplable level of risk 2o as to control the lang-term costs of the defined
emefi plans.

Bath HEBC md, where relevant and sppropriate, the trustees, consider thial the mvestment policy should be
consistent with meding ther mutsal overall lomg-term mvesiment objectives. In pursui of these long-term
objectives, m overall benchm ok i egtablished for the allocation of the defined benefit plan assets batween asel
classes In addition, each permitied agset ¢lams has iz own benchmarke, such s stock market or propeny valuation
indlices and desired levels of owt-performance where relevant. This ie intended 10 be reviewed ol least triennially
withim 12 months of the date o which the actuaninl valuation i made, or more frequently if ciroamstmces or local
legislation so require, The process generally involves sn extensive ascet smd linhility review,

The Group’s defined benefil plins, which cover 41 per cent of HSBC's employess, ave predommantly funded plans
with meets which, m the cse of most of the larger pling, sre beld m trast or similar funds separate from HSBC. The
plans are reviewed ol lenst annually or m accordance with local practice and regulations by qualifbed actuaries. The
actusral assumptions used to calaslate the defined benefit obligations md related cumrent service costs vary
according ta the econsmic conditions of the countries in which they are sitnated.

The borgest plan exists m the UK, where the HSBC Bank (UK ) Pension Scheme covers employees of HSBC Bank ple
e certasn other employees of HSBC. This pln comprises a funded defined benefi plan (*the principal plan®) which
i# closed, and a defmed contribution plan which was establiched on 1 July 1996 for new emplayece. In 2006, HSBC
nnd the Trustee of the princspal plan asgreed to change the investment simiegy in order to reduce the investment risk.
This invahed switching from o lrgely equity-baeed siraegy to n stmtegy langely based an holding bonds together
with amore diverse moge of investmente. Al the same tEne the principad plan enbered into swap ammngements

120
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wherely the principal plan & commiited to muking LIBOR relafed mierest payments m exchange for csh flows ped
into the plon, based on a projectson of the future benefit poyments from the principal plm. The asset allocation for the
new strafegy B

o

Equstien 125
Bonds 9o
Altemstre nssete! 125
Froperty 100
Cachy 154
—

1 Aliemator serefr sichake smergogy market bords, oo, ol irgfrost mucture mimefs.

Al 31 Decoinber 2006, significant progress had Been muade toavands the new atrabegy and swap srmpements wefe in
place.

The latest actuarial investigation of the principal plan was made a8 31 December 2003 by C G Smger, Fellow of the
Institnte of Actuarics, of Watson Wyatt Limited. A1 that date, the market value of the HSBC Bank (UK ) Pension
Scheme's nesets was USS18.072 million (inchidang assets relating to the defined benefit plan, the defined
contribustion plan, and sdditicon] vohaninry contribation: ). The market value of the plan assds represented 8% per cent
of the amount expected to be required, on the basis of the asaumptions sdopted, to provide the benefits sccrued to
memibers after allowing for expected futuere increases in camings, nnd the resulting deficit amcunted to

/552,065 milliva, The method ndopted for this mvestigntion was the projected unit method. The expeded cash flows
from the plan were projected by reference to the Retnil Price Index (*BPI") swap break-even carve at 31 December
2005, Salary increases were assumed Lo be | per cenl per mnnum above RPL and imflationnry pension increases,
subject to a minimum of 0 per cent and a matimum of § per cent, were assumed to be i line with RPL The projected
cash flows were discoanted af the LIBOR swap curve of 31 December 2005 plus a margin for the expected return on
the investment sirsfeey of 110 basis points per anmuim. The mortality experience of the plan's pensioners over the
three year period since the previous valuation was analyged and the mortadity assumption st on the basis of this with
allewances for medium cohert improvements on the PAS2 series of tables from the valuation date.

In andicapation of the resulte of the 2005 investigation, on 22 December 2005 HSBEC Bank ple made an additional
contribution af U551, 746 million te the principal plan in order to reduce the deficit of the plan. Following receipt of
the valeation resulte, HSBC agreed with the Trustee 1o meet a schedule of additsonal fubare fonding payments, as sel

ot below:

r=im
007 S
2 M
2013 13
4 213
HERC conspders that the contributions =el out above are sufficient to meet the defiar s s 31 December 2005 over
the agreed period

HSBC alko decided 1o moke ongong contributions 1o the principal plan m respect of the acorunl of benefits of
defmed benefil section members o the rae aof 36 per cent of pensionable salories from 1 January 2007, undil the
completion of the next actusrial vabustion, dae o 31 December 2008, During 2006 HSBC paid contributions at the
rate of 20 per cent of pensonable salaries. A funher 2 per cont of pensionoble salaries s bemng paid aver the period
1 Janwary 2007 1o 31 December 2014 1o make good the difference i coatributions daring 2006

As past of the 31 December 2005 vahsation, calonl stions were also camied out as 1o the mmount of nssels that might be
needed fo meet the liabilities if the plan was discontmued and the members’ benefits bought ot with o naamsce
company {although in practice this may not be possible for a plan of this size) or the Trustee contineed to nm the plan
without the support of H3BC, The amount required under this approach is estimated to be T3526, 700 million as = 31
December 2005, In estimating the solvency posstion for this puspose, a more pradent assumption shout future
morialdy was made than for the issesanent of the angomg posttion and il wis asaimed thit the Trudee would alier
the investment strategy 1o be an approprimely matched portfolie of cash and mterest and inflati on swaps. An explici
allowanee for expenses was also incloded.
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Motes on the Financial Statements (cominued)

Nater 7

The benefits pmvable from the defined benefd plan are expected 1o be i shown i the chart below:

Bemefit payvments (US$m)

F L]

1,800

:: .._...u.rJ__N.u-uummuuuammu-_
bssod IO 4 ~

oo ;‘F \\

Ef’ ——
. iz,

M k) R o2 ol M

In Hong Kong, the HSBC Group Hong Kong Locad Staff Retwement Benefit Scheme covers employees of The
Hemghong and Shanghai Banking Corporniion md cerfan cther anplovees of HSBC, The plan comprizes s funded
detmed benefit plan (which provides a lomp swn on retirement but which 1s now closed to new members |} md a
defmed contnbation p|n. The liter was establehed on 1 Jmuary 1999 fior new mph_u'{::. The |afest vakoadvon of
the defmed benefit plan was moade af 31 December 2004 and was performed by E Chiu, Fellow of the Society of
Aduaries of the Unsted Stades of Amencn, of HSAC Life (Intemationnl) LEmited, a subssdiory of HEBC Holdings.
At thal date, the market value of the defined benefit plan's tseets was US$942 million. On an oagoing basis, the
actusrsal valoe of the plan’s assets represented 115 per cent of the benefits acenaed to members, afier allowmg for
cxpected fiture increases in salares, and the resubling surplus smounted to US512]1 million. On a wind-ap basis, the
achiarial valae of the plan®s assets represented 128 per cont of the members” vested benefitz, based on carment
enlaries, md the remlting surplus mnounted o US5206 million. The acneonal method used was the projected uni
credit method amd the main assumplions weed in this valuation were a discount mbe of 4 per ceml per smaum wnd
lomg-term salary increnses of 3 per cent per maum (with short-term devantion from 2003 to 200§)

The HSBC Morth America (1.5, ) Rotirement Income Plan was formed with efect from the close of buginess on

31 December 2004 by the menger of the HSBC Bank USA Pension Plan mdd the Hoazchold Intemational Betirem o
Income Plan. This pln covers emplovees of HSBC Bank USA, HSBC Fmance, and centmin other emplovees of
HSBC. i comprises a final wverage pay plm {now closed 1o new participants) and a cash balance plan. All new
employ ees particgpade in the o balance plan. The first full actosrsal valoation of the merged plan was minde o

1 Janusry 2005 by Pedro Mebres, Fellow of the Society of Actuaries anvd Dim Kutliroff, Enrolled Actuary, of Mercer
Humm Resource Consulting. Both are members of the American Academy of Actuaries. At that date, the market
value of the mll‘gld pl.un'l aszeis was LIS552, 305 mullion. The actusnal vahie of the meump'mn'l.ﬂl 137 per cent of
ithe benefits nconed to members, afler allowing for expected fidure moreases in eomimgs. The resaling aimphas
amounted ta US$622 million. The method employed for this valustion was the projected unit credit method md the
man ssmptions used were a dscount rafe of 8 per cend per aemam and average salary increases of 3.7% per cent per
annum. The Internal Bevenue Service gmnted formal spproval for changes in fanding method due io the merger af
pension plans om 23 Asgust 2006,

The HSEC Bank (UK ) Pension Scheme, The HSBC Group Hong Kong Locad SindT Retirement Benefit Scheme, and
the HSBC North Amenica (U.5.) Retirement Income Plan cover 37 per cent of HSBC™s employees.

HEBC heabhoare hemefits pluns

HSBC ulso provides pot-employment healthoare benefits under plans m the UK, the US, Copmda, Mexico, Frnce
v Birazl, Ilmm:g'blil.‘y of which are unfunded. Post ,_' w heakhcare henelits phu are scconnted for i the
wme muner ks defined benefit pemston plans. The plans se reviewed a least annually or m accordunce wath ol
practice and regulations by quakified actuaries. The acluarial assumplions used to calculate the defined benefil
obligation md related curend service cost vary according to the economic conditions of the couniries in which they
are simated Total healtheare cod wae USS62 million (2005: USS5E million; 2004: USE6S millian).
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Past-employmaent defined bemefit plams’ principal actuarial financial assumptions

The princapal achiarial financial sesumptions used (o calculue the Group®s obligations under i< defimed benefit
pension and post-employment healtheare plass ai 31 December 2006, were as follows, These sssumplions will also
form the bagis for mesnwring pericdic costs under the plans m 2007:

Rate Rate Year of
JEC T Infation  Ecrease for of pay Inkial Unisteabe ultimse
rate rate penlms EicERase Faile atE e

L] L] ] L] “ L]
o 51 30 an 40 T 70 s
Horg Kong ATS B e ao nis mi n'n
us a9 .3 nE X735 ns =0 2014
Jersey %1 30 30 4TS na min n's
hemiro £0 s 20 40 LY 675 n's
Brazi TS 4.5 A5 45 no 55 ol L
France 45 0 =0 0 L] 0 (]
Carads K19 23 ' x47 2.9 49 amz
Swntteriand a8 15 ' 238 n'a mis n'm
Gemmmy &5 0 20 X0 na ma n'a

1 Fese of mcrisae for pergions 1 paymers and defitrad pemsion,

The principal achaarial finencial sssumptions used (o calculae the Group®s obligations under iis defimed benefit
pengion and post-emplovement healthoare plans af 31 December 2008, were as follows. These assumplions also
fommed the basis for measuiring penodic costs under the plans in 20046:

Healthare oot trend
Fabe of Foata Tear of
Dupoound. Inflation  wwcresse for of pay Tzl Uiemale ullirade
rate rale penzions’ imcreann rabe rate rale

v * b 1 ] 1]

B 475 27 27 v 67 &7 na
Horg Kong 42 i ni 0 e8] na Wa
us 47 25 i ] 275 ] 40 3
Jarsey 473 27 P 443 Fe'd n'a na
Meico a s L] 45 713 T ofa
Brazil 1175 55 55 35 (il o5 iihE g
Franoe 4.1 20 20 30 &0 L1 n's
Carsd 523 23 ni 34 | a4 iy
Switzariand x5 =3 n'n =} ri'a nia nfa
ey a0 20 20 0 vy 1 i n'a

1 fate of erense for peveron o payment avl delemad peverion.
T The 2005 ad X004 reee of pay encreces asaemptions diselased herar bon inewiazed from 3.2 per contdo 3.7 per ook Jo rlect o age-
related promational salery sodle that wee chuded i she ol ation caladation bee mot i the deologed acoumssh on.

HEBC determines the discount mies 1o be applied 1o its obligatrons m consultation with the plms' bocal achuanies, on
thie basis of current average vields of high quality (AA rated or equivalent) debt msmuments, with maturitics
consistent with those of the defined benefit obligtions. The expected mte of retum on plan eeets is based on
higoricd masket retarns adjusted for additional factors ssch as the current mte of mflation md interest mtes.

The principal achaarial financial sssumptions used (o calculae the Groap's obligations under its defimed bemefit
pension and post-employment healtheare plane at 31 Decembier 2004, which formed the basis for measaring the 2003
periodic costs, were as follows:
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HEAC HOLDINGS PLT

Motes on the Financial Statements (cominued)

T —
Note T
Healthoara codl trend
Eate of Fute Year of
Drsooant Inflation moease for af pay Intul Utarcate: ulbrnate
e ke penssore’ miTeite e rate rale
] b Y L] * L

L 4 53 z7 7 M 17 7 ]
Hoeg Kong 40 o' nia 50 L] i ]
s L 13 s 175 114 35 2005
Juzry 3 27 7 445 nfa rfa nfa
e TS 50 0 G50 L] adq ]
Erazil 1175 50 50 50 105 L] s
France &5 0 0 i3 a0 ad e
Carady &9 3 nia ER r 45 2005
Swdzerland ] 13 na I3 iy ra nfa
Germany 4.5 13 13 is iy s 13

1 Bote of vacromser for pives vorss o pyyeenerd crel olefie onend petvizion.
2 T 2003 arod X004 roie of pery increme aoumptions sisclosed haee bee icreased from 2.2 per cenit o .7 per cenf b ngfiect an qpe-
et promotionsd sefary soale shat wer saclled 1t tw oblganion caladation b met i Bw dicland erampion.

Martality asmamptions are increazingly signifscant in measiring the Growp's obligations under i defined benefit
pension and post-employment healthcare plans, pastioularly given the masurity of the plma. The mortality tables and
nvernge life expectancy o 63 mped o 31 December 2006 were s follows:

Life exp ectancy at L fe expectancy at
nge 63 for & male age 63 for o female
Mortabty table o memherourretl: | member corresth
Agrd 65 Aged 45 Agrd6s Aged 45
i PAs 203 e 133 46
Hoeg Kong s ' s B wa
s L 2000 progeted to
20005 187 187 09 0.9
Jerory PAFY 203 E 133 46
Memien GAME 166 166 166 16.6
Brazil RF 2000 tmp 2006 129 ms 210 29
France TG 05 8 b1 263 201
Cumada pesmon plans Bebween UES CH015 19.0 120 1T S IS
and TES4 C2007 and 200 and 300 and 22.1 and 221
Canada besBhcare plan TR RS 198 192 120 20
Swizerland EVE2000 and 176 176 204 204
BV 02000 and 178 nd 172 and 21.1 and 211
Gemrmany Hebeck 2005 3 121 ma 122 48

1 PARZ with zravedand impeovemars o J005 el vaptinm cohornt improvements theraaer,

The mortality tables md average life expectmcy af 65 used at 31 December 2005 were s follows:

Life expaciancy & Lile expectansy o

age 65 fior amale e &3 for a Farrale

Bertahiy table ey curTerkhy inertker curranily
Agnd 65 Aged &b Aged &3 Agedds
1) 4 PASHIRO0S 1753 ik 5 23.8¢
Hong Eong nf ' ns nfa '
s B 2000 mmp 2004 1794 1750 2025 2025
Jorzey PAIRCROYG 083 208 375 275
g JAMET 1656 LR 163 1656
Erazil ATE 18351 1a31 PR 189
Franee Th383 2302 2232 n.m 3R
Candy penson plans U I 2 1643 1843 A I P
e U CI007 =d 138 e 17 84 &d 13 0 md 1100
T healthcara plan AT 1788 1788 Fa i v 1352
Swilzerdand EVEDIND 176 178 04 04
Femnany Hadked 2005 3 1606 0 2220 2485

124
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Actuarial asgumption sensitivitias

The discount rale is sensitive (o changes m market conditions arsing duning the reporting perod. The meniality rales
usied are sensitive to expeniance from the plan member profile. The following inble shows the effect of changes in
theze snd the ather key asumptions on the principal plan:

HERC Hank,
(UK} Pensdon
Scheme
US%m
D oumt rate
Changsm paiion oblgetion ol 31 Devermher 2006 from a 25bp e minéase i1 ety
Change m pevsion sbligation at 31 Decernber 2006 from a 25ps decrease 1147
Change in 2007 pengion cout fram & I5bps mcrease {20y
Chiange n 2007 pation cost from s 25bps derese e
Eate of nflation
Chmnge m panion obligetion st 31 Deecanber 200 from a 25bp s inamease La47
Chanpe n penesion obligatoon & 31 Decernher 2006 fom o 25bps decrease 1 )
Chingpt in 2007 pardion coot from s 250 wereane b3
Chuape i 2007 pantion ot fram & 2ibps decrwse ™
Rate of Bycrease for peskns o payment and deferred pnidons
Chianpe in panction obligation & 31 Decasher 2006 &om 4 25091 inteide P
Chirge in perssion cbligation s 31 Ducamber 2006 fom o ZRpe decrease 3]
Chanige an 2007 pengion oot from o 2500 s werease 5
Chianege in 2007 pention coat from & 2%ps decreisa (55
Ente of pay mcresse
Chenge in pencaion obligatoon ot 31 Decepber 2006 from o 25bps increxse 287
Change m penmon obligation & 51 December 2006 fom 2 25tp s decrease [t
Chiange m 2007 permon cout from § 24bps momese k-]
e m 2007 peremon coet from x 29%bps dererse 2n
Morality
Chisngs i penemon obligation Som asch sddiions] e of langer gy ezmmed )

The following inble shows the effect of chunges inthe discount rge and in morndiy mes on plans other tham the

principal plon:
Ohier plans
Uikm
Chings n pacson cblipitions & 31 Decamber 2006 from o 25hpe maease n dscamt ke 2%
Chiangs in 2007 percion cont ram & 25bp: mereans i discount rate (5
Trecheats in p bilapateon from eich sdditional year of loeyprvity afsarmed 167
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The calculation of the met lishility ander the Group's defined benefii pension plans i et out below together with the
expected mies of return and plm assets used to measure the net defimed bemefit pensien costs m ench subsequent year,

At 3] [hecamber 2006
HSHC Bank (TE) Prosion Scheme Oeher plans
Expeited Expeated
mates of rates of
e Value reEm Vahar
L] US5m ] USEm
Equil= 80 5046 21
Eonds 13 1,189 a7 a2
Froperty 10 0% i} 132
Other 4.1 1,206 44 -7
Fairvaloe of pln a=ds i T 116
Presend vilue of funded chhgataors m
Freend walue of unfimded chhgabons
Deefined benefit b ligshion (34,352 (916
Efect of liet on plan narpluses - ™
Unreoogrused past sarvioe cost = 1
Ab 3] Db 2005
HERC Bank (K} Pension Schams her plasd
Exgpected Exgeected
ke of rales of
relerr Wl o] Vados
LY TS%en L 72im
Equilses o CHE] 1.3 1049
Bonds 43 5254 ¥4 2535
Froperty £ 1,540 45 ]
Other 18 oAk A& &
Furvahse of plen semets -0 &344
Fruperd valus of fusvded cblipatsons (20.587) (&850
Fresent vahue of unfimded chhgahons - g
Diefined banefit ob Ligation (20,5873 (e A lu-4]
Effect of lirrk on plan paplases - Lo
Urseityiuted padt forvuow ool - 1
Het hishdity 31913 [kt

Plin sssets inchode US587 million (2005: USS50 million ) of equitses mawed by HEBC md U551 58 million {2005:
115553 million) of ather assels isoned by HABC, Addiionally, the far value of plan sssets inchude dervalives entered
into with the HSBC Bank (UK) Pension Scheme with a negative fair vahse of 1755273 million al 31 December 2006

(2008: nil}.

The prmcipal plan holds a diversified portfolio of nvestments to meet ftare cash flow labilities arising from
nceraed benefits s they fall due to be paid, The Trostes of the principal plan is required 1o produce wwritten
satement of nvestment prmciples {*SIP°), The SIP sets out the princgples goveming how decisions about mvestments

are mnde,
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Chmges in the present vildoe of defined bonelit ohligations

_ 008 2003
HEEC Bank HEBLC Bank
(UK) Pensien Otheer (E} PFennion Otier
Scherme plans Echeame plans
"58m UsEm IPSEm reim
AL 1 Javitary 20,587 Tl 19,5 650
Darrend serviow ool 45 A 33 263
Inbarect cot 1S i il 333
Congrtations by erployess - - - 14
Actusral lceser X 11 [Ro 0%
Beerpafis pad (L] (Aesh (5400 330
Pt sorviow oot = vetted arenedistely - @ = ]
Pait servios cost—unvested b efds - = = 3
Avquisitiees - I Y =
Reduction i labshilses sesulbeng From custalments - = - (4
Liab itien enbeguished on pettlements - 21 - (7]
Excharges differences 200 258 @I Q&n
AL 71 Degernber 2438 T 20567 hl -
Chunges in the fudr valoe of plan asvts
2006 2005
HEBC Bank HSBC Bank
(R Penskon Cileer IS Penson e
Hiherme plans Scheme plans
I 58m UEEm IFS8m TEim
Al TEnEy 17,206 5 15,108 38l3
Expached tebuan on plan asits 1,159 421 H 01
Cortrbutiong by HERC bl 153 PR el
- nirrmal 2400 | i 150 | FIT] I | 156
= gpecial = ﬂ B T4 292
Conénbutions by employess - = = 14
Expenience gams - 20 1,623 -
Berefits pasd L] (k) (540 ZET
Acqgnabons - - 45 =X
Arsels dutnbated on curtadonents - 4} - -
Adeels datrdaded of pallaTets o 114 - &
Excharge dilferences 2478 2% (1750 (118
it ¥ Dacermber 20,587 e 17,354 356

The acmal retam on plon assets for the year ended 31 December 2006 was US51,793 milliow (2005:

/583,056 million )k HSBC expects to make US50.229 million of contributions o defined benefit pension plans durng
2007, Benefits expected to be pawd from the plans to retirees over each of the mext five vears, smd i sgeregnte forthe
five years thereatber, mre:

2007 20085 2009 W00 01t 20NZ-2N7

3%m U3%m USEn USEm T3 USEm

HEBC Bank (U1K Panzion Scherms BT 653 T T e A BES

Stheer mignificand plane 44 361 k1 k{- ) 477 2383
e
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HERC HOLDINGS PLT

Motes on the Financial Statements (cominued)

- ;'.

Totul expense recognlsed in the incom & atemeant in *Emploves compenstion und beneflis®

200 2005 203
HSBC Bank HERC Bank HEBC Bank
UED) Pension Oiber (U Penmmn rher (10 Permion oher
Scheme plans Shere plans Echare phns
UsEm S5%m EEm UEEm rEtm ESm
Currant garvnte ooet 54 M 153 F1 o] 5
Inkarest cont 1082 M ot 13 | 124
Experched return o plan assets 1,165 [ }] 2] [ D H] HETH QED)
Fag pervece cost - 1 x (53 ~ @
(Gaina)cenes o curtaibmnits - = = (4 42 (o
Tl eiparae e 210 A1l 066 S 176
Summary
200 2005 200k
HSEC Bank HEBS Bank HEBC Bani
UK} Pension Oiter (130 Penmon her (1) Penmon her
Schrme phans Scherne plns Scheme plans
Usim USEm 1H88m Ustm UStm 1FE%m
LCoeffined benefit obligatim (24.333) 516y (20.96T) (7,10 (15,5880 6,501)
Farvabee of pln asas 0,247 TAE 17,354 &34 15,108 =Xori ]
Het dafiet .74 B0 (3,191 48 (4 RS (6T
Exgeenienyce gainss bomse) on
plan lmbikter L 1] ] ) (4 1k &0 [ ]
Exgeeriarycs gairer on plan szsels = el 1,625 kil 506 3
Logzes from chonges =
wetuaria] aemaTptions & (] 20381 k) {1357 243
Totnl mel. mchoaarial gains!
(hosses) (A ) (3457 (428 A {2653

Acusrial gains mnd losves represent expenience adjustments on plan assets and Lisbiliies as well s sdpstments
nrizing from changes in netearial sesomprions. Tedal cumulative actoarial logses recognieed in oquity o 31 December
2006 were [1551,343 million (2005: USS1.305 million).

The total effect of the limit an plan surplases recognised within sctuarial losses in equily during 2006 was o
U552 million loss (2005: US$4 million gaink

Post-amployment healthcare benefits plans

2006 zo0
Expraed rates Expecied rates
of return Value of ream W los
L] US%m L UEim
Bonds 85 ) 2% i)
Fairvalise of plan aztels 133 o
Fregard value of fundad obligataons [RI
Freserd walue of unfinded chigalves HET] (326
Doefined banefit o higataon {1,106 (10047
Unrecognused pad service cost ] [v14]
Hat Lishdley {003 CIREh
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Chmges in the present vildoe of defined bavelit ohligutions

2006 2005
TS R Ui
Al 1 Janusry 1,004 a2
Qurrerst servioe oot 1w 18
Inbarest cot L2} g3
Contrbubons by englopes: 2 £
Actusrs| lczses ar 44
Beeraafits pad = (50
Pt serviod cost
- vt immeed indely 1 (1]
— i esded benehts = 25
Reductson m Inbshtses resltmg ram curanlments ™ -
Ligbilihies extmguished on setlements [1}] -
Exchange differences =1 (]
AL 3| Decamiber 1,106 1004
Changes in the falr value of plan acoes
2006 2005
USEm 1=tm
At 1 fanusry 107 ™
Expected return on plen amets 11 1@
Contnbotons by HERC » [k
Expatience gainalose) i 1
Banafits pad m ]
Acats dignbuted on curtadenends a3 =
Exchange differences @1 5
AL 3T Dcamibear 133 107

The actmal retam an pln assets for the year ended 31 December 2006 was USS10 million {2005: 5511 millicen).

HSBC expects to make US519 million of contributions te post-cmployment healhowe bemefit plans duning 2007,
Benefits ripld:li!u be |'..|'|:1 from the pl.lrl.rh'l retirees over ench of the next five fears, i aggregnie for the five
years thereafler, are;

2007 2005 008 2010 201 -7
Usgm 75im Egm T=m 7Egm Usim
Sigraficart plans 47 4% 53 35 £ 130

Total expemse recognised in the income datement in *Employes comp ensation and benefits”

i Ml 20

rSSm tr2gm 1=tm

Charrent servios oost % 1] 17
Inberest cos 2] 1] 8
Expected return on plim assets {11y (4 1+] (6]
Pat serries cosl ay (1% (3
Lioszes on artarkmenis (-4 - -
Liovmres on selibements i}y ~ —
Total wopmse 2 33 a5

F.: )
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Summry

Defined banafit ob ligstion
Fairvaloe of plmn sssety
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Het deficd

Exgestiomin painRoeres) on plan Tubaliae
Exgreriorson gainaXfosses) on plan apels
Gamaloeses) from changes in acuaral asaempbon

Tefal =t netuern] paineXfosser)

08 0 2004
USEm US4 rE3m
1,106y {1.008) &2

1% 17 ™

o (=T L]

(123 ] [ 52]

[i}] ] =
=5 a3 )]
(] {435 3

Actusnal gains md losses represent expenence adjustments on plan sesets and linkilitses s well ns dpustments
arising from chamges in nctunrsal sssumptions. Totnl cumulative net actunrial losses recognized in equity o

31 December 2006 were 18576 million (2005: USE38 million ).

The actuarial assmptions of the healtheare cost trend rafes have a significant effect on the @mmounts recognised. A
ofe percentage point change in assumed healtheare cost trend rabes would have the following effects on am oants

recognised in 2006:

IocreaseN docrease) of the aggregate of the currant servecd cost nd inlerest cost
IreressaX daorens e of defmad benafit cbligation

HSBC Heldings

1% increase 1% decrense
UEEm TS Em

& L]

i {111y

Emplayes compenstion snd benefil expense in respect of H3BC Hobdings" employees in 2006 snounted to
1185193 million {2005; US5166 million ) The sverage number of persons employed by HSBEC Holdings during 2004

was 505 (2005: 433,

Employees of H3BEC Holdings who mre members of defimed benefit pensien plans are principally members of either
the HSBC Bank (UK} Pension Scheme or the HSBC Itematicnnl Sindl Retrement Benefit Scheme, There is oo
contractunl :q'iu.l.ﬂ]p-ni'nq- for :E_g;'ms the net defined benefit cost (o HSBC HD]I‘.I.IIEI. whch = r:mgniud m the
consalidated accomts of HSBC in the note above, HSBC Holdings pays contnbutions to plans m accordance with
schedules determmed by the Trustees following consulation with qualified aduaries.

Directors’ emaluments

The ageregate emohiments of the Directors of HSBC Holdmgs, compated m accordance wath Part 1 of Schedule & of

the Compmies Act, were:

2006 Fin i) 200

rS8000 00 LSRN0

Fees ] 200 m
Balarses acd olfver anchamanls | 12845 a7
B ormizes 100, S 13264 17,288

21w £ 213 aga

Jams on the eterse of dure cplions 3 17 14,07
Westang of Redruded Bhare Flan orards mos pil e | 2.5

I adelition, there were pioym enis under reterement berefil agreements with former Directors of U581 045 448 {2005:
1155996,0%8) The provision & 31 December 2006 in respect of unfunded pension obligations to fommer Directors

amounted to U5517,759 454 (2008 US816,455.573)

During the year, sgeregate contribulbons o pension schemes in resped of Directorns were USSEE9,241 (2005:
USE4.819,7580) includmg US5395. 740 (2005: USS3 304 081 ) srsmg from a Director's waver of bonus.
Driscretionary bonuses for Directors are based on a combination of individual and corporge performance and are
determimed by the Remumerntion Commitiee. Details of Directors' remuneration, share options and comditional
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mvards under the Restncted Shure Plan 2000 mnd The HSRC Share Flm are inchaded m the *Directors” Remunertion
Report’ on pages 250 1o 289,

Auditors’ remuneration
Anditors” remuneration in relaion to stamtery mudit anounted to U5SS44. 7 million (2005 USS47.0 millicn; 2004:
USS4 1.7 million ).
The fu“-mr'l'l.g fees mpnruhlr‘lr_\- HERD o the Group’s |r'|1r'|p‘ muditor, EPMG Audit Ple and @5 associates
{together "KPMG"):
o 2005 200
TEEm RS 8m TEEm
At [t fior HERC Holdngs' stabubory medi
= fees relabing bo cumra pear =7 A 3
— lees pelitirgg o prooe o - 03 a7
27 it 3
Feet payiabla Lo FPMO For dlber services provded bo HEBC
= mdil ol HEBC's subaidianes, pursusnl to legidation T 423 k-1
= Ll SErWices purTuant I-bkaﬂilil'\-ﬂ' 134 Wz 134
= Lt pvacel 20 16 L
= pervivazdlating o mformation Bachnchagy [T - -
= parricarrelaled b comporale Frnce rireactions 14 o3 18
= all othr srrices 4.1 F1:) 47
4.1 158 ]
Tetal feszparabla 263 ELE 65 S

1 {nciralrg faes paid fo KFRSS o1 negpect off wonk melating o prepa mfion for neportigy smder sectice 04 of B Sarbares-Chdiy Aot of
22 el o (20052 LTRI 1.7 weallioey JO0S: USE4L mdlion), Ovher aecoursing flrmes hernt boer paid & ol of TSR3 mallion (20048
L AL Y vall ey X000 LSS onaillsiy) for veark o thir progect.

N fees were pivable by HSBC 1o KPMG for the fallowing types of services: mternnl andit services, valuation and
actanrinl services, senvices related fo litigation, and services related 1o recruitment and remuneration,

*Andi fees for HSBC Holdings' gaitory anda’ are fees payable 1o KPMG Asdit Ple for the statutory andi of the
consolidaled fnancial siatements of HSBC and the separale financial statements of HSBC Holdmgs. They exclude
amounts payable for the sahiory aude of HSBC Holdings' mibsidiaries which have been included in ‘Fees payable
1o KPMG for other services provided to HSBC".

The following is a description of the types of services inchided in ‘Fees payable to KPMG for other services provided
ta HEBC":

Audif relaed services

—-  ‘Ands of HSBC s subsidisrics pursuant 1o legisltion® mcludes fees payable to KPMG for the statutory andit of
HEBC"s subsudinries,

= ‘Odher services pursiant to begislaton' mehide services for asairance and ather services thal are m relation to
damtory and regulatory filings, meluding comfort letters and imtersn reviews.

Tax services

- T services' imchide oy complimee services and tac sdvisary services.

Other services

~  “Services relatmg to mformation technology”’ includs advice on IT security and basimess continuity and
performing sgreed upan IT festing procedures

~  “Bervices related to corpomite finance rmaactions” inchde fees payable to KPMG for transsction-related work,
mchiding US debe ismmices.

= Al ather services" mchude other msumnce and advisory services such o translation services, ad-hoc accountmg
advice mnd review of finenciol models

m
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HERC HOLDINGS PLT

Motes on the Financial Statements (cominued)
Nites 3w

The following fees were payable by HSEC s associnted pension schemes 1o KPMG:

200 T 2004

USE0m jeict ] UES 000

Audil Tang = F0 338
T servaces = 17 1
Al cther pervices = * 3
Tetal faes paryable 627 372 557

No fees were pryable by H3BC's associmted pension schemes to KPMG for the followng types of services: other
services parswund to legslation, services relating to informatson technolagy, intemal midst services, vakiation and
actumrial services, services reled to Itigation, services relaed to recrus b and ¢ ation, md services relsfed
to corporie finance Iransacions.

In sddition fo the abeve, KPMG estimade they have been paid fees of USS2.1 million {2005: U554, 5 million; 2004:
L5540 million} by partics odher than HSBC bt where HSBC is conmected with the contracting party and therefore
may be involved in sppoinimg KPMG. These fees nrise from services such as mudiiing mwizad fands mmaged by
HSBC ond reviewing the financial postion of corperage concemns which bormow from HSBC,

Fees pavable to KPMG for non-sudd services for HSBC Holdings are not disclosed separately becsuse such fees nre
disclosed on & consolidated basis for HSBC Group.

9 Share-based payments

Crurimg 2006, USSS54 millivn was charged fo the income stabement in respect of equity-settl ed share-based payment
irnsmctions {2005 US$540 mallion; 2004; USS450 mallicn L This expense was based on the fnr valoe of the share-
based payment tramsnctions when contrcted, All of the expense arose ander employee share swards made withim
HEBC"s rewnrd struchires.

Caleulation of fair values

Fuir vadues of share options/mvurds, memsured af the dae of grmt of the option/mward, are caloulnted usng o
inomeal lattice model methodology tha s based an the underlying asumptions of the Black-Scholes model When
muoidelling aptionsowards with vesting dependent on HEBC s Total Shareholder Retum over a period, these
performance lirgels are meorporated mio the mode] using Monte Carlo semulation. The expected bife of optioas
depeenile on the behadour of option holders, which is incomparated indo the oplion medel consistent with historic
ohservabbe data. The fair values calculated sre inherently subjective and uncertain dae to the sssumptions made and
the Hmitations of the mode] used.

The significant weighted average assumptions need 1o estimade the fair value of the options gramted vwere a= follows:

1-year dymar S-year
HEBC S Swvings Havings-
Hoddings Btelaied Hielnted Related Share The
G Share Fhare Option Share Option Crpelon HEEC
Option Plan Fhan Tams FPlams Share Flan
2006
Feishc:free wiierest mite’ (%) - a7 43 “T -
Exgeectad hife® (paars) - 1 3 L -
Exgeected wolatslity” (%) - 17 " 17 -
Share prace ab gract dade () - bl ] .54 254 -
I00s
Foighefoee reret rabe! (%) &8 = 43 43 43
Expectad life® (years) 78 - 3 3 5
Exgechod wolalihty” (4 il - 0 n n
Shareproe ot gract dabe (D Ci L] - Lf] el an

1 The rick-frow et wies dese e froer e DI gilts yrala cunse for b HEBC Heddngs Group Share Sption Plon smeards ared UE
7- Flatod Share Option Flors, A soeilae piekd curve wer used for the Intermezional Snvmge-Related Share Cpaon Ploe
I Expecied IUF 15 0ol & srght s poramener b 3 flncrion ofvarine befeenaunal apempoone,
3 Spocted volatidy i eatemaied by comikenig both huforss avergge shane prioe vabetd ity ana implied valotl i givrreed froem Snoed
ptéons o r RITBC shanes of simibae maniity b those of o degplanes aprues,
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Expected dividends hivve been incarporsted inlo the valuation model for aptions and shares, where applicable. The
expected US dollar dencenmsded dividend growth was determined to be 9 per cent for the first year (2005; 12 per
cent) and 8 per cent thereafler (2003 5 per cent), consistent with consenaus amalys forecasts.

The HSBC Share Plan

The HSBC Shore Plan was adopted by HSBEC Holdings in 2005, Under this Plan Perfonnance Share awards.
Festricted Share nwards and Share Option awards may be made, The amn of The HSBC Share Plan is to align the
inlerests of executives to the aeation of shareholder value and recognise mdividual performence and potential,
Avards are also mide under this plan for recruitment and retention purpases.

Performmce Share awards

Performance Shire awards are made fo exemutnve Directors md other senior executives taking info account individinl
pq"nrmmc: i the [ri:l:'y\e:lr. Performance Share owserds are daded inlnﬂ-\bequ.nl parts rm.'ll.'d'lns aftamment
agamel pre-delermmed benchmarking One hadll of the mward is subject 10 a Todal Shareholder Retum mensire, based
on H3BC s rmking agains a compartor group of 28 magor banks. The other half of the award is sbject to an
eamings per share tangel. For each element of the sward, shares would be released to the employer acconding 1o a
sliding seale from 30 1o 100 per cent of the svard, dependent upon the scale of achievement agamst the ben chm arks
and provided that the minimam criteria for each performance meansre hae been met. Shares will be relensed after
three years to the extent that the performance conditions mre satiafied.

2006 2005

Hurniver Hianber

(00"} (000" =)

Crutstandng ot 1 Jaroary 2077 o
Addtione during the par L% k] 5077
Forferled m the pear == -
Oubstardneg ot 31 Dacamber 1&? 5077

1 Additions during S perr taciude [ 40 3050 dhomer oearded o emplopes of HERC Haldps (2004 5,035,884,

The weighted moerage fair valoe of shares avarded by HSBC for Performan o Share swards in 2006 was U559.72
{2003 USS9.02)
Rustricted Share swards

Testricted Share avwards are made fo other employvees based on perform moe, potentinl and retention requirements, for
recruiément ar as part of deferral of mnual bomes. The avwards vest between one and three yeirs from dae of nward,

20 2005

Mupnb er Kt

LL g ] {0007 E)

Ouistanding ot 1 fenuary = 106 -
AdiEhons durmg the yer' AL A0 5,283
Feleurad o the yerr {1,685 L]
Forlerled & ths year {14415 -
Cutstandng i 31 Decomber ﬁ 57068

1 Additeons during fw pocr dickade K458 sl avoeded to empl oyees o HEBC Haldmgs (008 2330,

The weighted moernge fuir value of shores avarded by HEBC for Restricted Shire Awardk in 2006 wis USS17.65
(2005 USS16.66).
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Share options were granted in 2008 ender the Rules of The HSBC Share Plan to employees in France based on thear
performande in the previous yewr. The shore optione are mabject to the corporate performance condifion, which
consiste of an absolute camings per ghare measure and & Tolal Shareholder Retum mensure, based on HSBC
Holdings" rankmg sgains & comperator group of 28 mojor bmks, The options ves affer three vears snd are
exercisable up fo the tenih spmversary of the date of grumt, afier which they will lapse,

e
Welghted
average
Lot
Humber price
00’ 5} £
Cutstendng ot | Jeruary L] B34
Ciraniled m the year - -
Forfeited m the pear -
Cutstandng at 31 Decamber o] EF

200
Weghted
IVTURE
AN
Hurrher prce
(R0 a £
[ -]
7] B

The fair value of options grmted in 2005 was U 552.29. No oplions were awarded in 2006, The weighted avernge

remaining contractual life of options o ding ot the
these options are exercisshle o the balance sheet date.

Savings-related share option plans

sheet date s 3.3 years (2005: 4.3 years), None of

The savings-relsted share option plans invite eligible emplovees to enter into savings contracts to swve up to £2.50 per
miamnth {or eqaivabent in US dollsrs, Hong Kong dollers or saros), with the option 1o use the savings to ncoquire shares
The nim of the plm is to align the mrereats of all employees to the creation of shnreholder value, The options are
exercisable within three months followmg the first anniversary of the commencement of a one-yenr savings contract
or within six months following either the third or the fGfth maiversary of the commencement aof three-yenr ar five-
year svings contraclis. The exercise price is set of a 20 per cent {2005: 20 per cent) discount to the market valie of
the date of grant (excepl for the one-year oplions granted under the U5 sub-plan where a 13 per cent discount is

applied).
e

Welghted
average
exeriise
Hamber' price
LR i
Cussandngal | Jeuary m|AlE &
Oraeiled o the par 2627 VY
Exercused in the year (25.336) 541
Forfaibed m the year 7870 626
Cattardmp at 3] Decanbeer B7H37 &5

2008
Weghted
e
L 3 i
Hirrteer! pnce
(D0 ) i
L1 592
LA L2
(29893 606
(RSO 1]
FA1E Lqsr)

1 Theabowr incheler RESC Haldings emplhaeen apianr o G208 cretanaing of J Jormeary 2006 (2005 39893220, 112,081 oprss
froved i phe pear (0052 136, 000) and GE2M0F apaone aummanding & JT Docember J000 (005! 600205

The weighted mversge fasr value of options granted n the year as o the date of grant was US53.45 (2005: U553.76).
The exercise price range and weighted avernge remaining contrachiad life for options outstanding o the balance sheet

date, were ms follows:

Exercese pricerangs (£
Weighted averags permuirarg contrachisl | (e
Of whech exercimable

Sherber (00075

Wnghted irarage soarise prvo (£}

W 2008
E3%_HOT 435 -6T3
17 =
671 rr)
A8 Goe

The weighted oversge share price of the dafe the share options were exercimed wiss USS17.55 (2005; US516,56),

1M
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HEBC Holdings Restricted Share Plan 2000

Performance Share wwards made under the HSRC Haldings Resiricted Share Plan 2000 {the ‘Resiricted Share
Plan")

Performance Share avwards under the Restricted Share Plan were granted to Senbor Execatives from 2000 1o 2004,
The aim of the plan was to align the interests of execstives to the creation of sharehobder value. This was achieved by
setling cerfain Todal Shareholder Return targets against & peer group of major banks which must normally be attained
in order for the mwards to vest. No further avards will be muede under this Plan follewing sdoption of The HSBC
Share Flan in 2005 other thm from remvested sorip dividends,

2005 2008

Humber Farmker

(s} (o’

Cutstandmg o | Jamary 14570 17042
Addtions during the year' 220 TR
Fedeated o the e [rtis ] (2455
Forlarlad i the rear {1135 (8 FE0]
Cubtarsdag o 30 Dacarsber 12308 14970

1 Addinirs durgg the paer compris nenarnind serp ditvidenlz, sl inekude red pherer wardad o eplayaes of HEBC Heddinge (2003
3T

The weighted sverage renaming vedmg period ae af 31 December 2006 was 1.53 vears (2005: 114 yers)

Rmiricted share awards made under the HSBC Holdings Restricted Share Plan 2000

Resricted ehares were avwarded 1o eligible employees after taking mio sccount the employes's performance i the
prior vear, potential and retention requiremenis. Restricted shores are also swarded az part deferral of snnual bonus or
for recruitment purpases. Shares sre svarded withowl corporste performancs conditions mnd are generally released o
cmployees between ane and three years affer the svward vwas made, providing the employees hove remnmed
continucasly emploved by HSBC for this period.

