THIS DOCUMENT IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION. If you are in
any doubt about the contents of this document or as to the action you should take, you should seek your
own personal financial advice immediately from your stockbroker or other registered dealer in securities,
bank manager, solicitor, accountant or other independent financial adviser duly authorised under the
Financial Services and Markets Act 2000.

A copy of this document, which comprises supplementary listing particulars relating to the New HSBC Ordinary
Shares prepared in accordance with the listing rules of the UK Listing Authority made under section 74 of FSMA,
has been delivered to the Registrar of Companies in England and Wales for registration as required by section 83
of that Act. This document is supplementary to, and should be read in conjunction with, the Listing Particulars
dated 26 February 2003 and the Supplementary Listing Particulars dated 5 March 2003, both relating to the
acquisition of Household International, Inc. by a wholly owned subsidiary of HSBC Holdings plc and the issue of
up to 1,405,726,378 ordinary shares of US$0.50 each in HSBC Holdings plc. The definitions used or referred to
in the Listing Particulars apply in this document (except in Part I) unless the context otherwise requires.

Applications have been made to the UK Listing Authority and to the London Stock Exchange for the New HSBC
Ordinary Shares to be admitted to the Official List and to trading on the London Stock Exchange’s market for
listed securities respectively, to the Hong Kong Stock Exchange for listing of, and permission to deal in, the New
HSBC Ordinary Shares and to the New York Stock Exchange and Euronext Paris for listing of the New HSBC
Ordinary Shares. Application has been made for HSBC ADSs representing New HSBC Ordinary Shares to be
listed on the New York Stock Exchange.

HSBC <>

HSBC Holdings plc

(Incorporated and registered in England and Wales with registered number 617987)

SECOND SUPPLEMENTARY LISTING PARTICULARS

relating to
the acquisition of
Household International, Inc.
by a wholly owned subsidiary of HSBC Holdings plc

and

the issue of up to
1,405,726,378 ordinary shares of US$0.50 each in HSBC Holdings plc

Cazenove & Co. Ltd. is acting for HSBC Holdings as sponsor in connection with the applications for the New
HSBC Ordinary Shares to be admitted to the Official List and to trading on the London Stock Exchange’s market
for listed securities and will not be responsible to anyone other than HSBC Holdings for providing the protections
afforded to customers of Cazenove & Co. Ltd. or for providing advice in relation to the applications.




Table of Contents

Page
Part I  Household’s Annual Report for 2002 1
Part I Unaudited Restatement of Household Financial Information 156

Part III Additional Information 165



Part I Household’s Annual Report for 2002

It was stated in the Listing Particulars dated 26 February 2003 that supplementary listing particulars containing
extracts from Household’s audited accounts for the year ended 31 December 2002 will be published.
Consequently, Household’s Annual Report for the year ended 31 December 2002, which was published and filed
on Form 10-K with the SEC on 25 March 2003, is set out in full in this Part I.

UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K
(Mark One)

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2002

or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to
Commission file number 1-8198

Household International, Inc.

(Exact name of registrant as specified in its charter)

Delaware 36-3121988
(State of incorporation) (L.R.S. Employer Identification No.)
2700 Sanders Road
Prospect Heights, Illinois 60070
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (847) 564-5000
Securities registered pursuant to Section 12(b) of the Act:
Title of Each Class Name of Each Exchange on Which Registered

Common Stock, $1 par value New York Stock Exchange and Chicago
Stock Exchange
Series A Junior Participating Preferred Stock Purchase Rights (attached to and

transferable only with the Common Stock) New York Stock Exchange
5% Cumulative Preferred Stock New York Stock Exchange
$4.50 Cumulative Preferred Stock New York Stock Exchange
$4.30 Cumulative Preferred Stock New York Stock Exchange
Depositary Shares (each representing one-fortieth share of 8'/4% Cumulative

Preferred Stock, Series 1992-A, no par, $1,000 stated value) New York Stock Exchange
Depositary Shares (each representing one-fortieth share of 7.50% Cumulative

Preferred Stock, Series 2001-A, no par, $1,000 stated value) New York Stock Exchange
Depositary Shares (each representing one-fortieth share of 7.60% Cumulative

Preferred Stock, Series 2002-A, no par, $1,000 stated value) New York Stock Exchange
Depositary Shares (each representing one-fortieth share of 7°4% Cumulative

Preferred Stock, Series 2002-B, no par, $1,000 stated value) New York Stock Exchange
8.875% Adjustable Conversion-Rate Equity Security Units New York Stock Exchange
Guarantee of 8.25% Preferred Securities of Household Capital Trust I New York Stock Exchange
Guarantee of 7.25% Preferred Securities of Household Capital Trust IV New York Stock Exchange
Guarantee of 10.00% Preferred Securities of Household Capital Trust V New York Stock Exchange
Guarantee of 8.25% Preferred Securities of Household Capital Trust VI New York Stock Exchange
Guarantee of 7.50% Preferred Securities of Household Capital Trust VII New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act:
None

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file
such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes No O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and
will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference
in Part III of this Form 10-K or any amendment to this Form 10-K. O

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Act). Yes No O

The aggregate market value of the voting common stock held by nonaffiliates of the registrant at March 19, 2003 was
approximately $13.503 billion. The number of shares of the registrant’s common stock outstanding at March 19, 2003 was
474,631,342.