2006 2005
Murmber Hiamiber
L {00 1)

Chilstarelng & | Jafniary 5427 4600
Addsticns during the pear! LA Ba430
Releited m e your 12224 @Lo0m
Forfmled m the vear EIB:! L] 2
Cubmandng & 31 Decurbar AdA 0 SEAI7

| Addhtiores ding the e Comprie revnesied sorp dvviviere, and inclle 40001 s marded [o engilanees of HIDC Heldings
(2005 584,707,

The weighted average Tair value of shares avarded by HSBC for Resncted Share Awards in 2005 was US515.88. No
awarrds were made in 2006,

The weighted svernge remamng vedmg peniod & af 31 December 2006 was 0.84 years (2005: 1.09 years)

HSBC Holdings Group Share Option Plan

The HSBC Holdings Group Share Option Plan was a long-term incentive plam wnder which certain HSBC employees
between 2000 md 2005 were swarded share opisons, The azn of the plan was to abign the miereds of those higher
performmg employees to the creation of shareholder value, This was schieved by seting certam Total Sharcholder
Retum targets which must normuadly be attained in arder for the awards to vest. Options were gronted at market value
and are nomudly exercisable between the third md tenth mniversares of the date of grant, ashject fo vestng
condifions, Any options gmated afler May 2005 will be made under the Rules of The HSBC Shire Plan.
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HERC HOLDINGS PLT

Motes on the Financial Statements (cominued)

—— .y

oLt 2005
W elghted Waghtad
average aveThge
exercie e
Nmber' price Mrrder! poice
[ iy K (008 5 £
Ousstandmip ol | Jarmuacy 2002 B0 04T aom
Orartiad mn the year - - TATG B3
Exerizsed i Lk yhoar BRTELT T80 (11,7643 L
Forfailed m the pear {5.507) axp L] §00
Pumamdng at 31 Deorniter | i B35 B DIORFT 506

1 The mbowe o badkes: HERS Haldvg s emplovee awara o 25878407 gptions outefomdbeg of | Aoraarry X004 (2008 2604128, 3o
qptians g mantad #1 the pocr (20052 3,77 3) ord 2,1 5010 30 cptions autmtardng o 2 Deceesber 2000 (200352 2,537,047,

The weighted mveragze far value of opticns granted m 2006 wis US53.0%. No options were granted in 20046, The
number of options, weighted avernge exercise price, md the weighted average remmnmg contractual e for oplions
oatdanding o the balance dueet date, mnnlysed by exercise price mnge, were as follows:

ELL 20005

Exerczse pricerange (5 a0 - B0 01 - 1000 & 00 =800 200= 1300
Muzrbear (D00 ) ao0x 131,728 53042 154,741
Weghled averags exercs prce (L .4 240 as g4
Weaghled average rerriunang conbractual life () 474 717 363 7.0
Cf which snercizable

M (0007 52 4 S 66, 104 411 B4,143

Waghted i arigt staass e (B -4 2= TS 55

The weighted sveraze share price al the dabe the dhare options were exercied was USS17.65 (2008: US516.18).

Adter congdertion of the performonce and shoreholder retums over the period between 2003 and 2005, the
Remuaneraiion Commites exercized ite discretion 1o waive the Teotal Shardholder Retarn parformance conditwon in
respect of the owards made under thie plan in 2003,

Mg e result, a charge of US$135 million wes recognised in 2004, reflecting the mcrementnl faar value gramted
miensured o the dnte the performance condition was waived This was mensured wning nbimonsinl bnitice model
methodology that is based on the underly ing assumptions of the Black-Scholes model, as described sbove n
‘Calcubuticn of fair values", A nisk-free mterest rate of 4.3 per cent was wsed, with all other inputs to the mods]
consistent with those used to vahae the other share options and avards made durmg 2006,

HSBC Heldings Executive Share Option Scherme

The HEBEC Holdings Executive Share Cptson Scheme was a long-term mcentive scheme under which certain sensor
HEBC emplovees were awarded dunre options before the adoption of the HERC Holdings Group Share Option Plan
in 2000, The aim of the plan was 1o align the imerests of those higher paforming senior emplayees to the crestion of
sharcholder value This was achieved by setling cenain Total Shareholder Retum targets to be anained n onder for
the mvards to vest. Options were granied af market value md were exercisable between the third and tenth
anniversaries of the date of grant, subject to vesting conditions. Mo avwards have been made under this plen since
2000 and the remaining unexercised options are summarised below:

2005 200

Welghted WegHied

avErIge v

Exer i eerTyse

Huamber' price Herber' price

D00 5} L (R0Cr s i

Cutstndng sl | Jenary 32355 67 3 5TY 67
Erarcied itk yeoar 76T LT (11,20 L3
Forfabed m the year {421} 254 (k31 73
Cutstandng at 31 Decerniber ::E'? (%] KIE‘H!I- L% )

1 The mhove i bades: KIS Holdmgs emplovee awarrds g 712,002 optians auistrng of | drmerny J0006 (2008 S04, 52T and 75/ 038
cptsons aestarding of 3 Decesber X006 (2008 712022,

644/764



EDINETOOOO
O00oDOo0ooOoooooo0ooo0oooOooE27071)
oOoOooodn

The weighted mernge fur value of options o af the lnst date of grant during 2000 waes 155526,
The weighied sverage share price af the dafe the share options were exercized was IT8517.68 (2005: USS16.18)

The number of aptons, weighted sverage exercise price and the weighted sverage remaming contractua life for
oplions cotdanding o the balance sheet date, analysed by exercise price range, were as fallaws:

A 2003

Eoxercipe prcn renge (£ 217 - i) Gl =T8T 217 =600 &0 =T 87
Humber (000F 53 252 1M T Flate
Weghted sverage moeouse price {£) 5 684 4.5 53
Waghted svarsge raraming contrachal life (raers) - P01 o I
of whych egecimble

Forrteer {000 1) = 3 3l Flare

‘Weighled sverage exercose price OF) a0 L2 .57 o B3

HEEC Framce and subsidiary company plans

Before ite mequisiison by HSBC in 2000, HSBEC France and cotan of s subsidiaries operated employer share plms
under which dhare options were granted over their respective shares.

Options over HSBC France shares granted between 1994 and 1999 vested upon moounceanent of HSBC s intent (o
acquire HSBC France and were therefore included in the valuation of HSBC France

HEBC France granted 909,000 options in 2000 afier the public announcement of the acquisition md these options did
not vert as o resl of the chinge i control. The options were subject to continued emplovment and vested on

1 Jampary 2002, The HSBC Framce shares obtained on exercise of the options s exchmgeable for HSBC's andinary

shares of U530.50 ench in the mene ratio as the Exchmge Cifer for Crédit Commercial de Framce shares (13 ondinary
shares of U530, 50 for ench HSBEC France sharek Options were gmnted nf market vahse snd are exercisable within

10 vesrs of the dade of grant,
2004 2005

Exerclee e
PRRHissFT price Blusrdo feie
(O00's) € (000°s) e
ubstanding: of 1 faruary ] 1425 Bty 142 5
Ewarcized in the vear )] 1425 ] 1425
Qutsandng o 31 Decambeer L] 1422 Tt 1425

The remaning contraciual life for options cutstandmg of the balance sheet dage was 3.3 years (2005: 4.3 years).
The weighted sverage share price af the date the share options were exercized was US517.64 (2005: USS16.18).

At the date of its ncquisstion in 2004, cevimn of HSEC France's subsidinry compamies also opernfed emplovee share
aption plns under which options could be grmted over their respective shares, On exercise of cenaim of these
aptions, the subsidimy shares are exchanged for HSBC ardinary shares, The total number of HSBC ordmay shases
exchmged ander such wramgements in 2006 wis 356,491 (2005: 821 466,

HSEC Finance Corporstion

U pon acquission, HSBC Fmunce Corporation share options previously ermied were converted to share opiions over
HEBC ordinary shares of USS0050 cach ot o rate of 2675 HEBC share options (the smme rtbo as the Exchange Offer
for HSBC Fmance Corporaion ) for each H3BC Finance Corporation share oplion. Options granted under H3BOC
Finmnce Compeoraiion’s ovwn share option schemes pror ta the smpeuncement of the acquistion by HSBC i
Nowember 2002 vested & options over HSBC shares upon scquisition by HSBC. Options granted affer the
mnouncement of the soquisition in NMovember 2002 but prioe to ite completion on 28 March 2003, generally vest
equally over 4 years md expire 10 years from the date of gramt.

Informaticn with respect to share opticas granted under the HSBC Fmance Corporation's pre-ncouisstion scheme was
s follows:
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HERC HOLDINGS PLT

Motes on the Financial Statements (cominued)

Notes ©, 18, 17 onal 12

M0 200

Exerchie Eterase
Humber price Hurrbear pnce
L] UsE (000 &3 5

HEEC Futanos Compotilion share oplaies
citgandng al | Jameany L0 0,66 Tz [
Exercused i il yar 23219 0,66 54 0S8
For{aibed m the year am 066 = -
Cuanaedng ab 31 Deoamber 126 1056 6353 066
Cf which exarcisible RN 1066 530 0S8

The wrighted mverage share price af the dabe the share options were exercised was US517.65 (2005: US516.18).

10 Tax expense
e it 2004
UEim T3dm USim
Carrent lax
Wnilted Kamgpdorn oorport on. s chamge — an cumend year prodit ™ 43 B4
Unized Kmgdom corporstion tax dulmpe — adpustromnts in réspadct of
PRE Y iz o {132
Cmergeas A = o curend year peedit 4,600 418 281
O aroess tay -ijmummﬁmiofm years (= (1R [e}] 21
A 4 628 3512
Deeferped tax
Crugmadaon and reversal of temporary differmnces (i § e B204
Effect of changes m tax rbes - a (4 k1]
Adpastmerts m respact of pnor years L) (HOEy 1]
13 408 513
Tix oxpmse 5-|=I5 S0 4,655

The UK corporafion mx rae spplying to HSBC Holdings and its ssbsidisry undertakings was 30 per cent (2005:

30 per cemty, 2004 30 per cemt), Oversens tx inchided Hong Kong profits teg of USS7H million (2005:

US5639 million; 2004: US553% million). Subsidiarics m Hong Keng provided for Hong Kong profits tax s the rbe
of 17.5 per cent (2005: 17.5 percemt; 2004: 17.5 per cent) on the profits for the vear assesmble in Hong Kong. Other
overseas subsidisries and oversess branches provided for taxation a2 the sppropriste mtes in the countrics in which

they operate.
The following table reconciles the tax expense which would apply if all profits had been taved &t the UK corporation
3 rabe:
200k PLLEs] 2EHEE
U5Eem L] 58 “ 3Em e

Analysis of tax exprmnse
T reation st T comporetion {a e of

0% (2005 and 2004 200 5 L4 a0 250 300 56T 30
Effect of tatwg ovaroens profis m

princzpal lncations st different rates [ (25) LT} (1.8 Eo Tk LBy
Tux-free gaea M (05 (22 {18 (4 {0y
mdpsments m resped of poar penod

Imbhhes {106y LIk ] (1ET) L] (Ex) {1.2)
Low oo housmg Lo oredite! {10y 05 (o {0.5) (55 LEH
Cther thems ah [LE 3] (%) 8] ] (R4
Deductible minow e b | capatal

gt peedaried below prodit befare

b - - - - (1% (1]
Efact ef profit m eesociates mnd ot

venkires [r=i ) (113 [12] 8] )] [E)]
TR el 5215 25 3.063 24 7 4685 24.7

1 Lo rome haging fox orif2s anee vt thw LT aned g dlesggrad to anc o the provarion of rersial hor ingg for Low iieomw
el
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In addition to the amount changed io the meome stadement, the ngeregnte nmount of aurent md deferred tax, relating
to items that are taken drecly to equity, was n US544 million reduction in equity (2005: USS437 million; 2004:
US531% million - bath inerenses in equity).

11 Dividends

Dividends to sharehalders of the parent company were as follows:

206 2008 2004
Per Setthed Per Seitled P Settled
share  Tolal Inscrip thare  Told mergp dhare Talal meerp
USE  UStm  [T5%m m2E Uslm  USIm UEf  USim  USEm

Dividendi deckied on osdivary shares
Fourth inderan drmidered @ regeect of

R P X 33 1T 93T RO07 431 = - =
Fod inbaren divedend m negped of

Tl e oSy 1Mz ME 0140 13 & oI 1425 7
Sectnd mbsram dividand ih pesped of

QT e oasr 1,74 HWE QM 1574 m R EH 1434 Eai]
Thrd inberrm dov alend 1 respect of

el e o5y 1,730 223 0 1585 ¥ ol 1344 255
Therd interim dev end in respect of previous

year - = = - - - DM& 247 46

QM) _RETS _2EmE a0 TTe 1A D30  sFIE  aome

Omarterly divideds om preferemce
share capital

hiarch divedend 1550 22 = = - =

2w dividend 1550 23 - - - -

Saptarmber dn ided 158 2 - - = £

Dacariter dwvedmd 1550 ph 14 3¢ 11 - -
[l 1] i) 14 2% > - =

—— ——— | ——

The Directors declared after the end of the year a fourth interim dividend m respect of the financial vear ended

31 December 2006 of US$0.36 per ordinary share. a distribution of 1554171 million. The fourth interim dividend
will be payable on 10 May 2007 to shareholders on the Register at the clope of buginess on 23 March 2007, Mo
linkiligy is recorded in the financial statements in respect of the foarth mterin d@vidend

12 Earnings per share
Bazic enmiings per ordinnry shege ws caboulated by dividing the eamings of US$15,699 millicn
{2005 USE15,060 millioe; 2004 USS12.91% mallion ) by the weighted avernge number of ordinary shares, excluding
awn shares held, outstanding in 2006 of 11,210 million {2005; 11038 million: 2004: 100907 million),

e 200 2004

Ussm L2gm ustm

Profit attrshuatshle (o sharehalders of the parent compary 15,7 19,01 12908
Driwvdend payshle an preference shares chiordied ws equiy ] (213 -
Frofit attrbutahle to the ordicary dharebclders of e parent company 15,55 15, 0ol 11518

Dituted casmings per ondinary shire was calculated by dividing the basic crmings, which require po adjusiment for
thie effects of dilutive patentinl erdinury shares (including share options cotstanding not yet exercised), by the
weighted avernge number of ordinwry shares outstandmg. exchading own shares held, phes the weighted memge
aumber of ordinry shires that would be tesved on ordinary conversion of dilative polential ordinary shares i 2006
of 11,320 million {2005: 11.171 million: 2004: 11,054 million), The effect of dilutive share options and share mvirds
on the weighted avernge number of ordinary shares in issue wie as follows:
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Motes on the Financial Statements (cominued)

Notes I2 and 13

Hurnber of shares fmilbwces)

200 o] 2004

Avange mamber of e noEme 11,210 110 16,507
Ealuizv s shere options snd share swards 116 113 47
= Spvmpsrelabed Share Ophion Fimn 27 n 33

= Exendmre fhore Cption Scheme 10 1 ¥4

= Choag Share Option Flan ] 14 13

= Restricied and perfomumcs share swards a2 1o &1

= HERC Franos dhane oplsons ] 10 13

= HERT Frimnoe thare optons -] [ fi
Avarage marmber of shares 0 gsue asmarmg dihdon 11,330 11078 11,054

O thee todal number of employee share options and share swards existing af 31 December 2006, 20 million were mti-
difurive (2005: 121 million; 2004: Tk millioa)

13_Segment analysis

In the fallowing sepmental analyzis, the beaefit of shareholders’ funds impacts the analvsiz oaly te the extent that
these funde are actually allocated to businesses in the segment by way of intra-HSBC capital and funding struchares

By gecgraphical region

Geographical mformsion i ¢lasified by the location of the prncipal operations of the sbsidaary undensking, or,
for The Hongkong mnd Shanghni Banking Corporation, HSBC Bank, HSBC Bank Middle Enst, HSBC Finance and
HSBC Bank USA, by the location of the branch regpansible for reporting the results or sbvancing the funds. Due to
the natare of HSBLC's structure, the analysis of profits shown below imcledes intreHSBC items between geogruphical
regions with the climmngion shown in & scparste cobumn, The Red of Asin-Pacific geographical segment mclodes the
Middle East, Indin mnd Australnsin. Shared costs are included i segments on the basis of the acund rechanges made.

Driring 2006, HSBC dhanged how certain of ils geogrphical srgments sre managed and ther performance msesed.
Ag aresuli, anew ssgment, Latin America and the Carvibem ('Latm America’ L was formed from the Group's
basmesses previously reported under South America, and those in Mexico and Panama which had been previously
reponied ag part of the North America geographical segment. All prior period compardive daia have been restaled 1o
conform to the current yemr presenintion,

Total assris
Al 31 Decamber 2004
At 31 Derormber 2006 [ ety
S%m L LiEs “
Ewrops B28.701 HeE S35, 103 414
Horg Kong mAE 14 X 157
Eez of Atu-Panlic L6755 20 142,004 74
Herlh Ammarvca 11,190 27 4 TE AL 28E
Lishni Artenica 0,771 43 a5 17
E EE !E 07 FT0 B0 0
Totul lishilides
AL TT Decaribar 2005
At 31 Deeiriebisd 006 [reszady
U5%m L] 53 w
Ewrcpe THAAS .7 S04 951 424
Heeg, FKong =:|aee 142 223093 152
et of Arn-Pacific 161w B2 134,852 *B
Maalks Arnerses 47780 M3 401 68 205
Latir Armermes w A0 &7 130 14
1, 745 50 1L L4032 T4 00
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Praofit bfare tux
Year mded 31 Decrmbes 2006
Besi of Inim-
Hmg Min- Rarth Lutin HYBC
Europe Kmg Facific Amerka Ameria Ibrms Tatsl
UsEm US%m USEm USm USEm UsEm USEm
Inlerest incoms 11 k} 27 k %"
Interes expénse 1 L} L]
Het iderest incame L A 08% 0T 14268 4,197 - EEE
Fee incoms ) TaE 15812 | B3l 1578 | ga_a" 200
Fed Expende A4
Kt Feer micome T 2056 1622 Ll 1,430 - 17182
Tradmg mcome excludng n

(el i R4 924 935 617 k1 - 619
ol ideares! Mot ade)

o \rading acterdses 187 24 T41 26 = 2
Heltradng sucome 4529 617 1,181 1.5 =7 - fuka
Hel meorna’ierpenad) from

el matruments

dengnabed o Eirvale 1 260 o [Lad] 237 = 657
Sumns lexs bopses Fom finencial

e LTerts 624 16 41 == B4 = Sa5
Divadend meoame 18 &1 3 a8 L] - 340
Het earned irsuranos premiams el ] 228 1% £ 10% -

Other cperatmg moame 1428 i Ted 912 ki 84 2,548
Total operating nomme 23600 113 914 21 5 TR {1,484 o
Het insurande ¢luime mosrsd

e o emenk 1h polacys

haldars’ hsbilsies [=h1h] 2 a9 =25 (1023 = (4, ey
Net speratig Ecome before

b Inpakrment charges

and piler credic risk

provisins 23072 B4 6722 21,827 G215 1,458 A S
Loan empaement dharges and other

ored & vk purov Eions [rAkl {17Y [ied] 6, 7o) [rkiis] - [0S
HNet operating noome’ nmT 2432 6210 14431 L {1,403 4,703
Tt | opemitmg stpmses

(e loding deprecestson and

ot 12811) B0 3410 ) BRI 14804 31.325)
Dieprecuabion of property, plang

and equipneri 6D T 24 (=) amm = (1L514)
asorhusalaon of inlangble

argels [ri ) [LF] (240 (. = [uil 7}
Total operating expenss (138715 o] Lo T 1 L8 ] (4,165 1404 AR
Operating proi T 5163 1562 4638 1,731 - 21,240
Share of proftilom)m

Eeaociales and poank venbres {721 1% HES 30 4 - B
Profi before tax ﬂ 218 E& 4‘6& 1,73% — ZE
e dine Innares:
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Tt i assonskes arsd

jetrk wanbuee: 1an 128 &322 = b - B0
1 MR apercting o
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[
Nofe 13

Yo ensdad 11 Descamber 2004 r.rgm

Fz of Indr-
Hong A Harth Latm HEEC
e Kong FPacific Aemerscy Aareno |b:mrs ; dll
Ut 2dm Uim 224m
Irberit e 21,023 1419 !'673 251 4,133 {23433 dDI:I'Pﬂ-
Iekaregt sxparan (3355 (B E0 2791 41
Hel pleret mrooqre 4054 2412 13295 = 338
Fee inecume | 1.7 Hi!l? 4,505 I.‘ﬁ'l ﬂ 4&6
Fee opmie U '-"ﬁ (293 (L) =z
Het [ee inecame L a4 35l LR 14436
Trdmng income exdsdng net
nberest moame 1,640 ™ 753 50 i) - L]
Het mherest moome{op ase)
o rading asives LIT§ 2T 107 33 7 = P
Het radmg incoens 1038 EIF B4 =2 N - 5,564

Het prooma'(emp s rom
fnancal natrumenis

dezignated o far valae H2 [L 8 434 1] - Lo
Ghams besx Jogses from finsncial

v edmads 439 108 -} 47 = ] - 2]
Dwadend mioomes &3 41 3 41 1 - 133
Het samed smnuranoe prermaame 1,9 23 123 a7 aml - 3436
Cither operatng moome 1603 - nx] 333 [P 256 (53 2733
Totnl cperabeng moome b s i 1| 19,13 L] 535 &40
Het pearance claims moumred

ainid eriow ament i poliog-

heldars liakaliiss (518 [P l1.50] L) [FLi] L] = 4,050
Hist operating wwcome telore

Lo irp anrenent charges and

ollet ekl il profusons 20804 1507 50 1954 5708 I ER
Leoan srpairmd charpet and other

credit rgle provisons 45 18 LEEZY] 3y {576} = TR0y
Ht operatinsg mwcome’ 18873 7.3 455 [LF ) HOF L 47,836
Totnl opembng expenises

(s huding deprecishion and

amodtizadion (11.477) @y =] BITg) pe e xh] a8 @033

Deeprocmtion of propesty, plant
and equipment

i EiF4] {168y 2o 3Ty (130 - (1632

Armortisation of inten gible

winids 234 15 (k] {174 (X = (2 H)
Tokal ppembmg expamses (1635 BTy e led] {8758 (3ADEy 32 (F STy
Operabng prodit 411 4474 LI a7 1,004 = 030
Ehare of peodil n assocabes

and joanl vanduret 130 23 453 Al — = 44
Froft befors L 5358 4517 2474 5013 1,604 - 20668
Gther disclonres
Cagatal mep mddure sounmed® 1,692 10 1 1LE2s EL ¥ = 4473
lewestmeml i assocaales and

pentd venlures 1783 08 538 43 .| = 1.24%
1 Mot opensfvg

Bxirrraal

-I'w
I Wmmmmmmmw
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Toear ended 31 Dﬂ:mbuillh{rm
Tt o Intra
Hag AsiL- Harth Latm HEBC
Earops Kong Pacafic Armenica Mumenin ibams Tatal
HEtm i5tm 1FEEm 5%m FEtm Fatm Etm

Inbarest invoms I 13,350 5133 4.349 | 12423 44 | B2 m
Irderast wxpanas i L1455 L [ LR
Hel inleregt pooma Lk ER-TES 2,050 3,767 Lile o naow
Fee incirne | 7546 o6 t.i“&_T_| %115 u‘z_-s“ ﬁzml[ Lﬁ,ﬂl}ﬂ}|
Foe eopeinie LIS 24 16 15 234 Pl
Rt 2w o L8990 1703 104 xim Loz - 12,48
Tradeg imcome 7 L] L] 09 127 = ATES
Hel eertmant mcome on

ety backmg

policyholders” linkaldies 3Tt 14 2 - -] - 1412
Gams less ke Fom finanaal

It 154 ] " 147 47 = 80
Diensdersd moome qim b 3 2 2 - £33
Hel sarmed rourance premmimd 1L 2247 " A5G L) - 5340
Obver cperatmg moame 5175 $3d | e a1 a6 [LhN] 1413
Total aperalifyy meooime I0amE 2209 1,500 18463 4558 EED 55
Het inguranes claime moxred

e ot i plecy-

okl habil R EhE) 2. 154) (& L36) (535 - (LR
Hel cperating mcomne before

Iy irep anfresE chped and

cthar credit n provihisns IE780 .13 18R 18,227 4024 EE0 51,353
Loan enparrnat charges and ofher

medt nsk prowinons l:i.ﬁi__.!"l_ 220 (@. fﬁ.mﬂ 2495 - £ 1510
Het operating o’ 17047 7363 EA 1 1312 am =0 45,18
Tnulotlalurgu:pm:

(e huding deprecatson and

amortsalon) {10,7Em 22158 (450 7 AdE) (2420 a3 [ Bl =]
Deprecuataon of property, plart

e equipsmend CL055) e 4] (2068) 105 = C1,731)
Ameriraion of inangible

5] L] (134 L] (201} L+-3] = ]
Total openting expnter Q008 LreL 08T .53 2,30 a3l ZEATT
Operalang prof e 4307 .5 = 5,276 1,241 - 1RE7S
Share of prafisf(lozs) m

pmsoocnlen pnd joant ventores 17 P 213 1] | - pd ]
Predit befors tax LIS S50, e Lat8 L2, = 1883,
kT i ciourer
Capal epenkinre nowred 001 234 14 1913 - = 44628
Inwestinerd o assoctabes arsd

ok enbures B #T 2352 a5 ¥ - 3440
1 Nt operetg iRcom;

Eviermal | 17,402 L] J_}H'-" FFFT] TAIT ” = I[ FINT] |

Irtaroatgrmend 244 &3 f [l L) =

A3
1 Expenaiine perrnad on property, plant s aqupeet e eaegible svses
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HERC HOLDINGS PLT

Motes on the Financial Statements (cominued)

Natr 13

By customar group

HSBC"s opersdions mchade o mmmber of shared support services md head office fanctions. The costs of these
functions are allecated to customer groups, where approprinte, on o systemadic and consistent bases. In addition, o
namber of 1ncome mddrperln Hems h:lu&hefﬁdnﬂ‘l‘m—:iﬂ h'mnl‘:ﬁml A inte 1 the ords —y:mnf
busmess between cuslomer groups co-cperading within the mtegrated HSBC Group. The follovang amalysis melades
inter-segmenl amounts withm each customer group with the elimimation shewn m a separale columi.

Total asses
At 31 Drecember 206 Ab 31 Decanber 2004
[FS%m L U53m L
Peraoniil Fruagiial Sevicst T S 204 2318 3zl
Commerasl Batng 213450 115 175,120 157
Coporads, Invatmerd Bankong md Makets 4406 5.5 735,056 3
Frivate Bankmg THCG a9 SREET a0
Oty 22ITR 1.7 IT.653 1B
Total aspds 1, B, TSR 100.0 130, ¥70 el
Frofit before tax
¥rear mded 11 December 2006
Caorparate,
Persomal Investment Intrm
Financial Comomercial Banking Private HEBC
Services Bunking & Markets  Hunking Other e Tonl
USEm UsEm USSm USEm 15 5m USEm US5m
Mot miferest moomesfep mse) 268076 TEL4 alee L (1501 [l ] RS
Het foe imoome i 3.7 hi | 1 1'm - 1718
Trdmng moomes'epensd
axchoding nat Teres inooens 331 ot 4 250 387 - ZELD
Hal piered oomaapeaa)
an trading adsdies pr.i] 20 ] rd Pt ] P ]
Het trading incomen mpms) 3] 4 4511 364 (L6} 2.658 B2
Het moamat{sgqmee) rom
fmancnl msruments
denpnated ot far value Tag (re ] 1] i =iy = aay
Jams bess bosses from financial
st = + 54 1] 147 - b
Dvadénd moama 3 & I H] L - b
Het smrmed mimancs pramams 1M =3 3 = =07 = S8
Otheer gperating moome TH: 250 1A% [9] 135 21T s
Totaloperating noanme 420 11481 (REAg .50 R 1T
H#l mspranon clarme soumed
and encw st i oty
hodders Tinbaities (4365 @6} [0 = (181} = {4,704
Het aperating inceme' IR 11385 13575 2531 ] 3175 65366
Looan: srpa et (ckarg ey
recovernes and ather credidt
ek pros 1mans [k ) m 109 E}_ {I_!'-'HI_ = Lﬂ.!ﬁ
Het aperating inceome’ 27808 10 8 Tl H ES [r N 4,760
Operabng expenses E!.EIEI ST {?SB_JE ﬂ-'ﬂ Eﬂ &Iﬁ
Crpemating profit/{loss LT .00 0 123 g - 21240
Share of profit m afsoo sbes
andd jont wendunes - oo 1 1 .} - B
ol (loss) biefore Lax R 5507 SH06 1214 i) - =2,
Cagatal mpadturs soursad Lis0 1= LEY 45 (2] - 4,580

1 Net cpermog come hafve lan iepatnnens fcharpeslirocow s o char e rede rigk provissons,
T Nt operaiog come:

Bxaeragl i FERET papn? M08 180l ] =, H.2 I
Irgersagmars 4057 bl [, 243 1237 2,029 {44 75 2

7 Expemaiaing wncsirred om property, plars ol apupesey ol ibeng e orees
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Tour endded 31 Drecamnber 2005
Corparabe,
Persoral Inetrent Intra-
Frewml  Commenaal Bamkmg Frooate HSRE
Zervices Bankmg & ke Baricmg Crdher e Totnl
85m U5tm 2sm it T2sm Fatm ragm
Het inerest moomallexp msel 2135 L ] 1001 Gay Y 1,705 L
Hit Femr micome 71313 2806 AT 1,080 220 - 14456
Tredng ncome{tapense)
exchslng net mieres moome a0 140 2919 7 0 - 3G
Nl inberest nooma{sg moe
o radng st daes 2t4 & g - {11 el d || 2308
Heltrahog incomed arpenise ) 574 M7 3225 nr C1om 1,704 5,064
Hel moome'eapense) from
fmanstinl metruments
dengriated of Bar valpe i {13 1] n A0 - 1034
Game e beases From fnasncial
(v msireirks 1% 2 475 45 14 - 452
Davwdend meorne ] ? ™ 2 42 - 153
Hetl sarmed iforiec premaums 4 B 23 L] = 200 = 343
Otheer cpeerating oo prad 27 1,621 8 2, (2,646 2,733
Tetal operaling Tvioime A4 2500 (R3] 2,365 EREY 2,64 61,704
Hal innganes claies moagred
mnd movement m polscy=
holders habilsties L i (i) — (15 - [N
Het operating moome' Li A ST 11457 2368 2992 el 2 1] 1457
Loan enparment (chargesy’
recoraries mnd other credit
ek provisions a5 (347 FiF] 12 [24] = (7,801)
Het operating micorme® 1. 8237 11,72% L 2,851 2,64 45038
Oparalig snpenmes (1442 45T (5 R ] A (LB 2844 e ]
Operaing profililees) a7en 4784 4,591 @12 23 = I
Share of profit m assrEales
wnd joint venburer 144 77T For = 31 = )
Profis before tax 3,504 4541 5163 512 2¢ - 20968
Capsul ﬂmmﬁmd] o 411 LTE3 162 Bl - 4403

1 Nt operating ncome bebiar koo smpainmerd s Ve owerier v G F CRRal PEK DRVITIONT,

I Neroperefing incorme !
Beterel .'-‘I.Wﬂ 1308 | 48k wiz | —I| 7,530
T8 e LR =

J‘W
3 MTMMPWMIB'W
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HERC HOLDINGS PLT

Motes on the Financial Statements (cominued)

Nofes 13 and 14
Tear ecded 31 Dcorrber hO04
Corparnte,
Perzoral Tvegbimend Irdrs.
Froncal  Comenarcal Eardurg Privats HEEC
Sevee Bakmg & Warkets Bankmg Ottyar therres Total
Ui Sk 154 UEEn rEdm Uidm T3Em
Wt mberest micomes 21412 4875 T Ti8 0 - 31,00
Het fee income 4,408 Tl 27 P2 (%11 - 12,548
T ifcorne 20 34 1535 F=" 40 = Les
Het preesienent mooens on
amets badcng polacy-
hoddears’ labalibes 2] 1 L] - A - E0E2
Tamns ke ks from firandal
ety T & 41} iz ue = 340
Crvydend £ coms 14 7 443 4 18 w £x
Het surmed msuranoes premuams ¥ 452 1072 e - a8 - S.3d8
ﬂﬂﬂr-&p{m Fil=e s 350 1k 1.0F9 24 20 {2 E LENI
Tkl opsrabag mioome RLE0 T8 10,542 2005 3. lem 2,343 35,588
Het marmncs durme mourrsd
andd v et
prlyholden’ laabiltie G050 (12540 [0 = LEk] = (4 635)
Het opemting svoome’ 2517 B2 10,503 2,008 a0 2345 11,353
Looan srpaiment (dang ey’
recdrieres aned ol credit
ruzk provinons 1, S0 Pras.ik] AT ki il — a8 151
Het opemhing noome' ALY .0 ) 11002 2008 s ] {2363 45,182
Cpealng e (1500 4220 (3507 (LT (473 1363 (FEASTY
Cperabng profit BAZE 4 02 193 L 13 =+ 18,673
Share of profit m assoastes
and jeant verdure L F3] 3 - % I %
Frofit before Lax BAST 4 7 £ [ad A = |%N;
Cagatal e ediure poured 1415 514 1519 142 EE - 4608

Net ot sncome befoee Lo eepatomees’ fohanpes i raccenes o obthe re et rist provenions.

1
2 Net oyt ikdome:
(& 1040 - 45182 I
213 1,788 Lo, e !

Bl | 22,700 " i".-lﬁ_!l Jz.i‘.il
14 Analysis of financial assets and liabilities by measurement basis

Irger-sagmdrs 7T 223 [l 23
¥ Bxpeaiune wourred o progerty, ploes ol equopess ol atonpibde areet,
Frnaincial asets and fnamecial Habilities are measured on an ongoing basis either & fair valie or o smoftised cost. The
mmmary of significant accountmg policies m Mote 2 describes how the ¢lasses of finmeml metruments are meassred,
v heow income and expenses, inchiding fair vabie gaine and bosses, are recognised. The following table analyses the
carmyang amounts of the finmncial assets and lisbilaties by calegory as defined m [AS 39 and by babance sheet headng.
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MNotes on the Financial Statements jcontinued)

Note 14

CRZREL WL 1ir lasegay = FEE Tl - [=r N PELUEE
LECHL - - LESH - - - -
[ e = - EEFTL - - 3
Slg'se - - 1% - - - - -
240580 = - TooEml - 2 s =
$O0'HL SLI r = = = = 6BEEL
£20'19 - - - = = : e =
4o a A - - - - - ol - SRRLL
TaL - T0L - = 3 3
GlveLL - - GI¥EEL = - ™ - -
L6 - = LZi'es = = = = -
HEE'TL - - ot - HETE - - -
flerrl  BICE a7l [T LER'ELl 175 8La tlEE TR EL ORI EDE
=3 = B 176 11 B B - - -
PE5OT = = BEHT = = = = -
Ire' 28l - LIEELN S5
Z00'0wL - - B - -
[ ] = - [T =] - - =
BE'EL BZ%'E érl - - - - =470
L - - - - oL b
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HEBC Holdings
At M Decrmmiber 2006
Fimancial
sty and
Available  lmbitities ot
Hel for  Designated  Lomns and forsale  nmortised
Tll‘l‘l‘ at fair vahse  receivabbes weoariie Lol Tatal
UEEm U5gm Ukim UsEm Usim Uigm
Financial Aswets
Cadh @ bark and d hand - - - - =e =
Danralores 1509 - - - - 1509
Lo arvd advarsses o HEEC urrbertakmgs - - 14,456 - - 14458
Fmarcml v estmenis - - - el - deil4
Ottt adtati - - - - 23 =
Total financial scsets 1,509 - 14,456 1614 Tt 20423
Financial Llabilkirs
Arrcunts owed o HEBC undertalong - - - - 3,100 100
Francml [mabalies dengroted ol faor vahie = 1407 = - = 1407
Denvatrres e - - - - in
Subordmated lmbaldies - - - - BAZD BAZS
ither Lisbalfses = = = = 1 1
Aceraads - - - - 111 111
Total financial labikties 177 L4070 = - 1L6as S
AL 31 Dwcemiber 20074
Financial
aselz and
Avalable:  habdlites &
Heldfor Dempnatsd  Laant and foembe  amvrtised
wadng  atfurvake  recentables foaty e = Todal
Uskm F3im I5&m Ussm F3%m UsEm
Funera| Assets
Cuy ot b gnd g hand v = = = 16 136
Darerabves L~ <o) = = = = DER
Lmrm!thmsmmc'm# = - 4,092 . - 14092
Famral gw et = - - k-1 - 3517
L 1 EoE i - = = = 23 25
Total financial sxsets S - 14,052 3517 TH1 1%.338
Francml Labalites
Amounts owred to HEBC umdertsionigs - - - - & 0TS aits
Fmancml lesheiti e de=ngrated at foor ralus - 13500 - - - 13,30
Denvatrees i ] - - - - 20
Subordsmbed |iablis - - - - 5,236 5,236
Ot liagbaldess I o e = 3 3
Avirualt = - = - #3 95
Total financial lubiBems i) 11,3 = = F4505F T3.065
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MENC HOLDINGS PLE

Motes on the Financial Statements (contirued)
Wotes £ 3 ol £

15 Trading assets

i 2005
USEm FEEm

Trading asses
~mnal subjact & repledge or resate by coonterparhes gt 174,274
- winch rmuy be repledged or rescld by counterparties Sl o %5
RL4T 232, 5
Trepmey and other ehgibla bl 21,7 12,745
Loeht macumbies 155447 117,659
Equrty secunbes AL 20,200
204358 150, 0l
Leogna and adv ancas 1o banicr RL00G 29,506
Lok i Bedw it L it cwriens .78 32498
IR 14T 231 905

The following table provides an analyss of irading securities which are valued af market value and the net gams/
(bosges) resullmg from trading sctivit es:

0 2008
Falr Gy Faer Gl
winkie {enwr ) Vilis losgety
US%m U5 UI5m USam
2 Treasory and TE Govermment sgencies # A a1 12 0 21
1T Bovemmement 17 Er 330 2
Heg Bong Goeemanert BT 4 6329 (41}
Ot pomsrsiirest 0,47 2 49352 280
Assel-bacoed secuntiey 15,781 3 1341 24y
Cotpatale debt and ofher moun e ET305 (e5}] 5044 324
Equity semunhes 27149 3 0203 ]
204 355 50 10608 428

Trclioded withm tha adbove flpune sre dott sacunties tzued by banks and afwr flrarcial reangcne of URE38,153 mallion (2005:
LERIEA0E malliond,

Tlm ﬁ:ﬂmﬁg Ii}'le ma]}'nl truling securthes bebween those lided on u.ni:vg,nind El:t|1-1g: nu‘] thoie that are

unlmsted:
Treasary
ared othes Db Equky
eligible bills securithes seouriies Total
LRES US8m UEEm U5Sm
Falr valae 31 31 December 2006
Lubedm.!.mcogmsede:dﬁmge' 133 112400 25347 138113
i ATE ] 20, 38 Ltk 1212 e
21,74 155,447 27148 A
Fairvabss g 71 Decsmb e 2005
Listed on s peoogioed sechenge’ 7.1 o5 o 17938 12050
Uehebad 3572 20,855 AT I§T1E
[2 748 [1T.65% 10,205 1540808

1 ke wthur el erarnteserits ane LSS, 309 evillion (2003 LELNOMS eullsony of et fisted m1 Moy oag.
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The followmng nble summanses HSEC s trading poetfolios by valostion methodiol agy:

ARSI L. b Bities
Trading
Treding securities -
securities Derivatives short prsitions Derivatives
L “ L1 L
At 3] Deceamber X006
Faur vilus bazed on
Cracked reriont prrnces [+ 1] 1% 942 pd
el mnodel with fmulical chaarvable
mmre parameters 178 W63 &8 5.5
[nkermial models with sgubicml awehaevable
ke pacamabard - LB - op
100.0 1000 10 100 .0
At 31 Drecember 2005
Fair valus based m
Croofied et prices B4 L] a0 57
Intarmial models with sgnificnt choarvable
erareal paramatay 124 P13 40 ¥4
Enderminl models with sgnilicnt unebaemable
ermrcd pacmabers = F = 13
1060 1000 1000 100 0
Financial assets designated at fair value
2006 2005
U%Em iftm
Tressury and otber ehgpibls bills 13 53
Dl sequrihes LR .70E
Equety searthe 10y B33
Loans snd ndvances to bumks 1 124
Loans and advarces i oistomers 1% #31
20572 15 (e
Treasury
and ey Dretst Equry
eligihle bills wouriles =wourEies Tobzl
55m USEm Ustm USEm
Fair vahee ot 31 December 006
Ligied on o recogrased exchange’! R 4505 2212 14,284
Unhsted - S50 1350 2,500
i3 4> 10602 20184
Fairvalus sl 31 Deceenbear 2005
Listed on a pecopmsed exchang e’ 4] oz 1173 10,345
Unhted 12 2877 5341 A48
a3 - T 8,333 14,251

1 trcfules wethun i’ prvestenents ave LSS 00 4 mllion of raeniments liged 0 Horg Fong (201, UES0EE mdlion).
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HERC HOLDINGS PLT

Motes on the Financial Statements (contirued)

Nofes I and 17

The following tuble provides m anabyss of secunities designabed af figr value:

Marke vakie
006 2008
US5m UrEsm
U2 Treamry and TS Oovemnanent agenciet 2 -3
UK. Covermamend 125 b1
Heorg Kong Dov amrment 216 17
Cthver jgoremniment AR I.358
Ast-badked senmties 2 153
Corporats debd and oher seourities =510 At ]
Equilsss 10,603 5,333
SLLLES 14,291
Trxchiaokeel withm she mbove flgunes ane dinby socurfies e by harsks av ofver firoreidl reiurione of TE30 458 andlion (2005 LE3 D3
mralliars),
17 Dedvativas

Fair values of derivatives by product contract type held by HSBC

sty Liabilkies
Trading  Hedging Taal  Trading  Hedging Toxal
U5 %m S S USSm U S UStm S Sm
AL 3] Decamber 2006
Foresgn exchangs 2052 2358 23047 ZREXT) 294 29231
It rate A2 e 1,251 b e .} 2527 {1287 (55214
Equrss 10,%7 - 0,57 [ Iy (w ] 11854
Cradt denvatives 837 = b S ) {EE11) = {E611)
Commedity and cther Ia = t& {I&l - "-ﬁ‘l
Oroes tobal far values 15 A2 ol ] 10270 _lm ﬂﬂ S, 34
Netting ] "
Total 106, 0 EAE
AL Bl Dacamber 2000
Forsjn echang 21.0m2 243 21143 (20, T3 (&1} 0ETH
Irberen rake 44573 1414 47,737 (48 550 {1 5E85) L]
Equilms 4803 - 453 [Nk kN - 4,703
Credd dervatives 1588 = 3585 C3I0 - (3500
Camrredity and ciher 1877 & LT L1842y r (12420
Grees total fusr waluses 74,900 1E77 TSI (77,038 {1,547} (78,655
Wetting (4 545 4 fa
Tetal 13528 534.[)3{-:.-
Fair values of derivatives by product contract type held by HSBC Holdings with subsidiaries
¥ eur ended 31 December
30083 o
T i ing Tradmg
A, swrty Linbiliies AL Lisbaldyes
LIS % U5 5Sm e Sm
Foreyn exchangs 1557 - ] 144
Iebast Fala 42 17 T 142
Orost tolal farrvaluss 1 500 177 S 28

Davudives mre finacinl mstrumends that derpve thear value from the price of underlvmng items such as equities,
bomds, mierest mies, foreign exchmge, credit spreads, commodities mad equity or other indices. Derivatives eonble
users b mcremse, reduce or alfer exposure to credit or marked risks. HSBC makes markets m denvidives for its
customers mnd uses dervatives lo manage is exposare to oredit md market ks

Drerivatives are ciarmed & fair value and shown in the balance sheet @ separate totals of azsets and liabalities. Asset
values represent the cost 1o HSBC of replacing all tranenctions with & fair value in HSBC s favour nesum ing thot all
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HEECs relevant comberpartses defiuak af the samie time, and that tronsactions e be replaced instmtaneoushy.
Lunbility values represent the cost to HSBC s counterparties of replacing all thewr transactions with HEBC wath a fur
vithie in their favour if HSBC were to defaule Derivative assets and Habil tiex on different transactions are only 61
off if the rmssctions are with the same counterparty, a legal right of set-off exists and the cash flows are intended 10
be eetiled om 4 net basis,

Use of derivatives

HSEC tramscts denvatives for three prmary purposes: to creade rsk mamagement solations for clients, for
propriciary trading purposes, md to maooge aed bedge HERC's own risks, Derivatives (except for derivatres which
are designated as effective hedgmg ingruments ns defmed n LAS 39§ are held for trndmng. The held for tradng
clissification mehudes two types of derivatives: those wsed in sales and trading activities, and those used for rigk
managemend purpases but which for virsoias reasons do not meel the qualdfying erteria for hedge sccounting. The
second category includes derivatives managed i conjumction with fmmneial mstmuments designated o fuir valoe.
These aclivities are deseribed more fially below.

HEBC's derivalive schivities give rise to signilicant open posilions in portfolios of derivatives. These posithons are
managed constanily to ensure that they remain within accepiable risk levels, with matching deals being wiilised to
achieve this where neceszary. When entering mio derivative transactions, HSBEC employs the same crecls risk
management procedures (o assess and spprove potantinl credit expomares that se weed for traditional lending.

Trading derivatives

Most of HSBC s denvative tramsnctians relie to sales and trading activities. Sabes activities include the structurmg
md marketing of denvative products to cosiomers to enable them to take, trmsfer, moddy or reduce cumrent or
experted risks. Trading activities in derivatives are entered into principally for the purpose of genensting profits from
shoat-tenm fluciuations m price ormmgin, Posttions moy be tmaded actively or be held over o peniod of tine to benefi
from expected changes in exchage mies, mieres rmies, equity prices or other market parameters. Trdmg includes
market-making, positioning md mrbitrige sctivities, Market-making entnls quoting bid nnd offer prices to other
marked participants for the purpose of genertmg revenuoes based on spread and vohome; postioning means mamaging
market risk positions m the expeciation of benefiting from fivourable movements in prices, rates or indices; whitmge
involves identfyme md profitmg from price ddferentinls between markets md products.

As mentioned sbove, ciher derivatives classified as held for trading include non-qualifymg hedging derivadives,
ineffective hedging derivatives and the componenis of hedgng denivatives that are excluded from assessing hedge
effectivenesa Non-qualifying hedging derivatives are entered into for risk mansgement purposcs but do not meet the
sriteria for hedge scoanting. These mohide denviives managed i conjunction with financial insraments
designaded ui fasr value,

Grains and bosses from changes in the fazr vadue of derivatives that do not qualify for hedge accounting e reported in
‘Wt trwtding income’, except for derpvatives mmaged m conjunction with finmncinl mstruments designnted ot fair
vahie, where gains snd losses are reported m “Net income from finmcial mstruments designated at fair valwe',
together with the gains mnd losses on the hedzged iteme Changes m the fuir values of tmdmg denvigives are mclusve
of contructual meerest. Changes in the fair value of derivatives managed n conpanction with fimaacial insgmments
destgnated af famr value are mchided n “Net income from fmancial instraments designaded al fax vidue” mclusive of
contructual interest unless the dertvatives are mmaged with debit securities in tssue, in which case the controctual
inlerest is sdhown in mierest payable with the mterest payvable on the issed debt. Substmtally all of HSBC Holdings®
derivatives entered into with HSBC undertakings are managed i conunction with financial labilitbes desiented of
fair value.
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Nt |7

Contruct amsnis of derivatives had for truding porposes by prodoct Bpe

HEBE HSBC Holdings
2006 2005 2006 2008
UEEm U3%m USEm UEim
Foreygn sxchange 2,182,008 1,721 A% SR 10,224
Irberest rate PRAD 0L &731,11 S04 3,304
Equrss 20701 100, 364 = -
Credd denvatives 1108828 51,741 - =
Commediy and clher M S 2450 - =
13373 7104 760 15173 | 3,526

Derivatives valued nsing models with unobservable mpuats

The nmoent thit bns yet 1o be recognised in the consolidabed moome gatement relating to the difference between the
frar value st mitial recognition (the transaciion price) snd the amount that veould have ansen bad valunbon fechnigues
used for subsequent mevmrement been npplied af initial recognition, less asbeequent relenses, is ws follows:;

T 2005

US5m TF59m

Uramsortuped Badance of | Jamussy a5 n
Doaferral on new ranseclions 3 EL

Escognized in e incoens statement demng the pencd

= EmarEhon (o] [#31]

= gubpequent Lo un o rvable inpoks becomang oy abile 236} (64

= IR of ReTEniation =2 25
Exchangs ddfawnces = v
Urarsorhsed balunce 88 51 Decsnber 214 152

Hedging instruments

HEBC uses denvalives (principally interest rte svwaps) for hedging purposes m the management of s own et and
linbility portfolios and strectural posiicns, This ensbles HSBC 1o optimise the ovemll cost to the Group of mocessing
debt capitnd markets, md 1o mitigage the market risk which woald otherwise ans: from structaral imbalances o the
maturity nnd other profiles of its nesets and liabskities,

The nccounting treatment of hedge imnamctions varies sccording to the pafure of the instrement hedged md the fvpe
of hedge transnctions, Dervatives may qualify s hedges for accounting paposes if they ore fair value hedges, cash
flow hedges, or mvestment hedges. These are descnbeed under the relevant headings below:

Contract amounis of derbvatives hodd for hedging purposes by prodocd type

Ar3] Decrmber 2006 Al 31 Decanbar 2005
Cush Mlow Fair value Cash flowr Farvalue
herdige hedge bredge hedge
U&8m U'%Sm 1154m FE8m
Forengn exchangs 21,78 =ms 16,5480 265
Interest rate 2 £3% M2 14878 18,745
Equrties = ] = =
223,400 27,204 191515 22444
— e— —l—

With respect to exchange rate and inberest mle contracts, the notional or contracteal amounts of these mstrumenis
indicate the nominal vadue of transsctions outgoncding a8 the balance sheet date; they do nod represent amounts af risk.

Falr value hedges

HESBC"s forr vabue hedges prncipally consist of mierest rte swaps thaf mre used to protect agnmat changes in the fur
value of fixed-role bong-lems financial mstr s chse tomo nis in murket interest mees. For qualifvng fuir
value hedges, all chinges m the fimr value of the denvative and m the far value of the item m relation 1o the sk
being hedged are recognised i meome. If the hedge relationship is terminated, the far value sdjustment to the
hedged item continues to be reported as part of the basis of the item and i5 amonised 1o income as a yvield adjngment
over the remainder of the hedgmg period.

184
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The fur values of outganding derivatives designated s fur value bedges o 31 December 2006 were assets af
155201 million {2005: 155149 million) and lishilittes of U5$315 million (2005: USS4T1 million).

Ceains or losves aridng from fabr value hed ges

20 05
Gamnotlcasen
= oy beed ging metrurrengs B 3|
= on ye hedped e szritastde to the hedped ngk i (ETY
1t L
—_

Cach Mow hedges

HSBC's cash Now hedges consist prncipally of interest rate and eross-carrency svwaps that are uzed 1o protect agaans
expomares 1o varishility in fature miercst cash flows en non-irading assels and lesbilities which bear interest o
variahle rates or which afe expected to be re-funded or reinvested in the fislure. The smounts and timing of fistare
cazh flows, representmg both principal md intereet flows, se projecied for each portfolio of financiol assets and
linkiligice on the basia of their contractual terms md other relevant factors, including estienmates of prepayments and
defmlis. The aggregaie prmcipal balances and mierest cash flows across afl portfolios aver fime fomm the basis for
identifving gains and losses on the effective portions of demvadives designated as cash flow hedzes of forecns
tmmsuctions. Gams md losses sre inimlly recognised directly in equity, m the cash flow hedgmg reserve, and are
tramsferved 1o the incom e stigement when the forecast cash flows affect the moome Satement.

Al 31 Decemn ber 2006, the fasr values of eutstmding derivatives designated as cash flow hedges of forecas
tramsactbons were assets of 7553, 749 million (2003 V553,528 million) snd lisbilities of UFS51,364 million (2005
551,062 millioa).

The schedile of forecast principal balmees on which the expected mierest cash flows aree a8 & 31 Decomn ber 2006 iz
as follows:

More than 3 S weurs or bes

3 st bes mmths bat less bt mnore tham Afore tham
or e than 1 year 1 year 2 years
U55m US%m U5%m USEm
AL 3 DBecamber 2006
Cath mullows from acsets 1,640 51471 227 L]
Cady cutflows fram habalilzes it ] [P1BEEY 60,7133 RSy
Wt cash cuiflows ﬁﬂi [-IJ.H'TI ﬁﬂi] 7T
AL 3| Decernt=er 2005
cath mflows frenamss L ] T 30 T
Cashy dudflows From hsbalibres Y] [ 2Ty {47 B L L1755
Wt cash cotflows (26 389 i1 IE £18 250 (525

Tz talder mefocs the oot gt b prafile aff e andiriyog hodged s and JO03 balancer fanee Bvert odfjuactd fo ariaans
corm ity wih the X000 balances for ther diclamne

The gaine and losees om incifective pontions of such denivatives mv recognised immediniely in the income ststement.
Diuring the year o 31 December 2006, o loss of USS122 million (2005: USE%6 millioa ) wis recognised due to hedge
imeffectiveness,

Hedges ol net investmmis in forelgn operations

HEBC's conzolukaed balance sheet is affected by exchmge differences between the U8 dollar and all the non-U'8
dallar fundional curmencies of subsidsaries. HSBC hedges structural foreign exchange exposires only in limited
circumstances. Hedgmg is undenaken usmg forward foreign exchange contracts which are accounted for as bedges of
a nel mvesiment m a foreign operation. or by financimg with borrowings in the same currencies as the fanctional
cumrencies involved,
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Motes on the Financial Statements (contirued)

.';F;:us I?md .ra.r

Al 31 December 2006, the fur vales of owtstamdmng fmancinl ingrim enis designated s hedges of net myvestments in
foreign operations were labilities of US$250 million {2005 US5114 millioa)

The imeffectiveness recognised in Net irading meome” i the year ended 31 December 20046 that arose from hedges
in foresgn operndions was nil {2003: nil ).

Senaitivity of fair values to changing significant essumptions to reasonably possible alternatives

Fuar values of cenmin demvitives recognised in the fmancinl sistements may be determined m whole or in part weing
valuntion technpqees based on asaemptions thal are not supported by prices from cumrent mrke! ransaclions or
obscrvable market datn. In these mstances, the net fair vahse reconded m the financial stalements i the sum of three
Components;

- the vahie given by application of a vabaation model, based upon HEBC 's bed st imate of the mos appropeide
model inputs,

= any fuer vahie sdpistments (o account for markel featires not mckided wathin the valuation model (for example,
bid-mid spreads, counterparty credit spreads andor market datn uncenainty ) and

- mception profi, or m unemortisnd ¢ lement thereof, pot pecognized Enmedintcly in the mcome Aalement in
necordmyce with Mote 2(k)

A the valuntion models are based upon mssumptions, chonging the assimptions changes the resulinnt estimate of fir
value, HSBC performs vanious sengifivity snaly ses on its valustion assamplions. The potential effect of using
reascnably possible alfernntive asumpticns in valuation models has been quangified as & reduction in ssets of
npproxmately USST2 million {2005 USST7 million) ueing less favournble sssumpt ions, mnd mn mcrease m assets of
approximaely USS69 million { 2005: USE73 million) uving mare favoumble assumptions, The rnges of reasonably
possibile altemative msumptions ae established by application of profesionnl judgement to an analysis of the data

aviilable to o ench

The totnl amount of the chmge m far vidue estimated usimng o valuation techniquee tha was recognased i the yemr
ended 31 December 2006 was o logs of USE195 millicn (2005: US3129 million

18 Financial investments
HSBC
0s 2000
U5%m USEm
Fruncnl medtments
= maot subyact bo repladge or remsde by counberparites 157055 175,301
= winch may be repbadged or pescld by coanderpartes 7,751 0481
20l B LEZ, 347
S0 005
Carrying Fair Carryrg Fair
amEnnt viahie smaind waoe
TUEEm U5%m UEsm F55m
Treansy sl other shprhle blls 25313 2503 Z5042 25042
- wailable-for-gale R ELE" e 34834
= hekdlo-rratunty &4 4% 208 ;)
Dbl secunbves 171186 17149 140781 147,507
= wnilsble.for-sale [ 16180 | 161870 t |a1.m:| | 14 55
= helddo-mmfanty e ] @ £ 082 =R 2 ]
Edquity seainbs £297 b J319 1519
= availabe-for-sale [ a2s7] | gx1] | 7512] | 7519 |
Tohal firandal svetments 204 H0E 205, 18 1342 182523
— e, i e e
186
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o CRrmes
Aoresiant e aneeakied unrealied Fair
cnet gl heits vl
T5Em UsEm USEm U5gm
AL 3 December 306
UE Treasury 021w 5 {213 10,203
S e ermenend agomcies L] 0 L 5] S0am
UE Cewremenent sponsored anbibier 14,0 ™ [ri 4] 13,7900
B derarmrnant T8 i (5] L -]
Hong Kong Govemmment 1% 1 [L5] 1 0
Oiber govemment NE=R 47 {10 Pk
Ansel-backed seamities 25,78 9 (11 26,750
Comporate debe and o securdue m.217 33 [r ] 3311
Equetin &208 2000 i 227
20 = 204 0.,
At 31 Dracernber 2008
UE Treasury Mm% 3 (25 ]
UE T ameninl aganciel 4,172 2 [+ 4173
UE Cewvemenent sponsored snbites 16,009 -] QFn 15,889
U Qovermrnent 76508 L] 4] 7,740
Herg Kong Bov erterend 44M 2 (k] A4
Otlser gowsrtanent a2 n (& Fa4R53
Asseb-budeed seunbes 2,093 [ ] oD 2089
Conporate dabd ancd oliver seaurt e .0 457 @m E055
Erakies 4414 111 L) 1518
181.322 2112 Ll 1K) 182523
AL 3| Drecerniber 2004
UE Treasury 7908 =} (4] B0
UE Govemenent agmoes 457 a1 (4" 4] B
UE dovermmend sponsored entibies 10,093 13 [ 1] 101
UK Fosemmment 11,510 i & 11,508
Horg Foong (ovemremend 5274 B = 338
ke poverrment ELNE 343 a9 TEEdE
Agsel-bucied secnbet 13,367 ] i3} 13,369
Coparde daf and o senrfies AT 1058 {13 #3402
Erjusties &, 567 1138 [ 1n] 1480
185,332 3004 FEOEY 187,830
Inchsded within the sbove figures are debt secunties issued by banks snd other finmetal mstinations of
USE86,649 million (2005: U3S68,954 million ). The far vaboe of these was USSEG,5596 million (2005
US348,933 millson).
Treasury  Treaniry
and other  and other Ieebit, Dbt
eligiblebills  eligitle bills wrcuiritbes wecarkies
availabile hekdto avallable hekd-1o- Equiy
for-sale amrky for-sale iy sEcnrities Totml
ULEm USEm UsEm U5Em USEm U5Sm
Carrying amoant st 31 Decemier 2004
Lted on a recogmasd exchange i§- 51 43 =|ie Asan 207 el
Unksed 23,407 - 1400 54 173 2300 138127

.- D - SR .1 O .~ S = -

Carrying smomnt gt 31 Deoerpboer 3005

Lesied an s pecogmssd exchange LA ] 2107 &2,167 4002 N TEA20
Unkaed 18,223 - W12 4 FREE] 05822
34,234 27 141,855 B 0E2 7.51% 142 342

The fuir value of listed held-to-moturity debt securithes s af 31 Drecember 2006 was US83,663 million (2005:
U584,143 million}, Inchided wathm Listed inmvestments were US51.1 79 million {2005: U851,246 millson) of
investments listed in Hong Kong,
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The muherit ses of mvedmen seourties o camying vabue are analysed ns follows:

kbt 2005
TT5Em F33m
Foemurang contrastus] matumty of bl S8 pacuritser
b yemror bess [adard 0,591
B pears of bezz but over | yeur 5145 5655
10 yoars or lezs bt over 5 yoars 12ms 10,502
o 10 yeare 010 nm
1 7L196 45|
Foesnastung contragual reatanty of debd peasilies svailible for mle
| poar or b a33E =035
F years or e bl o ] e 49T 35,931
[0 wears or Jess but over & pears BT 5638
ower 10 years 3 el 3¢ 573
141 i o
FET—
Ramusmnng contredtual mafunty of debt seambes held to matunty
1 pemror bess =50 432
4 pears or besx but over 1 yemr LE LA
10 emrs or less bt over 5 years aE 2388
e 10 paary 20 vl
9326 gns

The following table provides m analysis of confractunl msurities ond weighted average yields of mvestment debt
securilies as af 31 December 2006:

After moe vear bt After Mive years bt
Within o year within five years withim Len vear After b vears

AETHRENL YW Aot Yield ArEmamin Wield LR T Yiekl
USSm Ll TsSm " UsSm L USEm L
Avalkbieforsale
112 Treasay agenoes 199 R 1443 BT 1% 458 n 457
112 Govermment agencees 0 48 A1 i} hLii] LS 1] A4 N
2 o ermoment -spomsored
apenae 148 257 o 17 1,533 266 S840 485
UK Gewesmenst e k) o 1524 136 = - = -
Heeg Eong Gowaniment 268 2 08 =B} 194 488 = -
DA oL 11,70 40 11,907 20 3172 Tar 12 TM
Autiel-bicked secimbiel 4554 4% 1322 =1 1908 124 1902 148
Coporate ddd and ofher
untes 44875 ] E0as 54 3512 4,53 2487 518
Total mreortised coat 3% 00 235500 6T EE
Tokal earvyeng value L L BT 164
Helddomatur gy
73 Treapey sgancws kS L) kS 06 24 423 n 11l
U2 Geovemment agawd 1 s ] L] 4+  ded A
U3 Dowermumant-spondored
apgmisies E a5 8 T &I 1,74 590
UK (Goverranant = - - - - - - =
Hong Kong Joe et L am 2 39S - - 8 221
Dt gesernimerks 124 4.0 138 585 1My 484 2 44
Azt b cked seauntie: = - = = = = = =
Copatale debl and other
secunkiss 412 350 147 47 28 483 pt] 402
Tohal wrerlized oo =50 1582 BN b 1040
Totai camying value 550 1648 3188 1040

The maherity dstribulions of assel-backed secunities we presented m the above table based spon contractual madunty
dates. The weighted average yvield for each rnge of mairitbes i the above table i caleulated by divading the
annualised interest income for the year ended 31 December 2006 by the book amount of available-for-sale delq
securities af that dae. The vields do not inelude the effect of related derivatves

158
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19 Securitisations and other structured transactions

HEBC enters inbo transactions i the nonmal course of busmess by which it rmsfers recognised fmancial assets
darectly 1o thrd parties or 1o specinl purpose entities. These irunsfers may give rise (o the full or partial derecognition
of the financin nesets concermed

Full derecognition occurs when HSBC inmsfers ds contraciual right to recerve cash flows from the fmsncial
asmsets, or relams the rght bl assunies an obligeion o pass on the cash fows from the dsed, and irmsfers
abatantindly all the nsks and rewards of ownershp. The nses include credit, interest mbe, cumrency, propay ment
and ather price rsks

- Partial derecognition ocours when HSBC sells or ctherwiee rmsfers financinl sssets in such o way that some bt
not subsimtially &l of the risks sd rewsnds of ownership e oransferred but control i retnmed. These finmcial
assets e recognised on the balance sheet 1o the extent of HSBC's contmuing invelvement.

The majority of fimmcinl nssets that do not qualify for derecognition are (i) debt secunities held by counterpurties ns
collabernl under repurchase sgreements or (i) equily secunities lent under securities lending ngreem ents. The
following table mnlyses the comymg amount of fimmnc il meeeis that did not qualify for derecognition duning 2006
and 2005, and their nssociated fmancial linbalitics:

T 20045

Carrying Carrying Cempng cuTyng

mmenmt of mmeamt of mmount. of mrourd. of

traprermed naso|nted transferrad emocmled
sty lisb flitles resets’ hiabalgpes’
Lig ] TEEm tF2fm r=tm

Manire of trasaction

Fepurchass agremnmis 67,558 a1 62,643 62,500
Seduriiees ledmg agreammts el 1248 4,138 4.2
0 4 T At B £7.161

1 J008 amaets for Aopnchons agnremess ool sacurties ki ap e have beert neclass glad fo arsiond & Comsieang preseniation

wattt 2000 balomoes for s alivalomune.

A small proportion of fmancinl eesets that do not qualify for derecognitbon relate to loans, credat crds, debt securitics
andd trade receivables thl hove been secunitized under nrrangements by which HSBC refaine n contimuing
involvernent m such transfered aswts. Contimumg imvobvement muy entasl retainmg the rights to fisure cash flows
wromg from the assets afler myvestors have received ther contructunl ferms (for example, mtered mie dnps);
providmg subordina ed interest; lquidity support; continning to eervice the underlying nssel, or entering mto
derivative transactions with the securtisation vehicles As such, HSBC eontinues ta be exposed to ridks asvociated
with these trimsact jons.

The rights and obligations that HSBC retains from ite continumg involvement in seturitsmtons are indially reconded
as un albocation of the Fair vidue of the finuncial asset betweeen the part that is derecognised mnd the posi dhat contmuss
ta be recognised on the date of rmsfer, The following malyses the carying mmount of fnnncinl assets to the extent
of HSBs contmumg involvemend that qualified for parinl derecognition durmg the vear, md thew mssocinted

linbiligses:
Securitisations af 31 December
2 2005
TS Rm UEim
Cammying amount of asrels {ormgieal) 20095 £
Carrying smont of serels (ourrently recopnized) =00 255
Carying amount of eepocabed liataldwes 06 256

358
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20 Interests in associates and joint ventures
Principal associstes of HSBC

AL 31 Becember 2006 At 31 Diecamber 2005
Carrving Fair Camryng Far
TR vabae et valus
U5%m U%Em UEdm 28m
Lixted
Bank of Comrrarnoabiors Co, Lenged 2.0 11,068 280 4143
g An narsnce (Group ) Campany of
Chma, Limted 307 GH3% 1,637 FAer |
The Ssud: Entich Bark Lenged 978 4,700 712 5300
sz, = aoee, 2,
At 3 December 30068
HEBCs Tasued
Cionmntry of lintereat ity
L e FEiRY Capital cpiesl
LEard
B of Compmrrdoabons Co, Limgad PR L] FMB45 5Mm
Fog An Esuranof (Group) Comp any of Chana, Limsed FRC' ] FMEEIFm
The Ssudi Entish Bank Lenited ESauds frabm Al %G SR3.750m
U et ed
Basrowgale Lamaed ™ Hong ¥mg 24 6y -
Britih Amb Commeraal Bank Lamatsd England a8 51%% SR Im
B3 Fully paed
£5meml pad
En=m Ba Framice aReme €115m
Frumncien Indepandencia S & 4= CV Mmoo 99 BOPAm
Irbastrial Bank Compary Lenited™ PRC! 15 s RMEI #58m
Wl Fege HSBC Trade Basik, H A Wubed Slates 20008 =
AEA Irvestors (Cayrrany] LE*Y
HIEC FE m He 2 LE
I onlaga T
Crtigas & Comrpuny LF?
Privale Equiy Pertlolio (reetment) LP Inc™?
Feaple's Repxablic of China,

Tyl asquarty copatad i deror oo FHCRY wrdlion,

Irtvestmersl il sheoaght Mg Serp Bank Limiedd, o 02,4 4 per ool ownedd sbanabiany oSS0

Irducrie Sank Compary Limied [sted on the Zhanphal Zock Socharge o § Fsbna g 007,

Ieouied aqaty copizal o besy shon DOST milin,

Ferstre Sapien Limuted parsiership, Addnes q,l'_prnc.gm!piucr n_f'bnsm = o' Walbers SPY Lomsod, Walker Mowse, §7 Mary Stroet,

PO B BOSTT, Oworge T, Crond Capmarn, Cgeeaer Idords,

T Liwspd parsershin wistng thir group oW mond then ."?pl"'ﬁ"! et dowrz ot v corgradl dba 1o D [t ons wehin Swiar tipws
erfiws.

E-.n.l.lm'pa.rnur:.\hl,u. Adbdreees of prneipal place of B ic 82 Lpper Thomes Stvet, Lodon 806 SRS,

Limised parmwrehip, Addvess of prineipal ploce of eines & WF Daigss Bealdinyg, Oviigas Awaat, Pasig Oy, Pielippmes.

oonm e e e

E-X-

All the shove mvestments in associafes are ovwned by subsidianies of HSBC Holdings, On & February 2006, HSBC
digpoaed of ite 21.16 per cent sharcholding m the Cyprug Popular Bank Limited {trading ae Laiki Group).

HESBC hnd USS4, 747 million {2005; US54,317 million) of mvednients i sssocintes mnd joint ventures listed m Hong
Kong.

For the vear ended 31 December 2006, HSBC s share of associnfes md jomt ventures tax on profit was
USE279 million {2005; US5225 millicn . which is inchaded withm shore of profit in sssocintes mnd joint venhares in
the mcome statement.
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Summurised sppregste Anancisl nformatisn on esociates

00 2005
TUSEm EEm
HERC s dhaee o
= pipats BHG 63,347
= laildien TT A4 sEBed
- v eueT 243 338
= profit afler tax #23 sag

HEBC's shire of associntes’ comtmgent liabilities amounted to US513.824 million st 31 Decensber 2006 {2005:
US%7,818 million ). Mo matters urose where HSBC was severally limble,

HSEC"s 15,98 per cent mvestment m Industrial Bank Com pany Limited was equity necounted with effect from

My 2004, reflectmg HSBC's significant influence over this nssocinte, HSBC s significant mfhuience was estublished
ns= -rrmlufﬂ.-prl:uliinn on the Board of Directors, and = accordmee wath ihe Technical Suppwl md Assistmoe
Agreements, HSBC is assisting i the development of fmmncml md opersting policies

HSBC's 19.9 per cent mrvestment m Ping An Insurance { Group ) Company of China, Limited was squity accounted
with effect from 38 August 2005, reflecting HSEC s significant influence over this mssociate. HARC s significant
infhience was established us o resuli of the accuisition of an additionnl participation of 9.91 per cent on 31 Augusd
2004, for a consideration of US51,039 millicn.

HSBCs significant nfluence on Bank of Communications Co., Limited was estoblished oz o resall of represeniation
an the Board of Directors, md in accordance with the Technical Support and Assisance Agreaments, HSBC &
nssteting in the development of financeal and opemating policics sd a number of staff have been meondsed to assist in
this process,

The statutory nccounting reference dale of Bank of Communications Co., Limited, Ping An Insurmce (Groug)
Company of Chima, Lenited and Industrinl Bank Company Limited iz 31 December. For the yew ended 31 December
2006, these companics were incladed on the basis of financial statements made up for the twvelve months to

30 September 2006, tnking into account changes in the asbsequent period from | October 2006 to 31 December 2006
thit would have materally affecied thewr resulis.

HSBC alo hae a 100 per cend mteredt in the izsed preforred stock {less than U551 millson) of Wells Farge HEBC
Trade Bank, N.A. HSBC has a 40 per cenl economic mierest in Wells Forgo HSEC Trade Bank, N.A. by virme of the
Jjomi agreement under which HSBC s equity capiml snd preforred stock interesis are being hebd.

HSBC acquired 19.9 per cent of Financiera Independencia 5. A, de C.V_ on 20 June 2006, The investment was equity
accounted from that date, reflectmg HIBC s significant influence over this sssociate.
Principal interests in joint ventures

A3l Decornber 3006

HERCs
EnrrEil N Isaand
Camtry of Frincipal ity ey
Esorporstion activity capital capital
Snwestimend
HEBC Bauds Arsbia Lemibed Sk Arabia bankarg L] ERSHm

HSBC Sandi Arabin Limited has been established ns a jomt venture between HSEC mad The Sandi British Bank,
opermgng from July 2006. The ownership of HSBC Sandi Arnbis Limited ie split between HSBC, with 60 per cent,
mnd The Smudi British Bk, wath 40 per cent. The strategic finnncial and operntng decisions of HSBC Snedi Arabin
Limited require unanimous consent of HSBEC and The Saad: British Bank,
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HERC HOLDINGS PLT

Motes on the Financial Statements (contirued)

.';F;:us 20 aned 24

Summurived aggregate Mumcisl informstion sn joint ventores

0 008
s Sm U2im
HERS s ghurs of
= arrert Eroets 1= &5
= N -carrent. azgets T 55
= gprerl |@bilises > -] 34
= pof-corrent hahibes . £ ({sr)
= Finme o (31
- epems » -

21 Qoodwill and intangible assets

Goodwill and mtangible seeets inchades goodwill anzing on busmess combmations, the present value of m-force
lomgtem inmurmce business, and other intengible assein

Goodwill
Best of
Asia HNorth Lty
Furope  Hong Kong Pacific Americn Amerhm Total
USEm US%m U5 5m U5%m U5 5m S %m
Cow
AL 1 Japeary 004 ™ 120 2 jrRel] M Pl
Addtionz = - M 55 (E 1,726
Exchange dafferwrces 1438 4 k3 - F-t 1 AT
Cbver chamges - = i 48 = +
AL T Deommder 2006 1514 124 A5 12,87 4762 22472
— — e - —_—
St frectaten’)
At 1 Janimry 3005 15873 120 | V15 TAP] 30,382
Addions o i ] i 13 L]
Duspoeals o] - - LE2 - 3y
Exchange deffererces rlkryl {1} T iy 185 (h 5l
Other changes 3 - 1) 250 (35} =2y
At 31 Decamber 2008 13377 120 20 12,424 634 EE_E
1 I 2000, Mevko gnd Parcesa were reckess(fied from the Norgh Amerox segewl o the Latis Aenca Sagnaes., Compareng
wfarmat io e e reciated ancordimg fy. Sae Naote 3.
The additson to goodwill m Latin America relibed principally to the acquission of Grupo Banistme, 5.4, on
23 November 2006,
The present value of in-force long-term insurance business {"PVIF)
Movement on the PYIF
2006 et
TEEm UE%m
AL Jenimry 1A 1417
IFREs transdion adyasnent o 1 fanuary 2005 - a1
Muddition Erom curren y ear rew business 25 p=:c)
blow et fromn & -foros basmess (edusy] 2a
Exchange daffereryce and cther mos aments - (114%
At 31 December 155 1,400

1 Foranexplonation of e IFRS: trarsifion adacateent af | Seeunry J004, sor Nate 48 om b Financinl Satements i he fonmun] Reporl
and Acoourts 2005
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PVIF-specific asmmptions

The key assumptions used in the computation of FVIF for HSEC's mam life msurance operations were:

T 200
UK Himg Keng UE Heng Boong
. [ % %
Rk free rabe 40 a7 190 & 1%
Ragke dipovund rale 200 1000 B0 11 00
Expenses sflslon 340 am 1 300

The FVIF represents the vabae of the sharcholder's interest in the m-force busmess of the life inmrance apemtians.
The calculntion of the PV IF is based upon sssumptions that tnk¢ into nccount risk and uncenainty. To project these
cash flows, & viniety of Emmptions regnrdmg future expersence is made by ench insurance opemdion which reflect
local maket condftions and mmagement's judgement of bocal futire trends. Some af the Group's inmrmoe
operalion: moofporale fisk margins sepasabely into the projection sssamplions for each prodsct, while others
imcorporal ¢ risk marging mto the overall discount rate. This is reflected i the wide range of risk dzcount miee
applied.

Cithar intangibla assets

The analysis of the movement of mtangible nesets, excluding the PVIF, wis as follows:

Cractormer
Mortgege  Intermally mer chant
Trade servicing  genersied  Purchased relat .
nanes righas solbws e salpwane ships Caher Tatal
Visgm UM Usgm UsEm UsEm Uskm U5 Em
ol
AL Jenvisy 004 £ o 20064 o 1004 s 4818
Addtieng - b Ay 0 ko a #a7
Acqaedion of ndadires s - - L 198 114 230
Drip-oaie - - & a1 - i 25
Asrounts writhan-off - - - - (71 - (71}
Exchage dillerenoss (1§} - 150 17 = a9 233
Other changes - - 1 i br) (35 S35
AL 31 Decarmiear 2006 T 1008 SRT k] las8 17 [0
Acommulated amostRation
ALY Jenussy 2005 {15 [} {13003 {170} i<t ] 4 2,243y
Chargn for the pear® ] (=] 345 (1m asn (=] 1)
Impaimnat - - [r=s] & (S - By
Dhap-ozsie - - - 20 - - i
Asrounts written-off - - - - kL - T
Exchangs diflerences 1 - [ 0z [e¥] S} [LEEH
CAbwer charpes = - i) (153 24y & Qs
AL 3] Decermber 2006 (21 {15 (1 ) (36) @am am 171
Het carmymyg enount st
31 Discambeer 2004 3 25 1 e 219 1338 166 3314
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HERC HOLDINGS PLT

Motes on the Financial Statements (contirued)
Notes 2/ angl 22

Cugoener’
Mortgage  Intemally erchant
Trads g penmaied  Purchased ralation-
T reghts cftwrare eftwears thips Cithar Total
Usim UZ8m Usim UsSm BEim UESm FEm
Cont
Al 1 Jaiany 3005 41 ™ 1523 pale] T 73 4,022
Addtions’ e 136 430 49 i B 626
AcquEtion of ndadiare - - - - Fl ] - T
Dimpeesls = i - (13 (153 {0 Lo
Exchange deffererces 2 2 (s (1% [ri] ) 235
Cther changes = 50 (3] 118 T 17 213
At 31 Decamber 2008 41 13 .0 o) 1,034 371 4 Big
Acoumulabed st on
AL 1 ey 3005 L] T4 {1,054) (4151, ()] {7y (5,763}
Charge fior the pear’ 3] (2T 354 ] ] (15 B8
Cagpoaale = - - Fod = i b4
Exchege differencer o 1 173 ET)] 3 P ¥
Othar changes = i 1:7] ] 1€ ' EdN
AL B Decamber 2005 (15 {340y {1,308 {170y {1713 24 (2,243
Het ooy ng amount of
31 Diacernber 2005 28 419 pic] 125 EAl 349 2975

1 Ar 30 Decermbr 3000, HERC hod USRS mucllnor {2003 UES 56 milliory) af comiraetren! oo dmemnis o arquins rsang thie aooets.
1 The amortisatio charge for the year @ necagrised witfra th o Safemers uraker Amarfisation and omparmere of itergible
Eaers |, with She exception of the omoTision o mongape serricang Aphts thar i chanped ro mer e Moo,

22 1 of nssets other than financial Instruments

Drurimg 2006 there was no imparment of goodwill (2005 nik 2004: At} Imparment teding m respedt of goodwill is
performed muually by comparing the recoverable amount of cash genersting units (*OGUs") determined ot 1 July
2006 based on avalue in see calcubsion. Tha calculation uses cash flow estimates based on management's cash flow
projections, extrapolated in perpetiity usmg a nominal long-term growth rate based on curment GDP and inflation for
the couniries within which the CGU operabes. Cash flows are extrapolated in perpetuity due i the leng-temm
pergpective within the Groap of the busines units making wp the CGUs. The discount rde used iz based on the cost
of capital HSBC allocaies to imvestments i the couniries within which the CGU opernies

The cost of capital sssigned to m individual CGU and weed to discoant its falure cash flows can hivve a sgnificant
effect on ite vakangion. The cost of capital perceninge is gemeradly derived from an spproprinte copitnl sesel pricing
model, which itself depends on mputs reflecting o number of finnacinl md cconomic virables inchudmg ihe nsk-free
rufe in the country concermed md a premium to reflect the inherent risk of the besness being svaleged, Thess
varmbles are edablished on the basis of mmagement udzement.

Mamagement judgement is required m estimating the future cash flows of the CGUs. Thest vilues mre senstive to the
cash flows projected for the pericds for which detniled forecasts ae avasisble, and to asaumptions regarding the long-
term sustnmable pattern of cash flows thereafter. While the acceptable mnge within which underlying assumptions
cnm be oppleed & governed by the requirement for resulimg forecnsts to be compared with uctual performnnce and
vertfiable economic data in future years, the cash flow forecasts necessarily and appropriately reflect management’s
wiew of fuhare lusmess prospects.

The follawing CGUs mehide m their carrying value goodwaill that iz a significant preportion of tatal goadwill
reported by HSBC. These CGLU s do not carry on their balmee sheets sy intngible assets with ndefinite woefl
lives, other than poadwill.

164
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L] 200
Mominal Heormansl
growth rate gosthrls
beyond byl
Goodwill at nitial  Goodenllat insk il
1 .Fuby Decomamt. cashi flow 1 Jaby Dimoonunt cash flowr
200 rate  projections 2005 rabe  projectioms
U&gm L] L] USim Y *
Cnsh Gemerating Unit
Perronal Furanaal Savices - Eurpe 1. 106 =0 3315 102 43
Camenarcil Banking — Burspe Pt 2 45 L3 vy 32
Frivate Banking - Eavope 4417 1o 4.2 3T e iz
Comporabe, Dvestend Bankurg and Mlirkets -
Europe A #2 45 3494 11 44
Perponal Fsnical Seevicet - Hafh Ameria 12305 1ouk =8 10451 oo 61
Tobal goc<dwi S in the s kiiad shovs 2751 24774

There was no evidence of enpairmeni arsmg from this review. The oaly corounstances where areasonably possible
change in key asaimptions might have comsed an mypairment loss 1o be recagnised was i respedt of Private Banking
Eurape where a fall of 0.9 per cent i the long-term grenth raie bevond the mitial cash flow projections, or an
imcrease of 0.5 per cent i the discount rate would have caused an mpairment loss (o be recognised. Recognisng this,
thie calculation af the value in use for Privaie Bmking — Earope, based on discounted project ed cash flowes, ko been
adiditicnally benchmarked ngainst market irsnsactions in privaie banking companies in Esrope to ensure the camying
value is supporiable.