DOCUMENTS INCORPORATED BY REFERENCE

None.
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PART I

Item 1. Business.
Introduction

Household International, Inc. (“Household”) has entered into a merger agreement with HSBC Holdings
plc (“HSBC”) pursuant to which HSBC will acquire Household in 2003, subject to the terms and conditions
of the merger agreement. As a result of this merger, Household will no longer be a public company. However,
Household and Household Finance Corporation (“HFC”), Household’s wholly owned subsidiary, will
continue to file periodic reports with the United States Securities and Exchange Commission (the “SEC”) in
a reduced disclosure format as permitted by SEC rules following the merger as wholly owned subsidiaries of
HSBC. This Form 10-K does not reflect or assume any changes to Household’s business as a result of the
merger and does not discuss the impact of the merger on Household’s compensation policies, employment
arrangements, liquidity, capital or reportable segments. For material information regarding the merger,
including its impact on Household, please see Household’s definitive proxy statement for the special meeting
of its shareholders to be held on March 28, 2003, which was filed with the SEC on February 26, 2003, and the
supplemental proxy materials, which were filed with the SEC on March 19, 2003.

General

Household is principally a non-operating holding company. Household’s subsidiaries primarily provide
middle-market consumers with several types of loan products in the United States, the United Kingdom,
Canada, the Czech Republic and Hungary. Household and its subsidiaries (including the operations of
Beneficial Corporation (“Beneficial”’) which we acquired in 1998) may also be referred to in this Form 10-K
as “we,” “us” or “our.” We offer real estate secured loans, auto finance loans, MasterCard* and Visa* credit
cards, private label credit cards, tax refund anticipation loans, retail installment sales finance loans and other
types of unsecured loans, as well as credit and specialty insurance products. At December 31, 2002, we had
approximately 31,000 employees and over 50 million active customer accounts.

At December 31, 2002, consumers residing in the state of California accounted for 14% of our managed
domestic consumer receivables. We also have significant concentrations of managed domestic consumer
receivables in Florida (6%), New York (6%), Texas (5%), Illinois (5%), Ohio (5%) and Pennsylvania (5%).
No other state accounts for more than 5% of our receivables.

Our summary financial information is set forth in Item 6. “Selected Financial Data.”

Household was created as a holding company in 1981 as a result of a shareholder approved restructuring
of HFC, which was established in 1878. Our operational focus is on those areas of consumer financial services
that we believe offer us the best opportunity to achieve appropriate risk-adjusted returns on our capital. From
late 1994 through 1997 we exited from several businesses that were providing insufficient returns on our
investment, such as our conforming first mortgage origination and servicing business in the United States and
Canada, our individual life and annuity business, our consumer branch banking business, and our student loan
business. Since 1997 we have:

« strengthened our branch-based consumer lending operation and private label credit card businesses
with selected acquisitions, including Transamerica Financial Services Holding Company in 1997,
Beneficial in 1998 and a $2.2 billion portfolio acquisition in 2000;

 expanded into the United States nonprime auto lending industry, principally with the acquisition of
ACC Consumer Finance Corporation in 1997,

* repositioned our United States MasterCard* and Visa* credit card business to de-emphasize
undifferentiated credit card programs and focus on co-branded and affinity relationships. In addition, we

* MasterCard is a registered trademark of MasterCard International, Incorporated and Visa is a registered
trademark of Visa USA, Inc.



initiated secured and unsecured credit card programs to target nonprime consumers through the
acquisition of Renaissance Holdings, Inc. in 2000;

* developed additional distribution channels for our products, such as through the Internet and co-
branding opportunities with retail merchants and service providers; and

 created a business to acquire nonconforming mortgage loans originated by unaffiliated third-party
lenders and to originate nonconforming mortgage loans through third-party brokers. This business
allows us to access new customers and leverage our origination and servicing capabilities in the United
States.

Recent Developments.

* On November 14, 2002, Household and HSBC, a public limited company incorporated in England and
Wales, jointly announced that they had entered into a definitive merger agreement pursuant to which
HSBC will acquire Household, subject to the terms and conditions of the merger agreement. Promptly
following shareholder approvals of the merger, the merger will be completed and Household will
become a wholly owned subsidiary of HSBC.

e On October 11, 2002, we reached a preliminary agreement with a multi-state working group of state
attorneys general and regulatory agencies to effect a nationwide resolution of alleged violations of
federal and state consumer protection, consumer financing and banking laws and regulations with
respect to secured real estate lending from our retail branch consumer lending operations. This
agreement first became effective on December 16, 2002, with the filing of related consent decrees or
similar documentation in 41 states and the District of Columbia. Consent decrees, or similar
documentation, have now been filed in all 50 states and the District of Columbia. In the third quarter
of 2002, we recorded a pre-tax charge of $525 million ($333.2 million after-tax), which reflects the
costs of this settlement agreement and related matters.