At 1 July 2006, aggregate gondwill of US5Z,833 million had been allocated to CGUs that were not considered
individhenlly significant. These OGUs do not cary on their balance sheets any infangible mssets with indefmite wseful
lrves, other thm goodwall,

673/764



EDINETOOOO
O00oDOo0ooOoooooo0ooo0oooOooE27071)
oOoOooodn

HERC HOLDINGS PLT

Motes on the Financial Statements (contirued)

Nate 25

23 Property, plant and equipmant

HZBC
Property, plunt and equipment

Long Shint Equipmag
Frechold  Weescihobd  feasrhold  Equipmes, an
faned and land snd  lsnd and MEtures  oprrating
buldings  bulldng  buildings' spd Citngs’ I Toml
USim ikt ] US%m USim USEm TS Em
Cost or fatr yakere
AL 1 Jaruary 2004 £y ] P 148 LES A 004 12931
Additions ad ooet! R - bos] 147 Fel] 3
Acqumtion of sohadiaes 185 - e = 1 262
Fair vahse sdpasiments 2] kg 3 - - 16+
Drirpoiale T 2y ] [ el 2% {1850
Trnsles = [R5 i = - =
Exchange deffererces =7 1 L] [.5x] &4 1261
Chiver changes (3 () e2V] 026k 238 e
AL ¥ Decamber 2004 o] 1.5 2574 &7 5923 25466
Acoummlated depirecition
AL 1 Jarizary 2004 [rord] sy A (S AEE) s o]
Deeprecatian change for the yemr (L] (5.0 [ik3}] {1 0TE) [y i1.514
DCumposals ] F = s ' LS
Tranilers - 1 (1] = =
Exchange dedfmrerces e ] ] ] (] (1 L]
Other changes 7 1% &) 2 {23 =3
Al 31 Deceber 2006 43 (i) 23 (597 0835 e
Neat camymp amoind &2 31 Decambay 2006 4,589 1,78 [l LT 4,088 15&
Cost o Furvalue
AL 1 Jarary 2005 i B rin 2252 TR &117 23,628
Additions at oot a1 142 124 1,268 e 288
mcquetion of schadiaes 0 = 5 1d = Fa)
Fairvalize sdpasments ag o5 58 - - 201
Dnsposals 224y (& T {52y 355 (b, 280
Tranfers 3 - @a - - -
Exchang s dadlererces A5 (&) k] #H5) [ Cl4amy
Cther changes 14 14 (hZr aTes (533) L1038y
AL %1 Decamber 2005 LA 2,233 2265 A6t el 22,931
Accamulabed deprecabon
AL 1 Janugry 2005 Lraesy] ) 5o Y5 {1, 7E1) (BL00ay
Dreprecintion change For e ypear L) (55) g [r1 V] (1,082 L8 (L8320
Dutposals é - 51 a3 241 m
Exchange dufferences 18 3 35 285 12 525
Other changes 4 1E) 1 748 335 ¢35
AL 31 Decanber 2005 [¥airi] (132 Lt (34180 {1 (7.725%
Wt carrymg armcind al 31 Decermbeer 2005 4,508 2103 } g 1321 3643 ] 3,206

Lzl barsl ansal kg ene corgidenad [o be held prader frgnos laoe contraces whene S valiae of i dand caremat ity be
saprmieal o the value o the laose, o the Aegpectnee cortrocts o nat e e cotevia v claer fhottion ar operEogg i

1 Iy azets held on fmanc deesry witfe g aed book welsr o CEES T mullion (2005 USET sl o,

2 Including azmetz hald on finace laeses with 2 e book walie of UFEL50 sailliom (2003 LEE207 mullrand,

¥ Indudrig asets with o el Sook e of DER S eallvon 2005, LEST X million) pladged oo seounty for liabil e,

4 A 31 December 3006, REBC had UTE, 250 mdlion (2005 UEF! 2500 mullio) afeontractus conemimonts (0 a0 propeny,
Py ared epapee,
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Inchided wathin *Short leasehold land md buildmgs’ are the following smounts m respect of assets clussed ns
improvements to buildings, which are corried st depreciated historscal cost:

ELld Flerrd

Acoumm lnted dvooorrmilsbed
Cmit deprecistion Toat depraaatan
rS%m U58m 12dm S 8m
At 1 Jmiary logs (=i 53] &4 347y
Additions 218 - [k -
Cousprogals H5T) 47 5ED 3
Depraciation chamnge Cor the year = [m3] - [#.nd]
Irrgeairmient boes revognined = )] - -
Em:hangr dA e [} 37 [+2.4] 2
’.Eﬂr;kmgﬂ a7 k] 1 (B3
Al Fl Decambar 1277 a5 1008 LX)

Het carmpe p amount o 31 Deceamber el 711

Invesiment properiies

The compostiion of the myvestment propertees af fair vadue i the yeor was as follows:

Long Shoet
Frovlodd beasediinld leasetiinld
b and laiid anid tand and
budidigs ‘buddings bulldings. Total
USim FS55m USSm USm
Fulr valoe
At 1 Jarumry 3004 1438 &7 o] 2.1%
Addrions sl cost 1% - - 1=
Dugprosals amE @71 [t} (=0
Fairvalie siprstments el n n 15
Exchange dffererces £ i2 = =i
Otter changes {12 21} 28 1
At 31 Decamber 2006 Lass 174 242 Low
AL 1 oy 2005 e k=] e 1,163
Additions sl coet 453 137 = Errd
Dngposals Ty {5 {13 4]
Fair value pdpasiments a8 @4 ki 20
Exchange ddfferenes (& (Y - (% k4]
Cther changes 20 F = 28
At 3] Decamber 2004 1 AT8 AT 55 L0

Investmeni properties are vabued on an open mukel value basis s ot 31 December each year by independent
professonal vahiers who have recent experaence in the bocation and type of propertics. Invesiment properipes i Hong
Kong, the Macm Special Administrative Fegion and mainbnd China, which represent 28 per cont by value of
HSBC's investment propertics subject to revaluation, were vahied by DTZ Debenham Tie Lasng Limited, which & a
member of the Hong Kong Institute of Surveyars.

As aresult of the revaluation, the net book value of mvestment propertics imoreased by 158164 million (2005
curplus of T55201 million ), which was credited to the moome datement for the year ended 31 Decembeer 20046,
HSBC Holdmgs had no mvestment properties a2 31 December 2006 or 2005,

Inchacled withm *Other operaiing meome” was rental meome of USS153 million (2005: USS116 million) eamed by
HSBC on it investment properties. Direct operaling expenses of U5S561 million (2005: US%39 million) meurmed =
respect of the investment properties during the year were recognised in *General and administrative expenses”. Direa
operaling expenses arismg in respect of imvestment properies that did not genersle rental mcome during 2006
ameounted to mil (2008; USS3 million ).

HSBC recognised USS144 million {2003: US510 million) ae contmemal obligations wo purchase, constract, develop,
masntain of enhance mvestment propertics
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MNotes on the Financial Statements (cominued)

L
Notes 23 and 24

HERC properties leaced to costomers

HSBC properties leased 1o customers mcluded USE470 million ot 31 Decenber 2006 (2003: USS646 million) bet
under operniimg leases, net of accumulmed depreciation of USS33 million (Z005: US5542 million). Nene was held by
HSBC Holdings,

24 Investrments In subsidiaries
Principal subsidiary undertakings of HSBC Holdings

AL 3 Diecamberr 006
HEBC's
Coumry of fmierest in
incorporation equity capigal ssmed equity
or registration i oapital
L3

HEC Baelk Lemsded Englard 100 109
HEBC Ervestrents (UTE) L arated Ersglaeet 100 2T
HEEBC At Firanot (UE0 Lamidad Erglaed 10 ERLti
HEBC Bank A2 Trkey 100 TRLITTm
HIED Bank Malap 1o Hlalts ma3 LenZém
HEBC Bank Middle Ext Lenisd Jeweey 1) Ur2EaRIm
HEEBC Bank ple Englaeed 160 E79Tm
HEEC Franee Frasew e E3Thm
HERD Suyerzeller Bank A0 Swizerland L] 2Pritm
H2BC suranoe Beokers Lapsted Engled 1o £28m
HEBO Life (U Limibed Engled [Lex] i
HEBC Preate Bask (Guemnsey) Larsted Guemn ey Lol UEEEim
HERC Proals Bark Bumse) 3 A Switperand 100 EFrdiim
H2BC Preate Bask (U0 Lierted Englard 100 £17Tm
HEBC Trnkaus & Barkberd AG Chermarry e €70m
Haong Kong
Hang Tenip Bark Lavoted Hang Keog 2.4 HE L2 550m
HEBC knsunn o (hsin) Lamubed Haong Kong [LEH] HEZ 1 25m
HEBC Life Intenabional) Linnted Barmuda 100 HEI3Tm
The Honghong and Shanghas Bankemg Coporaion Lirded Heang Koog 160 HE322 45%0m
ERest of Asin-FPacilic
HEBC Bank Austmks Lansted Australia 100 A3 1m
HEBC Bank Egypt 8 AE Egwpl 2453 E£1,07km
HEBC krvestments (T awtan] Lenéed Tuwan (e ] TWLTEEm
HEBT Bank Malwyra Barhad HMalayza g RME114m
Nonh Amerkcs
The Basis of Bearrruads Lamated Bamuday 1o UZ530m
HERC Rank Canads Carals 18] et 1 ]
HEBC Bk FIA N A Unged e 100 FEEm
HEBC Findsest Corporation Unged Stae 100 US§3.05em
HEBC Beardies (UZA) Inc Uinged Sater 100 4
HEBC Technology & Services (24 Inc Urniked States 00 =+
Latin Amerkn
HEBS Bank Argentma S 4 Argenfing o AREL 10%m
HEBC Bank Brasil A - Banco Mitmlo Ergesl 100 BEL2 14Tm:
HEBC La Buang Axes Segaros S A Argerfing #2433 ARSEm
HERC Memico S 4 Mewion o2 OFS FR0m
HERC Beguros (Brasif} 2 A Braz! ek BRL3%0m
Moayra EA ATIP Arpemting e ARS200m:
Pramer Banco del Istna, 3 A Parama 237 TrE85T6m

1 iered eguary copaal 1 ket UTR) mellion,
T Dameals of ther b, subondmaned diete and pepltrence shere 8o by the prencipal adcadiaries be parmes oaemal 1o the Jroug ane
ractuaioal i the Mol 28 * el racurstios i irmr®, 22 “Srbord ot [inhal i aad 27 ‘Mvorgy oterects menect ey

All the nbove subsidiaries are inchuded in the HSBC consolidat ed fmancial stbements.
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Dretals of all HSBC companies will be anneced to the next Annunl Return of HSBC Holdings filed with the UK
Registrar of Companies.

All the above make their financial sintements up 10 31 December except for HSBEC Bank Argenting 5.4, HSBC La
Boenos Aires Segaros 5.4, and Maxima 8.4 AFIP, whose financial statem ents are mode up to 30 June anmually,

The prmcipal countries of epermlion are the same s the countrics of incorpomtion except for HSBC Bank Middle
East Limiied which operates maanly in the Middle East, md HSBC Life (Internafional} Limited which operates
maanly in Hong Kong.

Subsidiaries which experience significant resirictions on thelr ability te transfer fonds to HSBC in ihe form of
cash dividends or to repay loans md advances

Dhirimg 2006 and 2005, noae of the Group's smbsidiaries has experenced significant redrictions an paymg dradends
o repaveng loms and advanoes.

Subsidiaries where HSBC owns less than 50 per cent of the veting rights

HEBC's
mtersstin Descripton of relstinship
Subsidinry equity capiinl  thet ghves HEBS coirod
gy

006

Beijing HEEC Inourmnce Biroicers Limabed M HERC bagthe nght to sppomt te majortty of the boerd,
therefors has raspganent control

HEEC Inmumrecs Brokers ndin) Privae Lenuted Me HEBC has the night to appont the majority of the board,
therefors has rasaganent control

HEBRC Privabe Equity Fand 3 igE HEBC & the fund menger snd controls the fond

HEBRS Gtobal Technodogy Alpka Fund k1] Thie Furd iz 8 “Wider Purposs Fund' and coreolidstion iz
required inder LaZ 37 "Consolidabed and Separate Financml
Staternenis’

2005

Beijing HERC Inmurands Brekcers Limibed 245 HEBC bhasihe mght to appon fhe majonty of the board,
therefore has mesaganant control

HERC Insirarioe Broloers (India) Frivide Lamuted %  HEBC basthe mght to appomt the majocity of the board,
therefars has maragement control

H2RC Prvate Equity Fund 5 122  HEBC m the fimd mamger mnd controls the Fund

HEBC Contneaeal Busopsan Alpha Fund &1 Thefund i n “Wider Puepose Fund' snd coesol dation i3
required nder JAS 17

HSBC Gebal Technologr Alpha Fund 487 The fund i 0 “Wider Pusposs Fund’ and coesal dabicn i

required under 1AS T7

Investimenis where HSBC swns 20 per cent or maore of the voling righis bui does not clasify the investment as
w subsbliary, jelat vetare or associaie

HEBC's
ivterest in Description of relstionship that resuits s HEBC soooumt ng
Investment equity capital  for entiy ot an investment
L
200
Zhong-Roun Company Limtad 250 Entity i held by m v ature capisl organimtion wiich iz exvempt

from: classifymg Freetments ay pzsoniates under LAS X4

In 2006 there were no significant investments where HSBC awned 20 per cent or more of the voding rights but did
not clossify the investment as o subsidinry, jomt venture or asocmte,

Acquisitions

HSBC mude the followmg acquisitions of subsuhinries or busness operations m 2006, which were accounted for
usmg the purchase methad:

On 23 November 2006 HEBC soquired 99,58 per cent of Grupo Banistme, 5.A. {"Banigma”) for w tetal conademntion
of USS1.968 million, comprismg U5%51,.773 million m cosh and USE195 million m contimgent consuderntion. The
conimgent considerntion is m respect of abinding offer fo preference shareholders for the purchase of their
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HEBC HOLDINGS FLC

MNotes on the Financial Statements (cominued)

Notes 24, 25 and 20

preference shares within one yeor after noquisition. Bmistmo is o leadmng banking group in Central America mnd hns
operafions m Pansena, Colombia, Costa Rica, E1 Salvador, Hondurs snd Necamgua. The post-acquisition profil of
Banistme waz USS1 million.

Goodwill of US51,420 million arese from this acquisition. The goodwill on the Banismo noquisition represents value
obtninable from synergics with HSBC, expertise HSBC brings to the proposstion and the nccess to the Central
Amvericnn magket that the acquisition provides to the Group.

HSBC also made the following acquisitions of significai subsidiarics or business opemtions in 2006, which were
accounted for uaing the purchase method:

{i.} ha 30 .rtp‘ﬂ 20085 HERO -:quind the entrre share mpi‘ld af BNL Inversionés .’,|.I'EII:II-IB A ihe |'|n||:|'u'l5
company of the bank Banca Wazionale del Lavoro 3.4, which had net labilities of US%3 milleon, for o cash
consideration of U55155 million. Goadwill of USS158 millon arose on acquiation.

ﬁi} O 4 Ociober 2006 Hﬂcwindﬂu entire shore -cqril'ulnfsdﬂ.'pcrf_'qﬂl.ul Group Inc. for a cash
consideration of USS50 million. Goodwall af USS46 million arose on acquisstion.

{ifi} Om 4 Septembeer 2006 HSBC sequired the Australian custody business fram Westpac Banking Comporsticn for a
toinl congiderntion of USE108 million, comprizing US$91 million m cash mnd USE14 million contingent
consideration. Goadwill of US%32 millon amse on nequisition

The fair values of the nesets, linhilities and contingent liabilities of the companies acqaired during the year, whidh

relale prmcipally to Banistmo, were as follows:

Camymng vahoe
mmeshately
Fur prior b
ik EoquiEdion
IF58m TE8m
Al date of scquesgion
Cush ard balences at cenfral bank=s a4 E
Terre @ Ehe course of colledtion Erom other banks 71 bl
Trading azpets ) ki)
Lawrt shd dvanesgtobanks 147 1472
Laans snd advances 1o qusliimers 7631 7031
Frzaneaal are estonands 1224 1227
Inferets o agsocmies o o wenbunes e 16
[tz le assmts KR 168
Froperty, plad aced exuiprren b 260
Fropaymants snd acaneed income 1 m
Cfher xssets a2 ]
Dopomis by banks (8,706} 1,706
Custormer pcoourts 7, 852) ko]
Perre & the course of transtreericn bo offer bhardes {1 iG]
Debil ecurdies 1 sme (23 235
Feetirerment bonefit [ahilgieg [411] {1
Froe s {1543 W]
Cohar |abiXties {30 ]
Lasbsilites under mauranes copiracts sesued an oD
Aucruals wnd Sefarred income 3 Xk
Bubordinated fubalises ] (53
Lesz mmordy inderests {1343 1340
Het aszets poquired 582 =07
(oodwll sEnbatabde
Subadiwries (boke 217 B,
Teortal consideration meledmg coetr of soquzstion 227

Inchided within provisions above me USS46 million of contingent linbilities recognised on acquisition
In nddition to the above, there were other minor acquizitaons and mereases in mvestment m subsidiarses which
inereased goodwill by US540 million,
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In mafelieion 1o cash mnd balunces of contral banks, stems m the course of collection from oiber banks ond #eme in the
course of trmsmission to other banks, included in the sesets and linbalities acquired above are cash and cash

equivalents of US5736 millioa.

Other assets
06 2005

UsEm S dm
Bl T 2158
Azsets bald for mle LB 5P
Forinpurers’ siart of Lt g uneder afumance contmaets (Hobe 30) LR 1345
Currant Lecabon raccverable 330 496
Deferrad tazalion (Hete 31) 3241 26685
Endorzements and scoeptences 2457 157
Otheer nocoinks 13506 10, 600

& DE S
Asggeta held for zale

2006 2005

T5Em ]
[visparial groups mnd nim-current assets beld for sale
Ipterests in asociges -] &2
Froperty, plant and equipment L1 T
Resamrahies .50 n
ther 18
Totnl pxeets clamnfed ns held for sabe ¥ 46

Proparty, plant and equiprmaent

The property, plant and equipment el assified as held for sale ie the result of repossession of propery that had been
pledeed as collaieral by customers. These aseets are disposed af withm 12 moaths of acquisition. Meither a gam nor
los= vwas recognised on reclassifymng these assets ns held for eale. The majority wrose within the geographical segment

Mogth America

Recaivables

The receivibles chassificd as held for snbe in 3006 relnie mainky to o resadentinl morigage book in New Zealand for
which ms agreement to negobite the mle wis entered mio o Janoary 2007, Neither o gnin mor boas was recognised an
reclnssify mg these assels s held for mle. These amsseis are presented within the geographical segment Rest of

Aan-Paciic.
Trading liabilities
ik 200
TS%m ESm
Diepoaits by bamiks fndl i) 0829
Cuslamar acoourls 0 ad il
Other debt secuntbies o issun s 26,574
Gtitwer lighidtaes — neel short positions TI2ET L
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HEBEC HOLDINGSE FLE

MNotes on the Financial Statements (cominued)

MNate 37, 28 ond 20

27 Financial liabilities designated at falr value

HSBC
2006 2003
Uskm Ussm
Drepouis by banks snd cafomer scoounts rord 153
Ly ety o csborners undar mvestment contracts 1323 105
Dbl seouribien & iznos (Mot 28) AL1ET 28338
Subsrdzmted |iabildies Jdots 23 18,500 18447
Preferancs shares (Hoke 373 AT A, 346
matl 41,829

The carrymg amount al 31 December 2006 of linancial labilities destgnated o Gair value was U581,257 millien
{2005; USS1,899 million ) higher than the contractunl smoant of maturity. At 31 Decem ber 2006, the sccumulated
mmoant of the change in fair valse aftrbutable to changes m credst resk waes U851,535 mallion (2005:

551,144 mllion ).

HEEBC Holdings
200 v
USEm UEim
Subordzabed liabildiss Jots 225
~ cared to Bhurd parties SEM 514
=owred b HEBC undertakings +,231 4055
!ﬁ 1330

The carrymg amount af 31 Decembeer 2004 of financinl linbilities designated a fuir value was US8551 million (2005:
155910 mill:on} higher thin the contractual amount & maturity. Al 31 December 2006, the accumulated amount af
the change in fair value attributable to clanges in credit risk was US£33% million {200%: US8398 million )

28 Debt securities In Issue

20 205
TSEm UEm
Bonds sl mred s berm pobes 203,404 163,773
Othoer ebd pecUnLET 0 ipue 4,200 Ti413
297607 243,30

Of wiich debt pecurite in epsoereporied ax
= tradeug Tt lites 411 EEIE
= finarycinl lsbilibes desgrated of e value oot 27) B3,16T (28 335
% 1072

Certain debt securities in wa0e e managed on & fasr value basis as pan of HSBC s interest rabe rigk management
policies. The hedged portion of these debt securities i@ presented within the balanee sheet caption “Financial linbilities
chesignaded o fnir value®, with the remaning portion inchided within “Trading liabilities".

The following table analyses the carrying amount of bonds md medivm term notes in ismue & 31 December wath
originad maurities greater than one yean
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200K 00
sgm 753m
Fierd rate
Dbeniuses = & 3774 due 2007 oo 1=]
Feored (nanong
b b 3098 dus 2007 195 b
4 000 1o 4 9 dus 2007 12 2000 170 L
F0R o 3 PN due 2007 10 2011 GO0 843
G OR Lo B due J00T 10 2001 - 4l
To0h T S dus 2007 1o 2001 o 141
20004 to 8 09 due 200T to 2001 Fil] -
Other ficed rte samor debt
T ¥ to 5 ¥ due 2007 to 2064 17328 160,355
& OO tod S dus 2007 o 204 1.7 31204
4 0k 1o 5 99 due 20OT to 20t R 21,500
&0t 6. 99 dus 2007 to 20346 16,196 25,358
T 0P o T H due 2007 1o 252 BESTE 12,450
200G to . 590 dus 3007 10 2015 LEas 2743
10 00%% o Engher: dus 20T ba 2010 ol B0
1EAET 113448
Variakle interet rate
Seaured finan aangs - 5 00 1o 2584 dus 2007 ta 2009 pated b3 15,80
FHLE sdvanoes — 5008 1o S S0a due 2007 Lo 2034 S0 5,000
Cothvir varwable smiarest rate sengor debl — 2 1006 Lo 9 99%) due 200T Lo 2036 850 24,374
2TIE 24,075
Srrucired notes
Irterestrabe finiged amw LME
Equity, squsty niex or credi lnkeed REAT 4,600
9006 7,350

Total bonds and mednum tam nobes

Other labllities

20404 15,773

Aoty due bo reors i funds cono hdated
hy HEBC
Current tagakien
Chlipating under finases lease
Dovidered dachared and parabile by HEBC Holdings

Chligationz under financs lexsis falling dun
= witkan | paar
= betwrasn 1 and § ypears
- oter 3 pears

HSEC Hobdings

US%m U2Em

¢
:
¥

2% 8

EE
4
I‘EI

14 57F 1 iv]

5

Eﬁﬁiﬂﬁﬁ ?EE

i
2

&

318
|E Ben

7y
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HEBEC HOLDINGSE FLE

MNotes on the Financial Statements (cominued)

Nate 30

30 Liabilities under insurance contracts

cL3
Rrmwarers'
RE L] dhare Tiet
UEgm USEm U5%m
Rom-lifs meuranoe iabiBies
Unsamned pramoum provimion 1262 1% 1088
Hotafied clummes S [r ] Hd
Claeme incarred Bk not reportsd L] s £ i)
Othrer pi] [y 19
o0 [l piry,
Lire mauranoe polkvhokier’ Uabilkis
Life {pon-limtond) 10006 {1,040 a0
Inwedmerd condracts wih dooretionary perteipation Sesurer’ M = 30
Life (ko) agEs 3827
14,731 {11063 13527
Tobal habaliies imder iInsumree contrds 1747 w I!\Slfﬂ_
2000
Eannras”
Geor ghare Het
Ui Fagm 3m
Hep-lfs moamsnos [abilte:
Unearned premen prov on 1.8 [rees] 1,144
Hotefied clurra ¥ @3 237
Clams nerred but not repartad 424 {130 ]
(51,7, s A ] )
2ET1 {BES L0
Lils mmurance policyholders” babdihi=
Life {peni-liked) B3ds (BT Eh-1
Inwedimeri contrads with duaetonery parbeipation fetines’ 2 - 8
Life (hnicad) B LA 282
11273 B 15397
Tobal labh dilies wredor insuraFse contrycls 14,144 8,545 12,555

1 Thagh srrpms confears wath discrtionary paeTicpation iatunes an (ool patruerenty, HESC connrad fo frece dhm o7
FERSIFKE CONERICES T peiennd by [FRE 4,

174
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The movement of Labilities under inmrance contracts durmg the vear ended 31 December 2006 was as follows:

MNan-life insurance liabilities

08
Reinsirers”
Gros share [Net
U'5%m TS%m U5 %m
Unearmed prembam prov ko
AL 1 Fansry 1,345 202 1,144
Trogs writhen pranamms 1824 51y [ ]
Groes exmed preTRTTS 1545 4 {1,447)
Encharcg+ dafurween and olber e anmntd = [r=]] (13
At 31 Decamber 1,262 L1796} 1 086
THen#ed and Bveurned but not peported chims
ALY JEisdy
Hetilled chaing 72 i | =7
Cleseras incurred g nal peperted 424 (1 =24
Clums paid n oarerd par [ h] = [N
Chanms incumred i pespect of urrent year &0 147} =3
Clapms irsurmed in respact of prioe yoars L L 24 195
Exchange ddforerces and cther e anents 1 m‘ o
Ab¥] Decamber L 41 413} ped
Hotifled chuire | =D | I (25 | £
Claarme meourred b nal repearied Ay ]
Other 268 %) 152
Tekal fer-lale namance kabdities Em ﬂ 2,274
i ek
Remmurers'
Gros share Mt
Udtm 5% Egm
Urvesmeed pereyraumy prow sbon
At 1 Jareary 1,240 @1 1,033
Drigs witlen pramaine 2,364 @ PR
(et sarnad prepims Q2130 413 (17200
Exchange dafferersces and cther o aments (1203 T5 {5¥
At 3] Decarnher 1,544 [rlnr] [NE ]
Hatified and mourred bt mol reporbed el
AL 1 Jarnzary 1,360 (LY BN
Mobfled clairms | B | ! :4-.151 [ 4-5;:'
s miarmed bub ot reported AfF {550 idd
Clanns pmd in oorent year (] 144 {B30%
Claens inourved in respact of current yer 1,000 140y Lniv]
Clatins ineirosd 1h espect of o e 32 & 25y
Exchange diflerences and other mvow sments 1363 (43 140
AL 3] Decarnber 1,204 (A4 43
Hotld s = ol [ 7]
Clarns mioarmed but not reported LRl (1% Tad
Otheer 229 (4] an
Total mon-lafe mammnoe babdihes 2 51 (S5 azm
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HEBEC HOLDINGSE FLE

MNotes on the Financial Statements (cominued)
.;'l'm !‘Ja'n'_?-.’l

Life insurance polieyhalders’ |labilittes

Sk
Rrnsarers’
Ciro share Met
USEm USEm USsm
Life (s 1k edj
AL ) Tanuary a0 (BT 7562
Barefiiz pasd Ei4) 154 il
Clisms inairmel Al 20 2313
Exchargpe dulFerendcts ad other inoveenents 450 8s 265
AL 3] Decambar 11006 104y 2580
Investment omntrects wih discretimary participation festunes
it 1 January L] 2
Claems inourred & = &
Foregn exchange and other movements ] = b
AL ¥ Decernbat o = A0
Lile (Brdred)
AL 1 Ty TEes (L] 22
Bereafits pasd (4555} @ {4nE)
Chisms il (BE ] 1] 1,15
Exchiarge differenoes and cther mevsments 138 ] 10
AL 3t Drocambar RS (7] 327
Total pobicyholdes” inbillies 14,731 L1043 13427
2
Rearmres’
o share Bet
159 F38m Um
Lele {ren-lmkad
AL L Jemisry LA (B0 381
Bermiits paod #21) 11 SR
Claame inowred 1304 0 2,764
Exchange differences and other e senends (1743 3 0%
AL 3] Dby glae (0T 7,562
Invatment contracx with disaretionary perhcipation Satres
At § Tamiary - - -
Zlamms mourred ) = &
AL ¥ Dracernibeer b = d
Life (haiead)
ALY Jerussy 33 gD 2430
Berafil pard E-T) I G40
Clame ineusred &g 22 TEp
Exchargpe dulerences and other moesenents T3 15 (5
AL 3] Decamilee 250 [{-5] 2024
Totl policholders labibtws 11,273 (ETE 10,357

Thie claims incured represent the ageregnie of all events giving rise to additionnd policyholders” linbilities in the vesr.
These inchude death claims, asrenders, lapses, the setting up of linbilaty io policybelders a2 the inifial meeption of the
policy, the declaration of bonuses and other amounts aftributable to policyholders.

178
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31 Provislons

Total provisions o 31 Decamber 2006 were US$2,859 million (2005: USS1.%646 million], of which US£1.0% million
(2005: USE530 million) relates to defered tnx md US51,763 million (2005: USS1,436 mullson) relades 1o ather

provisions
Drefarred taxation
HsBC
200wt Felted
Dieferred Deefermed Dhaffrred Dheferred
Tatal tax st tax labilEy Total tax aroet Rt habality
USEm USEm WS%m 5 3m 3Em TU3sm
Tarparary differenost
— petuperrent ban afats 1.5 1 1480 1621 1537 o
~ kean srpammend allow soes 2T 2607 2] .20 I B bk
—assels leased bir tuborners TR (1= 1 54 (1,2} {12500 52
= revahuation of proparty (6] L5 [k ] L] &1 LT
- peceberabed capdal allowances By 21 ik 1) (55 €5y {50
-~ athr chortotam tmung differmces (il V] 657 {28 {1075 247 LR 4]
Urazed bax lomes 150 = 1zt 5 176 41
Frowiseon fir bt on pro Bt rermilted from
AN (LR [1223) (e =33 = [1=3]

5Iﬁ E_ Hﬂ !Illi 2 E_E-S_ {4 30

The amount of temporary differences for which no deferred tax asset iz recognised in the balance sheet 2
LTSS 1,067 million (2005: USSE3S million). OF this smoant, USSETE million (2005 US5458 million} has no expiry
date and USE191 millien (2003: USEITT million) &= schedubed to expire within 10 years.

HERC Haldings
Defferred tax aseet/{ Usbilavy
kit 20
T5Em 3 im
Tampatary differenoes
= ot Lerm trnen g differences ] 5
= [ valued nsgets ared liskalibies (] -
= gharetaped payrnents 24 =
Fromizeon for e on profit remibied froen ovarz ey - {55}
Rl )

The deferved tax assel o 31 December 2006 is inchded withm “Other sssetz” on the balmee sheel

Dreferred tax i3 nol recognised an lemporary differences smzocialed with mvestments in subsidiaries ad branches
becomse eamings are intended to be indefinitely reinvested in the case of aibeidiaries and no further e i expected 1o
wrize m the foresecable futare m the case of bramches. The total of such relevant temporary differences amounted 1o
15522 424 million {200%: US513,367 million}.

There wre no deductible temporary differences, umused inx losses snd unused fnx credits for which no defemred tax
nseet is recognised in the babmee sheet

Cther provisions

2000 2008

USEm Usdm

Ab 1 Janiary L4 2434
IFEEs transdion adpiesiment at | January 2008 - (1,007
Addditional prow sionshncrease o provsions” [ -7 637
Acquetion of abadises = -
Frovizons utihsed @ Qam
At pew apged (156 LEb ]
Exnchage dffarences and olher mov amenis 154 {167
AL Fl Decamber LTE 1436
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HEBEC HOLDINGSE FLE

MNotes on the Financial Statements (cominued)
.;'l'm £ 1) au';%.'l

1 For anaoiplonatien of the [FRE: froriiion adpatmen af | Joemane JOOS, sor Nate &6 an i Firorncia Satemarsts i ot Al Repert

ol AccoLmes 2051,
2 Thr irc e 1w atfeer provieions " inchoke wwesdeg of e dunts of TERS evillion (200 5: LEE! T willoory) i relofion to vacamt spiaee
proveros o DEEHY el (2008 DEREE million) oo refation fo Broviaon provieisns for civd and fiecal bnbour claims,

Inchided wathm *Other wi‘iﬁmt’ e

{i} Provisions for onerous property contracts of US5106 million {2005: U5514% mallion], of which 15371 million
{2005; U557 millon ) reles to discounted future costs associnted with lensehold properiies that becume vacunt
s consequence of HEBC s move to Canary Wharf i 2002 The provisions cover rent vouds while findmg new
tenants, shortfalls in expected rent recenvable compared with rent payable, and the cost of refurbishmg the
buildings 1o atfract tenants. Uncertamiies amse from movements m market rents, delays m finding new tenants
anel the nmmg of rental reviews.

(it} Lahaur, civil and fiscal l@igation provigions in HSBC' s Brazil operations of US$282 million (2005:
V55235 million ). These relate to labour mnd overtime litigation clnims brought by employees after leavng the
bank. The provisions are based on the expected number of depmrting emplovees, their indrvidun] sulmries nad
historscal trends, The timing of the settlemient of these clnzms ks upcertain,

{ia1) Provisions of USST49 millicn (2003: USS652 millicn ) have been made @ regpect of costs arsmg from
contingent linbil#ics mnd contmctual commitments (Mode 41}, meluding guarantees of U5564 million
(2005; USS55 million } and commitments of 175593 millioa {2005; US$122 millsom).

32 Subordinated liabilities

HSBC
L ar moLmi
2006 2005
USEm UEm
Subondzabed |ishildi=s
A2 mmorhoed cosd 2247 16557
~ sshordinated lakalities | 17296 | 11,546 |
~ prefarred seaanfties h g #.51
Deagrated ab furr valus (obe I7) L1828 2793
= ashordirated labalitses | %500 EE 44T |
- prefered seambie 4 4 444
AxBel 30530
Fubordsmbad | okl
HIBC Holdings 14271 10763
Cther HEBZ A1 250 2856
s, 25330

e
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HEBCs subordinuted borrowings
08 2005
UEEm TEim
Amoumnis owed to thind partles by HSBO Holdings {00 below) 27 10,965
Oiher HEBC subardinated borrowings
&1 A00m 4. 3e2 M4 Hon-aomalabres Repeup Parpeetual Erefeared Semmtiest 1,918 1,493
£300m 4 4% Hon-comulsbive Step-up Perpetual Frefemed Secure: 1,30 1,205
UEEL, 350m 25T Honcumulstive Stepanp Perpetual Prefered Secunties, Gz 1Y 1,5 1,550
S L1, 200m Prrnary cxpitsl subordmated undated flostng rale notes 1,208 Lim
L0y 4. 7444 sobordeated notes 2044 . . 1, Ledn -
rEgl, 25%0m 4 1% Hon-numulabee Stepap Perpetial Frefared Secunbes’ 1,15 1,250
EB00m Callsble subordinsted Boateg mie notes 20147 1082 =
TS %1, 000m ST subordrated netes 20 1,048 Len
E500am 37 %% subordrabed notes DOX3 . 143 ]
730m 5.13% Mon-asmalaber e Step-up Perpeiual Prefared Seounties' 1o a5
TSE1, 000 & 62 subsrdmiabed notes 2014 s ¥
T2 1, 000m 591 1% tna st praferred secirdses 2085 o ]
E500m 1 2084 Non-ourmlative Tepeigp Parpetual Prefamed Securies’ ] aal
L30m 4 75% callat e ssbordinated notes DOD0° 42 LA
TEER00m 1017e%% Honeaamalabrs Sep-up Perpetial Prefarred Seauties, Senes 2* S0 w00
E500im 4 254 Callsble sibordinated notes 216" L] 3
E600m £ 03% Kor-azmulatms Sop-up Peehn] Prefared Secunties o e
TEgrsom Unidated float ing rabe prenany capinl sictes T 758
£300m 53794 Callable noberdmated step-up nobes 203" m 7
L330m 5% Callsbbe subordinated potes 2007 &7 LA
TEET0m F 625 mubordimabed noter 2035 S W
£350m Callable subordiuated variable coupon notes 2017 ETE £33
E300m Callable subordsabed Boating sale rotes 20207 a5 g6
£300m 5 8524 Non-curnalative Flep-up Perpotizal Preferred Securgied’ =0 338
£300m & i subordinabed nobes 2023 =5 a0
2 E00m Undated flosting rate promary capital notes = 02
TEgasim Callable subondnued Boabng mie notes 20147 g -
£235m & 25% mbordmated notes 2041 L k]
UEE300m T.65% aubordmabed nctes 39257 m e
2 E300m & 55% mubordmated notes 2011 X6 3
£13m £ 6275 step-up undated abordinated nodes™ k] n
rEE500m Undated flostng rate premary capita | nobes Saves 3 i k[
ERLAMm Subsordented debertures 2008 = 281
rERstm S8V subordmated nofes 2008 243 240
BRLI00m Subordsuted Certificabes of Deponts TH 6 - =
T3ERS0m T.20% sabordnated debendures 20597 ar 24
2 R200m T 53 capidal et 2024 x5 262
UEER200m T.75% mabordmabed noles 2009 S e
USE00m T 908y capital seouriies 2024 200 200
T3 R00m & 6294 subordriabed notes 2009 w7 158
TS R200m 2 30% cpotal fecurdies 2027 m 200
UEEtm T 62 subardmabed notes 2006 = 507
UsE00m T mihordmated netes 2006 = k=]
L13m #25% depaup undated nobordmated notes - K
UEE00m 7 500 st preferred securities 2031 - ble
UEE200m § 25% st prefiarred secunilies 2031 = 00
Qther mebordinabed lubalilzes each less than USE200m ZEW 2,621
31,50 2856
s am,

Subordmated loan capital & repayable al par oo moturity, but some is repayable prior fo matarity of the option of the
borrower, generally with the consent of the Finnncial Services Authority, md, where relevant, the local banking
regubsor, and in cortain cases ol apremiam over par, Inferest rates on the oating mie lom capital are related 1o
interbank offered rates. On the remaining subordinated loan capital, mierest 1= payable o fixed rates up 1o

10176 per cent

1 Sre Soep-up Perpimasal Prglereed Sacunties, rcne o) Quarcrseed by HEBC Holdrgs,
2 e Sepup Perpetun! Frefinred Securites, mofe () Gl mvdead By HESC Sant

i7e
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MNotes on the Financial Statements (cominued)
|=’
Note 12

3 Thir irsitnist inarg i o dhat €300 arid LE 0 callmble subordrcted fomting s oates 2000 mereas by &5 percerst from Manch
200 awed Ay J0] ], respecively,

& The irterent e an the 4.7 per oot cofiable ssbardirrsied noles X8 chogper 1 Septewber 300 3 1o thrapmorith sfef gy LIROR phes
B per crvrt.

% The derribugions ot D s prgferned pecunnies chenge m November 2005 o thratomonth dallar LISOR plus 1008 perr oo,

o T interent mte on the 3,371 per ornt collable aubordimaied siepaip notes 2030 charges o1 Movemiber 2008 do threr m ot stenlogg
LIBOR pine |50 per cent.

T Thir it resie on the collably subarinattd varobl colgan motet 200 7 iz foed ax 3,73 per cang untsl Aeve 2000, Threafter, the rati
e dvadon i th o off ae i ros Andleviliion il of Bt i padvadling e iars D ot plie [ 00 pér i,

8 The ingenert rate o the 1 per cone coflable subardvesed nosrr 2053 changes o1 Maroh xl.'amhrwnhtmpwm waric iy (7 flae

s o thee groes nackemyption yarkd of the prevaiing feepeer DR gt pha 180 por oot
# Thr irsterent et on the 403 per omral caltable adbordirsied noln: chorges i March 201 fo fove-mosh SURIBOR plue 100 per cent
10 The it e on she calknbie subordomana Somiing noses X0 mcreaser by .5 peroa from Sepeesber X0 5.
11 The 1.85 per cove ubardionted nater 2025 o sepayatde of the ontion affcach of the heéders m Mgy 2007,
12 The iraferert rafe on the £.623 per oot Sepeug wpdmied subordnated nobes changer i1 Dedember 3007 to bacome, joreoch nudessnee
Joow pocer i, th rase per cramns wivich i e zum of e rield ot shers e ear Benchmank U gl pla 18T peroers,

Foatnates X to 1.2 feechucling foctrctt [1) ol relate toriater that ane repapeble af thr gption of b bornswser on bt aate of b Sharge af
ther weteret vare, aned of AbopEETE EeEE FOne eRer dizies vl rggrest Pyt diter ot some cEvs, et 1o the priar corsen of e
Frzncial Services Authonry and, where raleee, i focal beetbang regedazar,

Step-up Perpetual Preferred Secunties
() Guarantesd by HSBEC Holdings

The seven isases of Non-cumulative Step-up Perpetual Preferred Securities (foodnote 1) were mude by Jersey
limeed partnerships and are guaranieed, on o subordmated basis, by HSBC Holdings. The proceeds of the isues
were on-bent to HSEC Holdmgs by the Bmited porinerships by isue of sobordinaded notes. The Preferred
Securitics qualify as innovative tier 1 copitad for HSBC. The Preferred Securities, together with the guamniee,
e miended to provide mvestors with righis to meome and capital distribudions and digiributions upon
ligquidation of HEEC Holdings that are equivalent (o the rights that they would have bad if they had purchased
nor-cumlkative perpenial preference shares of HSBC Holdngs.

The Preforred Securities are perpetual, bul redeemable in 2014, 2010, 2013, 2016, 2005, 2030 aned 2012
respectively o the option of the general partner of the limited partnerships. 11 not redeemed, the distributions
pavable step-up nd become fleating rae or, for the sterfing Bsue, For each successive five-venr period the sum
of the then five-year benchmark UK gilt plus a margm. There are lmitations on the payment of disinibutions if
prahibited under UK bamking regulations or other requirements, if a payment would cmse abreach of HSBC's
capital adequacy reqmiranents, or if HSBC Hobdings has inasfficient digtributable reserves (ne defined).

HSBC Holdings has covenanted that of it 85 prevented under certain aircumstmces from payimg distribations on
the Prefemred Securities in fll, it will not pay dividends or other disgributions in respeet of its ordinary shares, or
eifect reparchase or redemption of its ordinary sharce, until after a distribution s been paid @ full,

If (i} HSEC™s todnl cogitnl mgio falls below the regulntory mmimam ratio required, or (i) the Direciors expect
that, in view of the deterorntmg fmancind condition of HSBC Holdmgs, (1) will occar in the mear term, then the
Preferred Securities will be substituted by Preference Shares of HSBEC Holdings hovmng economic terms which
are i ol materinl respects equivalent (o those of the Preferred Securities and the gunrintee taken together,

(h) Guaraniesd by HSBC Bank

The two issues of Non-cumulative Step-up Parpetual Preferred Securities (footnote 2) were made by Jersey
limied parinerships mud are guaranteed, oo a subordmaded basis, by HSBC Bank. The proceeds of the issues
were an-bent 1o HSBC Bank by the lmited pannerships by issae of subardinated notes. The Prefemred Securities
quadify as innovalive tier 1 capital for HSBC and for HSBC Bank on & salo snd consolidated basis and, together
with the guarsntee, are intended to provide investars with fights to mcome and capital dignbutions and
distribatsons upon lkuidation of HSBEC Bonk thad sre equivalent to the nghts they would hwve had if they had
parchased non-cumulative perpetunl preference shares of HSBC Bank,

The two psues of Prefemred Securities are perpetual. but redeemable m 2031 nnd 2020, respectvely, of the option
of the general pariner of the limited partnerships. I not redeemed the distnbuions payable step-up mnd become
foating rate. The sume limitations on the payment of distribntbons apply to HSBC Bank os to HSBC, as
ibesenibed shove H3BC Bank has provided a similar covennnt to that provided by HSBC Holdings, also ms
described sbove.
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I {ip any of the two issues of Prefermed Securities are outdtanding m November 2048 ar April 2049, respectively,
or (i) the total capital miio of HEBC Bank on a solo snd consolidated basts falls below the regulatory minimim
ratba required, o (1id) in view of e deteriorming fmanaial condition of HSBEC Bank, the Directors expect (i} 1o
ocour m the near term, then the Preferred Securities will be substinited by Preference Shares of HSBC Bank
having economic terme which are in all magerial respects equivalent ta those of the Prefierred Securit ses and the

guarantee ke ogether.
HSBC Heldings
e 25
T55m F28m
Subordnated labddies
— ol amorhsed cost HADL 3,236
— designated at Eur valee 14070 13,370
AN | 8,606
Silatadiy
HSBC Holdings subordinated borrowings
Ammimts falling due after
mure than | year
i I
UsSm Ta3Em
et imwed o thind
£2,000m Callable subord mabed foabng male probes 20147 s 2374
TS5, 000 & 74 pubordimated notes 2034 2056 -
USELA00m 529 mbordmabed nctes 2012 1400 1421
€1,000m. 4 37484 ubordrated nobes 2013 1354 53R
Le%m 4754 sobordembed notes 2EFT 1368 128
IEE1, (00m T.3% subordmaled notes X005 Lz 1,115
€0 362 9% callable subordmated notes 2oy fo 211
rEE240m Callshle subordrated Doabng rals role 2016 - ) -
rEEMitm Callable subordmsbed Boabng e rotes 20157 T T4
£25%0m SE M subordrated bonds 2018 3T a5
raSsaam T35 subordmabed nobes 2052 L] ag
E500m % 584 subordmated nobes 20060 418 ko]
US8222m T 354 mabondsabed nctes 2012 268 216
142 16,758
Amnmmits owed to HSBC andertsicings
€1 400 £ 385 Emedloating aubordmated nobes 1043 -
HERC Capital Fundng (Euro I) LP 1998 1,87
TS, 350m T aubordmiabed fep-up camulatete notes DA -
HERC Cupital Fundang (Dooller 13 LE an L33
USEL, 250m 4. ét% Emedfloaing nabordmated poles 2043 -
HERC Capatal Funndeng (Dollar 2 LF L1gs [AE-]
€150m 134 Emediflcatng sdbordmaled pobes 2060 -
HEEC Capital Foredeng (Buro 5 L9 (Fi 2] o)
£500m & 2084 subondiriabed Mep-up cumulaim e nobes 2040 =
HERC Capital Fundsng (Rerlng 1) LP b ] =)
USER00m 10 176% sl erdinated step-p cumulative notes 2040 =
HEEC Capitsl Fundeng (Bicller 1}LF B0 o]
E600m £ 09% adborduted sep-cp curmulabive mobes 2040 -
HERC Cupital Funsding (Bura 13 L9 TES gl
#3 7 541
24 14606

The rerest margiee o e collahle subordinnind fontigy refe nofer 3004, 200 3 and 200 8 increse by 0.3 per cert from Seplember
NP, March 3040 avd Crober 300 1 respectrvply. The motes ane repayahle from thes siap up doie af the aption of the bovrrower, ndsect
to ther prasor conpmal af e Financial Senviods Audfariy.

I Thar ittt rate anithe 3025 por ont calable adonlnaied nates X000 chanpe: m St 200 5 to bocome teee-mont SURIBOR phe
0,93 petr o Tha modes wagr be recleeredd 2t par from e 2013 & the optian of the barrower, Subiect B0 the priar conees of the
Fracial Sereices Anghorty.,

3 The oxterect amie o e 2073 por cont subordimated bosds 01 8 cherges anApnl X0 5 o bacome the fggiver of (17 8875 per cent or fig

the Ao of e yield ot o nelevers bevicienark treanory 2lock pite 2.3 per opvg, Tha bords may be neceeed in Apnl 3013 at par end

rrption fux also bovr allowsn from Aprol JPRE. mebyect fo the prior conmt & the Financidl Senvecer Authonty, for omamort Sased
ot ther mekeonition s of e relineort b femaenk treasury siooks,
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MNotes on the Financial Statements (cominued)

Notes .{351&'54

33 Fair values of financial instruments

HSBC
The following table provides m malysis of the far vilue of financial nstroments not cursed of fair value on the
balonce sheet:
] 2005
Carryimg Fair Camymg Farr
srERmt vakie mmamnt vl
T58m UEsm *58m UEim
Anwets
Loans and advarces o banks 185, 208 12515 125,945 126,218
Loans and ade ances W0 ousborners B, 1KY ot ] TG 002 TREAZS
Fnancml myvestmmnits: Treasury and
dther algnbie bl 45 = 20 208
Fmarcml mveshrents debl senurdies BE s B0 B2d3
Liahiligies
Depotitz by by 0604 Pl Tn SE540
LT AR are ] BRGATS TIRAlR 138316
Tl seaEnbed @ Epae THOARS =g 165,072 185401
Subordated labildie 2672 pad ] 16537 16,360

The methods used to determine fair valaes for finsncial ingnaments for the purpoese of meamarement and disclosure
wre aef out im Note 3(d) The majority of HSBC s finmcial instruments carried i fair value are valued usmg quoted
market prices, or valumicn technigques based on observable market dain. Observable masket prices sre mot, howsver,
svailuble for muny of HSBC s financinl assets and linbilittes not coavied at faor value, The fazr values of the nsseds and
linbiligics m the table above ae determmed ns follows:

i

(i)

Louny and advances to banks and customoors

The tar valoes of personnl and commercil loans and ndvances wre estimated by discounting mtecigated cash
flows (mchading imterest ot contmctual rates)

Performing loans are grouped, as fir os possible, inte homogencous pools segregated by maturity mnd cospon
rates. Im general, cash flows are dscounted using current market rales for instram ents with smilar malanty,
repricing and credit sk charncteristice. For (imed rate loans, assumplions are made on the expected prepayment
rales appeopriate to the fype of boan.

Conforming residential mongages i the U5 ave reated differently because there iz an established masket for the

related msset-backed secariies In such cases, fadr vadue is estimated by reference to quoted markel prices for
leans with gimilar chameteristics and maburities.

For mmpared commercial lomns, fur valoe is estimated by discounting the futere cash flows over the time period
they mre expected 1o be recovered,

Finmmeinl fmvestm enis

Held-to-maturity treasury md other eligible bills and delt secunties are initially recorded a far vakie phas any
directlv altributable transaction costs, md are subsequent by messured ot amortised cos usng the effective
interest rule method, less any mpunment losses,

The fiir values of listed financinl investments sre determined ueing bid market prices. The fair values of wnlised
financial mvestments are determmed using valuation techniques that take inlo conzideration fulure comnings
areams and valuations of equivalent quoted securnitics.

(i Deposdis by banks and ool sm e accounis

Deposits by banks and customer accounts are grouped by ressdual matarity. Fair valaes are estimaled usmg
discoamied cash flows, wplying cither masket mics, where applicable, or aurent mées offered for deposits of
sEmilar remaning maunties
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(v} Dbt securities in isoe md subordinated Hubilitiss

Fair values are determined usimg queded market prices ai the balnce sheet date where availoble, or by reference
to apsoted market prices for samilar metmments,
The fair values presented in the table above are stated af a specific date md may be significanily differest Som the
nmounts which will achually be pasd or received on the matargy or settlement dades of the instruments. In many cases,
it would not be possible 1o realise immedantely the estimated fair values Accardmghy. these fagr valises do not
represent the valee of these finnncinl mstruments to HSBC as p gomg concem.

The far vilues of mtangible assets, mach as values placed on portfolios of core deposits, credit card and customer
I'l'!ult.ﬂrldl.q)‘ e nat mehsded ﬂ:m'r, hecmse Ih:_-r e mol minacial instrumenis.

Mg other entifies may use different valuation methodobogies and resumptions in determinmg fair valwes, compansons
of fiar values between entities may nol be meammgful and weers are ahvised to exercise coation when using this dota
The following table lists these financinl mamments for which their carrying amount i5 a reasonable approximation of
faar vahie becanse, for example, they are shon temn in nansre or reprice 1o carvent market rates frequently:

Akiety Liahilies
Cadh and balanc# o ceritral hankes Hong Kong Geramanenl carrenicy nobes m anculation
Tears e the course of collection from other banks e i the oo of rarsemismon bo obbver bankes
Horg Kong Gorermment catifionies of indeblednes
Endcrsaments and acoeptances Endorsements and acogplances
Hhort-term recevables within ' Other ematy’ Short:termn payables wthm * Other lsb sfites
Ao incoene Acorniy
HSBC Heldings
2006 2005
Carrying Falr Carping Fur
APTRAIE wahue mnount walue
USEm U'SSm Ussm UEtm
Asseiy
Looans aned advances to HERC undertalongs 144256 14,557 14,052 12,252
L b fithes
Amousts owed to HEBS undertakings 3,100 158 4078 k]
Subordmated habalties 423 243 5k ] £453
Maturity analysis of assets and liabilities

The following is an smalyae, by emaming coatractual mafurities of the balance sheet die, of asset md linbiliy line
items that represent mmounts expected to be recovered or seitled m under ene year, and affer one year.

Trading nesets and linbilitics are exchded becsuse they wre not held for collection or ssttlem ent over the period of
contrechan] matanity,
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MNotes on the Financial Statements (cominued)

Noter 34 and 35
HSBC
Al 3 Doecombees 2006
Tnse mfter
Due writhin minre than
mE yenr o YEAT Total
UsSm USEm USSm
AsEts
Fmancml sesets degrabed of furvalus AT 1688 53
Licoms and v ansces Lo barks” 179240 =068 125208
Teomns and wdv arpces B0 cutormers 380,191 =702 f R
Fmancmal iy eshnents g 116958 0 B0
ot frannall adents poifinn] tha22 27258
-1 C 684108 130297
Linh flities
Diepozls by banks HLk 10851 b
S omer Boosunis ang 24993 f o w ]
Fmarcml [abdties desgrated at fmr value 1,410 [ T2
Dbl prougilies. o 1En0e ez 118,58 ks r
rtbper fizanesad hakalines Pl 2197 RIS
Subsrdmiabed |kl ] 23746 25T
110,236 24T EEL 1,547871
Al 31 Do 2005
Do after
Cuse witha e then
e e o e Tots|
15im Tadm UEm
Agnals
Fmancml sssets desgrted af S valus 1.8 1350 15044
Loans ared ade ances tobanks’ 121,40 4578 125,545
Leansand advances o aiamers 107,181 438 2] T 0T
Faarcal investmenis TRIF 103,103 182,342
Crlbpar fiaincand aasets 13,589 134 12722
315933 S0, 145 L7078
Lishilrheg
Dopoits by banlks 853 &0 &3717
R T BTOGUnEE TIZ3T FEA T TREALR
Fanareial lash e demagrated af far valus LR HETI 61,822
Dbt peouritier m e 100,634 LRk 8B
Sther Tmmncial hakalihes 10,544 TR 11,544
Subordrated lisbalahes 313 165,324 16437
ciFo Ll L
1 Loos ond cdwanoes io bots picluces USRS 452 million (2005 USROG A3T million which i mparalile on diomard ar af shet
O,
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HSBE Heldings
AL 31 Demsber 206
Drae after
Drue within more than
e Vs me year Total
U'5%en US%m USsm
Aderts
Teowns and pde st 10 HEBC wedertalungs L] TS 14,456
Faandu] eretmants - 614 Lel4
O gt m - "
Frepaymenis aned socnied moome A 2 +1
7408 10193 18,200
L b ilithes
Arnouts owed 1o HERS undertalnings a01 2.7 3,100
Froancul hsbiibes desgrabed at fuir value s 100 140
Oither liski|ties 1507 1o 1,217
Aconmlr snd Seferred income 1 - 111
Subordmatesd Labdgie - B4 423
1919 ok lned 2724
Al 31 Eevmiberr 2005
Dus piter
Crewithn fmeee T
e e o Tolal
175%m i5dm U2%m
Aspets
Leowns and pdvieees 1o HEBC welrtakngs 4,64 40 14,092
Foancal eretmeis = 3317 350
O a2ndls 7 - 17
Preguymerie arsd acened sncome 11 -] 1
4 HL 12555 17955
Linkabbies
Arnousts owed to HEBS undertalings 1,500 211 4,075
Francul hsbiives denigrated a2 fair valoe - 13,500 13,370
Cther luabalties 1,15 T el ur ]
Acenmly snd deferrad income o - o
Subocdnated habdlhies = i) 3,234
118 el 23 8795
FEpT—

Forelgn exchange exposuras

Structural foreign exchange exposunes

HSBC"s structural foreign exchmge exposures we regresented by the net asset value of its foreign exchange equity
and subordmated debt investments in wbsidiary undertakings, branches, jomt venhares mnd associales. Gams or losses
on structural foresgn exchunge exposures are tnken to reserves. HSBC's mmagement of its structurad foreign
::Dtl'lmgr EXpOsIres 15 dhscussed mihe *Repart af the Dreciom: The Mmlgm:rrto\flﬁ.ﬂ;' on page 123,

In #s sepomte fmoncinl satements, HSBC Holdings recognises its foreign exchange guns and losses on structurad
foreign exchange expomares in the mcome sinlement.
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MNotes on the Financial Statements (cominued)
Notes 35, 38, 37 onad 22

Nt strooural fordyn scchange cxposares

2008 005
USEm Uskm
Currency of Al expoure
Euror k202 18821
Rlog 18562 154615
Chmese rammanks 247 4134
Jfexpcmn pesog 4550 arn
Hong Kong dollers il 2545
Carmdisn dollars Aoy 250
Brarilien rems ] 21
Swiss francs 2455 1,957
UAE dirars 1647 1,111
Indmn nopees 157 1182
Turkesh lxa ¥ 8
Hfalay man nngg bx ] TS
K oréan whoh i St
Augrahan dollars & £08
Emgapore dollars 411 I
Japaziia yen f 52
Egyplian pouinds A 134
Thir bakk s 234
Tanranese dollars i 20
Swadi repals’ 2606 347
hGalbere lera a6 i
Fhikgpne petog 213 16
Arperie pasor m (85
Chilean pasey 189 187
Coda R colun 162 =
Howr Tealand dollars 15 141
Indenens ngpah 158 168
atan rial 150 5
Hondurn bempirs 1 -
Crmani ral 114 8
South Afrscan rand 1 104
ks, ench less than UIEE1 00 mallion A #11
Total '-‘-hilﬂ &1 831

1 After dedvcting soler o Sonad ripals awacrsng o USSR million (2005 LSS0 mrillao) i cwder fo marape She fonnigm acohorgyr rimk
o that BrestH s,

T e et et PIITDRIVE it Arpeniend Besde b X005 affects the deficuriy i domeatie aet sz fallowing the perlficanen of ceriam
balarres formery derommatod or LE dialize.

36 Assetls charged as security for liabilities and collateral accepted as security for assals

Finmcinl nesets pledged to secare linbil#ties are as follows:

Assets pledped at
31 Diecember

2008 2008
TS Em T2tm
Treasuey bills and cthar aligiblie peounises AR T80T
Leairi® aied i dearsces ko banks o 13140
$cumz aevd adv e 20 customens BAG 590
Dbt securihes 10682 BRI
Equaty dhares 11488 5,137
Cother 390 537
1o0e 4115

These trassnctions e conducted under temms that e wswal sd customary to smdard lending, and stock bomrovang
amd lc'llihg wolivit ses
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Collateral sccepted as sacurity for assels

The far value of finamcial nssets accepted as collateral that HSBC is permitted to sell or repledee in the abrence af
defanlt is USS1EE005 million {2005: U55135303 millicn ).

The fair value of financial aseetz sccepted as callateral that have been sold or repledged was 1155135998 million
(20e0%: US597,113 million) HSBC ix obliged to retam equivalent securities

These trmsactions we canducted under terms that wre wsual and customary to stansdard stodk bomowing md lending
activities,

Minarity interasts
0 200
TS%m P2 8m
Moty mberests alirdotable to holdess of erdmary dures in fubfuGanes 4006 3686
Frelerence shares irmued by sobsidmnes 2.!&_@ 217
T okl manorty elbeas ﬂ 5.7
Preference shares issued by subsidiaries
06 2005
USgm 73sm
USESTm & 360 non-cuEmlstive peeferred Bock, Senes B! L] 558
it 8m Fbltmgmnmmm.nlﬂnepnfmd sock. Series B =18 S8
TEgITam Flosbing eate gor-cumulstere preferped sock, Senes F k| Ep ]
1rEET7am & 50% non-cuenulstive pealemred Sock, Senes HY 4 =
CADTTESm Hon-currulstive redesmabde oluze | ealemad dare, ez 150 150
CADITSm Hon-curmulstive clazy | prefered thares, Semer D' =0 130
TEg|Som Depopiary thares sach represmbmg 29 inderet | 8 chaee of
adqusteble rite il atree prefemed Sodk, Beries I 150 150
g1 50m Curmuletrre prefered stod” 150 150
S8 25m Chdch auction mie transferab e ssardies prefared gock, Seres A and B i 135
2850 2176
— E—

T serwes B prfirnid ook & ndoemable, & the opfaon of HEBC Fancnor Corporalion, i whaole or part, from 14 b 2000 & par,
Thr mevies B prggerred ook ir eolaematle of par, of the gption of AESC DEA I, i whole or pare, on gy bl paymery dte on or
ater 7 Aprdl 2010,

¥ The sevaes O o Sevies I prgferned chook ane nedesmabds af jpar. ol S godian of HE0 0 LEA Inf., i wiale ar part, af iy e froee
1 Ay 200§ oed | Juby 301 |, respectresly,

T Serwes o and Sreser D prglerned meck e andinpreshly of @ declng premasm above par, of the oprion of KESC Bavdk Canla, 1t
whaly orpart, from 30 Arw 2000 ard 31 Deopwiar 2000, mepectivndy.

5 The prafirred sock has been redeemable, & i apvion of HEBC LIRA ., i wiwder or pare, from [ dy 1999 o par,

& The prfrrid stock 1 receemable, ar b opion of HEBC UEA [re., in wiald oF part, of arge lime ot ar gier | Cerober X007 @ par.

T The preferred stock of sach sevier & redeermnhle, of Hae aetion of SRS LIEA I, s wiole or pard, on oy dlivadend poyment dole of
par.

e

i

All redempdions are subject 1o the praor consent of the Financial Services Authority and, where relevani. the bocal
beanking regulator.

Called up share capital

Authorized

The authorised ordmary share capital of HSBC Holdmgs o 31 December 2006 and 2005 was US57, 500 million
divided into 12,000 million ordinary shares of US50.50 each.

At 31 December 2006 mad 2008, the suthonsed preference share capital of HSBC Holdings was 10 million nan-
cumulative preference shares of £0.01 each, 10 million nen-cumulative preference shives of USS0.01 cach, ned
10 million mon-cumulatve preference shares of €0.01 each,

At 31 December 2006 and 2008, the mathonsed non-voting deferred shore copigal of HSBC Holdings was £301.500
divided imto 301,500 nog-voding defemed shares of £1 ench,
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HEBEC HOLDINGSE FLE

MNotes on the Financial Statements (cominued)

Note 28

lzsuad
2006 2005
TS Em r=tm
HERC Holdings cndmary shares = THE 557
M er Uiim
HEBC Haldings ardinary dhares
AL Jammiary 2004 11600042 567
Shares imued 1 copnection with the madunty of HEBC Foence
8 575 par cend Adjustable Comrermon-Rale Equity Secunty Units 3,424,742 2
Ehares eusd under HEEC Fenaros fhare plang G152 -
Shares zausd under HEBC amployes thaee plans TEO5E, TR m
Sharer gpaued @ has of dvedends 158 5T 74T =
At 31 Drecenibeer 2006 11 573207 Tk =, e
AL Y Jeniasy 2005 172005550 5,587
Sharey irmied 1 coonechion with the early seltiemed o[ 35BS Fmarce
& 74 per cad Adjustshls Corw ermon-Fals Equiy Secunty Uity a0 -
Shares issued under HEBC Frnanos thape plans o=t =
Shares moued under HEEC employes thare pilans 44363 556 a3
Shares moued g has of dvedends 103,561 G086 52
AL 31 Dacarnbar 2005 1333600 2 5 f67

All erdinary shares confier ilentical rights in respect of capital, dividends, voting md otherwise,

M er USSm
HISBC Holdings prefermce shane
AL | Januasy 20046 aned 31 Decrnbser 2006 J A0 =
At 1 Sy 2005 = -
Tzmoe of pon-curnalabme preferenos shares of U001 sach 1450,000 =
AL ¥t Dacarnber 2005 1450000 -

Dividends on HSBC Holdings mon-cumulative dollar preference shares sre poid quarterly of the sobe snd sheoluie
dizcretion of the Board of Directors. The Board of Directors will not dechwe w dividend on the preference shazes if
payment of the drvidend would couse HSBC Holdmgs not to meet the applicable copital adequocy requirements of
the F8A ar the prafit of HSBC Holdings available for distribution @ dividends are not sufficient to ennble HSBC
Holdings to pay m full both dividends on the preference shares and dividends on my other shares tha are schedubed
ta bhe paid on the snme date md that hove an equal right 1o dradends. HSBEC Holdings may not decbare ar pay
dividends om any class of its shares mnking lower in the right o drvidends than the peefi ¢ shares hor redeem nor
purchase in sy manner my of #s other shares rankmg equal with or lower thin the preference shares unless # has
paid in full, or set aside an amount 1o provide for payment in full, the dovadends on the preference shires for the then-
current dividend period The preference shares carry po rights (o conversion inde ardmary shares of HSBC Holdings.
Holders of the preference shires will only be entitled to abtend snd vote st general meetings of sharcholders af HSBC
Holdings if the dividend payable on the preference shares has not been paid i full for four conseautive dividend
payment dotes. In sach circumstnnces, holders of preference shares wall be entitled to vote on all metbers put 1o
genernl meetings until soch teme as HSBC Holdings sholl have paid a foll dividend on the preference shares. HSBC
Holdings may redeem the preference shares m whole af eny tane o or after 16 December 2010, with the consent of
the FSA,

The 301,500 non-votmg deferred shmes were o isue throughout 2005 ad 2006 nnd are held by o subsidiay
undertnking of HSBC Holdings. Holders of the nop-vating deferred shares ore not entitled to recenve dividends on
these shares. In nddition, oo wmnding-up or other retum of capital, bolders are entstled to receive the snoant paid up
an their shares after distribution to ordmry shwrcholders of the amount of £10,000,000 m respect of each ordinary
ahore hebd by Bien,

Details of the options cutstamding to mbeeribe for HSBC Holdings ordmary shares under the HSBC Hobdings Group
Share Opticn Plan, HSBC Holdings Executive Share Option Scheme, the HSBC Share Plan md HSBC Hobdings
savings-relabed shire option plane are given in Nete % In aggregnde, options cutstanding under these plans is m
folloves:
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Fumber of
HEHC Hollings
ordinary share Feriod of exercise Exrrc s price
3 Decanber 2006 AT ME02T 2007 4o S LEDEED - D42
501 S 007 vo 2002 HES L0 4:401
20473 2007 1o 2002 E100062
USEI1 2090 -
2502 100 07T b 2002 UsEla 1621
31 Dacember 2003 H1281.040 2006 1o 2015 E17ET =00 642
31 Dwcember 2004 I 349 1) 2005 b 3034 BT = 83610

Following the acquisition of HSBC France m 2000, owtstmding employee share options over HSBC France shares
vesied. On exercise of the options, the HSBEC France shares nre exchangeable for HSBC Holdings ordmary shases in
the mene ratio as for the ncquisition of HSBC France (13 HSBC Holdings ordinry shares for each HSBC France
share ).

Drurimg 2006, 445,115 (2005 435 T84) HSBC France shares were issued followmng the exercise of emplovee share
options md exchanped for 3, 786,495 HSBC Holdings ordinasy shores, such shares being delivered from The HSBC
Holdings Employee Benefit Trust 2001 (Mo, 1) (2002: £.665,192 HSBC Holdmnge ordinary shares). During 2006, no
options ever HSBC France shares lapesd (2003 nil). Durmg 2006, there were mo (20035: 1,300} HSBEC Framce shases
previously issued following the exercise of employee share optioas that were exchanged for HSBC Hobdings ordmeey
shages (2003: 19,500 HSBC Holdings ordinsey shares) There were 1,287,881 HSBC Frmcoe employee share options
exchangeable for HSBC Heldings ordinary shwes outstanding af 31 Diecember 2006 (2005: 1,732,996}, At 31
Drecember 2006, The HEBC Holdings Employes Benefit Trast 2000 (No. 1) held 15.316,328 (2005: 21,102.823)
HEBC Holdmgs ordinary shares which may be exchanged for HSBC Franee shares arising from the exercise of
options.

HSBC Frnce options effectively outstmndmg over HABC Hobdings ordinary shares under ihis smngement are ns
follows:

Tumdrer of

HSBC Franee

ihares mchangrable

for HSBC Heddings
ardinary danes Period of eerclse Exere e price
31 Decrwber 2006 1287881 20T 00 200 3705 - € 14250
31 Dby 200 1732596 2006 bo 2000 3552 €120
31 Dacnibar 2004 70380 2005 b 2000 €31 TR -1

There also exist ousandmng options over the shares of HSBC Privite Bank France, a subsidary of HSBC France
which &re exchangesble for HSBC Holdings ordinary shares, the details of which ore set o in the Directors” Repaort
on pages 271 and 272 and summarised below.

O exercise of options over shares of HSBC Private Bank France, the HSBLC Privaie Bank France shares are
exchmgeable for HSBC Heldings erdinary shares in the ratio of 1.53 HSBEC Holdings shares for cach HSBC Private
Bk Frmce shore, Duning 2006, 194,804 {2005: 473,400) HSBC Private Bank France shores were sssued following
the exercise of employes share options md exchanged for 356,472 (2005: 841,291) HSBC Holdings ordinary shares,
such shares bemng debivered from The CCF Emploves Benefit Trust 2001 (Privale Baking France), Durmg 2006, no
optwns over HSBC Private Bank France shares lapsed (2005: 5%.875) During 2006, 6,000 (2005 1,150) HSBC
Private Bk Frimoe shares previously ismed followmg the exercise of emplovee share options were exchanged for
10,980 (2005: 2,104 ) HSBC Holdmgs ordinary shores. A 31 December 2006, 8819 (2005 14,819) HSBC Private
Bank Frimee shares were m isaue md will be exchanged for HSBC Holdmgs ordinary shires on the fifth sniversmy
of the date of the avwards of the options. There were 402,856 HSBC Privide Bank France employee share oplions
exchangeahle for HSBC Holdings ordinary shares outstanding at 31 December 2006 (2005: $47 660} A1

31 December 2006, The CCF Employes Benefit Troa 2001 held 1,082,323 (2005: 1,452,77%) HSEC Holdings
ordinary shares which may be exdhanged for HSBEC Private Bank France shares aniging from the exercise of oplions.

HSBC Private Bank Frnce options {inchuding shares issued but not exchanged) effectively cutstanding over HSBC
Hoeldings crdinmy shores ander this mrangement e s follows:

189
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Note 12
Tumker of HSBC
Private Busk France
shares exchangeable
far HSRC Hokdings
ardinary ihares
31 Decembser 2006 41672
31 Decamber 2004 1247
31 Decenber 2004 1,152 e
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Frrind of eoerche Exerchs price
2007 i 2012 E10H4 - #2222
2006 1o 2012 10 Bl =22 32
2005 o 2012 &0 -2

Om the acquisition of Bangue Hervet in 2001, Banque Hervet shares were held in o Plon d' Epsrgne Entreprise on
behalf of Bangue Hervel emplovess to vest and be releassd to emplovees over 0 5 vear period. It was agreed to
exchmge these Bancque Hervet shores, on vesmg, for HSEC Holdngs ondinary shores in the ratio of 3.46 HSBC

Holdings ordinary shares for each Banque Hervet share, During 2006, 163,369 (2005; 7,670) Bangue Hervet shores
were relewoed in connectian with the vestimg of mierests in the Plan d'Epargne Entreprise md exchmged for 565,151
{2005 26, 53%) HSBC Holdmgs ordmary shares, aach shores bemg delivered from The CCF Employvee Benefit Trust
2001 (Banque Hervet). At 31 December 2006, The CCF Emploves Benefit Trust 2001 (Bmgue Hervet) keld no
{2008: $86,213) HSBC Holdings ordinary shares.

Bandque Hervel shares 10 be exchanged for HSBC Holdmgs ondinary shares under this armgement were ns follows:

Husmber of Bangue
Hervet shares
e geshie for
HEBC Hold s
ﬂ'“‘l"}' wiares P o of vesting

31 December 2006
31 Decanber 2000
31 Diecrnbeer 2004

PG 2006
177 0ed 2005 = 2006

Following the acquisition of HSEC Famce Corporation i 2003, sl cutstsnding oplicns und equity-based mvards
over HSBC Finance Corpornfion common shares were converied into rights te receive HS3BC Holdings ordinany
shinres i the same mtio as the shre exchonge offer for HSBEC Fnanee Corporntion (2,675 HSBEC Heldings ordinmry
shinres for ench HSBC Fmence Corposstion commean share) mad the exercise prices per shore adwsted accordmgly.
During 2006, options aver 10,454,937 (2005: 3,563,020} HSBC Holdngs ordinmry shares were exercised and
9,781,225 (2005: 2,638,816) HSBC Holdmgs ordinary shares delnvered from The HSBC (Houschold) Employee
Benefit Trust 200% and the HEBC (Houseshald ) Employes Benefit Trasg 2003 (Mo_2) to endisty the exercice of these
optioine. During 2006, optioas over 300,555 (2008: 152,936) HSBC Holdings ordmary dhares lapsed At 31
Diecember 2006, The HSBC (Househald) Emploves Benefit Trus 2003 aid the HSBC (Household ) Emploves
Benefit Trust 200F (Mo.2) held atotal of 8,670,335 (2005: 9,173,100) HSBC Holdings ordinary shares and 198,663
{2005: 2.198.5829) ADSs, each of which represents five HSBC Holdnge ordinary shares, which may be uzed to
endiefy the exercise of thess options and equity -based mvards under the HSBC Finance Corporation share plans,

Options and equity-hased mvards outstanding over HSBC Holdmgs ondinary sheres under the HSBC Finance
C-orp-u!ii:oﬂ shure pa_u e i Tollows:

Humber of

HEBC Holdings
ardinary shares Proind of evescie Eseiche price
1 December 2006 2TaR A 2007 o M2 nil = USE21.27
1] Deacerribear 2004 38,107 50 2006 1 212 ] - TTS521 77
3 Drecernber 2004 4,827 004 2005 1o 2021 ral - 115525 40

Prior o its acquisihion by HEBC Holdings, HSBC Fmince Corporntion psaied 8875 per cenl Adustable Conversion-
Rate Equity Securaty Units {“Units’ ) which meluded a contrct ander which the holder agreed (o purchase, for 15525
each, HSBC Finance Corporation commen shires on 15 Febriary 2006, with an optien for eorly settlhement. The
Units which remained owstandmg following the acquisition of HSEC Fmance Corporafion were converled imte
conbracts bo parchase HSBC Holdings ordinsry shases. Units exercised al matanity, 13 Febrinry 2006, entitled the
holder to receive o numbsr of shares based on the marke value of HSBC Holdinge ordineey shases of the time, which
w2601 HSBC Holdimge oedinary shares for ench Unit. During 2006, 3.424,742 {2005 324,726) HSBC Holdmgs
ordinary shares were ismaed in conmection with the mafurgy of 1,315, 140 (2002: 134,698) Units.
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The miamimn mumber of Units outstmding over HSBC Holdmgs ordinary shares were ns follows:

Muireds b of Uitd

rechangrable for

HSBC Heddings

ardinary shanes Period of exercise Exenc e price
31 Dreveraber 2006 - - -
31 Deambeir 2005 1315140 008 st =H B e oY ]
31 Dacamnber 2004 1433638 200 b 200 tiggs 00 - Uide &b

Follewing the acquisition of Bank of Bermuda in 2004, all outsdunding emploves shae opiions over Bank of
Bermuds shwres were converted ingo rights to receive HSBC Holdmgs ordinary shores based an the conmaderntion of
115540 for each Bank of Bermuda share snd the svernge chosmg price of HSBC Holdings ordmry shares, derived
fram the Landon Stock Exchange Daly Officinl List, for the five business diys preceding the closmg date of the
acquimdion. Durmg 2006, oplions over 529,233 HSRC Heldings crdmary shares were exercised (2005: 459,091} md
delivered from the HSBC (Bank of Bermuda) Employee Benefit Trust 2004 to safisly the exercise of these options,
Dhirimg 2006, options over 126 854 (2005: T44 421) HSBC Holdngs ordmary shares lapsed. At 31 December 2006,
the HSBC (Bank of Bermuda) Employee Benefit Trust 2004 held 2,266,549 {2003: 2,796,152} HSBC Holdings
ordinary shares which may be used to satisfy the evercize of options.

Crptions cutstanding over HEEC Holdings ordmary dhares under the Bank of Bermuda share plans are as follows:

Mumber of HSREC

Heddings
ardirry danes Period of exercise Exerciep rice
31 Devember 2006 2710368 2007 i 2003 USE7.0M - USSIHAS
31 Deamber 3005 T 308 45 2006 o 2013 ST 04 - TSI 35
3} Deecamnber 2004 4 S EY 200 b 2003 UE g8 - 1410 35

The maxemm obligaiion of 31 December 2006 to deliver HSBEC Holdings ordmary shares umder all of the above
option amangenents, together with Performance Share and R estricted Share swareds under the HSBC Holdings
Restricied Share Plam 2004 and The HSBC Share Plim, was 404,348 508 (2005: 486 436,966) The total number of
shares o 31 December 2006 held by employes benefit trusts that may be need to satisfy such obligntions to deliver
HSBC Holdmgs ordinary shares was 133, 346 569 (2005: 130,812,676),
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40 Notes on the cash flow statemant
MNon-cash tems included in profit before tax

HSBC HEBC Holdings
200 2004 2004 20 2005
U5Em 1T28m UEsm Ustm UStm
Despereczaleon, anteortisation sl srgamerd 2528 LI13 2,225 = 11
Reavaluaicnug on v artmend propety 164 201 (%) - -
Sharebated paymenl Stpase /5 40 450 b 13
Laoan anpastierd lodbed poti of fedod ahved 1130 20 70 - -
Provinons S habnlgiss aned charges 45 Era 11 - -
Iepamnant of Gracasl nrredmenls 21 - LLos) - i1
Chiarge for defmed benelt periion schames Lo LT 625 -
Aceretion of diooants and amortatation of pr 0% HAE) L1783 - =
14,956 | LAl | 1506 b 13
Change in oparating assets
P b iichei L T
20 Fiut, el 00k A Fi e}
UsEm Uzsm 1IE8m Ustm TEm
Chiarg® i lowne 10 HERC underlalergs - = = {1 050 1344
Change m prepayenents and somsed mcome 24 712 5,320 an (45 4]
Chang= in nit tading sesurdies and net dermralves fIRA20y 40480 2,085 i 7 1052
Chiange m boars and adwarces bo banks {11,505 L1k 10, B25 - =
Chisrge m bears and adwarsoet 1o qustorners (L33 58Ty 8,1 500 130070 - -
Charpe m fimasaal astels dengnated ol fur valae (4888 €15 Da8) - - -
Chiangs in olber assets {7,706y (EP2%) (22620 5 (18

il m (¥, 733} (133, 143) “.ﬂn 3,563

Change in operating liabilities
HSBC HEBC Holdings
200 2004 2004 20 2005
U5m 1T28m UESm U5tm USim
Chiange in ascsuals ased defarred income 3549 (38100 L5TH 14 (]
Chianpe in deprodils Ty banks B3 (14,326) 187 - =
Chisngpe T CBimmer poCounts 149849 46,35 104, 87T - -
Chings m bl ssnurtis o ighie A2 2EN Che0aT) 52,258 - -
Chiasng# m fmanaal labihbes detgrated o o valie A &1 837 - Ty 12448
Chiange in olber labsliies 4967 1,166 3,608 e} Q&7
DATITR 12212 135,503 1 56 (4 400%
Cazh and cash equivalents
HSBC HSBC Holdin
e 2005 200 i 2005
U5%m TEEm UEsm U5%m UsSim
Cash ot bk wih HEBC undetalongs - - - e Th8
Cath and balances o omitral banks F 13712 A ] =
Tbeme i b oolirde of collectson from other bhamlks 14,144 11,300 o, 336 - -
Lozinz and ade et b banks of one imonkh o e 162 o0 100,527 117,658 - -
Treasicy bills, cther talls and crtifcabes of depomt
|ess ithan thres montha Fo o n 22,790 3T - =
Laz tam ni e course of trnamistian b athar banks
Q2625 1032 (5,30} - -
Tokal gy and cadh eqavilents Aﬁm 141307 18,855 'Ez‘ 754
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Notes JC cné'.# '

41

Total interest pabd by HERC daring the year was U5547, 794 million {2005: US$33.974 millson; 2004:
175%19,038 million). Total mterest received by HEBC durmg the yeor was US535,143 million (2005:
US565, 790 million; 2004: 15549021 million). Total dividends received by HSBC durmng the year were
US81,52% million {2005 USSE08 mil lion, 2004: US$640 millien )

Contingent liabilities, contractual commitments and financial guarantes contracts
HSBC HEEC Flolding
Pl ] 20 20K 2005
rSSm LiEsen USEm 1Uztm
Cosiingest lsbilldes and Mnancis] gaarantes
comtracts
(rasrartess and irrevccable lebers of credit
pladped 82 col | eral peaemy’
= 1 ye=r and under 42437 81 = =
- twer 1 year b ] =3 17608 L
Cther contingert liabilitees o 152 = =
'.".','?ilil_ :I.&i 1?& ;EB?T
Commmdtments
Documsntary credits and short-tenm trade related
fransschons L] B = -
Foewaryd arsdl pirchapel and [oewaed forwed
Arpods plaed 2077 LiT? - -
Uerdrawn rrote besuing i revelring
udarwnibng (acilies 213 EL - -
Uerdrawn formal sandby facildties, sradd I
ard ckher comeraiements (o lend
= | year and under R4, 167 ST 506 =020 2317
= iwer | year 118,514 13398 LT 1,146
7144650 L] 1967 3563

1 tncludwg fremcss! pemear coumacer,

The above table disclases the nominal principal amounts of third party off-balance sheel ransctions, the amounts
relafing to other contingent linbilitics and the nominnl principal amounts relating fo financial guarnies conbmeta
Contmgent linbilities snd commiments are munly credit-related insruments which inchude non-fmancisl gunmntecs
md commigments to extend credit, Contractual amounts represent the amounts af risk should contracts be fally drawn
wpen and clients defoult, Smee & Agnificant portion of guwraniees sand commEments wre expecied to expire withiout
being drman upon, the total of the contractunl amounts is nof representative of future Bouidity requirem ents.

AL 3] December 2006, HSBC had US51,259 million (2005: US51.218 millica) of capital commitments contracted
bui not provided for and US5289 million (2005: US%333 million) of capital commitments aathorised but not
contracied fior.

Guerantees (including financial guarantes controcts)

HSBC provides guarantees and similar undertak ings on bebalf of both third party custemers s d other entities within
the HEBC Group. These gesrmmtees are genermlly provided in the nomal course of HSBC' s bamkng bagimess. The
principal typee of gumraniees provided, and the macimem potential amount of Ribere payments which HSBC could be
required to make ot 31 December 2006, were s follows:
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A3 Deeoermber 2006 AL 3] D b 2005
Canranters Duaranbens
by HEBC by HERC
Hedding: Heldmgs
Guarantees in i P o of Juaramiees n frwo of
fayouar off other HEBC n [vour of aler HERZ
third parties Groap entities third partses Oroup entves
C5Sm. USEm TEEm Uzim
Cinin ramtee type
Fasral pustaies contrscts’ 2,748 17405 12,080 IEET?
Stanedy latters of aredt whedh are francial
pasrades corimets’ 4,535 - Fae -
Citbrar et ool substduter” 5,514 - 5302 -
Performancs bondd! 20 - 354 -
Bad bands” - - 5y -
Standky letters of aredi relabed 1o pastculsr
trarmections* 7,301 - -0 B
O ufisacton feliled guarantess’ =2E27 - 1502 -
Ciher serm 24 - 143
ﬂﬁ IE 57475 IEETT

1 Firmncal eorerdes o contracts Gt nequuny i e b makr specfied poemends fo mnmfsomr S halsler for g doo eecarned
beceneaw a specyied deboor f3ds 1o mate prymers whn dat o aoconleee weh the orgrnal or madghed lerme of o delt rimers. The
amarks o the abaue table are momim! prine pal omaos

2 Sowlby Letiers af cresld which are fimmcial petronine confracty ame orrvanohle o ipedtone on the part off BEBE fo pow Srind prertees
Wit crastovmers fnd 20 ke poeras whan da,

I Cphr cinict crndf subenfeges encliale ne-siranod b offe nedt and trode-related Letsere of erads asiand withad provision fir the

LETUNE SYEAF bo FReTa tithe b Dhe wnleriyang Shpment,
i Parrformared boris, S bowad, siaraby et of bl grat’ ot f Sz ot fore anlatind s morieds and it rtat g By wiioh the
chiggmion o HIRC o make poyoss depeorscks ort b cue o 92 flture awmit.

The amounts disclosed i the above table refled HSBC s maxenum exposure under a large number of ndividos
gunrantes undertakings. The meks and exposures arising from guarntees are capdsred mnd managed in sccordance
with HSBC' s overall credat risk management policies and procedures. Approxamately half of the sbove guarantees
havve nterm of less than one year. Guarsntees with term s of more than one year are subjea to HSBC s snmsal creds
FEVEEW PROCEsE.

Joint ventures

HSBC and its operations are contimgently liable with respect to lowsu itz snd other matters thad arise @ the normal
coarse of busmess. Manogement k2 of the opmion that while it i= Enposgible to sscertain the ultimate begal and
Tmancial liability with respect to these contingencies, their eventueal cutcome is not expected fo matersally affect the
Group's fmencial pesition and operdions.

In relution to jomnt ventures, HSBC bad no contmgent lnbilities, mourred joantly or otherwise,
HSBEC hadno capital commitments mowred jointly or otherwise i relation 1o its interests m joind ventures.

Post-employmant benefit abligations
HSBC had o contingent liabilities relating to post-smployment bemefits.
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Notes 42, 43 and 44

42 Leaze commitrments

Finance leasze commitmants

HSBC leases lavd and buabdings {mchding brances) and eqaipment from third partics under fmance lense
angements to suppor Hs opertions.