 During the fourth quarter of 2002, in conjunction with our efforts to make the best use of our capital
and in recognition of the fact that the continued operation of Household Bank, f.s.b. (the “Thrift””) was
not in our long-term strategic interest, we completed the disposition of substantially all of the
remaining assets and deposits of the Thrift. The disposition of Thrift assets and deposits included the
sale of real estate secured receivables totaling $3.6 billion, the maturity of investment securities totaling
$2.2 billion and the sale of retail certificates of deposit totaling $4.3 billion. In the fourth quarter of
2002, we recorded a loss of $240.0 million (after-tax) with respect to the disposition of these assets and
deposits.

e Our net income was $1.6 billion in 2002, compared to $1.8 billion in 2001 and $1.6 billion in 2000. Our
operating net income (a non-GAAP financial measurement of net income that excludes the settlement
charge and expenses relating to our agreement with the states attorneys general and regulatory agencies
discussed above, and the loss on disposition of the assets and deposits of our Thrift) was $2.1 billion in
2002, a 15 percent increase over 2001 net income. Operating net income is an important measure in
evaluating trends for comparative purposes. Our diluted earnings per share was $3.22 in 2002, a
decrease of 18 percent from $3.91 in 2001. Diluted earnings per share was $3.40 in 2000.

Our improved operating net income was due to receivable and revenue growth. Receivable growth was
largely offset by higher securitization levels and asset sales of $6.3 billion, including $3.6 billion of
receivables that were sold as part of the disposition of the assets of our Thrift. Revenue growth was
partially offset by higher operating expenses to support portfolio growth and higher credit loss provision
due to the larger portfolio and uncertain economic environment. Our improved operating results in
2002 were offset by the attorneys general settlement charge and the loss on the disposition of the assets
and deposits of our Thrift, which collectively reduced net income by $573.2 million.

e During 2002, we took a number of steps as part of our liquidity management plans that reduced our
reliance on short-term debt and strengthened our position against market-induced volatility. These
steps included issuing long-term debt, establishing $6.25 billion in incremental real estate secured
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conduit capacity, completing real estate secured whole loan sales of $6.3 billion, disposing of our Thrift
assets and deposits, issuing common stock and other capital securities, issuing securities backed by
dedicated pools of home equity loan receivables of $7.5 billion and establishing an investment security
liquidity portfolio, which totaled $3.9 billion at December 31, 2002 including $2.2 billion which is
dedicated to our credit card bank. We intend to maintain an investment security portfolio for the near
future to protect us from unforeseen liquidity demands. This action will continue to adversely impact
our net interest margin and net income due to the lower return generated by these assets. Our
insurance subsidiaries also held an additional $3.1 billion in investment securities at December 31,
2002.

At December 31, 2002, we had exceeded our previously announced capital targets by generating
earnings, suspending our share repurchase program, restricting growth, selling assets and issuing
common stock and other capital securities. We strengthened our ratio of tangible equity to tangible
managed assets (“TETMA”) to 9.08 percent, compared to our target ratio of 8.50 percent and our
ratio of 7.57 percent at December 31, 2001. We also strengthened our ratio of common tangible equity
to tangible managed assets to 6.83 percent, compared to our target ratio of 6.70 percent and our ratio of
6.24 percent at December 31, 2001. TETMA and tangible common equity to tangible managed assets
are non-GAAP financial ratios that are used by certain rating agencies as a measure to evaluate capital
adequacy. The ratio of common and preferred equity to total managed assets, the most directly
comparable GAAP financial measure to TETMA, was 8.48 percent at December 31, 2002 and
7.55 percent at December 31, 2001.

We restated our consolidated financial statements for the years ended December 31, 1999, 2000 and
2001, and filed our amended annual report on Form 10-K/A on August 27, 2002, reflecting this
restatement. The restatement related to MasterCard and Visa co-branding and affinity credit card
relationships and a marketing agreement with a third party credit card marketing company. All were
part of our Credit Card Services segment. In consultation with our prior auditors, Arthur Andersen
LLP, we treated payments made in connection with these agreements that were entered into between
1992 and 1999 as prepaid assets and amortized them in accordance with the underlying economics of
the agreements. Our current auditors, KPMG LLP, advised us that, in their view, these payments
should either have been charged against earnings at the time they were made or amortized over a
shorter period of time. There was no significant change as a result of these adjustments on the prior
periods net earnings trends previously reported. The balance of retained earnings at December 31,
1998, was restated from amounts previously reported to reflect a retroactive charge of $155.8 million,
after tax, for these items.

Two of the three rating agencies (Standard & Poor’s and Fitch) that rate Household’s and our
subsidiaries’ debt and preferred securities took negative actions in response to the anticipated financial
impact resulting from our announcement of the multi-state settlement agreement with the states
attorneys general and the disposition of our Thrift, as described above. These rating actions were not
anticipated. Although our ratings are well within the investment grade ratings categories at all rating
agencies for all of our debt and preferred securities, these actions contributed additional volatility to the
trading of our debt and preferred securities and had the potential to limit our access to funding at an
acceptable cost. As a result of the pending merger with HSBC, the rating agencies have indicated that
their outlook with respect to Household has improved and trading in our debt and preferred securities
has returned to normal levels.

We are subject to ongoing regulation by the SEC, the Office of the Comptroller of the Currency
(“OCC”) and other US (federal and state) and foreign regulatory agencies, which agencies have
broad oversight, supervisory and enforcement powers. Within the scope of these powers, requests have
been made, to which Household has responded, for factual material surrounding our consumer
protection settlement with a multi-state working group of state attorneys general and regulatory
agencies, our 2002 restatement and certain other matters.

On March 18, 2003, without admitting or denying any wrongdoing, we consented to the entry of an
order by the SEC pursuant to Section 21C of the Securities Exchange Act of 1934, as amended (the
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“Exchange Act”). The order contains findings by the SEC relating to the sufficiency of certain
disclosures in reports we filed with the SEC during 2002. The SEC found that our disclosures regarding
our restructure policies fail to present an accurate description of the minimum payment requirements
applicable under the various policies or to disclose our policy of automatically restructuring numerous
loans and are therefore false and misleading. The SEC also found misleading our failure to disclose our
policy of excluding forbearance arrangements in certain of our businesses from our 60+ days
contractual delinquency statistics. The SEC noted that the 60+ days contractual delinquency rate and
restructuring statistics are key measures of our financial performance because they positively correlate
to charge-off rates and loan loss reserves. The SEC findings state that these disclosures violated
Sections 10(b) and 13(a) of the Exchange Act, and Rules 10b-5, 12b-20, 13a-1 and 13a-13 under the
Exchange Act. A copy of the consent order has been filed publicly with the SEC on a Current Report
on Form 8-K and is available from us upon request.

The consent order requires us to cease and desist from committing or causing any violations or future
violations of the provisions of and rules under the Exchange Act cited above. The order does not
require us to pay any fines or monetary damages. The SEC’s order does not require any restatement of
our financial results. We have agreed to the entry of the consent order, without admitting or denying
the SEC’s findings. See Item 7. “Management’s Discussion and Analysis of Financial Condition and
Results of Operations — Credit Quality — Account Management Policies.”

Operations

Our operations are divided into three reportable segments: Consumer, Credit Card Services and
International. Our Consumer segment includes our consumer lending, mortgage services, retail services and
auto finance businesses. Our Credit Card Services segment includes our domestic MasterCard and Visa credit
card business. Our International segment includes our foreign operations in the United Kingdom and Canada.
Information about businesses or functions that fall below the segment reporting quantitative threshold tests
such as our insurance services, refund lending, direct lending and commercial operations, as well as our
corporate and treasury activities, are included under the “All Other” caption within our segment disclosure.

We monitor our operations and evaluate trends on a managed basis, which assumes that securitized
receivables have not been sold and are still on our balance sheet. We manage our operations on a managed
basis because the receivables that we securitize are subjected to underwriting standards comparable to our
owned portfolio, are serviced by operating personnel without regard to ownership and result in a similar credit
loss exposure. In addition, we fund our operations, review our operating results and make decisions about
allocating resources, such as employees and capital, on a managed basis.

General

Across all reportable segments, we generally serve nonconforming and nonprime consumers. Such
customers are individuals who have limited credit histories, modest income, high debt-to-income ratios, high
loan-to-value ratios (for real estate secured products) or have experienced credit problems caused by
occasional delinquencies, prior charge-offs or other credit related actions. These customers generally have
higher delinquency and credit loss probabilities and are charged a higher interest rate to compensate us for the
additional risk of loss, where the loan is not adequately collateralized to mitigate such additional risk of loss,
and the anticipated additional collection initiatives that may have to be undertaken over the life of the loan. In
our MasterCard and Visa business, our retail services business, our mortgage services business and our
international businesses, we also serve prime consumers either through co-branding or merchant relationships
or unaffiliated mortgage originators.

We have taken substantial measures to enhance the profitability and improve operational control of our
businesses. We use our centralized underwriting, collection and processing functions to adapt our credit
standards and collection efforts to national or regional market conditions. Our underwriting, loan administra-
tion and collection functions are supported by highly automated systems and processing facilities. Our
centralized collection system is augmented by personalized early collection efforts. Maximizing our technology
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and otherwise streamlining our operations and reducing our costs has enabled us to improve our efficiency
through specialization and economies of scale and allows us to operate more efficiently than most of our
competitors.

We service each customer with a view to understanding that customer’s personal financial needs. We
recognize that individuals may not be able to timely meet all of their financial obligations. Our goal is to assist
consumers in transitioning through financially difficult times in order to expand that customer’s relationship
with Household. As a result, our policies and practices are designed to be flexible to maximize the
collectibility of our loans while not incurring excessive collection expenses on loans that have a high
probability of being ultimately uncollectible. Cross-selling of products, proactive credit management, ‘“hands-
on” customer care and targeted product marketing are means we use to retain customers and grow our
business.