2006 2008
UEEm T

Tetal Jutude ErRrmLEm: payToents
— o laber Uy cafi o ) 50
= later thar o year and o laber than five pears 148 152
= later thars (orq yaars 0T LE
R B3
Lasz fubure sueret charpes GO5) 0¥
Fresept vadoe of frunce lexoe commimernts o 635

At 31 December 2006, futere mmimum mblese povments of USS163 million (2005; USS26 million b wre exprected (o
be received under non-cancellable sublenses ot the balance sheet date.
Operating leaze commitments

A1 31 Decemnber 2006, HSBC was obligated under & number of nen-cancellable operating leases for propertics, plant
a4l equipanent o which the Fuire mmimum lexse paymentz extend over o number of years.

0 2004
Land and Lard and
Bubldemm Equipment bialdmgs Erquipimeera
U5Em Ua%m r3Em UsEm
Fulure ronemem lexte pmments uder non-cancellab e
cpermy s
= e laber Uran ot e . n 2 2
= Taber than, cow et uned cvo Ieber than five years =290 =l i? -
— laberthan [rra o 1,198 = 1452 =
-IB"T? :.'I—. 3.5 '.’ﬂ.

In 2006, UFSSTE] million (2005 US5704 million; 2004: USS558 million ) was charged to *General and sdministmtive
expenses” in respect of lense ond sublesse agreements, of which US$762 million (2005: USS683 million; 1004:
US3567T million} relaed to minimum lease payments, USS19 million (2005: USS21 million; 2004: US$21 million ) to
contingent rents, and nil (2005 nik 2004: nil) to sublense pavments

The contingent rent represents escalation pavments made to lnydlords for operatng, tee and other sscalution
EXpenses,

Finance lease receivables

HSBC leases a vanedy of assets to third parties under finmnce leases, mcleding trmsport assets (auch o mromdt),
property and genernl plimt and machinery. At the end of bease terms, nssets may be sold to third parties or lemsed for
further terme. Lesoees muy pasticipate m any siles proceeds nchieved. Lense rentals ansing during the lemse terms
will either be fixed m quantam or be vaned to reflect changes &, for example, b or mierest mies. Rentals are
cnboulated to recover the cost of assets less thewr respdunl vaboe, and cam finamce meome,
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200 20
Total fubare Unearmed Tolal Fiure Unaamed
minmsim Tmance Present FTIEI ETRATE inberest. Presest
Ayt Inicne value PRt IO wabae
U5%m USkm 7 5%Em 5Em UEtm UEim
Laube récevwabiles
- o laber ran one ear 2,508 fEL o] L8 2170 G hE) 1,50
- later than one year and
oo Inter tran v e reirs 1207 {14000 2807 5,508 {1,325 457
= luber traary fwr e pours 0206 2.044) [ [ {3,008 5260
18718 [l 1914 L7 (LR 11743

AL 31 December 2006, unguarnteed resicund vadues of USS212 million (2005: USS6S million) had been scerued, and
thie sccumuladed allowances for uncollectible mmenum lense payments recervable pmounted to USS2E millon
{2005: USS1S million),

Diuring the yvear, ntotal of 15555 millicn (3005 nilj was recerved as contingent rents and recognised within “Other
operimg mcome’.
Operating lease receivables

HSBC leases a varidy of different assets 1o thind panies under operating lease arrangements, inclading transpert
mesets (much ae rolling steck), property and general plant and machinery.

S 2003

Land and Land and
bulldings Equipmeni kinng Edurjiiant
U58m USsm F2Em Usim

Fulize mmareen lamie payToaiis unider
noni-carsonllat be cparating Juces

- o laber e anie e N i n 3m
= later thar o Year andd o laber than five years 17 1561 1] 1136
= laber haan Epra yours 1 bl 153 4536
T _E“ 124 1 S50

Litigation

HSBLC i porty to legal actions in a number of jurisdictions including the UK, Hong Kong md the US, arising cut of
ite noemal busmess operntions. HSBC congiders that none of the actions is regarded ne materinl, mnd none i expectod
to resull i & sgnificant miverse effect on the finmicisl postion of HSBC, either individonlly or @ the agzrezate,
Masngement believes that adequate provisions have been made in respect of such litigation. HSBC has not disclosed
my contimgent liabilaty associted with these legnl notions becmse it i nof practscable to do so,

Related party transactions

The Group's related parties include associates, joint ventures, post-employm ent benefit plans for the benefi of HSBC
employees, key management personnel, close family members of key management personnel snd entities which ane
controlled, jomtly contralled or significantly infloenced, or for which zignificant voting power iz hell, by key
management persoanel or their close fmnily members,

Transactions with Directors and other key managament personmnal

Koy munngement personnel e delined as ihose persons having aathorily amd responsibility for plmnimg, directing
and controlling the activities of HSBC Holdngs, bemng the members af the Board of Directors of HSBC Holdings
amil Group Managing Directors.
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HEBC
2006 2005
TEEm UEim
k] M
3 z
ol 21
140 Sl

Particalors of Emnsactions, svmgements and sgrecments entered into by subsidianes of HSBC Holdmgs with
Directors and connected persons and companies controlled by them and with officers of HSBC Holdings, disclosed

pizrsumnt b6 section 232 of the Companies At 1985, were s follaws:
]

Mumber of Bahince ot
PR 31 December

Directors and connecied persons nnd companiss
comt rodled by them' =
Lz
Credd cands
Cudratises
Officers? 12
Losnt
Credd cards
uarandaeg

2005

Hurnber of Balmoe st
persns 31 Decemiber
EE000

%
ITRIM
250
10622

n
42837
352
16

Further information on related panty transsctione, disclosed parssant to the requirements of LAS 24, ia shown below,
The disclasure of the v ear-end balance nnd the highest mmount cutsanding during the year is considered the most
meanmgiul information fo represent the aenount of the tmneciions and the snoant of owsisndmg balances dunng the

year

1 Al gt D 2 ant by ey persomnl of HEBC Holdings, The aggragses of i ighe s o ang outniendig during 2006
g fame, credt cand invearhonr and pua et with FERE i te Dinectors oma close mehers o ther sy on compores et
they control, fowtly control ar sigrificantdy ogfumce, or b which sigefican vatey power 3 el were LRSS0 7S, 502, LESatd s4d
it UTRMA20.000 nespectiedly (2008 LT3 200,60 7, LESOT 7.2 50 andd USTSIST 7L, 770 respectnlyl,

"

TcTeatod warhun qﬂ'k'ﬂ:.nw rort-Cirector maevsbers o the by mancpement perserared off FERSC Haldgy. Dureg 2004, [ 7 non- Dunecior

by maregeners perrormel ol doge members of thear fzmady and'comparnes ther they coreral, poudy contral or pgngloandy imfuence,
o for which ogrificonr vateng power & hald evitiriad it [oar, cnadit ol Ererractions and o rrlees wath HERC (20082 15 perears).
T agpregate of the phea! amaunks auttiond e during X000 of loars, crodet cond tmrendt fons and guarantives with HEBE for the

e Diracsor by wecraggersens perzonrl ond dloee members of cheer famedy ond companar: thar thiy cogral, foady conral or
sgruficontly rfusce, or for wiioh sigrgloant vatigg powerr i held were USE302,400.000, LESST 14 ond LERI2, 74T nespect oely
(2005 LR Foo00, LEF2ET 254 and LEEX0, 383 recpectivelyl. The gryregate of the balanoes of Torre ard crealit cond inrsactions
@t puararpeer weh HIBC oudonding af 1 Decewber 2006 Gr the non- Dinector by mancpendrs pavsormel and oo members of
e iy o compeeries dat they control, jorely comtral or fgniiomdy sfuevce, or far winch nignglos vwating pover i hala v
LER a4 )0, LEEASE A0 and LRI I mepacively (2008 DEENG IAGA 52, UEBEA487 ard LEEIG. 225 rexpectivali).

=

For 2008, Cificd 5 comprise ton Jrotp Mangg eig Dindciors, that Jrap Chagl Accawsing Officer arid the Trags Compary Sechaary,

Far 2005, Officery comprized soc Trap Maraguny Directory, 30 Crowp Chereral Maongpers g the Orap Comperpr Spcrefery,

Particalurs of Directors" rrmsactions are recorded in a register held @ the Registered Office of HSBC Heldmgs which
is wvlable for mspection by members for 13 days prior fo the HSBC Holdngs Anunl General Mectmg and of the

Amnual Generad Mesting itself

Zome of the transactions were connected rmsactions, as defmed by the Rules Govemning The Listmg of Securilies on
The Stock Exchange of Hong Kong Limited bt were exempt from any diseloame requirements ander the provisians

of those Rules

The above transactions were made in the ordinary course of business and on smbstantially the sune terms. mehuding
interesd rutes and security, as for comparable transactions with persons of a similar stmding or, where applicable,
with other employees. The transactions did not invalve more than the nommal risk of repayment or present other

unfavourable fentures
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Shorehaddings umd aptisns of [Hrectors md sther key munsgement persaniel

2006
(005}
Humber of optians over HEBC Heoldngs ordinary thares mad e under employee share plars
held by Dorectors ind other ey cmagpamenl persmme] 4,543 14217
Hurrbar of HERC Holdmgs ardimary thares beld benefically and non-bensfioally by
Cnrectors and ofver kel mana peiment parsonnel 20892

Transactians with ather related parties of HSBC
Amnciates and joint veniures

The Group provides certndn bankmg and fnanciad services to assocaabes and jomi ventures. Details of the inferests m
assnciies and jolil venhures ane given m MNobe 20. Transadtwoas and bobances during the yesr with associnies and pomt

venbures were as foll ows:
R 2005
Flighest Haghest
balan e during Balme ot balarsoe dunng Ealanos st
thee year’ M December’ thee yemr® 1 Doscerriber’
T58m USEm F3%m UEsm
ATTRaLS d B Jemi Penbae s,
= unnbondinaed T a0 539 53w
Adresuntd dos Bom almaiea
- mibordinaded i L] o3 2%
- unuondinated i) 3% L133 333
1,384 471 1,735 301
Aamsoupts due Lo jors venheres 1,450 = k] 382
Admourts doe o mrsocabes bty ] 11:13 133
% b E 543 Lals

1 Thwr decl goure o tiee pear-end balore and the hiphen! balonce dureg e peor o corciskenrd bhe mort meoregid syGomaron o
PR A aCTionss cRirang s .

The above outdanding balmeors srase from the ordinary course of business mnd on subsisntially the same erme,
imcluding interest rates and security, as for comparble transact ione with third party comterpanies

Pension Munds

Al 31 December 2006, 155151 billion {2005; US519.4 billion} of HSBC pension fund assets were under
management by HEBC companies. Fees of US549 million (2005 US550 million) were ewrned by HERC

companies for these management services. HSBC's pension funds had placed deposits of USE348 milbhon

{2005: USS252 million ) with its banking subsidiaries. The above sutstanding balances arose from the ordinary coirse
of buginess md on substantially the same term s inclading meerest rades and security, as for comparable iransdcions
with third party counterparties.

HSBC Bank (UK) Pension Scheme entered into swap transactions with HSBEC to manage the milation and interest
rate gensitivity of the liabil#wes. At 31 December 2006, the gross nothonal valae of the swaps was U5514.5 billion, the
wwaps had & negative fair value of USS$273 million to the scheme and HSBC had delnvered collatern of

US5265 million to the scheme in respect of these swape All swaps were exeouted ot prevailing market rabes and
within standard maret bid-offer spreads

In cader to etisfy diversification requirements, the Trosiee has requested spedial collateral provisions for the swap
trananctbong baween HSBC and the scheme. The collaberal ngreement stipulates that the scheme never poats
collaieral bo HSBC. Collaternl is posted to the scheme by HSBC i an mmownt thot the Trustee is highly confident
would be sufficient to replace the swops in the event of defoull by HSBC Bank ple.
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Nobes 44, 4.5, 48 and 47

With the exception of the speciml collnternd nrmmgements detuiled above, all other aspects of the swap transactions
between HERC md the scheme are on substantindly the same terms s comparable transactions with third pay

counlerparties.

HSBC Intemntional Sinff Retwements Bemefils Scheme entered into swap trunsact sons with HSBC fo momnge the
inflmion and micrest rafe senagivity of the lishilities and selected naseis At 31 December 2006, the gross nedicnal
vale of the swaps was USE1.2 ballicn (2005: USS1.0 billion), md the swips had a pet positive fur value of
US514 million 1o the scheme (2005: USS53 million),

HSEBC Holdings
Dretails of HSBC Holdmgs" prmcipal sabsidinries are shown i Note 24,
Transactions and balances during the year with aibsidiaries were as follows:

00 2004
Higlerst Hagheest
‘babance daring Bahncoe ot b lamoe durng. Balmoe st
the year’ 31 December’ thee yemr® }1 Drscamber!
Subsidiaries T5Em U58m F58m UEm
Asarty
Cash ot banic k) = 54 756
Denratives 1,50 1355 1S Sel
Loanz and sdwances 14 5% PEE L 17252 14092
Funancal ineestnemis A48 AAke 240 3336
Invedinerits o aubsdune 62 5 615 35038 SE038
Total relaled party assls 3100 A5G B4 111 Tl
Lialriligies
Arreurds camed Lo HIBC undealins 419 X1 71352 47s
Dnvatines X5 177 286 2o
Subondzated [atilde
= oot 3991 Ri] 370 3,7es
= frr valan L] 4231 4458 4 055
Tital relabed party labi ki g L 15133 12702
Gusmniees ETT 17605 AL AT FeETT
1 The diselcmare of var meargng balonee and e hphent balaes dhurig the war i comeitensd the mort meenpid syaanon i
Fpretet Irsasion daring Sie poar.

The above outstimding balmees wose m the ordiniey course of busness and are on subsantially the same terma,
inchudmg inderest rates and security, as for comparable transnct ions with third party comterparties, with no
exceplions m respect af loms and advances ta aibsuliaries (exceplions m 2005: U553, 296 million), asd exceptions of
USE640 million (2005: 17553,235 million) in respect of loans from HSBC underiakings to HSBC Hobdings made af
an agreed Pero per cent inderest

Some employees of HSBC Holdings are members of the HSBC Bank (UK} Pension Scheme, which is sponsored by a
separale CGroup company. HSBC Holdings incurs a charge for these employees equal to the coatributions paid nie
the scheme on their belialf, Drisclossre in relation to the scheme is made in Note 7 to the accounts.

45 Events after the balance sheet date

Asn consequence of inviting proposals for a sle mnd leaseback of 8 Cannda Sqoare, London, under an operating
lense arrangement, the property has been reclasified & % non-carment asset held for snle afier 31 December 2006,
This is in sccordsnce with IFRS § Non-curent Assets Held for Sale and Discontinaed Operations”, The
recknssification was mude of cwrrving value, with o finmcinl impnct o the incom & sttement. A1 31 December 2006,
thie caying mmoant of the property, nchided m *Propenty, plant mnd equipment®, was US$742 million and the
carving mmount of the long lessehold land, included in *Prepayments nnd sconsed imcome’, was USS210 mallson,
The buildmg and leaschold interedt are inchuded in the nssets of the Europe geographical segment and the *Cher’
customer group segment,

710/764



EDINETOOOO
O00oDOo0ooOoooooo0ooo0oooOooE27071)
oOoOooodn

On 1 March 2007, Pmg An Insurance (Group) Company of Chinn Lansted {"Pmg An Insurmce’), an issocinte of
HEBC, issed 1,130 million new shares for a lotal considerntion of RMBIS,870 million (approximately

11554920 million ). HSBC did nod subseribe for any additional dhares and, a5 a resull, @5 mterest in the equity of Ping
An Insurance decressed from 19.9 per cent 1o 16,5 per cent. While the Group's interest has reduced, the msets of
Ping An In have substastially moreased as a result of this issae. Consequently, it is expected tha this
transaction would result m an merease in HSBC e ghare of anderly ing net areets of Ping An Inmarance

A fourth interim dividend for 2006 of USS0.36 per share (US54, 171 mallion) (2005: USS0.31 per share,
11853.513 mallion ) wis declared by the Directors after 31 December 2004,

These acounts were approved by the Board of Dircctors on 5 March 2007 and muthorised for issue.

UK and Hong Kong accounting requirements

47

The fmancial stabements have been prepared in accondance with [FRS:. There would be no significamt differences
had they been prepared in accordance with Heng Kong Financial Reporting Standards.

Differances between IFRSs and US GAAP

The consolidated fmancial gabements of HSBC are prepared in sccordance with IFRSs which differ significamtly in
cerinan respects from US GAAP. The following is o summary of the significant differences applicable to HSBC,

Sharshalders’ interist in the long-term insurancs fund
IFRSs

»  IFRS 4 permits enlities 1o continue fo account for msurnce contrcts under previoas GAAP until o
Em‘lFﬂ'EI'IETII'i:\'! standard rll:tiu; to ilhe memnarement of mairmee liahibities is dﬂ':ll:p:d

+  Under UK GAAP and. hence, current IFRSs, the value placed on msurance contracts that are classified as bong-
term inmrance busmess and are m force af the balance sheet dale 15 recognased @& an asset, The present value of
m-force long-tenn inmrance business i determined by discounting future cush flows expected 1o emerge from
business currenily m force wsing appropriale assimploas in smsessmg (actors such as future monality, lapse
rates and bevels of expenses and arsk discoant rte that reflects the nsk premiem mirbutable to the respective
hamg-term insarance busimess,

¢ Movements in the present valoe of in-force long-term msuwrmnce boziness wre included in “Other operaimg
mcame' on o gross of tux basis,

US GAAP

s The net present valee of future emings & not recagnised. Acquisition costs smd fees are deferved and amortised
m accordance with Statement of Finmcial Accounting Standard (*SFAS") 97 *Accounting and Repartng by
Insuramce Enterprises for Cerlain Long-duration Contracts and for Realised Gans snd Losses from the Sale aof
Investments".

Imujposci.

*  Under US GAAP, charchalders' equity is lower than under [FR.Ss becmse the present value of in-foree long4erm
impurmnce businees i not recognised,

¢ This efffect is panly affeet by the tremment of acquisition costs, which are deferred and amortised under US
GAAP buf see written off immedinfely &= an expense of bag4erm incursnce business under [FRSs

Pension costs

IFRSs

+  1AS 19 ‘Emploves Benefits’ ("TAS 19"} requines pensson linbilities to be pesesmd on the basis of cumrent actuarial
walantions performed on each plan, and pension assets to be mensured of fair valze, The net pension sarphas or
deficit, representmg the difference between plmn ossets and lnbalities, s recognised on the babmce sheel
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HEBEC HOLDINGSE FLE

Motes on the Financial Statements {cominued

Note &7

+  Inaccordance with 1AS 19 (revised 2006), HSBC has elected o record all nctuarind gaing and losses on the
penkion surphis or deficdl in the vesr in which they occur vathin the "Consolidated sisfement of recognised
income and expense’.

US GAAP

=  SFAS 87, '‘Employers" Accmmimg for Pensions®, prescribes a similar mathod of achaaninl valustion for pension
linbilities amd requires the measurement of plan assets af fdr valee,

+  SFAS 158 ‘Emplvens’ Accounting for Defned Benefit Pension and Other Postretirement Plas - nn
amendment of FASE Staements MNo. 87, §8, 106 and 132(RY (SFAS 158), was adopted by HSBC as of
31 December 2006 and aligns the US GAAP balanwce sheet trestment with IFRSs by requinng the funded dafus
of HEBC s benefit plan (the difference between plan asscts of Gur vabue and the plan benefit obligations) to be
recognised on the balance sheet.

& In 2005, when the value of benefits accrued based on :mpl:r_\.-u service s Lo the balance sheet daie [1|1|r
accumlated benefit obligation ) exceeded the value of plan assets, HSBC recognised mn additional mmimum
peension lesbhility to the extent that the excess was grester thm any secrual already established for unfisnded
peugian costs,

« SFAS 87 does not permit recogntion of el acarial gaine and losses in o stabement otber than the pramory
ncome stntament, As pemmited by US GAAP, HSBC wses the comidor method, whereby actuarial gains and
loeses outsice o certm rmge e recognised m the moome staement in equnl mmounts over the remaiming
service lives of current employees, That mage is 10 per cent of the greater of plan nssets and plan lisbilities. The
remmning deditsonnl minmmuem pension lability and the trmsition to SFAS 158 are recogmised directly m Other
comprehensive moome ("OCT )

Tmpact

*  Net income wnder U5 GAAP i lower than under IFRSs as o result of the amontization of the mmount by which
nctuarial losses excerd gains bevond the 10 per cent “comidor,

Stock-based compansation
1IFESs

= [FES 1 Share-based Payment”, requires that when snnual benuzes are paid m restricied shares and the
employes must remam with the employer for a fixed period in order fo receive the shares, the far value of the
mward s expensed over tha period

US GAAP

*  Forawards mads before 1 July 2005, SFAS 123, " Accounting for Stock-based Compensation’, (*SFAS 123%)
requires thal compensntion cosf be recognised over the penod(s) in which the relaed emploves services are
rendered. HSBC has micrpreted this service pertod as the period to which the bonus relates.

= For 2005 bomsees swarded in early 2006, HSBEC wall follow SFAS 123 (revised 2004) “Share-based Payment
{*SFAS 123R") SFAS 123R is consistent with IFRS 2 in requiring thal redricted bontises are expensed over the
period the emploves must ranain with HSBEC. However, SFAS 123K only applies to swards made afier the due
of adoption, which for HSBC iz 1 July 2005,

Tmnpact

*  Some of the bonuses mwarded in respect of 2002, 2003 and 2004 were recognised over the relevant vesting
peeriod and were, therefore, expensed in Net income” under IFE.Ss durmg 2005 and 2006, Under US GAAP,
these mvards were expensed i the vears for which they were granted 2005 and 20046 bonuses will be expensed
over the vesting period under both IFRSs md US GAAP, Net mcame was, therefore, higher under US GAAP in
2005 and 2006,

+  [FRSsand US GAAP are now lergely sligned md this transition &fference will be chiminated over the next few
yewE,
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Goodwill, purehaze accounting and imangible assets
IFRSs

Priorto 1998, goodwill under UK GAAP was writlen off agamst equity. HSBC &d not elect to reinstae this
woadwill on itz balance hed upon transition te IFR.5a From 1 January 1995 ta 31 December 2003, goodwill
was capitalised and amontised over its useful life. The carrvmg smount of goedwill existmg af 31 December

2003 under UK GAAP vwas coried forward under the transition miles of IFRS 1 from | January 2004, subject to
certngn ndjustmenis

IFRS 3 "Busmess Combinations” requires that goodwall should not be amortised but should be tested for

'l'rl]u:innznl al leas m'l:uully ul the ru.l!'tgmcr:l 'n; imit |z'w||1y n:ppbring aled based on recoverable amoints.

Quoted securities issued ns part of the purchase considermtion are valied for the purpose of determining the cost
of the acquisttion af their market price on the date the trmenction is compbeted.

US GAAP

-

Up to 30 June 2001, goodwill scquired was capitnlised and amortised over its nsefial life, which could net
exceed 25 years. The amortistion of previously acqgared goodwill ceased with effect from 31 December Z001.

Cuoted securities lswed ns port of the perchase considerntion are far vilued for the purpose of determining the
cost of acquisition st their average mwket price over s reasonable period before mnd afer the date on which the
terms of the noquisition wre sgreed md amounced.

T st

Total goodwill ond sharcholders” equity are both higher under US GAAP than under IFRS: becouse, under US
GAAP, (i} pre-1998 goodwill is included on the balmee sheet mnd (i) the snortisstion of goodwill ceased on
31 December 2001 compared with 31 December 2003 mnder IFRSe.

However, goodwill on the scquisition of HSBC Fmance i Maorch 2003 15 lower under US GAAP than under
[FHSe This is principally the resull of differences m the accounting for secuntissions and intangibles. Under
[FR S previously recognised gains on the sale of asseis 1o securtisntion vehicles are elim mated and the
securiied assels are recognised on balmee sheet. However, because HSBC elected not 1o restale buasiness
combinations prior to | Jaasry 2004 on tramsiion 1o [FRS:, a sgnificant smount of infangible assets arising on
aceuisdion were mol recognised for [FRSs parposes, Under US GAAP, mecognition of these assets was required.

COrffeettmg this was the recognition of a deferred tax Labiliy under U5 GAAP in respeet of these intangibles and
pame an sabe of securiised aspds.

The effect of these ems was furth er offeet by the higher value under US GAAP of HSBC shmres isszed as puri
of the purchase considerntion, The HSBC share price fell bebween the time of the mncuncement of the
ncguisdion n Movember 2002 and ds completion m March 2003, so the average price under US GAAP
excesded the price an the date of acquisition under IFRSs,

Derivatives and hedge sccounting

IFESs

Drerivatives are recognised mitially, snd are sibsequently remeasired. af fair valae. Fair vahies of exchange-
traded derrvatives are obtamed from quoted marke prices. Fair vahses of over-the-counter derivalives are
obtamed using vaheation technigques, inchuding discoanted cash flow medels snd option pricing models

In the mormanl course of business, the far value of a derrvalive on mitial recognifion = considered to be the
iransaction price (that is the fuir valee of the considerniion given or received). However, in cenain circumstances
the fair vihue of s nstroment will be evidenced by comparison with other observable current market
transmctions in the same msument {withowt modificstion or repackagmg ) or will be based on 0 vahation
technigque whose variables mchide cnly data from observable markets, mcluding micrest rate yicld curves, option
wolatilities and currency mites, When sach evidence exists, HSBC recognises a triding gain o loss on inception
of the derivative, When unchservable maket datahave a significant mmpact on the valention of dervatives, the
entire mitie difference in fair valoe mdicaed by the valuation model from the transaction price & not recognized
'um'uld.hﬂy m the moome datement but 1= :rl:ﬂugni.-ld aver the life of the tramsacton on an w‘npriﬂr haxa, arF
when the inputs become observable, or the trmsadction matures or 18 closed oul
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HEBEC HOLDINGSE FLE

Note &7

Motes on the Financial Statements {cominued

= Denvatives may be embedded in other fmamcial insdraments; for example, a convertible bond has i embedded
converaon option. An embedded derivative i tresfed as a sepirate denvidive when s economic dharctenstics
wnd rigks are not clearly and closely related to those of the host contrac, s terns are the sime 5 those af a
sand-alone derivative, and the combimed contrmct 12 nod held for tradmg or designated o fir vakie. These
embedded derivadives are measured af fair value with changes in fair valoe recognized in the income satement.

+  Denvaiives se clmsiicd as assets when their fair valoe s postive, or as labilities when their fir vibie 5
negaiive, Denivative assets and linbilities ansmg from different transactions are oaly netted if the rmeactions are
with the smme counterpanty. a legal right of offset exists, and the cash flows ae miended 1o be setiled on anet
basis

& The method of recognising the resulting far valee gains or losses depends on whether the dermvative i held for
trading. or is designated as @ bedging insrument and, i so, the natere of the risk bemng hedged. All gams and
lokses from changes n the fur vaboe of dervatives beld for ruding are recognised in the meome datement.
When denvatives are I:E:risndﬂl (53 h:dgel. HSBC closafies them as either: l:i]- hcdg:l af the :I:mEE 1 fr valwe
of recognised iessels or labiliies or firm commitments (“far value hedge™ ), (i1) hedges of the varnability i highly
probabbe figure cash (lows stribuatable o a recognised asset or labdlity, or a forecast transnction (*cash Mow
hedge" & or (i1) hedges of net invesiments in a foreign operation ('net investment hedge’). Hedge accoanting s
applied 1o derivatives designated us bedging matmments in a fWir vahie, cash flow or net investment bedge
provided certam criteria are met.

Hedge acoounkng

It is H3BC s policy to document, ot the moeption of o hedge, the relationship between the hedging
instruments md the hedged tems, as well as the sk mmagement objecinve and dntegy for undertakng the
hedge. The policy also requires decumeniation of the aesessment, both at hedge inception snd on an ongoing
basis, of whether the hedging mstroments, primorily denvatives, that are wsed in the hedging tranmstion are
highly effective in offsettmg changes in fair vahees or cnsh flows of bedged #ems trbatable to the hedged
risks. Inferest on designated qualifvmg hedges i imcluded in Net mterest imcome’,

Farr value hadge

Changes in the fair values of derivatives that are designated and qualify az fosr value hedging instraments
are recorded i the incom e satement, together with changes in the fair values of the hedged assets or
linkilities or groups thereof that are attributable o the hedged risks.

Ifthe hedging relationship no longer mesis the eritenia for bedge accounting, the cumulative sdjstment to
the camying amount of @ hedged ibem is pmortized (o the income statement based on & recaleulmed effective
intereet Fube over the residual periad to maturity, anbess the hedeed #em has been derecomiszed, in which
case it 15 relensed to the mcome stabement immedin ely,

Cazh flow hedge

“The effective portion of chimges in the far values of derivatives that are designaded mnmd qualify as cash Mow
hedges are recogmised in equity within the cash flow hedging reserve. Any gain of loss relaing lo an
ineffective pomion is recognised mmecisiely im the meome statem enl.

Amounis accumolated in equity sre recyeled to the mcome gatement m the periods m which the hedged
ivem will affect profit or loss. However, when the forecast ransasction that is hedged results in the
recognilion of a non-financial asset or a non-financeal labiliy, the gaine: and losses previously deferred m
wquaily are traasferred from eqaity md included in the mitial measuremeni of the cost of the asset or Hability,

When a bedgmg instrament experes or is sold, or when a bedge no bonger meets the criteria for hedge
secoanlimg, mny cumulntive gain or loss existing m equity nf that lime remains i equity until the forecast
trnmenction 15 eventanlly recognised m the income statement, When n forecnst transaction 15 no longer
expected to occur, the cumulntive gam or loss that was reported in equity 1x mmedintely translerred to the
income stabemment
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= Hedges of net investments in foreign operaiions are accounted for in & similer way to cash Mow hedges A
gain or loss on the effective portion of the hedging instrument is recognised in equity; & gam or boss on the
imeffective portion is recognised immedintely in the income satement. Gaine and losses accumulnied =
cquity are included in the mcome stfement on the disposal of the foreign operation

Hedge qifechveness ieding

= Toqualify for bedge accounting, LTAS 39 requares that of moeption of the hedge md throughout ite life, each
heddge must be expected 10 be highly effective (prospective effectveness), and demonstrate achual
effectivensss {retrospective effectiveness) on an ongoing bsis.

= The documentalion of each hedging relatsonship sets oul how the effectiveness of the hedige is assessed The
method HEBC enifties adopt for sssessmg hedge effectiveness wall depend on their risk management
stralegics.

= For prospective effectiveness, the bedging instrument must be expecied 1o be highly effective o offsetting
changes in fair valie or cash flows srbutable to the hedged risk during the period for which the hedge is
designated. For scnsal effectiveness to be achieved, the chamges in fagr value or cash flows misst offeet ench
other in the renge of 30 per cent to 125 per cent for the hedie to be deemed effective.

Dernvativer that do not quallfy for hedpe accouniing

= All gnms and losses from changes m the fur vadue of dervatives that do not qualify for hedge sccounting
wre recognised immedimely in the moome stalemnent. These gnms and logses are reported @ “Net trading
ingome’, except where derivatives are mannged @ conjunction with finmcial instnaments dezignuted ot fair
valwe, in which case gaing md losses mre reporied | Nt income from fimmncind msnm enis designated nf
foir value’, other than mterest sellements on denvatives manoged i conjunction with izaed debt securities
designed at fair value which are reporied i “Interest expense’. All other gams and losses on these
derrvatives are reported in Net meome from finmeinl msraments designated of fair vahie”,

From [ Jarwary 2004 to 31 December 2004

«  Dernvattea financial metruments comprised foures, Brward, wap and cpticn iransachions wndertzben by HERS
in the forwign excharge (rtered rate, apaly, credit darfvalve. and commiodity markals thal were held off
balance sheet, Notiing war qpplied where g legal right of set-off extried.

o Accourhrg Br these tatrumits war dependent wpon whether e trarsctions were undertakben for trading or
now-frading purposes.

Trading ranmctions
Trading transsetions included braisaclions widirlabin Br markitmioling, fo sérice cudtomers” neads and fr
proprigary purposes, ar wall ar any related hedpes

#  Transachions undertoben for frading purpeses wene marked [o martet and the net presend valug of any gain or
lnss arang wars ecognised 1 the income statement as Mt trading income’, afler apprepriate defirrals for
unaarmed credif margins and fliuee mrvcing cofts, Dervative trading trarmsiions were walued By referance fo
an indapendient limud price where this war owalable. For thosr ransscfions witk mo rasdily ava beble guobed
Drces pradomunantly o the counfer transichions. ptarket values were deternunad by reference fo
independantly sourced rotes lesing valustion models. [market obarrvable data war ot avatlable. the tmibial
imereame o fair value indicated By e valuatton model, but besed o weobservable tnpuls, was wet mecogniand
immadtataly in Par income statement. Thizamount waz held back and recogrized cver the bfe of the tranaaction
whenw approprale, or released to the income statenunnt whiv the gty became observable, or when tha
Fransaction matuned or was closed cut. Adfustments were made for iqud postions when eppropriata.

*  Asats tncluding paies, reslting from derrwabive exchange rele, infered rafe, gqalies creddt dertvative and
commodity confracts whick were marted i market wens inslided in "Dervatwes’ on the assel sude of the
balance sheer, Dialeiines tneluding losees resulfong from such contracts, were ticluded i "Derreatives ° on the
lrabulity stde of the balawee shoet.

715/764

Oooooooa



EDINETOOOO
o o o =2 {0 )
Oooooooa

HEBC HMOLDINGS FLC

Motes on the Financial Statements {cominued

Note &7

Non-trading tromssctions

MNew-frading tranmetions, which wene thase underiaben jfor kedping purposes as part of HEBC s rask
gl siralegy apamat cam fows azsets Roliliber or postions were measored on an aceral bans
New-trading transachions inchuded qualifymg kedges and positions teal synthatically altened the charactendics
af gpec fed financial instnamentz

Newm-frading tranmichions wienr cocaanted for on an equivalmt basis lo the uwhdariving arsets. Dabilidses or net
poxfionz Any pamr or lozes gnang were recogilned on the rawe banrar those amang from the related craels,
labileties or positions.

Taqua.i'.lpﬁ.rd:d Jam{gw. a d:t'ﬂma'tw WIS rngwrdrﬁchf_rb .lm'm:c ﬁﬂ_‘pm.mmﬁﬂr!glwlm.'ﬂfm
rsk o e st Dability or snfiapated transacfion fo which if was bnbed and be capable of designation ara
hadpe af tiception of bhe dertvatre conlract. Accordingly, charpesin bhe narket valug of the dervaline were
reguy ned b2 be Riphtly correlated fo changes tn the marker valie ofthe wnderiying hedpad them af thegpion of the
hadpe and over the 1 of the hedpr sontract [(these crilena were mel the derivative war accolotad Br on the
s basis ar the wnderiping hedged dtews. Dertvaliver usad for hedging purposes meluded swaps, forwards and
Jitunez. Intevest rate sviaps ware also used fo alter sebhetically the interest rate characterishicr of firancial
wnatranls, Jn order fo qualtfy & pmiieiic alleration, a derivalivw metriment hed to be Imbed to gpecyfic
individual, or poolr of meular, arsls or Babuiher by e rotional principal and mivrest rate riskrof the
amociahed instrevents, and had bo ackieve a renut that war conmtens with defined rish management cblechives
I tkese criteria were met. accrualy based accounting wer apphed, Le, income or expenss was meoognored and
averued to the next settiement date in eocordance with the contractual ferms of the ag reement.

Any gain or lozs arimng on e emenalion of @ gualying derivative was deferred and amortised & eamings
ower bhe original i of the ermunated comtract, Where the underlying asset, habulily or position was mold or
fermurated, the qual{fong dervative way mromediately marksd I manket and any gain or los arang waes tiken
ko the (ncome statement.

US GAAP

The accounting under SFAS 133 *Accounting for derivative mstruments and hedging activities’ i generally
consistent with thal under 1A% 39, which HSBC has followed in dis IFRSs reporting from 1 January 2004, as
deseribed above. However, specific assumptions regarding hedge effectiveness under US GAAP e nat
permitted by LAS 39,

The requirements of SFAS 133 have been effective from 1 January 2001,

During 2006, HSBC s US operating subreidiarics discontinued the wee of the *shonicut method®, The US GAAP
“shoricui method” permits an asmimphion of zero meffectivencss n bedges of mierest mte nsk with an micrest
rate swap provided specific orterin have been met, LAS 39 does pot perm such s nesumption, requerng a
mensrement of aciual ineffectrveness at ench designated effectiveness testmg dafe.

However, IFRSs allow greater flexibiley in the designation of the hedged Bem. Under US GAAP, all contractual
cnsh flows must form part of the designated relationship, wherens LAS 39 permits the designntion of identifiable
benchmark mterest cash flows only.

Certam isued grectured notes are ¢lasafied & tradmg liabilgies mder IFRS 2, but not under US GAAP. Under
IFE.S5, these nobes wall be held at fair vahie, with changes i fair value reflected in the income gaement. Under
US GAAP, if the embedded derivative woubd stherwise require bifurction, s irmevocable election may be made
to initelly and subsequently meaawe the entire izsued note of fair value, with chamges in fair value recognised
through income, This election iz made under US GAAP when the underlying issued notes are classified ns
trading linbilities ender IFRS. If the embedded derivative is clearly mnd closely melued 1o the host controct, the
issied mote will be held af mmortised cost in its entirety, with changes in the amortised cost reflectied in the
inconye statement.

Under US GAAP, derivatives receivable and payable with the same coumnterpasty may be reportednet on the
balunce sheet when there is m excouted ISDA Master Netting Amrmgement covering enforceable jurisdictions,
These contracts do not meet the requireenents for offect under LAS 32 and hence are presented gross on the
balunce sheet under [FRSs.
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Priorto 2006, HSBC s North Amenican subsidiaries followed the ‘shomteul method' of hedge effectiveness
testing for certnin transsctions in their US GAAP reporting. Alternative hedge effectivencss testing
methodalogies were sosght under IFILSs for these hedging relagionships.

Apagt from cenain subsdiaries in North Ameriea, HSBC hag chosen not to adopt hedge sccounting for US
GAAP purpoges as this would require a designaded hedged ilem inconsistent with the approach adopted under
IFR.Se Cualifvmg LAS 39 hedging dervatives have boen measared at fasr vadue with the gnan or loss recognised
m nef income for US GAAP parposes,

Designation of financial assets and liabilities at fair value through profit and loss
IFESs

Under TAS 39, o finmcial nsrument, other thon one held for n'u.d.'l.lg. 1 clnssified m this calegory if ot meeets the
criteria sef out below, and & 50 designaled by management. An entity may designae fnancial instruments al e
vahae where (he designation:

= elimmnates or significantly reduces a messrement or recognition mooagistency thad would otherwise mrise
fram measuring financial mesets or financial linbilities or recognizing the gaing and losses an them on
different bases, or

= mpplics to a group of fmancial msets, finmcial lisbiliics or o combmation of both that i mmeged md its
performance evabuated on @ fair vadiee basis, m sccordance with a documented risk management or
investment strafegy, mnd where nformation about (hat growp of finsncial instruments is provided mtemally
on that besis fo management: or

= relates to finmncinl mstruments containing one of more embedded davatiees that significmtly modify the
cnsh flows resuling from those femancind instrum ents.

Fmancinl pssets md fmancind labilities so designated are recognised iniaally of far value, with trnsaction cosis
taken directly 1o the income statement, and are arbsequently remensured of fair vabie. The designation, oace
mide, i irrevocable in respect of the fimancinl mstrements to which it relates. Fmancial sssefs and financial
lnhilities are recognied when HEBC enters into the comtractual provisions of the armangements with
counterpart ies, which is generally on trade date.

Gaing ane locses from changes in the fair valoe of such sssets and liabilities are recognioed in the income
datement &8 they wrise, together with related interva income and expense snd dividends, within “Met mcome
from financinl instruments designated ol fair value’, except for imterest on ovwn debt ssued by HSBC, snd related
derivaiives, which is reported in “Interest expense’.

LS GAAP

Generally, for financial nesets 1o be measared m fiur vadue with guns md losses recognised immediabely in the
mcome stutement, they must meet the definition of trading securities m SFAS 115 “Accounting for Certan
Investments i Debe md Equity Securities’ ("SFAS 115"} Financial linbili#ies are usnally reported at amortised
codl under US GAAR

Smee | January 2006, HSBC has accounted for hybrid fmancial ingtruments under the provisions of SFAS 135
“Hybrid Financial Instmiments'. Hybrid fnancial instruenents ueed tha comtain an embedded dermeative that
woii bl atherwise require bifareation are. whire o designated throagh aa imevocable election, initially and
smbeequently messured af fair vahae, with chnges m fasr value recognised through moome,

Impact

HSEC has principally weed the fuar value designntion option m the followmg onses:

= for certain fved rate long-term debt Bsuwes whose mierest mde chamscteristic has been changed 1o floating
through interest rute swaps as part of & documented interest rle managem et sralegy, In 2006,
approsimately US$56 billion (2005: US55 billion) of the Group's debd issues have been accounted for
wsing this option, The movement m fasr value of thes: debt 1ssues mchodes the effect of changes in own
credit I'FI'I."‘.I and my ineffectiveness in the econamic reh'lunﬂ'l'ip betvween the relaed W s oan debi.
Such meffectiveness anses fram the different aredit charascteristics of the swag and own debt coupled with
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Note &7

Motes on the Financial Statements {cominued

the senzitmvaty of the Moatmg leg of the swap to changes m shon-lerm interest rates. In addition, the
economic relaionship between the svap and own debd can be affected by relatrve movements in mirket
factors, such as bond and swap rates, and the reldnoe bond md swap rates & nceplion. The size and
direction of the accountmg consequences of changes in own eredit spread and meffectivensss cam be volatile
fromn period to period, but do naot alter the cash flows envieaged az part of the doomented ntores rale
mmagemenl Sraogy,

- ceninm financinl asss held by msurnce operations and managed ot faar vahie to meed linbilities under
inaarmmce condracts (im 2006, approximately USSE billion: 2005: U584 billion of assets);

- fimancsal linbilities under investment contracs and the related finmncial assets, when the dhange in value of
the mssets & comelated with the change = value of the linbilities to policyhobders (in 2006, approximntely
15812 billion; 2005; USSE billion of linbilities and related assets).