Consumer

Our consumer lending business is one of the largest subprime home equity originators in the United
States as ranked by Inside B&C Lending. This business has approximately 1,300 branches located in 45 states,
32 million active customer accounts, $43.4 billion in managed receivables and 12,000 employees. It is
marketed under both the HFC and Beneficial brand names, each of which caters to a slightly different type of
customer in the middle-market population. Both brands offer secured and unsecured loan products, such as
first and second lien position closed-end mortgage loans, open-end home equity loans, personal non-credit card
loans, including personal homeowner loans (a secured high loan-to-value product that we underwrite and treat
like an unsecured loan), and sales finance contracts. These products are marketed through our retail branch
network, direct mail, telemarketing, strategic alliances and Internet sourced applications and leads.

Our mortgage services business purchases nonconforming first and second lien position residential
mortgage loans, including open-end home equity loans, from a network of over 250 unaffiliated third-party
lenders (i.e., correspondents). This business has approximately $17.0 billion in managed receivables, 220,000
active customer accounts and 1,850 employees. These purchases are either “flow” acquisitions (i.e., loan by
loan) or “bulk” acquisitions (i.e., pools of loans), and are made based on our specific underwriting guidelines.
We offer forward commitments to selected correspondent lenders to strengthen our relationship with these
lenders and to create a sustainable growth channel for this business. Decision One Mortgage Company, LLC,
a subsidiary of Household, was purchased in 1999 to assist us in understanding the product needs of mortgage
brokers and trends in the mortgage lending industry. Through more than 20 branch locations, Decision One
directly originates mortgage loans sourced by mortgage brokers.

Our retail services business is one of the largest provider of third-party private label credit cards in the
United States based on managed receivables outstanding. Our retail services business has over 70 active
merchant relationships with approximately $12.6 billion in managed receivables, 11 million active customer
accounts and 2,200 employees. Approximately 25 percent of our retail services receivables are in the furniture
industry, 34 percent are in the consumer electronics industry, 21 percent are in the powersports vehicle
(snowmobiles, personal watercraft, ATV’s and motorcycles) industry and approximately 12 percent are in the
home products or home improvement industry. These products are generated through merchant retail
locations, merchant catalog and telephone sales, application displays, direct mail and Internet applications.

Our auto finance business purchases, from a network of approximately 4,500 active dealer relationships,
retail installment contracts of consumers who do not have access to traditional, prime-based lending sources.
We also originate and refinance auto loans through direct mail solicitations, alliance partners and the Internet.
This business has approximately $7.4 billion in managed receivables and 2,000 employees. Approximately 75%
of our auto finance receivables are secured by “used” vehicles versus “new” vehicles. With a centralized
underwriting and funding business model, as well as a strong financial position to provide liquidity, we believe
our auto finance business is able to respond more quickly and provide better and more consistent service to
auto dealers than our competitors.



Credit Card Services

Our Credit Card Services business includes our MasterCard and Visa receivables in the United States,
including The GM Card®, the AFL-CIO Union Plus® (“UP”) credit card, a Household Bank branded card,
and the Orchard Bank card. This business has approximately $18.1 billion in managed receivables, 12 million
active customer accounts and 5,000 employees. According to The Nilson Report, this business is the eighth
largest issuer of MasterCard or Visa credit cards in the United States (based on receivables). The GM Card®,
a co-branded credit card issued as part of our alliance with General Motors Corporation (“GM”), enables
customers to earn discounts on the purchase or lease of a new GM vehicle. The UP card program with the
AFL-CIO provides benefits and services to members of various national and international labor unions. The
Household Bank and Orchard Bank branded credit cards offer specialized credit card products to consumers
underserved by traditional providers or are marketed in conjunction with merchant relationships established
through our retail services business.

Our MasterCard and Visa business is generated primarily through direct mail, telemarketing, Internet
applications, application displays, promotional activity associated with our affinity and co-branding relation-
ships, mass-media advertisement (The GM Card®), and merchant relationships sourced through our retail
services business. We also cross-sell our credit cards to our existing consumer lending and retail services
customers as well as our refund lending customers.

Although our relationships with GM and the AFL-CIO enable us to access a proprietary customer base,
in accordance with our agreements with these institutions Household owns all receivables originated under the
programs and is responsible for all credit and collection decisions as well as the funding for the programs.
These programs are not dependent upon any payments, guarantees or credit support from these institutions. As
a result, we are not directly dependent upon GM or the AFL-CIO for any specific earnings stream associated
with these programs. We believe we have a strong working relationship with GM and the AFL-CIO and are
not aware of any planned termination of these agreements in the near term.

International

Our United Kingdom business is a mid-market consumer lender focusing on customer service through its
branch locations and consumer electronics through its retail finance operations. This business offers secured
and unsecured lines of credit, secured and unsecured closed-end loans, retail finance products, insurance
products and credit cards (including the GM Card® from Vauxhall and marbles™, an Internet enabled credit
card). We operate in England, Scotland, Wales, Northern Ireland and the Republic of Ireland. We opened
offices in Hungary and the Czech Republic in 2001 and 2002, respectively, to facilitate the expansion plans of
one of our U.K. merchant alliances. We have made an offer to purchase a bank in Poland to continue our
expansion into Central Europe with this alliance in 2003. Loans held by our United Kingdom operation are
originated through a branch network consisting of 224 HFC and Beneficial Finance branches, merchants,
direct mail, broker referrals and the Internet. This business has approximately $7.2 billion in managed
receivables and 4,000 employees.