Under U'S GAAP, debl isaues are generally reporied & ameonised cod. There amne circumstances, by virtue of
different technical requirenients and the trameition amangements lo [IFRSs, where dervatives providing an
ccomomic hedge for am asset or liability, snd so designated under [IFRSs, are not 5o tresled under US GAAP,
thereby creating a recanciliation difference md arymmetrical accounting between the asset and lishility and the
offsctting derrvadive. Such derrvadives result in m adjustment that is meladed i the reconcilinbions below, withm
‘Derivatives md hedge accounting”,

Priorto 1 Jansary 20046, debe iseues which had embedded derivatives were also reported o mmortised cost with
mny embedded derivatives hifisrcated where required by SFAS 133,

From 1 Jampary 2006, ue described above, the Grooap®s hylbid debd sues that contain m embedded derivative
that would otherwise require befurcation are nccounted for m a consistent manner under both IFRSs and US
GAAP, where sisch instrument= e designated to be memsured af fair valie, On the US GAAP balmce sheet,
wch instroments mre reclassificd o “Finnncial labilitics designned nf fair vabue',

Under US GAAP, assets held 1o meet insurance/investm enl contracts are repared s avieloble-Tor-sale, with
gans md losses taken direcilly 10 *Other comprehensive meome’. When the coresponding habality is reporied st
fair vahse, with mov repeorted © dintely m net income, this also resulis in symmetrical accounting
beang reflected in US GAAP net income.

All these adjustments are mchided o "Derividives ad hedge accounting” 0 the reconcilintions below,

Available-for-zale securities
IFR5x

Treasary bills, debt securities mnd equity shares intended to be held on a continuing basis are classified as
v lable-for-sale seouritics unless designaled at fair value (see sbove) or classified me held-te-matuniy.

Avudlable-for-sale securities are mitially memrsured ot fair value plus direct and ncremental transaction costs,
Tﬁ:}' e -.lluequmll'_l,r rememsired ol fiwr vahee. '[']'iu.rlgeu n Fair value u'l:-n:cn_gn:i.wrl in E@.ﬂ.}' unilil the securdies
are either sold or mmpaired. On the sale of avaulable-for-sale secunties, cumulalive gans or bosees previously
recognised in equity are recognised through the meome statement and clasdfied as *Gaing less losses from
fimancial mvestments', Interedt income & recognieed on aich securiiies using the effective interest rale method,
caleulated over the asset"s expeded life. When dated available-for-sle secursties are purchased & a premium or
o discount, the premiume and discounts are mchided m the caloulation of the effective interest rate.

If an svailable-for-sale security 12 determmed 1o be impadred, the cumualative loss (measured as the difference
betwween the acquisition cod, nel of amy principal repayments and amorizsion, and the carrent fair value, les
mny impairment loes on tha fnancal asset previously recognieed in the income statement ) is removed from
ooty snd recognized in the income stnbement. If, in a sobsequent period, the fadr value of a debd imetrament
classificd ax nvailable-for-mbe increases mnd the increase can be objectively relabed o an event ocourring after
the impairment loss was recognised i the income stement, the imprirment loss is reversed through the income
statement. Impairment losecs recognised in the moome Eafement on cquity indrments are nof reversed through
the incomie stalement.
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»  Fareign exchange differences on available-for-smbe monetary ibems, such i debil securtties, denomimated n
foreign currency are recognised m net mcome o the extend thst they relate 1o the translation of the mnor sed cost
of the security.

1 Jaruary 2004 o 31 December 2004

¢ Dot secuniber and equily sharer intended 1o be held on g contimang basiz were dassfied as financial
investments and included in the Balance shewt at cost {esr provison for any permanert diminalion i value,
Obher paricipaling interests were accounted for on bhe azme banis. Premiums or discounts on dated imwstment
mrunties purchased ab other than faoe value wane amortiaed Hhrough tha income stafement over the pertod from
date of purchand e date of maturity and theluded i “thlerest incomie . Ay pain or lots on realisalion of these
securilies wor meccgrised i the noome statemant o o arose and indludad tr Tairs less logses from francal
ivestiacnts”

*  Forag exchange diferemoes on fonngn curnmep-denominated monetary tonts, including srcunies, want
recogrised (n the tneowid staldmend

US GAAP

*»  Available-for-sale securitivs are measured at fadr vadue with unrealised holdmg gaine and losses excluded from
carnmgs and reported net of spplicable taxes and minorily mierests as a separabe component of sharchobkders’
funds,

*  Adecline in fairvahae below the cost of an svmalable-for-sale o held-to-matunty securgy is treafed as o realised
boxs mud meleded m eamings if 5t 1= considered “other than temporry’, The reduced fair value i then treated o=
the cost basis for the security. A decline in fair valise is genemily conssdered other than tempormey when
minnsgement does nod mtend or expect 1o hold the investment for sufficient time to ennble the fuir value o rise
back to the ongmal cost of the mvestment,

e Foreign exchange dafferences on avallable-for-sle securitics denommated in foreign cumency are exchided from
eanmgs amnd reconded as part of a separate component of sharcholders® funds.
Imparct

®  [n 2005, cortain assets hove been reported ai fadr value for IFR.8s purposes (see above) Under US GAAP, equity
chares that do not have a readily determinable fair value as defined m SFAS 113 are recorded o cost rather than
ot fair value under [FRSa,

*  Foreign exchange differences on available-for-zalle eecaritics denominated in foreign currency afe recognized in
“Met mcome’ ander IFRSa Under US GAAP, they are nof reflected in net income but are deferved and
recognised on mafurity or sale of the security.

Linquoted equity securities

HSBC holds cerfin ecuitty securities whose markel price 1s not quoted on a recognised evchange, bist for which the
[war value cam be relmbly measured ether through @ active market, comparsan (o similar equiy securilies which are
quoted, or by using discounted cash flow caloalations

IFRSs

#  Under [AS 39, equily securitics which are not quoted on a recognised exchange, bat for which faar value can be
reliably memsured, are required to be measiered of fair valoe. Accardimgly, such securities are measwred of fair
walae md ¢lassified ns evther mvailoble-for-snle securities, with changes in fair value recognised in equity, or e
trading securities with chamges m faer vallue recognised in the mcome stadem end.

US GAAP

*  Under SFAS 115, equity securities tht are not quoted on & recognised exchange are nof considered to have a
readily determmnable fair value and are required to be measured nl cod {bess any provissons for impasrment .
Unquoted equily securities are reported within “Other meets”.
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Note &7

Impact

*  Changes in Fair value of equity securities for which IFRSs requare recognition af the change in fadr valse snd US
GAAP requires the securities to be held o smortised cont, affect net income and shareholders” equity when the
security 8 clasified as rading under [FRSs and affect sharehobders® equity when the security i classificd as
available-for-sale under [FRSe.

Loan arigination
IFR5s
From 1 Jawary 2005

+  Certam loan fee income md incremental directly altributable loan origimation costs are amortised to the moome
datement over the 1de of the loam s part of the effective interest caloulabion under LAS 39.

I Jammary 200d o 31 December 2004

*  Priorio [ Jamary 2008, for and compasgon Meome Wi accotrted jor tr the period whan receivable, excapt
whan charged fe cover the cofts of @ continuing service fo, or rigt borme for, b customer, or warinteres in
natune [n these carex income war recogrised on an gpproprale bans ower the relevant pertod, Loan costr
amociahed with origination were generally expeneed @3 mcwrred,

US GAAPR
*  Certnm loan fer incom e md derect but not necessanily mncrem ental lom origineion costs, mclsding m
apportionment of compensation md related benefit coste, ore deferred md amortized to the mcome statement

aceeunt over the life of the lom s s adjustm ent 1o mterest incom e (SFAS 91, "Accomnting for Non-refundsble
Fees and Costs Associnted with Originaimg or Acquinng Loms and Initial Drirect Costs of Lemses',)

Impact

+  More costs are deferred and smontised under US GAAP, such as an apportionment of base smlaries, than under
IFE. S Base mlonies mre wiitten off m the peniod they are incurred under IFRSs This difference in treatm ent
resulls in morensed net moome and dvreholders’ equity under US GAAP becmase, m the years presented, the
extracost deferral under US GAAP exceeds the amortisation of previously deferred coste.

Securitizations

IFR5s

*  The comtimeed recognition of securitised nssets is governed by a three-step process, which may be applied to the
whole nsset, or, in certnin circumstnnces, o put of m napet:

= Ifthe nghts to the cash flows arising from secunitioed assets hive been trnsterred to o third party, and
lubdmu'ﬂh' all the risks md revwards of the azsets hive bem Il'-:lﬁ‘m'ﬂl. the mesels concemed are
derecoznmsed

= If, subject io certmin detndles] crdenia, the nghts to the cash flows are retamed by HSBC but there s a
contractual obligation to pay them to another party, substantially ol the risks snd rewards of the msets hive
been trmsfered and the securttised msels concened e direcognised.

= If some sigmificmnt risks and rewards of ovwmership have bewn trnsferred, but some have also been retained,
it mest be determined whether or not control hes been retained. 11 comtrol hos been retined, HSBC
contimuees to recognise the nssets to the extent of its continuing invohvement; if mot. the nssets are
derecognesed
US GAAP
s SFAS 140, “Accoanting for Transfers and Servicmg of Finmce Assets and Extmguishm ents of Lisbilites’,
requires that receivaibles that are gold to a specind purpose entiy (*SPE") and securitsed can only be
derecognised and a gan or loss an sale recognied if the onginator bas srendered control ever the secarifised
assets.

= Control is surrendered over trmsferred nssets if and anly if all of the followmg conditions are met:
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= The transferred nseets are pul presumpincely beyond the reach of the translerar and its eredsiors, even m
bamkrupicy or odher recetvership.

= Ench holder of mterests in the transferes (L.e. holder of ismied notes) has the nght to pledge or exchange
their beneficial mierests, md no condition constraing this nght sad provides more than a trivial benef# 1o the
trmsferorn

= The trmnsferor dos nol maintam effective control over the meets through either m agreement that obligates
the iransferor to reparchose or to redeem them before ther matnty, or through the abilgy to unilaterally
cauee the kolder 1o refurn specific assets other tham through o clemn-up call

L] If these conditions are not met the secuntised assets continue bo be consalidaged.

*  When HSBC retams m inberest m securitised assets, such as a servicing right or the right to ressdunad cash flows
from the specil purpose entity, HSREC recognises this mterest of fair value on sale of the assets to the SPE.

Tnapmct

*  (iame on sale of assets 10 securit sation vehic les are recognised under T8 GAAP in cases when no such gadn is
recognised mder [FRSa This resalis in higher US GAAP net income in periods in which there & significam
securisalion activity.

+  Smee early 2004, HSBC s reduced secuntisntion activity that results in ‘goan on =ale’ nccounting under US
GAAP. As aresult, nel income is lower under US GAAP becmse the amortisation of HSBC s retined inferest
m previous secunitisations exceeds the gnins on new mpsctions where & gun is recognised. The new
transactions largely replenish short-term loan nssets held by exiting vehicles.

»  Mote (I} on page 430 gives further dednils of tmmsactions duning the yemr where assets are derecognised under US
GAAP.

Lewmn rmpairment

TFRSs

*  When staisstical models, using higonic loss rates adjusged for ecanomic conditions, provide evidence of
imypairment in portfolios of loans, their values are writhen down to their net recoverable amount, The net
recovernble amount i the present value of the estim o od future recoverses discounted of the portfolio's oniginal
effective interest rate. The calculations include a reasonable estimate of recoveries on loans individually
identified for writ e-off parsuant to HABC"s credit guidelines

US GAAP

#  When the delmquency status of loans m @ portfalio is such that there 15 o realigic prospect of recovery, the
loauns mre written off in full, ar to recoverable value where collafernl extets, Delmguency depends on the number
of diys payments is overdue. The delmquency sintus is applied consstently ncross similar loan products in
accordmee with HSBC s credit gaidelmes. When local regulasdors mandate the delmaquency datus of which
wrie-oll musg oocur for different retail boan producis and these reguliions reasonably reflect estimated
recoveries on ndividual loans, this basis of measwring loan mmpasmient i reflected m US GAAP accounting.
Cash recoveries relating 1o pools of such written-off loms. if any, are roported @ loan recoveries upon
callection,

Tt

#  Under both IFRSs and US GAAP, HSBC's policy and regulatory mstroctions mmdate that indivicual loans
evidencing acverss credil chomcteristics which ndicste no ressonable likelihood of recovery, mre written off
When, on a portiolie basis, cash flows can reasonably be estimaied in aggregate from these wrtten-off loans, an
nssed el to the present vahie of the future cash flows i recognized under IFRSe

+ Mo assct for futere recoveries anising from written-off assets was recognised i the balance sheet under IFRSs
priar to 1 Jamuury 2008,
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Note &7

Imtarest recognition
IFRSs

#  The calcolation of effective mierest rates under LAS 39 requires an estimate of all fees and points pard or
received beween panties 1o the contract that are an integral pan of the effective interest rade be inchided

US GAAP

+  FAS 91 aleo generully requires all fees mnd costs associned with originafing a loan to be recognised as interest
buat, wehen the interest rate increnses during the term of the lonn, it prohibits the recognition of mterest mcome (o
the extent that the net nvestment in the loan would ncresse to an mmount greater than the amount @ which the
borrower coukd settle the obligsion.

Tmpact

*  When HS.BE‘pm'.'i.du :i.:l.m&.u'mr}- incentives i the form of esther o low or nil mierest rabe for the fl:l"_l' prl"l:ld
of & loan, inferest income on such products i recognised under IFRSs on the basis of the overall effective
imterest e over the expected life of the product. No interest mcome is recogmsed during the meentive period
under U5 GAAP.

Morigage servicing rights
IFRSs

+  Intangible resets tht live a fmite wsefisl life. sich as morgage servicing rights, are stated & cost less
wmontisation md scoumulated impaimment losses and mre mmomised over thewr estimnted ueeful Ives, Estimaged
uscfial life i the lower of kegal durntion and expected economic life.

US GAAP

= SFAS 156 “Accounting for Servicng of Fmmcial Aseets’ was isued by the FASE in March 2006, SFAS 156
amends SFAS 140 *Accountimg for Tramsfers and Servicing of Fmancial Assels and Extinguishments of
Liabilities” with respect to the accounting for separately recogaved srvicmg assets and habalities. 3FAS 156
requires that all separsely recognised servicing mesets and liabalities be indially measured o fair vabae with
sbsequent measurement &l either fair value, with changes i fasr value reported in the income salement when
they acour, or using the amortisation method. Af the date of adoption, SFAS 136 permiis n ene-time
reclassification of availoble-for-sale securities to immBng secunities where those secunties e identified as
offsetting exposure to changes in the fmr value of servicing aesels and linbilitics that have been elected ta be
wubseqgaely memsured ol fuir valie, HSBEC clecied to adogt SFAS 156 from | Jamunry 2004,

+* From 1 Jemeary 2006 HSBC elected to mibsequently measure af fuir value certain ¢lasees of morigage servicing
rights held by its U5 subsidinnes,
Tmpuact

*  Priorto | Januory 2006 the amortistion method was used to account for morignge servicmg rights onder 'S
GAAF md, therefore, no difference with IFRSs srose,

#  Upon adoption of SFAS 156 the cumulative effect adiustment to US GAAP retained eamings, representing the
difference benween the fair value sad cost less amontization of momgage servicing rights, was Enmaterial

Al Jamuory 20046 mn election was made to reclassify centain securities used by one of HEBO s US subsadiaries
to affset changes i the fair vabie of mortgage servicing rights from available-for-sale finmeial investments to
trading assets. At 31 December 2008 these securities had a cost of US5115m and a far value of USS111m.
This resubied = a traasfer owt of US GAAP other comprehensive mcome of the accumulaied loss of USSdm &
1 Jnmunry 2006, with an offsctting smoant recorded ns o cumulative effect ndpstment to retained eaminga

*  In 2006 the net ditference between the fair vahse adjustment of the morigage senaicing nsset and the offsetting
changes m the far value of montgnge servicmg rights clasdied as irading eeets 12 recorded o m adjustment to
18 GAATP net mcome.
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Unearned commission income
IFRSs

= [FRS 4 permits emtities that msue insrance conracts to contine their maurance secounting policses under their
previouz GAAP. Under UK GAAP, cortain smles commissions were regarded & a separale service and
recognised ence the sale was made, inkmg inte account expecialions of policy terminntions

US GAAP

¢ Under Staff Accounting Bulletin No. 1048 (SAB 104), revenue should be recognised when, aleng with other
criteria, the sellers price to the bayer is fixed or determinable. Commissions which wre eamed when the
customer has the right to cancel md recerve o proportionate refimd are nol considered to be fixed wnd
determmable onder US GAAF il the cancellation privilege expires. Cancellation privileges genemlly expire
rateably over the contrad.

#  Under the American Instite of Centified Public Acconntants ("AICPA') Audit and Accounting Guide for
Deposit and Lendmg Inetimtions; insurance comm issions received from an independent maurer should be
deferred and systemal ically amostised lo income over the ife of the related msuranee coatract.

T et

#  The difference between recognising revenue bised on the likelihood that fiture services will be rendered and
rutenbly over the life of the policy cremles atim ing difference in the recognsion of revenue under IFRSs and US
GAAP. Net mcome under US GAAP will generdly be lower, but would be higher if mew commission revenug
decreased helow the bevel of commissions eamed from prior y ears policies.

*  The bigbility for customers fees which have not been camed snder US GAAP, net of amounts defemed under
[FR s, decrense sharcholders” net nssets under US GAAF,

Imterests inown shares hald
IFRSs

« I accordance with IAS 32, long posdions in HSBC Heldings" shares are deducied from shareholders’ funds. Ne
whing or losses are recognised on own shares held

e [AS 32 also applies to derivalives over HEBC ‘s own shares, when they med the definftion of o equity
metrument, and HSBEC shares held 1o meet lishilities under nsurmce and myvestment contracs.

US GAAP

*  AICPA Accounting Reseasch Bulletin 51, *Consolidated Financial Statements’ (*ARB 31°), mquires o rechsction
i shareholders® equity for own shares held. The mles inm ARE 51 do not extend to derivatives over own shares.

*  AICPA Accounting Research Bulletin 43 Festatement and Revision of Accounting Fesearch Bulleting” also
requires o reductian m sharchalders” equity for own dhares hebd HSBC shares held o long-term inarmnce assets
altributable to policyhoklers are classified as an aset when the autena for clissificalon as “separale accounts’
are met.

I pcit

¢ Centmin HSBC insurance operations hold diares in HSBC as pant of policyholder fimds that qualify for
classification as ‘separade accounta’. These shores represent an addition to shareholders” equity for US GAAP
purposes and wre reporied wathin “Other assets” with gaing and losses during the penod reported in “Other
mcome', where they are maiched with comesponding movements in the amounts airibwlable 1o policyholders,
Mo such gems and bosses are recognised under IFESs md the cost of the shares is deducted from sharcholders'
eaquaty,
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Note &7

Revalustion of property
IFRSs

+  Ax allowed by the transition rules of IFRS 1, HSBC elected to adopt the value of all its properties held for its
own aee a8 ol | Jamuary 2000 as their *deemed cost” al that date. Assels are carried al cogl less any accumi lated
depreciation mnd impairment losees. Frechold land is not deprecimed.

+  Iovestment propertics are camied s curment magket vilues with gams or losses thereon recognised m the icome
datement for the period. Investment properties mre not deprecinted.

US GAAP

= U3 GAAP does not permit revidumions of propenty, meluding invedment propaty, although 2 requires
recognilion of assel mupa Any realised sumplus or deficit i therefore, reflected m nel income upoin
disposal of the property. Depreciation i= charged on all properties based on cos.

Impuact

*  Under IFRS4, the value of property held for own use reflects revalistion surpbases reconded prior 1o 1 Famunry
2004, Consequently, the valoes of tnngible fived aseets and sharcholders' equity are lower under US GAAF than
under [FR.52

*  There is a comespondmgly bower deprecintion charge snd higher net meome wnder US GAAP, pantinlly offeet by
higher gaing {or smaller losses) on the digposal of fixed mees

*  For mvesiment properties, net mcome wider US GAAP does not reflect the gnn or loss recorded under [FRS=
for the period,

Restructuring provisions
IFRSs

*  In accordance with 1AS 37, ‘Provisions, Contingent Linbilities and Contimgent Assets”, provisians nre mude for
any direct costs arieing from a busmess that management is commatted to regrcure, sell or fermmate; his a
detiled formal plim and his radsed a valid expectation of carrying ouf that plan,

US GAAP

= SFAS 146, "Accounting for Coss Associnted with Exal or Disposal Activitbes', requires that the fair valie of a
liability for a cost assaciaed with an exit or disposal activity be recognised when the lability is incunred
Accordngly, provisions are recognised upon the implementstion of the restructuring plan.

Impaci

*  The recogaition of costs assoceded with plans to restructure and stream line operations is enrlier under IFRSs
than wnder US GAAP, for example, where there is a ime Ing between developing snd communicatmg a formal
plan, snd putting i mto practice. This reasbted in margnally higher net mcome and shareholders” equsty vader
U8 GAAP m 2005.

Consalidation of special purpose entities or varable imerest entities

IFRSs

#  Under the LASB s Standing Interpretations Commitiee {*51C") Interpretation 12 (*SEC-12"), a special purpose
entdy ("5PE") should be conzolidaied when the substance of the rebad ionship between an enterprise md the SPE
indicates that the SPE is contrelled by that entity.

US GAAP

+  FASE Interpreeation Ne. 46 {revised December 20031 “Consolidation of ¥ nninble Intferest Entities” (“FIN 461"},
requires cansolidation of vanable mtered entitics {"VIE"s) m which HSBC is the primary beneficiary and
disclasures m respect of all other VIEs m which it has o significant variable interest.

* A VIE ks an entity in which equity investons hobd an mvestment that does not possess the chiracteristics of a
controlling finmneial mterest or does not have anfficient equaty af risk for the entity to finance s activities.
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HEEC 1 the primary beneficiary of a VIE if its vormble intere sts absork o mugority of the entity s expected
lozses. Varinble mierests are contrctunl, ovnershap or other pecuniiory mterests i an entity that dunge with
chimges in the far value of an entity s net assels exclusive of variable interests. 1fno pany absarbs a majority of
the entity s expected losses, HSBC consolidates the VIE if @ receives a magority of the expected resihaal renarms
of the entity.

Impast

+  When HSBC is deemed the pimary beneficiary under US GAAP, but does not consolidae the vehicle under
[FR.%g, (he nasets md linbilities of that vehicle are consolidated on the US GAAT balance sheet. This remlts in o
grossimg up of the balmce sheet but does pot have s material Enpact oo net income for the period or on
shireholders” equity.

«  When HSBC is deemed nat 1o be the primary beneliciary under US GAAP of avehicle that is consalidated under
IFR.Ss, the assets md liabilities of that vehicle are de-congolidated in the US GAAP balance sheet. This resulis in
a reclassification m the 2004 balance shed but does not have o material mnpadt on sharehollers' eoquity of on net
mcome for 2004 or 2005,

Long-term insurance assets and liabilities
IFRS5s

+  Long<emn insurmce fund mesets, exclodmg own shares held, mre clissfied & accordance wath LAS 39, for
exmmple, valable-for-sale securities, or financind mstruments designated ot far value, The socounting for these
finamaind awsets is congistent with other holdmgs of similar iesets,

+  Linbilities sttributable to policyholders under insumace contracts are recognised in accordance with IFRS 4 and
approprinte schunnad prciples as “Labilities under msurance contracts issued”. Linbilities afributable to
policyholders under linked investment contracts are recognised as financial linbilities designnted o fair valoe and
classtfied under “Fmmncial linbilitwes designed of far value’.

US GAAP

¢ Underthe Siatement of Position issued by the AICPA 03-1 {"S0P 03-1"), “Accounimg and Reportmg by
Insurance Enterprises for Ceriain Non-traditional and Loag-durmtion Ceniracts and for Separate Accounts’,
which became fully effective in 2004, when long-term insurance assets qualify for separate accountmg they e
measared of fair value and are reporied in the finmcial statements 83 a summary total, with an cquivalent
summary toinl for related lisbilinies. Cribenwice, assets thad do nod qualify for sepamic sccounting md ths
mepresent poleyhoklers’ funds s accounted for and recognsed a5 general account assets, thal i consident with
oiher holdings of similar sssets. Any related lishility i= accounted for as o general account liabality.

Impact

*  Long-em insarance mssets that ore recorded m socounts meeting the defmition of “sepamle nocounts” in S0P
03-=1 are mensired of Fair vahie Ihrmlgh met meome and deaslosed .l'l.ll.-B'E line, "Cither assets’, m the TS
GAATP balance shee.
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Reconcilistion of net incorme and share holders” equity under IFRS: and US GAAP
The following tables summarize the significant adjusments to consolidated net mcome and shardholders” equity

which would result from the application of IS GAAP:

et ncome

Prodis atirdtshle b furdhlders of the parmt compaey

of HSB/C (IFR.E1)
Zhareholders’ mieres in bong-termn meurance fund
Peremion oosls
Stodic-based compembon
Imimngible prsats
Furchase socoonting sdpstmets
Denvatrres ard hedge socounbing

Foreugn auchange ddfferences on svsilsble-for-aale pecurihes

Laan arigmatsen

Seuntizatens

Lean wnpanrrmant

Inberest recogridacn

Mortgage sarvicang nghts
Unquited sqaty secuntes

Unearned commazsion income

ket

Tawaticn, sclodmp leoation on g iberee
Mmordty mileres i reconalng ibems

Ml income (155 GAAT

Per share umounis (U5 GAAF)
Bame sxmings per ordinary share
Dilufed sarmurgs per opdmary share

Shareholders’ equity

Totsl sameholders” equey (IFRED
Shareholders’ mierest 1n bong temn meurance fund
Permion codds

Uniobed eqaty shares

Desaatwrill

Revaluation of propety

Purchase sccounting adpadmrrts
Irdarigble asts

Danrratvres ind hadga sccountng
Loan arignakon

Eecuntizalsons

Loan Empamment

Tnlerest rocegnilaie

Tnearned commarsion inooeme

horigage sarvicng nights
Cther

Toation nchding toahon on recnoiling dens
Mmdrty mtered in reconalmg ibems

Total sharsholdirs’ aquey (U2 QAAR)

Tenr el 31 Diecamber

200 2044 2
55m TR3sm 1Esm
15780 1501 12918

Ay - Qod

[ {175 124y

ns 229 (E3)

2e4) LERL)] (32

@y {520 (1,230

LT (2,144 284
1.2m Tin 1068
154 2an 143
-1} QI (35
(e mn =
2 {130 =

i+ T -
o= += =

@eiy ” -

2z ) L

Bl E:) T

1= {157 Al

15058 14,703 12,508
Toar spyded 11 Db

20w 264 2004

usg L 3 =g

148 133 118

T (1 113

A 31 Daeemnber
200 e
USEm rEtm
Lo asn 92432
(1670 (1077
- 1,585
(LSRN ] &7
1,244 108
(1,450 (1,530
m 155
1845 21
1129 (58
BLE 7
1o 138
a7 @In
Q25T 239
291} =
16 -
™ 112
%13 {215
288 251
1!& P35
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2005 ok 004
USSm UESm rtm
Melewmmmernt s sharelsolders’ squity (175 GAAF)
Eislance brought forweed Ot premiously publsded) 52 oz BO251
Adoption of GFAS 153 8 | Jarruary 2006 457
Balance brooght forwed (restated) ook o]
Het irscome 16,35 14,703 12,508
Dimidends .760) .74 (6532
Share opteons T 430 RET]
Ahares 1zued & beu of dordeeeds 2508 121 2600
New dhars capial subiordved net of cotts - 1,408 S8l
Other, mcdudmg e amenti o own dhares beld bl 4 2148
Het charge in net ieeehond bozses on aveslable-Tor-mle pecurtises,
neet of tax e ffect =) (vl Ty
Hiet chargs inniel unrealized gaing on dervvatvves classfind sz cach low
hodges, pel of bue el el 1 {3
Minimram penszon Lisbtliy sdjusiromd, net of tax effes. 340 (2 {195
SFAS 158 transbion adpament, ot of tax {14061 - -
Exchange defferences and cther mov ements ] ik, 2 T
Total cehvr cocrprehenstie income 213 Q2T 583
At 3] Deceamber IH‘E F}EH m.ne:z_
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Conzolideted US GAAP balance cheet

The following table provides mm estimnted summ arised consolidated balance sheet for HSBC which incorporates the
adjustments ansmg from the application of U8 GAAP.

At 31 December
A0 WG

USfan Usim
Assety
Cazh and balances of caniral bank: 12,723 13712
Tosrt ifs e coarse of collection from othver banlks 14626 11,306
Horg Kong Govermment certificates of nddbiadnes 13,162 12,554
Tredng amsets 3% a0 255 S
Dheperalrves A3 25298
Lowmz anad wdwarsces i banks BT 125,74
Lcumz and s dv areces 50 cudtomens T AR daald
Foamca| v eshmesnds 21223 |BE ST
Inberest in agpocmbes snd jomk venbures THls 7063
Jeszatweil] and mtangible wtoalz 30c 5o
Property, plant and squpment 13,580 14,8
Ofbeer aspets (includ mg prepayments and acoresd micome) ATSN A3182
T ow —llizt, i,
Liab ik
Heng Bong astency refes o aroaliben 11165 1255
Deposas by banks 0E Lbie
Cgons accounts B 4T 04,547
Toeimict ift e ool of anstsson b ofhe ik 12,625 7022
Tredmg labalites 1o, Tk 1&E451
Dierwradees ADHAT 28410
Debf seqmibes 1o =0 i ] bl 5|
Frumcml babdtie demprmted at fuer valhus - -
Toetmemrt benelt [nbibtes La5x 27
Other lisbaltbies (ncloding worrualy pnd deferred mocens) 27000 18383
Laab dities ander mmaance contrads s 17672 14,157
Frovmions 1601 & 205
Subordriabed liabaldes A0 45412
Total habadaoeg 1508, 1 86 130318
Equlty
Total shareholders” equity 100, S} 1,504
Lfinority mberashs 2001 5108
Total eqatdy 114441 102428
Total eqay and habdlibes LTI2627 1 0600k

Nt assets ariging due o reverse ropo iransactions of U5%545,019 million (2003: U5524, 754 million),
USS1E, 755 millson {200%: U7S514,610 million ) snd US574, 344 million (2005: 115551,128 million) are mcluded in
‘Loans nad sdvances to banks', “Loans snd advances (o costomers’ and “Trading nssets’ respectively.

Net lnbilities arising due to repo rmsactions of USS18,094 million {2005: T3510,005 millioa ), USS13,600 midlion
{2005 UsS13.523 mullion ) snd 173865445 million {2005; US$52.218 million) are meluded in “Deposits by buks',
‘Cusdomer accoints” and “Trading habilities” respectively. Avernge repo hiabilities during the yenr were

USE102,715 million (2005: USST4,143 mibon) The maamum quater-end repo habality outstmding during the year
wiaw USS10% 689 million (2005: USSTE590 million ).

Al 31 December 20046, collateral received mder reverse repo transactions which HEBC hud the right 1o sell or
repledige sm ounted to US8161 638 million gross (2005: US5103,977 million). Approximately USS119 ballion (2005:
approximately T13579 billion ) of the collateral obtaned from reverse repo romsactions hud been sold or repledged by
HSEC in connection with repo transactions and securities sold not vel parchased.

HSBC ako enters inlo stock lending and borrowing tmneactions by which esther cash or other securit s may be
received i exchange for stock, At 31 December 2006, sock borrowmg transctions where the securtties bormowed
were subject to snde or repledge mmounted to US$26,370 million {2005 115525, 753 million )
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Approximdely USS1T billban (2005: USS18 billion) of the consideration recerved has been sold or repledzed m

connedtion with dock borrowing irunssclions,

(a) Pension and post-retirement costs

Cm 31 December 2006, HSBC sdoped the recognition snd disclosure provisions of SFAS 158 *Emplovers’
Accounting for Defined Benefilt Pension and Other Post -refirement Plans — an amendment of FASE Stadements
Mo, 87, 88, 106 and 132(R)" (SFAS 1581 S3FAS 158 requires HSBC to recogmise the funded status of its pension

plans m o manmer sunidar to LAS 19,

The provisions of SFAS §7 "Employers’ accounting for pensions’ and SFAS 158 have been applicd 1o HSBC's
mun defmed benefit pension plans, which make up approximagely 96 per cent of all HSBC"s schemes by plan
nssets, Fornon-US schemes, HSBC has applied SFAS &7 with effiect from 30 June 1992 s it was not fensible to
apply s ot | January 1989, the date specefied in the standard.

The transition adjusments Tor adoption of SFAS 158 for pensions and posi-retirement costs were a8 follows:

Cther srsets (nchidang prepayenets acsd socnsed incoene)

Total nezete

Fetirement benefit boherhies
Frosimons

Totad lnkalibes

Total charehodders' aquity

Bafore Al
apphication of spplication of
Statement |53 Adyadrmentz Statement 138

UEsm UEm UEgm

47,589 -] 4753

1712 a3 ] 171240
7,553 2000 55493
14,551 (B0 18501
1,550, 554 {1,550 155 186
109 S 1,404 102 540

Components of pet peniodic benefit cost related 1o HSBC"s defined benefi pension plans and post -retirem ent
benefits other than pensions under US GAAP were os follows:

Conpanmts of petperkedic hendk com
Barvice cost

Intered coad

Exgeecied refuen on plan szselz

Aenertzaton of anzdeon chligation
Amortszabon of prioe sarvice com
Amortisation of recognebed net actuanal less
Curtxibment

Het penodic penswon cost under 155 GAAP
Hel pervodi pension oo un der TFR S

B0 Hoirs i
S5m sim UStm
™ ) S50
1485 1an [Fele)
{16003 {1365 (I
- -] 12
7 3] k]
m 163 142
] i 225
#3 i) Gl
— — —
el [ ) il
I m—

In 2047, components of net periodsc benefi cost will nchade USST million for the mmortisation of prior service
cost and U55164 million for mnortsation of recognized net actuarial loss,

Under the provisions of 5FAS &7, when a pension plan ‘s acoumulsted benefit obligation (the vahae of the
benefits ncoreed based on employes service up io the balmee sheet date) exceeds the fair valwe of iis assets, m
additiona minimum penson lisbility equal to this excess 18 recognised by the emplover to the extent thai the
excess i greater than wwy acerunl which has nkeady been estnblished for unfunded pension costs.
Simukancouzly, s ntmgible nsset is estoblished equal o the lower of the labslity recognised for the unfunded
benefit obligntion aad the amount of sy mnrecognised prior service cost.

At 31 December 2006, HSBC recognised an additionad minmum pension liability of US%3, 130 million prior to
adeption of FAS1SE (2005 U553 206 milleon) i respect of its mfunded acoumulnted benefit obligation.
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Note &7

IHsclosmres fn X005
2005
Uzim
Fumded Al o per [FESs balenos thed (Hole T) Q1
Unrecognised ned actuarial Joss & ThE
Unrecognimed prior servsos ooet 13
Apmusd parmion oot B
Acdd i onad smeniream Labidsty {3206
Hat prvard recognissd onder 1S GAAP ;‘-‘ilfﬂ
Amaunts recognited under U8 GhAF m the balance sheel conset of
= prepaid haefit cost (1]
= agarued bepefit Eabudaty o]
= mrddisoenl rrevimm |abilsy 33
IS0
U2 GAAF sdusimang
Amant seccgrased under U3 GAAP (336
Amaunts récogrited For theese schames under 1FREx (38413
L 285
——

In 2004, plans with mn ageregated accumulated benefit obligation of US521,098 millsa and asaets with an
ageregaied fair vahie of US51%5,444 million had o accumulaied benefit obligation in excess of plm assete. Plans
with an aggregated projected benefit obligation of US522.598 million md assets with m agirogaed fair valae of
USS15, 795 milliom had & prejecied benefit obligation in excees of plan nssete

The projected benefit obligations ar 31 December 2005 for HSBC s main pension plane have been calculated
uzing the same finmcial newmptions as detmiled in Note 7.

The nccumuleed benefit obligation m respect of the above schemes was:

b LeE]

U3dm

HEEC Bank (L0 Pagion Scheme 1870
Cther scharees 3,241

The prajected benefit obligations at 31 December 2006 and 2005 for HSBC s main posf-retirem et healihcane
plans have been calculmed using the smame Ninancinl resumptions s detniled in Note 7,

(b} Goodwill

Goodwill arises on the acquisition of mibsidianes, investments @ nssocimes and interests in jomt ventures when
the cost of acquisition excesds the fuir value of HSBC's share of the identifiable mesets, lishilities and contmgent
linkilities acauired.

Under IFRSs (and before them, UK GAAP), goodwill aramg on scquisttions misde on or afler 1 Jmuary 1998 is
inchuded m the balmee sheet m *Goodwill and mtangible msseis” n respect of absidiary undertakings, and in
‘Intereds in associabes and joind venfures” i resped of msociates md jomi venlures. Capitalised goodwill was
amortised aver its estanaed nseful life on a straighi-lme basis uniil the adoption of IFRSs on | Janumy 2004,
since then # 15 not amortised but is arbject 1o mpeal mmpaimment testing, Goodwill ansing on acquisitions prior
10 1 Jumiary 1998 vas charged ngains reserves m the yewr of nequisition. This goodwill was ot remsinied on
the balance sheet mpon adoption of [FRSa.

Under US GAAP, gosdwill on acquisitions made before 1 July 2001, including thoee made before 1 Jeaary
1998, weald hwve been capitnlised and smentised over its usefal ecomomie life. Goodwill on soqeisitions mwde
nfier 1 July 2001 is capitalised but not amortieed, and iz arbject to annual impasment testing. Goodwill an
nequisitions made before 1 July 2001 ceased to be mmortised on 1 Janoary 2002 and 9 aebject 1o annund
imparment festing.

Al 31 Decembeer 2006, the cost of goodwill arising on the noquisition of subsdiarics on 8 US GAAP basis was
US537,670 million (2005: USS3, 147 million; 2004; US536,084 million} and the accumulated amartisation of
goodwill was T'553,952 mallion {2005: US$3.872 million; 2004; US554,385 millicn).
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(e} Intangible assets
The following miangible asseis were recognised under IS GAAR:

2006 28

UsEm rstm

Ealmnos brought forwand o 1 Japuary 4,702 4,606
Addtions T EL- ]

Cn noquimhon of subndmnes 350 F)
Amortiiabion charge Y 5]
Changes m fur value of morigege sernang nghts {4 -
Frovision for mparment B 34

Exchenge differenoes mnd other movements L 114
BEalmes carmed foreard at 31 Decernber & I.Tl}ﬂ_

Smee | Juwary 2004, the accountmg treatment for mimgible assets has generally been consistent between
IFESs and US GAAP, The additionnl miangible ssets recognised under U8 GAAP represent those acquired in
business combinations daring the period between SFAS 141 *Busmess combinations” becomimg effective on
30 June 2001 md IFRSs being wdopted an | Swmary 2004, They primanly comprise credst cord and other lonn
relntionships, merchmnt relationships and other intngrbles assmunied on the acquisition of HSBC Finance.

The provision for impazment m 2006 relates primanly to o write down of a merchant relationship, Provision for
mpairmnent in 2005 relaes to the release of a provision for the write-down of mostgage servicmg rights, as
prepayment rtes slowed. Changes i the value of morigage servicmg rights m 2006 follow the ndoption of
SFAS 156 on 1 Jumiary 20046,

HSBC cendhacts &n annual impaimment test of intengible assets which ore not subject to mnual smortizmion since
HSBC defermines these assots have mdefinie lves. As nresult of this testing in 2006, no impasment charge was
recorded (2005: US55 million was recarded relafing to & trade name in the UK},

Woghted
T g At 3 Drecemiber 2006
E e T Acoarmabsted Carrving
pored Coa Adnrtisation Wahar
Monghs UHSm USSm US5m
Intangibbe seeets sulijeo (o s snortiate
Purchazsad aredit card pelabondiops v related
Programmes w8 IEm NGy LAET
Eitmi] services merdhumt relshnshp: [Xn] 27 2y &7
Other loan relabed relstsopsinps Hl] o] ) 198
Techrology, custorner |ists and ofher contracs i i1a3 ey 1,10
Core depomt rebibonchips 210 ] (L) L
Ot & o &) e
1% 3254) R
Intangible assety not ub ject (o anminl
amoriiation
Tradde name o 3 ol
i RELM
Innangible assets mesnsred at Nair value
lortgage servicag righes 4T
— T
The mtmgible aeset nmortisation expense uvder US GAAP for the next five years is estimared to be:
200 20483 2008 2000 2081
TS8m U3im USdm i ] 3m
Amortssation diang L] L) 45 F1 41l

{d) Derivatives and hedge accounting

Under IFRSs, all dormvatives are recarded a2 fair value, consistent with US GAAP. Under IFRSs, HSBC has
elecied either hedge accounting or fair valse opiion for cenmin economic hedging relationzhips. Wiih the
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exception of US operatimg subsidinries, HSBC has nal elected hedee nccounting m iz U5 GAAP financial
sabements

HSEBC"s US operating mabsidinries designade centmin dervvative financial instroments as qualifying hedging
instruments under SFAS 133,

HEBC utilised the sherteut method when the critical terms of the bedge mstrament were identical to those of the
hedged dem ot the hedge inception date. HSBC"s U5 subsidiaries made use of the assimplion of no
inciectiveness in its fuir vabue hedge ncoounting for short-cut hedges. As a reaall, no retrospective or
prospective assessment of effectivences was required snd no bedge meffectiveness was recognised. All ofher
hedge relationships were nccounted for under the Tlong-busl’ m ethod whereby cffectivencss is assessed and
meflectiveness on effective hedzes is recorded m the mecme stalement.

During 2006, new designations of hedges were made usmg the long-hnul methed of accountmg under SFAS 133
and certam relationships have been re-designated using this methed A a resuli, there were no longer sy cash
flaw hedpes or fair valiue hedpes usang the horteut method of sccounting af 31 December 2006,

The following table summarises HSBC s hedges of financial instnmments that have been designated md qualify
as effective hedzes under SFAS 133 o the end of the period

Iiewm ] vahies Mumber of derivalives
Falrvahst Cushflow Faurvalie Cachflow Farvalie Cashlow Farvabis  Cach{low
hediges tardgrs. hedges b ges hediges hedges hesdgas hedges
20 S0 2060k Fie il i G 2005 2005
L] T55ha tiaEhn Usthe

Financ il Evyestieesis

Available for sale
deb securties
Bl - - L - - - 1 =
Looreg -l 18 = 02 - 5 = m ot

Custmmer deposis
Ehortadt - = - - = - = &
Long -t - (N ] - %] -] 4 1 7

Drelst seourities in
Fmse and
subsord nated
Eabs b
Shortad - - ae = - - 14 =
Levg-hesd X80 Fi-X | 162 45 8 LIFN 160 43 1]

Total Pk &30 214 Ha 165 154 73 182

Falr valae hedges

HSBC s US operating subsidianes designate certam dervvative fmancial ingruments o quakifyme fair vabe
hedges of cenam foced mie assets and lsbilithes under SFAS 133, In order to qualify indinlly, hedge

effect veness 15 assessed and demonstraled on a prospective basis whilismg stalistical regression analysis

Smce | hmoary 2005, almost ol dermvativies designated as far valie hedges under U8 GAAP m HEBC's US
operating aibsidiaries have been reported under the fasr value option for IFRS: parposes, with movements in fuar
value reported & “Net incom ¢ from finmeial instruments designated as o fair value'. HSBC s US opersting
arbsidisries hive aleo elected to record finamaal ingmments o fas vale for which fiuir valise hedge sccounting
ie mot nlised for U5 GAAR.