Our Canadian business was acquired by Household in 1933 and offers consumer real estate secured and
unsecured lines of credit, secured and unsecured closed-end loans, insurance products, revolving credit, private
label credit cards and retail finance products to middle and low income families. In addition, through its trust
operations, our Canadian business accepts deposits. These products are marketed through over 100 branch
offices in 10 provinces, direct mail, telemarketing, 70 merchant relationships and the Internet. This business
has approximately $1.5 billion in managed receivables, 675,000 customer accounts and 980 employees.

All Other

Through our insurance services operation, Household offers credit life, credit accident, health and
disability, unemployment, property, term life, collateral protection and specialty insurance products to our
customers. Such products currently are offered throughout the United States and Canada and are targeted
toward those customers typically under-insured by traditional sources. The purchasing of insurance products is
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never a condition to any credit or loan granted by Household. Insurance is directly written by or reinsured with
one or more of our subsidiaries.

Our refund lending business is one of the largest providers of consumer tax refund lending in the United
States. We currently have approximately 5,300 tax preparer relationships covering approximately 14,000
outlets (including 9,900 H&R Block and 546 Jackson Hewitt locations). We provide loans to customers who
are entitled to tax refunds and who electronically file their income tax returns with the Internal Revenue
Service. This business is seasonal with most revenues generated in the first three months of each calendar year.
The majority of customers who use this product are renters with average household incomes of $20,000 who
are entitled to refunds of greater than $2,000. In 2002 we originated approximately 7 million accounts and
generated a loan volume of approximately $10.7 billion.

Direct lending was formed to find new markets for Household’s existing consumer loan and loan-related
products, develop new product offerings, and test alternative (i.e., non-branch) distribution channels. The
areas of specific focus for direct lending include the Internet, alliance programs with other lenders to provide
nonprime/nonconforming products to their customers and direct mail initiatives. Direct lending has approxi-
mately $800 million in receivables and 200 employees.

Our commercial operations are very limited in scope and are expected to continue to decline. The
10 employees in this group manage the liquidation of the commercial loan receivables which were part of our
commercial lending portfolio that was discontinued in the early 1990’s. They also selectively invest in tax
advantaged low income housing projects to support community home ownership initiatives while allowing us
to obtain federal or state tax benefits. We have approximately $400 million in commercial receivables.

Funding

Our continued success and prospects for growth are dependent upon access to the global capital markets.
Numerous factors, internal and external, may impact our access to, and the costs associated with, these
markets. These factors may include our debt ratings, overall economic conditions, overall capital markets
volatility and the effectiveness of our management of credit risks inherent in our customer base.

As a financial services organization, we must have access to funds at competitive rates, terms and
conditions to be successful. During 2002, like other corporations dependent upon the capital markets for
funding, we experienced a significant change in the risk tolerance of fixed income investors. Following major
accounting scandals and the bankruptcy of significant global corporations, many investors lowered their
counterparty risk exposure to individual issuers and adjusted their portfolios to hold debt of higher rated credit
issuers. These developments created significant volatility in the fixed income markets.

On October 11, 2002, in response to the attorneys general settlement and the announced disposition of
our Thrift, two of the three national rating agencies (Standard & Poor’s and Fitch) that rate our securities
took negative action. S&P announced that it had revised its long-term and commercial paper debt ratings for
Household and its principal borrowing subsidiaries, including HFC, as follows: long-term debt from “A” to
“A—" and short-term debt from “A-1" to “A-2”. Fitch announced that it had placed the long-term and
commercial paper ratings of Household and each of its subsidiaries on “Ratings Negative Watch.” Moody’s
Investors Service affirmed all ratings for Household and HFC. These actions contributed to additional
volatility in the trading of our debt and preferred securities and presented the potential to limit access to
funding at an acceptable cost. As a result, we decided to accelerate efforts to meet our previously announced
capital target and, in October 2002, issued additional common stock and other capital securities. Following the
announcement of the pending merger with HSBC, S&P placed our ratings on “Positive” credit watch, Fitch
gave our ratings an “Evolving” rating watch and Moody’s placed our ratings on “Watch for Upgrade.” These
actions resulted in reduced volatility in the trading of our securities and enabled us to access the unsecured
debt markets at more attractive rates. If the merger with HSBC does not occur by March 31, 2003, we have
agreed to pay additional interest on certain debt issued after November 14, 2002 until the merger with HSBC
occurs. This additional interest, as of March 19, 2003, would be approximately $330,000 per day.
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As of March 19, 2003, Household’s long-term debt, together with that of HFC, Beneficial, and our
Canadian and U.K. subsidiaries, as well as the preferred stock of Household, have been assigned investment
grade ratings by all nationally recognized statistical rating organizations that rate such instruments. For a
detailed listing of the ratings that have been assigned to Household and our significant subsidiaries as of
March 19, 2003, see Exhibit 99.1 to this Form 10-K. We are committed to maintaining or improving our
current investment grade ratings.

We have funded our operations globally and domestically, using a combination of capital market debt and
equity, deposits and securitizations. Although we have in the past utilized our banking subsidiaries to provide
deposit funding, the sale of substantially all of our Thrift deposits in the fourth quarter of 2002 will
significantly reduce our access to deposits as a source of future funding. We do not anticipate that the
reduction in the use of our banking subsidiaries as a funding vehicle will have any material effect on our results
of operations or our ability to timely fund our operations, or will materially increase the costs associated with
our funding. We will continue to fund our operations in the global capital markets, primarily through the use
of securitizations, commercial paper, term bank financing, medium-term notes and long-term debt. We will
continue to use derivative financial instruments to hedge our currency and interest rate risk exposure. A
description of our use of derivative financial instruments, including interest rate swaps and foreign exchange
contracts, and other quantitative and qualitative information about our market risk is set forth in Item 7.
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” (2002
MD&A”) under the caption “Risk Management” and Footnote 11 of our consolidated financial statements
(“2002 Financial Statements”). We also maintain an investment portfolio, which at year-end 2002 was
approximately $7.6 billion. Approximately $3.1 billion of such investment securities were held by our
insurance subsidiaries and $3.9 billion, including $2.2 billion which was dedicated to our credit card bank, was
held in a liquidity portfolio.

Securitizations and secured financings of consumer receivables have been, and will continue to be, a
significant source of our liquidity. During 2002, we securitized approximately $10.1 billion of receivables
compared to $5.5 billion in 2001 and $7.0 billion in 2000. We securitize auto finance, MasterCard and Visa
credit card, private label credit card and personal non-credit card receivables. In addition, during 2002 and
2001, we issued securities backed by dedicated pools of real estate secured receivables in transactions
structured for accounting purposes as secured financings. The aggregate balance of the real estate secured
receivables supporting those transactions was $7.5 billion in 2002 and $1.5 billion in 2001. Based on our
current investment grade ratings, we have no reason to believe that we will not be able to timely access the
securitization and secured funding markets to support our operations.

In the securitizations and secured financing transactions, Household sells a dedicated pool of receivables
to a wholly owned bankruptcy remote special purpose entity for cash, which, in turn, assigns the receivables to
an unaffiliated trust that is a qualifying special purpose entity under Statement of Financial Accounting
Standards 140. Household continues to service the receivables and receives a servicing fee. In connection with
each transaction, we obtain opinions from nationally known law firms that the transfer of the receivables to the
special purpose entity qualifies as a “true sale” for legal purposes and that the entity would not be
“substantively consolidated” into any bankruptcy estate of the transferor.

Generally, in connection with these transactions we utilize credit enhancement to obtain investment
grade ratings on the securities to be issued by the securitization trust. Although many forms of enhancement
are available, in some transactions we assign loans in excess of the principal balance of the securities to be
issued by the trust. Cash flow from this “overcollateralization” and servicing fees to be paid to us in connection
with the transaction may be used to reduce the outstanding balance of these securities and/or may be used to
fund a cash account that is available to make payments on the securities in the event monthly collections on
the receivables are insufficient to pay the investors their contractual return. Therefore, our recourse is limited
to our rights to future cash flows and any subordinated interests we may retain. See “Securitizations and
Secured Financings” on pages 47 to 50 of our 2002 MD&A for further discussion. Based on historical
performance, we do not anticipate any material loss due to performance of any securitized or secured funding
pool of receivables. In other transactions, we purchase credit enhancement from a third party monoline
insurance company in the form of a payment guaranty.
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The limited operations of each securitization trust are administered by an unaffiliated financial institution
and are governed by a trust agreement that limits the trust’s permissible activities to those defined in the
agreement. The holders of the securities issued by each trust have the right to pledge or transfer their interests.

Additional information on our sources and availability of funding are set forth in the “Liquidity and
Capital Resources” and “Off-Balance Sheet Arrangements (Including Securitizations and Commitments),
Secured Financings and Contractual Cash Obligations” sections of our 2002 MD&A.

Regulation and Competition
Regulation

Consumer Lending. Our consumer finance businesses operate in a highly regulated environment. These
businesses are subject to laws relating to consumer protection, discrimination in extending credit, use of credit
reports, privacy matters, disclosure of credit terms and correction of billing errors. They also are subject to
certain regulations and legislation that limit operations in certain jurisdictions. For example, limitations may
be placed on the amount of interest or fees that a loan may bear, the amount that may be borrowed, the types
of actions that may be taken to collect or foreclose upon delinquent loans or the information about a customer
that may be shared. Our consumer branch lending offices are generally licensed in those jurisdictions in which
they operate. Such licenses have limited terms but are renewable, and are revocable for cause. Failure to
comply with these laws and regulations may limit the ability of our licensed lenders to collect or enforce loan
agreements made with consumers and may cause Household to be liable for damages and penalties.