Reportmg of these wrangements ns fair vidue hedges ander US GAAP resulied & incrensed net ncome for 20046
of US5194 million, which inchided 1755348 million arsng from elmmation of kbsees due to movements in awn
credit spresd recorded m IFRS net ncome, Off-seftng the moeise (o pel moome under US GAAP srssng from
the eliminaion of lsses due to own credit sprend was o decrease in US GAAP net meome of 1755134 million
due ta wadion of hedee valuation adjustments for de-dengnated hedge relationships under U8 GAAP tha
are accounted as FVO under [FRSs.

Reporimg of these mrungements ns far vadue hedges under 113 GAAP remilted in decreased net income for 2005
of 1185179 million, 'm.duli'ns USET million tril-"ng from elmmation nf;uﬁ:l dhae 1o movements m own credit
spread recorded @ [FRSs net income and reduced meffectiveness of US5172 mallion on shoricul fair value
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hedges for US GAAP purposes In nddition, there were US59 million of gams on such dervalives that did not
qualify for hedge accounting under US GAAP and amortisation of hedge valuation adjudments for de-
designiged hedge relationships.

Om ebecting to repont under the fair valae option under LAS 39, unamostized purchase accounting adjusiments an
HSBC Fmmnce Corporntion’s own debt were eliminmed through retamed emmings upon rmsition o IAS 39 o
I Jamuaey 2005, As aresult, a USS27 million benefit (2005: US$298 million benefit) to US GAAP net income
was ot recognised under [FRS=

Cush fow hedges

HSBC": US operimg subsidinries designate under SFAS 133 certam derivative fmancinl mstruments, mcluding
mterest rabe swaps and cross-currency contracts, i qualifying cash flow hedges of the forecast repricing of
certmn deposit linbilsies md issues of debt. A oumber of vartable rmte commercind loans were elso subgect to
ca=h ﬂmmllﬂhﬂu]l unial 2004,

In order to qualify mitially, bedge effectivencss 18 assessed md demonstrated on a prospective basie utilising
teoth statistical Pegreszion analyziz and the camualative dollar offest method. The [after ia used in order to mtisfy
the retrespective assessment of effectiveness for SFAS 133, snd subsequent ineffectiveness is recognised in the
mcome datement on & monthly basie. The time vahse componsat of the dervative contracts is excluded from the
assesament of hiedge effectiveness,

Smce 1 Jonuary 2003, such hedging serangem ents have been recognised as cush flow hedges for IFRSs purposes.
US GAAP met income for 2006 was lower thim that snder IFRSs by 175520 million (2005: U536 million),
melating to differences m amortisation of other comprehensive meome for de-designated hedze relationships
under U5 GAAP and IFRS mnd unrecorded ineffectiveness on shoricat cash flow hedges daning 2005 for

US GAAF purposes.

Truding derivatives

From 1 Januuney 2005, certuin bedzing relationships catside North Americn were elected mne quadified ns far
waloe hedges, were designnted under the fair value option, or were elected mnd qualified s cash Now hedges
under IAS 39, bt were not elected as hedges under SFAS 133, The mark to mavket for these dermvatives has
been reported directly m net meome for US GAATP purposes,

Far fair vabae hedges recognised ander IFRSs, no corresponding, offsetting faar valie movement of the hedged
item with respect to the hedged risk has been reconded for US GAAP purposes, For hedging relntionships
demgnaed as af fair vahse for IFRSs parposes, no fair value movement in respect of own debt i= recorded under
US GAAP,

The effect of this was to increase US GAAF net income by USE214 mallion {2003: U551, 266 mill iom reduction),
net of elimmation of a los onder IFRS of USS41 million (2005: USST6 millicn loss) of own credit spread,
cutside North Amenca

Fair value option

HEBC has also applied the far value option ander IFR.Ss to groups of fnancial sssets mnd liabilities which are
managed and evaluated on & fair vabae basis, and to fmancial indraments contadining embedded derivatives (see
MNote 31 In addstion, movements in the fair value of cornin lishilities which meet the defmition of ‘held for
teading" ander LAS 39 are taken through net mcome. US GAARP does not mclude a fair value election and does
not gemernlly permit linbilities to be reported nt fair value.

From 1 Janasry 2006, with HSBC s asdoption of SFAS 155, the Geoup's hybrad debd issues that coniain m
embedded derivative that would ctherwise require bifureation, are sccounted for & a congistent mmner nder
both IFESs ad US GAAP, where such mstruments sre designated (o be memmned nf fair valee, The climination
of all caher fnir vakue option accounting increased TS GAAF net meome for 2006 by US5$193 million {2005;
U55733 millicn reduction priorto the adoption of SFAS 155)
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(&) Foreign exchamnge gains on available-for-sale securities

HABC holds, in o nember of different carrencies, securitios which ame clasgified as available-for-sale. For
cxmmple, o the private bank in Switzerland, which has the U5 doller as its reporting currency, HSBC holda uro-
denominaded bonds funded in ewres md Swiss frmec securities findied in Swiss Francs, Mo foreign exchange
expomire origes from this becmess, although the value of the neasets m U5 dollar terme changes according to the
exchange mic, there 5 m wentical offsetting change m ibe US dollar value of the relnted fundmg. Under [FRSs
bath the assets and the Bubilities are translated at closing exchange mies s the differences between historical
bock value mnd current value we reflected m foreign exchange tmdmg mcome. This reflects the economic
aubstmnce of holding curency assets fmanced by currency linbilities,

However, under U8 GAAP sccounting rubes, the change m value of the mvestments classified as wvu lable-for
sale is taken directly to reserves while the offsetting change in US dollar terms of the barrowing is taken o
enmings. This lesds to an accountmg result which does not reflect either the undertying risk position or the

econamics of the trmsactions. 1t % also o stuntion that will reverse on maturity of the nssed or carlier snle,

A similer difference ariees when foreign currency exposures on foreign carrency assels are covered nsing
forwasd contracts bul HSBC does mot manage these hedges to conform wath the detailed US hedie designadion
reurcments,

The result is that for 2006, US GAAP net income was increased by U551,203 millicn (2002: merensed by
17552,23% million: 2004: incrensed by US51,069 million) compared with [FRSe profits, There was no difference
in sharcholders” equity between IFRSs and US GAAP as a result of this item,

Approximately S0 per cent of the adjustment for the vear ended 2006 reflected the bevel of mdjugments in prior
periods on the maturity or dispom] of securities. The remainder of the adj refected o wenkening of the
U5 dollar, where a los= on U5 dollnr denominated moailabbe-for-enle seqeritics @ subeidiarses with sterling ms
thewr reporting surrency was offeet by gaing on sterling ond suro denommated svailabbe-for-sale securtics m
subsiclizries with the U8 dolber snd the Hong Eong doller s their reporting currencies. This loss has been
reconded im [FRSs net income bat is recorded directly i *Cther comprehensive mcome” under US GAAP, Any
gan on foreign currency lmbalities funding the secunities is recorded in net meom e under both IFRSs and US
GAAP.

Financial imvestments

Under US GAAF, HSBC s financial investments with a readily determinable market value are classified as
wvamilable-for-male seaumifies, except for certnin securities held by Republic New York Comporafion nf acquistion,
which were clusified a2 hekl-o-matergy, All other secuntics are calcgorised m trdng securities.

The mmortised cost of available-for-sale investment securities which are subjea to the provisions of SFAS 113
was USE216,006 million (2005: USELE8865 million ) under US GAAP. Donng the year, exclueding the effecs
of foreign exchange, USSF10 million (2005 bosses of USSESS million; 2004; gains of USE3 76 million) of

net unrealised gains on available-for-sale secarilics were meluded m *Cber comprehensive meome'.

U55444 million (2005; grins of US$626 million; 2004; grins of US$476 million) of net gains were reclussified
out of ‘Other comprehenstve income” and recognised as pan of mcome for the year,

Availuble for-sule
Urealised losses on tnvesveail secunies:

Under US GAAP, investment gecurdics that had unrealizsed losses are summariced sccording fo the length af
time the losses have existed:
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Frrimd e eatmd loes b n an unemlised loss pe

Greater than or
Lew than one year eqaalio ane year Tutal
Falr Uinrealised Fair Unirealised Fair Uneralised
vlse Iossey vabur sy valie Ly
US%m U5Em TsEm 5% "5%m USEm
AL December 3006
TS Tresamy Tl 1 F4 ] £31 ] o 1412 {213
U8 Gowemment sgancws 2 [ ¥] 133 (3%) 4 D (s3]
RS Qemenmtumenl i on saned
kil fRCR EEEH 00 iam sz =89
TTE (how ermarceril 2000 &N - - 207 [r=1]
Hang Kong Bovernmend - - Xl (1] 5] (131
Cther govermments RA L] [ ] S47 [ ] 108 105
Auczet hacioad seaomitie 35w (it} 1252 ) 5241 {1y
Corponite debt and other
s 26,330 [t 17540 (225 HITI s
Dbl pscirdeer +H.59 =Py 32 {S02) TR [ ]
Equity securges 41 # - - 1 [42]
Tota . - - R G Y
Under 1S GAAP, 4. 811 debd gecurity mvestments and 37 mvestments m equity shares hisd unrealised losses ot
31 December 2006,
P ool irpv emtrnt hag been 5 o nenes lized 1ogs pogdion
Oreater ran or
Loess than ooe year equal ba ore year Total
Far Unrialiged For Unswaleed Far nrealised
valos loazes valus logses valua lospes
USim ragm UESm UEm (REEm TrE%m
A 31 Determber 2008
158 Trexasy 1,038 [k ] T i1 124 29
UFS Jemamment agircaes 1,385 5] 5T0 4] [ W] i
TS Qerremimert g onsmrad
ertitves 8555 (19T LRI {1003 15,18 Q)
TTE. (o ermarmeid. 54 - X (4] =21 4]
Haong Kong (overnment 1,259 [Pk ] 1§21 - (- 3] [Fa}]
Cther povermments 1487 30 &1Ey ] W (&
Aszebbacked secarties 152 L] Ll &) 150 CHy
Corporale debt and other
fant P 2423 (a5 ] (131 40,149 Lk k)
Dbl seciaslans P (S8 19,060 (314) I3 P03
Eqaity securies 32 {5 - - 32 {5
Tatal 50345 (5951 ] (316 &3 135 LAy

Under U8 GAAP, 3615 debd security mvestments and 15 mvestments m equity shares hid unrealised losses m
31 December 2003,

It s HEBC's palicy, under both IFRSe and US GAAP, io recogrist in the mcome sinfement an @ pairment if the
furr vl of o fmancind invedment aenmdicanily declines below ite cost or if the decline is prolonged over a
period exceeding s months. The only exception tothis policy s m respedct of delt secunties whose decline in
market value iz due solely 1o an meresse n underlying mterest raes, and which HSBC has the ability and mient
e hald until recovery. BNene of the secarttics disclosed in the table abave were considered “other-than-
temporarily” impasred of 31 December 2006 or 2005,
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Note 47
lg) Taxation
The componenis of the net deferred fax linbilay caleulaied under SFAS 109 ‘Accounting for moome teoes’, were
aE follows:
2006 2005

U5Em T2tm
Dreferred tax limbilities
Leammg branmschions 1681 2553
Capital allowmnoes il 13§
Fromnon for sddtsonal T by on oversss drridands 112 148
Recereding dems 1AM 2,163
Dther 4227 1004
Tatal defirred ta binbiles Tt 6856
Dreflerred tax assets
Laan irpanrrrend allowsnoes Rt (h
T kostes /47 SeT
Esconcding deams L 3 1,05}
Other =5 4531
Total dafemred tax womets balore valustion allowsnce 10871 EAs
Lesz vahustion aTowsnce {1,180 (T
Trelerrod bae goety bezs waloslwe allowsnes R 17588
Hat delemrad tax prsat onder SEAS 109 2000 942
Inchided withon *otbvr assets’ under 15 (Raal 2582 2717
Included withm " delered tat babdihes' under TS 3AAF ] 1,75

The valuntion allovwnnce agamst deferved ta assets principally relates to trading md capital logses curried
forward, which have not been recognised due o uncerinnty over ther utilisalion. A valuation allowance is
established to reduce deferred tmt nssets if, based on available evidence, # & considered more likely than aot that
any of the deferred tax assets will not be readised

At 31 Decembeer 2006, HSBC hnd recognised deferred tax assets i respect of tax losses {net of valuaton
allewances) lotalling USS180 million (2005: U85223 millien), of which U554 millien (2005: USS4 million)
expire within two ta five vears and US5176 millioa (2005 U55219 million ) expire in 5 years or more.

{h} Loans and advances
Laany sssessed ander SFAS 114 “Accounting by creditors for lmpalrmeni of a loan'

SFAS 114 was smended by SFAS 118 “Accountimg by creditors for anpainment of 5 loan — income recognition
und digclomres”. SFAS 114 nddresses sccounting by crediters for enpainm ent of a lom by specifving how
allowances for credit bosses for ceriam loans should be determmed, A loan 15 mpaired when # is probable that
the creditor will be unnble to collect all mnounts in sccordance with the contmctual terms of the lom agreement,
Insparment 15 messured based on the present valise of expecied fature cash flows discounted o the loin's
effective rale o, as m expedient, af the fwir valwe of the loan’s collnteral. Leases, smaller-balance homogencous
lonns md deld securities are excladed from the scope of SFAS 114.

Al 31 December 2005, HEBC estimated that the difference betwesn the carrying value of ite loan portfolio oa the
basis of SFAS 114 and its vahae in HSBC s IFR.Sg financial statements was such that no adpastment to net
income or total sharcholders” equity wis required,

The value of impaired loms of 31 December 2006 was (15513, 200 million (2005: USS11.535 million). Of this
toial, boans which were inchuded within the scope of SFAS 114 and for which a provision had been established
amcunted to U555, 944 million (2005; US$5,082 million). The impairment ressrve in respedt of these loms
estEmmed m accordance with the provisions of SFAS 114 was USS2.572 million (2005: US$2,675 million)
During the vear ended 31 December 2006, impaired loms, melnding those exclhuded from the scope of

SFAS 114, svernged U5511,791 mallion (2005; USS11,289 million} and nterest mcome recognised on these
Ioars was 55276 million {2005: US$120 million),

428
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Lasms sutside the scope ol SFAS 114

Far smaller-balance homogeneous loans for which farure cash flews from writben-off balmces can reasonshly be
eatimated on aportfolio basis, an asset ecqual to the present value of the cash flows iz recogmised ander IFR.Ss as
it was previously under UK GAAP. This asset is not recognised for US GAAP pamposes. This divergence
resulted m lower ned income in 2006 of USES million (2005:; USS20 million higher) under US GAAP compared
with IFRSs, md = reduction m ihe comyvmng vahie of loms and sdvamnces o mstomers and sharcholders’ equaty af
31 December 2006 of USS3T2 million (2005: U55327 millson )

Earnings per share

Bsic enmings per share under US GAAF, 5FAS 128 "Eamings per Share’, is calculated by dividmg net income
aftnibutable to ordinary shareholders of the parent company of US$16,268 million (2005: USS14,703 million;
2004 115512,506 million ) by the weighted svernge mumber of ordmary shares m issue i 2006 of 11,214 millon
(2005: 11,042 million; 2004: USS10,916 In'l“'m:h

Diluted eaminge per share apder US GAAP 12 calculated by daviding net mcome, which requires no adjsstment
for the effects of dilutive ordinary potential chares, by the weighted average number of shares outstanding plus
the weighted moernge number of crdinary shores that would be issoed on converzion of all the diltive potential
ordinary shares in 2006 of 11,324 million (2005: 11,175 million: 2004: 1 1063 million).

Variable interest entities ("VIEsT)
Mature, purpose sud actbvides of VIEx with which HSBC is lnvolved

HEBC uses VIE structures in the normal course of basimess in avariety of actnities {outlined below), but
primarily to facilitate client needs. HSBC's mvohrement in VIEs is, therefore, commercinlly driven. VIEs are
only weed after careful consideration is given to the most appropriste snecture fo achieve HSBO s ohjedives
from coatrol, nisk allocation, texatson and regulatory perspectives. The main VIEs are dscussed below:,

i) Asmet-bocted condustr (“ABCr ) and secuntisaton whicler

ABCs and secuntisation vehicles are structures in which interests in consumer and commencial recervables
are sold to investors. ABCs generally consist of entitbes which purchase assets from clients to meet their
finamcing needs, while securitisation velicles generally ncquire sseets origmated by HSBC diself and thereby
provide HSBC with a cost-effective sowrce of finmcing. Under both stneciures. commercial paper, notes, or
equity mierests are issed to mvestors to fund the purchase of recenables, and cash received from the
receivobles i used to servies the finmece provided by the imvesiors In cataun nsances, HSBC receives fees
for prorvidimg lspeidity facility commitmends smd for noting ns admmistralor of the vehicle.

HEBC's exposure to loss genernlly anses from comm itments to provide back-up iquadity facilities for the
vehicles, mlerest-rate swaps i which HSBC is the coanterpanty; relained or soquired mierests in the
receivables sold; or acquired interests in the vehicles themselves. In certain vebicles, the risk of loss 1o
HSEC is reduced by credi enhancements provided by the originnor of the receivables or other parties.

In addition to these securtisaison vehicles, HSBC (primarily through s North American sbsidinries)
securitises assels through entities that &re nof considered VIEs, includmg government-sponsored finmeing
vehicles and vehicles considered qualifying spocial-purpose entilies under U5 GAAP. These entities are nal
consolidaed wmder US GAAFP although certan of them are consolidated under [FRSa,

{it) Mnfrastructiine propects and Gmds

HSBC ncte a2 an srranger for both public amd private infrastncture projects and funds. The use of VIE
struchares in such projects is common ag a method of seractimg o wider class of mvestor by dividing inta
trmches the risk associsied with sach projects. HSBC s exposure to loss genernlly arises from the provizien
of subcrdinated or mezzanine debt finance to projects, cither directly or through & consalidated mvestment
fund investing in mimstrociure projects.

HEBC i deemed ta be the pramary beneficiary of m mfrastriciore projed or find when its mvedment in a
project’s equity, subordinated debt or mezzamne debi, or its mierest na fund, is at & bevel af which @t
ab=orbs the majority of the expected losses or residual retums of the project o fund
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Application of FIN 46

FIM 48R requires the consolidation of VIEs in which HSBC is the primary beneficeary, md disclosures in
respect of ofher VIEs in which HSBC has o significant vanisble interest.

Under IFRSs, HSBC consolidales entities m whidh it has a controlling interest. For SPEs, determinalion of the
entiy that holds the controlling interes involves o balanced nesessment of certain factors, including an snalyss
of riske md rewards incidental to their activities. HSBC s mterests in entities deemed to be VIE: may resull in
differences m accountmg snd disclosure reatment under US GAAF,

The following table annlyses FSBC s totnl consolidnted VIE nasets in 0 US GAAP balance sheet:

AL M Deeorinber
200 2008
U5Em FEtm
Clsificaton
Loans wrwd sdvances to custormers 23,4937 23843
Finsroal ipvedmraty 27T 4403
Tanpible foved musets 1817 2017
Ofhar asses B 256
e L

Of the 2006 total, USSA8,659 million (2008: US523,843 million ) represented meet-backed commercinl paper
conduits and securitization vehicles, and USS2.683 million (2005; US52,01 T million) represented infrastructure
prajects mad funds. The remmining balance consisted of guarmteed pension funds, investm ent fands, and other
entities, Certuim of these entities with nssets of npproximately US54, 145 million of 31 December 2006 (2005;
1U8519,475 million ) were consolidated by HSBC i #s IFRSs finmcial statenvents, There was no significant
mpact on net income urder TS GAAR for the vear ended 31 December 2006 = a result of consolidating these
ViEs,

HEEC alzo had senficant mvoboement m, but was nat the prmmry bepeficiry of, VIE= with tatal assets af
wmq'un de'}' 1SS 108 % hilbon [ 2E05: USERE,2 talliend, i'n.chd.'ﬂg wvset backed commerceal T conduits and
securilsation vehicles with sseets of approximately US$32.5 ballion (200%; U5514.7 billion), infrastruchare
projects md funds of spproxmately US56.0 ballion (2005: U5%6.2 ballion ), and mierests m investment funds,
low income housing tax credit partnerships, guarateed pension fimds, government debd resrudunng
programmes ad other enlilies. HSBC s maxomiim exposure to loss in relafion 1o these entitbes was estimaled al
15519.8 billion (2003 : US559.7 billion ) which arose from guarantees, retamed interests and recourse liabilities
HEBC was aleo involved in other investment fiunds and smmilar entitics that are considered VIEs for which s
invelvement was limited to the of ndministralor, invesiment adviser, or other service provider,

In addition, HSBC had s interest m certam capital fundmg vehicles that are consolidiged under IFRSs,
However, under 178 GAAP, these vehicles were nol recognised on HSBC"s balance sheet becanse it was not the
primay beneficiary.

Conzsolidated cash flow staternent

HSBEC prepares ite cash flow datement in accordmce with LIAS T *Ciash Flow Stalements’, which is conszstent
with the objectives md principles of 3FAS 95 *Statement of Cash Flows" as amended by SFAS 104 *Statem ent
of Cagh Flows — Net Reportmg of Certain Cash Recerpts and Cash Payments and Classification of Cash Flows
from Hedging Transactions'.

Securitisations
HSBC Finance

Followmg the acquisitean of HSBEC Finmnce i 2003, HSBC increased its securitimtion activity and the following
discussion relates only to HSBC Finemce's securdlisalion actavitics including securitised credit cwrd receivables
transfemred to HSBC Bmk USA. In other HSBC entsties such activities do nod represent a signdficant port of
HSBC"s business and retained interests in secuntisaions are not significant.

In the thied quanter of 2004, HEBC began to structare all new collateralised Rindmg ranssctions g secured
financings In asecured financing, the underlying recenvables and debl remain on HSBC's balance sheet HSBC
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does nal recognise a gum in o secmed finmeing trmsadion. Al 31 December 20046, secured fmancmgs of
U5523.9 billion mchided in long-term debd were secured by U5530.5 billion of customer loans

Prior to ihe third quaster of 2004, HSBC sold MasterCard and Visaprivaie label, personal non-credit card and
wehicle finonce loans m varsoes securitisntion transadions. HSBC coatimues to service snd receive servicing fees
on ihe oatstanding babance of these securiised lome mnd retnine rights to fature cash flows aneing from the loane
after the investors receive their contructual returm. HSBC has also, in ceriain cases, refamed other mbeordinnted
miterests in these securitisations These trmsacdions resall i the recording of mieres-only stnp receavables,
which represent the vahue of the future residunl cash flows from secunbised lomns, The mvestors md the
securtbsation trusts hove oaly limited recouwrse to HSBC newets for foihere of debtors to piy. That recoarse is
himited to HSBC s rights to fiture cash flows sand my subordinated interest retined. Servicmg assets and
habilities are not recognised m conjunction with securitisatons smoe HSBC receives adequale compensation
relative o current markel rates to cervice the loans sold

Securitisation-related revenue mehides moome ssoeciated with the current and prior period securitission of
honns with limited recourse structured ns sales under US GAAP. Such moome mnclodes gnms on sales, net af the
etimate of probabile credit losses under the recourse provisions, servicing income and excess spread relating to

those loans
The following table provides a summinry of securiisation revenus:
006 00 00
U5 %m 2Em FS%m
Hal rvtinl pams - - e
Hetl replensherend gama from revelving ssamibsabon Ei) i A4
Sereving revemie and eoowis jpread a8 212 a8
Ctber = -] =
Tobsl seomtsation revenise 199 312 1,008

Certmin revolving securitisation tnass, asch as creds cands, ore established of fixed levels and require freqean?
eales of new boan balences imto the truss to replace lomns ns they mun off. These replenishments totalled
USS6 billion m 2006 (2005: USS17.5 billioa) Cash flows received from securitisatzon trusts were ns follows:

Persrmal
Foeal estate Vehikle MasterCard Private  non-credi
secured finance Wisa labed card Total
VS USEm TEEn USSm USEm UShm
00
Froceods from indasd peontinbong - - - - - -
Bervicing feen recen 4l - 16 = = 10 0
Cthar cagh Oows pecaived on melamed
nbsreds - ar s n 18 23
2005
FProtesds from midisd sconbiabions - - - - - -
Serncing fees reoern od - & w7 20 a8 Fil ]
Other cuch Bowrs récerved on retamiasd
mtereds! - a0 3 1] 42
2004
Prosmads froin didial seoantitabions = - 50 190 -
Saricing foes reoe el 1 B 125 b2t 1.3} 52
Cither cash fows pecaived on relamed
misreds 4 o] Tas 252 & LA

1 Orwer cxls flover sveliatad ol cack v from irseren-ondy corp recenvables, sxcluding semacing e,

Al 31 December 2006, the sensitivity of the current fuir valie of the mterest-only dnp recervables fo an
mumedeate 10 per cent and 20 per cent unfirvouruble change i asamptions are presented i the table bebow.
These sensitivities are based on asumpdions used to value interest-only strip receivables at 31 December 2006,
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Ferseaal
Viehichs Caedi noe-crediE
TNnamee eard card
Corymg valoe (far vabse) of mbered only sep recemsb les
(EESE ralhons) (] 9 1
Waghted average life (m yean) 0.7 o3 03
Fayment gpeeed assumption {anmual et} Td3bs SRS il
Ermpact on Fur vakie of 10% adverse changs
TS mullion=) = {1 =
Impect on Fer velus of 20%% adverss changs
54 malleons) (1) {r] -
Expected aredit losses (aorual rabe) 100%s AT ]
Irmpact on Eier valus of 10%% adverse change
{UEY onllsons) (4] = -
Iregract on Fiee valus of 20% sdverss changs
355 rrvillsors) =] i LE¥
Dmgoount rate for resihual cazh Dowrs Girroad rade) 0% et L%
Impact on fer value of 10%% adverse change
LIS mullsonsy - = =
trepact on Frer valus of 20%% adverss changs
(154 rrllsoesy [§1] - -
Varishle rebumns {0 wrrestors (el rale) - 4Ty Gy
Empact on Fer value of 10%% adverss changs
UES mallvons) - {1} -
Irrpwct on fer value of 20% ndverse changs
I3E realleona - i3 [ed]

These sensitivities e hypotheticn] md shonld not be considered to be predictive of future performance, As the
figueres mdscate, the change m fur value based on a 10 per cent variation in assumptions cannol necessanly be
extrapolmted because the relationshp of the chmge m assumgtion to the chaoge m fur value may not be lmeor.
Also, i this table, the effect of o variation in o particular ssumption oo the fair valoe of the residual cosh flow s
calculated independently from any change in another assmumption. 1o reality, changes in one fsctor may
contribute to changes in mather (for example, increases in market mberest rates may result m bover
prepayments) which might magnify or counteract the sensitivities. Furthermore, the estimated far valies as
dhsclosed ghouldnot be comsidered indicative of Rinare camings on these o,

Stntic pood credit losses sre caloulabed by samaming sctund snd projected funare credit losses md dividing them by
the onginnl balance of ench pool of meset. Due to the shom-term revalving nture of MasterCerd, Vi, snd
privide Inbel loan balances, the weighted mvemge percentage of static pool credit bosses 18 not considered to be
materally different from the weighted avemge charge-off sssumptions used m determming the fuir value of
inderest-only strip receivables in the ftable above, At 31 December 2006, satic pool credit losses for vehicle
finance loans securtised in 2003 were edimated to be 10 per cent.

Activities of other North American sabsidiarie

Through its North American operaiing subsidinnes, HSBC began sequirmg resadential morgage loans from
unrelated third partees B the middle of 2005 with the intention of securitsing those loans. In 2006, certain lonns
ongmated by HSBC were also included m ihis securitisntion program . HSBC does nol service loans soquired
from third parties in connection with these secunitisations.

In addition to securitising loans, HEBC also secursiizes the net inerest margm (NIM) associated with certain
interests it retaing from hdm securitsations. A NIM securitisation is & strechared finance ranssoion backed by
the cash {lows on certain classes of retaimed interests in bosn securitisalions, primarily residaal intereste. The
nobes mmed in a NIM securitisaiion are collalernlised by the excess sprend left afi er abeorbing sy realised
loeses mnd sntisfymg ihe required over collmerlisation levels i the enderlying securitisation deal.

HSBC recarded pre-tax gums of US5113 mallion (2005: USE3 milleon ) from securdisalion trmsact ions. Proceeds
recerved from new securitsations were USS1E ballion (2005; US3576 million ), md cish flows from retained
inderests were 118535 mallvon and {2005: USS7T milﬁnn].
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In cannection with the securitistions, HSEC s reltamed inderests mehade mvestment prade certificates of
US8316 million and cther residisal mierests of US%176 million af 31 December 2006, Fesphsn] miereds of
UZE14 million were retained at 31 December 2005, Retained interedts are recorded in tracing assets md are
medsured & fwr value Investment grade certificates are valied using quoted maket prices. Key asumptions
used durmg 2006 and 2003 i measuring the fair valoe of residoal mierests af the date of securitEation are
presented in the table bilaw,

a0E 2008
Expected waghted srerage life (m years) 21 =27 |
Fayrent speed asmumption (el be) RS- M 45.00%
Expected oredit losoes {anmial re) 244 T &
Diimoount rate on reswdun] cagh fovres {anmuial rate) 150 - Xy 200

Ky economic nesumgptions used in m ensuring the far vale of residunl imterests in motgme lams
eecuriiisadions mnd the sensitivity of the current foar vadues of ressdunl mterests to changes in those
wre presented m the table below:

e 2005
Expacted weighted average life (in yaes) L7-25 3
Fayrret speed xosmphon (el rabe) 35— 450%
Impact on faer value of 10% wdverse change (U155 melhions) (£:5] {13
Irpact on (e valus of 2004 sdverse chanpge (U125 mellions) an (2
Expected credit logees {annual rate) 12 -5 H0n%
Impact on D value of 10% sdverse change (UES mellions) 25
It on feervalus of 200 sdverse changs (UES meilions) 1y =
Dhscound rate of resedual cash flows (imial raba) 150 - 280 200
bt oo faar value of (0% sdverse dunge (USE mullionz) i -
Impadt oo G value of 20% advene dunge (UES milhons) 1% {1y

These sensitivaties wre hypothetical md should not be considered 1o be predsctive of future performance. Asthe
figures indicate, the change m fmr value based on a 10 per cent variaion in ssumplions cannol necessarily be
extrapolated becatse the relatbonship of the change in asmamption 1o the change in fair vale may not be linear.
Also, in this table, the effed of a vaniation in a particular assumplion on the fazr value of the retained mterests is
calculsted independently frem any change in another assmmption. In realiy. changes in one factor may
cantribute to chamges in mother (for example, mereases in marke! mierest rles may resall m lower
prepayments b which might megnify or counternct the sensitivties,

Future US GAAP sccounting developments

The Finmeinl Accoanting Standeeds Bowrd (‘FASB") has issued the following necounting standaeds, which wall
become fully effective in futre financinl dabements

In Jume 2006, the FASE izmued Interpretation Wo. 48, ‘Accounting for Uncertumiy in Income Tmes - m
Interpretation of FASE Statemient Mo, 109 (FIN 48} FIN 48 edabhishes threshold and measurement aiributes for
Imancinl datement measurement and recognition of tax positions taken of expeded 1o be iaken n @ tax refum.

FIM 48 alzo provides guidance on derecognition, classifieation, interest and penalties, accounting m inlerim periods,
disclosure md trmsdtion. FIN 48 is effective for fiscal years beginnmg affer 13 December 2006, Adeption of FIN 48
i not expected to hive a material effect on the US GAAP mfomation in HSBC's financeal safem efile

In September 2006, the FASE izsued SFAS 157 “Fair Vahie Measuwements'. SFAS 157 defines fair value, establishes
o framework for measiring fair value in U3 GAAP and requires expanded disclosures shout fair value
mensuremants. SFAS 157 applies ander many other extant US GAAP accounting pronouncements which peescribe
that fair value is the relevant mensurement, althomgh the Statement does not extend the use of fair value for
memsurement parposes, SFAS 157 is effective for fiscal years beginning nfter 15 November 2007, HSBC is currently
evnlaating the impact that adoption of SFAS 137 will have an its US GAAP financial statements,

In Febranry 2007, the FASE ismed SFAS 159 “The Fuir Value Option for Finmcinl Assets mnd Finmcial Linbilittes”
SFAS 159 creates a fnr value option under which an entity may imevocably elect fur valie as the mitial and
mbsequent memremeant abnbute for cenmin finmeinl nssets md lisbilities on & contract-by -contmct basis, with
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HEBC HOLDINGS FLC

MNotas on tha Financial Stataments (continued)

Nate &3/ Shereholoder spformation

changes in fair value recognised m eamings as thew chimges occur. 8FAS 159 i effective as of the begmnmg of the
first fiecal year begmnmg after 15 Movember 2007, HSBC s currently sudymg the effect that adoption of SFAS 159
will harve o itz U5 GAAP fmancial et ements.

742/764



EDINETOOOO
O00oDOo0ooOoooooo0ooo0oooOooE27071)
oOoOooodn

2007 12 31

(1)

2007 12 31 43
(2)
2007 12 31 45
| FRS
2011 12 31
(1)
| FRS
SPE SPE
Il AS 27 sIc 12
Il AS 27
SPE SPE

SPE

I FRS

(2)

I FRS
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| FRS | AS 36
2008 12 26 2010
20
(3)
| FRS
| FRS
2010 31
(4)
| FRS
(1 AS 27 )
(5)
| FRS
| AS 36
20

(6)

I FRS
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I AS 39

(7)

I FRS

Il FRS

2005 12 27
2006

(8)

I FRS

I AS 19
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(9)

I FRS

I AS 39 I AS 37
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(12)

I FRS
I AS 39

(13)

I FRS
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2012 10 30

(1)

(2) 2012 10 30

(3) 2012 10 30

(4) 2012 10 30

(5) 2005 2012 10 30
2005 12 31

(6) 2006 2012 10 30

2006 12 31
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Independent Auditor's Report to the Members of HSBC Holdings pic

We have audited the Group and parent company financial statements (the ‘financial statements’) of HSBC Holdings
plc for the year ended 31 December 2007 which comprise the Group Income Statement, the Group and parent
Company Balance Sheets, the Group and parent Cash Flow Statements, the Group Statement of Recognised Income
and Expense, the Company Statement of Changes in Equity and the related notes. These financial statements have
been prepared under the accounting policies set out therein. We have also audited the information in the Directors’
Remuneration Report that is described as having been audited.

This report is made solely to the company’s members, as a body, in accordance with section 235 of the Companies
Act 1985 and, in respect of the separate opinion in relation to International Financial Reporting Standards (‘IFRSs’)
as issued by the International Accounting Standards Board (‘IASB’), on terms that have been agreed. Our audit work
has been undertaken so that we might state to the company’s members those matters we are required to state to
them in an auditor’s report and, in respect of the separate opinion in relation to IFRSs as issued by the IASB,
those matters that we have agreed to state to them in our report, and for no other purpose. To the fullest extent
permitted by law, we do not accept or assume responsibility to anyone other than the company and the company’s
members as a body, for our audit work, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the Annual Report, the Directors’ Remuneration Report and the financial
statements in accordance with applicable law and IFRSs as adopted by the EU are set out in the Statement of
Directors’ Responsibilities on page 333.

Our responsibility is to audit the financial statements and the part of the Directors’ Remuneration Report to be
audited in accordance with relevant legal and regulatory requirements and International Standards on Auditing (UK
and Ireland).

We report to you our opinion as to whether the financial statements give a true and fair view and whether the
financial statements and the part of the Directors’ Remuneration Report to be audited have been properly prepared in
accordance with the Companies Act 1985 and, as regards the group financial statements, Article 4 of the IAS
Regulation. We also report to you whether in our opinion the information given in the Directors’ Report is
consistent with the financial statements.

In addition we report to you if, in our opinion, the company has not kept proper accounting records, if we have not
received all the information and explanations we require for our audit, or if information specified by law regarding
directors’ remuneration and other transactions is not disclosed.

We review whether the Corporate Governance Statement reflects the company’s compliance with the nine provisions
of the 2006 Combined Code specified for our review by the Listing Rules of the Financial Services Authority, and
we report if it does not. We are not required to consider whether the board’s statements on internal control cover
all risks and controls, or form an opinion on the effectiveness of the group’s corporate governance procedures or its
risk and control procedures.

We read the other information contained in the Annual Report and Accounts 2007 and consider whether it is
consistent with the audited financial statements. We consider the implications for our report if we become aware of
any apparent misstatements or material inconsistencies with the financial statements. Our responsibilities do not
extend to any other information.

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the
Auditing Practices Board. An audit includes examination, on a test basis, of evidence relevant to the amounts and
disclosures in the financial statements and the part of the Directors’ Remuneration Report to be audited. It also
includes an assessment of the significant estimates and judgments made by the directors in the preparation of the
financial statements, and of whether the accounting policies are appropriate to the group’s and company’s
circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance that the financial statements
and the part of the Directors” Remuneration Report to be audited are free from material misstatement, whether
caused by fraud or other irregularity or error. In forming our opinion we also evaluated the overall adequacy of the
presentation of information in the financial statements and the part of the Directors’ Remuneration Report to be
audited.

Opinion
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In our opinion:
e the Group financial statements give a true and fair view, in accordance with IFRSs as adopted by the EU, of the
state of the Group’s affairs as at 31 December 2007 and of its profit for the year then ended;
e the parent company financial statements give a true and fair view, in accordance with IFRSs as adopted by the
EU as applied in accordance with the provisions of the Companies Act 1985, of the state of the parent
company’s affairs as at 31 December 2007,
e the financial statements and the part of the Directors’ Remuneration Report to be audited have been properly
prepared in accordance with the Companies Act 1985 and, as regards the group financial statements, Article 4 of
the 1AS Regulation; and

e the information given in the Directors’ Report is consistent with the financial statements.
Separate opinion in relation to IFRSs

As explained in Note la on the Group financial statements, the Group in addition to complying with its legal
obligation to comply with IFRSs as adopted by the EU, has also complied with IFRSs as issued by the 1ASB. In
our opinion, the Group financial statements give a true and fair view, in accordance with IFRSs, of the state of the
Group’s affairs as at 31 December 2007 and of its profit for the year then ended.

KPMG Audit Plc 3 March 2008
Chartered Accountants
Registered Auditor
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Independent Auditor's Report to the Members of HSBC Holdings pic

We have audited the Group and parent company financial statements (the ‘financial statements’) of HSBC Holdings
plc for the year ended 31 December 2006 which comprise the Group Income Statement, the Group and parent
Company Balance Sheets, the Group and parent Cash Flow Statements, the Group Statement of Recognised Income
and Expense, the Company Statement of Changes in Equity and the related notes. These financial statements have
been prepared under the accounting policies set out therein. We have also audited the information in the Directors’
Remuneration Report that is described as having been audited.

This report is made solely to the company’s members, as a body, in accordance with section 235 of the Companies
Act 1985. Our audit work has been undertaken so that we might state to the company’s members those matters we
are required to state to them in an auditor’s report and for no other purpose. To the fullest extent permitted by law,
we do not accept or assume responsibility to anyone other than the company and the company’s members as a
body, for our audit work, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the Annual Report, the Directors Remuneration Report and the financial
statements in accordance with applicable law and International Financial Reporting Standards (IFRSs) as adopted by
the EU are set out in the Statement of Directors’ Responsibilities on page 290.

Our responsibility is to audit the financial statements and the part of the Directors’ Remuneration Report to be
audited in accordance with relevant legal and regulatory requirements and International Standards on Auditing (UK
and lIreland).

We report to you our opinion as to whether the financial statements give a true and fair view and whether the
financial statements and the part of the Directors’ Remuneration Report to be audited have been properly prepared in
accordance with the Companies Act 1985 and, as regards the group financial statements, Article 4 of the IAS
Regulation. We also report to you whether in our opinion the information given in the Directors’ Report is
consistent with the financial statements.

In addition we report to you if, in our opinion, the company has not kept proper accounting records, if we have not
received all the information and explanations we require for our audit, or if information specified by law regarding
directors’ remuneration and other transactions is not disclosed.

We review whether the Corporate Governance Statement reflects the company’s compliance with the nine provisions
of the 2003 Combined Code specified for our review by the Listing Rules of the Financial Services Authority, and
we report if it does not. We are not required to consider whether the board’s statements on internal control cover
all risks and controls, or form an opinion on the effectiveness of the group’s corporate governance procedures or its
risk and control procedures.

We read the other information contained in the Annual Report and Accounts 2006 and consider whether it is
consistent with the audited financial statements. We consider the implications for our report if we become aware of
any apparent misstatements or material inconsistencies with the financial statements. Our responsibilities do not
extend to any other information.

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the
Auditing Practices Board. An audit includes examination, on a test basis, of evidence relevant to the amounts and
disclosures in the financial statements and the part of the Directors’ Remuneration Report to be audited. It also
includes an assessment of the significant estimates and judgments made by the directors in the preparation of the
financial statements, and of whether the accounting policies are appropriate to the group’s and company’s
circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance that the financial statements
and the part of the Directors’ Remuneration Report to be audited are free from material misstatement, whether
caused by fraud or other irregularity or error. In forming our opinion we also evaluated the overall adequacy of the
presentation of information in the financial statements and the part of the Directors’ Remuneration Report to be
audited.

Opinion

In our opinion:

e the Group financial statements give a true and fair view, in accordance with IFRSs as adopted by the EU, of
the state of the Group’s affairs as at 31 December 2006 and of its profit for the year then ended;
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e the parent company financial statements give a true and fair view, in accordance with IFRSs as adopted by the
EU as applied in accordance with the provisions of the Companies Act 1985, of the state of the parent
company’s affairs as at 31 December 2006;
e the financial statements and the part of the Directors’ Remuneration Report to be audited have been properly
prepared in accordance with the Companies Act 1985 and, as regards the group financial statements, Article 4 of
the 1AS Regulation; and

e the information given in the Directors’ Report is consistent with the financial statements.

KPMG Audit Plc 5 March 2007
Chartered Accountants
Registered Auditor
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