There has been a significant amount of legislative activity, nationally, locally and at the state level, aimed
at curbing lending abuses deemed to be “predatory”. In addition, states have sought to alter lending practices
through consumer protection actions brought by state attorneys general and other state regulators. Legislative
activity in this area is expected to continue targeting certain abusive practices such as loan “flipping” (making
a loan to refinance another loan where there is no tangible benefit to the borrower), fee “packing” (addition of
unnecessary, unwanted and unknown fees to a borrower), “equity stripping” (lending without regard to the
borrower’s ability to repay or making it impossible for the borrower to refinance with another lender), and
outright fraud. Household does not condone or endorse any of these practices. We continue to work with
regulators and consumer groups to create appropriate safeguards to eliminate these abusive practices while
allowing middle-market borrowers to continue to have unrestricted access to credit for personal purposes, such
as the purchase of homes, automobiles and consumer goods. As part of this effort we have adopted a set of
lending best practice initiatives. These initiatives, which may be modified from time to time, are discussed at
our corporate web site, www.household.com under the heading “Customer Commitment”. As part of our
agreement with the state attorneys general and regulators, we also agreed to provide simplified and improved
lending disclosures and additional compliance controls over the loan closing process. Notwithstanding these
efforts, it is possible that broad legislative initiatives will be passed which will impose additional costs and rules
on our businesses. Although we have the ability to react quickly to new laws and regulations, it is too early to
estimate the effect, if any, these activities will have on us in a particular locality or nationally.

Banking Institutions. Effective July 1, 2002, we combined all of our credit card banks into a single
banking subsidiary of HFC chartered by the OCC. Effective January 30, 2003, we dissolved our Thrift and are
no longer a savings and loan holding company subject to the supervision of the Office of Thrift Supervision
(“OTS”). As a result of these actions, we now own a single bank, which issues only consumer credit cards.
During 2002, because deposits held at our banking institutions were insured by the Federal Deposit Insurance
Corporation (“FDIC”), the FDIC also had jurisdiction over them and was actively involved in reviewing their
financial and managerial strength. This supervision continues as to our credit card bank.

Our banking institution originates receivables in our MasterCard, Visa, and private label credit card
businesses. Prior to January 2003, the Thrift originated loans for our refund lending business, certain first
mortgage loans and other loans. Historically, these institutions improved our operational efficiencies by
offering loan products with common characteristics across the United States. Generally, these banking
institutions sold the receivables they originated to non-banking affiliates (also subsidiaries of Household) so
that Household could manage all of its customers with uniform policies, regardless through which legal entity
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a loan was made. In addition, this structure allowed us to better manage the levels of regulatory capital
required to be maintained at these banking institutions. In 2002, we were advised by the OTS, OCC and
FDIC that in accordance with their 2001 Guidance for Subprime Lending Programs, they would require
higher capital levels for institutions holding nonprime or subprime assets. These capital levels were greater
than the historical levels we had maintained at our subsidiary banking institutions. Household and HFC
agreed to maintain the regulatory capital of our institutions at these specified levels. Consistent with the need
to better manage these new capital requirements, we combined all of our credit card banks into a single credit
card banking subsidiary of HFC on July 1, 2002. Also on this date, the credit card bank sold all of its existing
receivables to non-bank HFC subsidiaries, which also purchase new receivables from the bank on a daily basis.
In addition, we sold substantially all of the assets and deposits of our Thrift in the fourth quarter of 2002. We
believe that these actions streamline and simplify our regulatory structure and optimize capital and liquidity
management. We do not expect that any of these actions will have a material adverse effect on our business or
our financial condition.

Our credit card banking subsidiary is subject to capital requirements, regulations and guidelines imposed
by the OCC and FDIC. During 2002, because deposits held at our banking institutions were insured by the
FDIC, the FDIC also had jurisdiction over them and was actively involved in reviewing their financial and
managerial strength. This supervision continues as to our credit card bank. For example, this institution is
subject to federal regulations concerning its general investment authority as well as its ability to acquire
financial institutions, enter into transactions with affiliates and pay dividends. Such regulations also govern the
permissible activities and investments of any subsidiary of a bank.

Our credit card banking subsidiary is also subject to the Federal Deposit Insurance Corporation
Improvement Act of 1991 (“FDICIA”) and the Financial Institutions Reform, Recovery, and Enforcement
Act of 1989 (“FIRREA”). Among other things, FDICIA creates a five-tiered system of capital measurement
for regulatory purposes, places limits on the ability of depository institutions to acquire brokered deposits, and
gives broad powers to federal banking regulators, in particular the FDIC, to require undercapitalized
institutions to adopt and implement a capital restoration plan and to restrict or prohibit a number of activities,
including the payment of cash dividends, which may impair or threaten the capital adequacy of the insured
depository institution. Federal banking regulators may apply corrective measures to an insured depository
institution, even if it is adequately capitalized, if such institution is determined to be operating in an unsafe or
unsound condition or engaging in an unsafe or unsound activity. In addition, federal banking regulatory
agencies have adopted safety and soundness standards governing operational and managerial activities of
insured depository institutions and their holding companies regarding internal controls, loan documentation,
credit underwriting, interest rate exposure, asset growth and compensation.

In January 2003, the four federal bank regulatory agencies issued final guidance for account management
and loss allowance practices for credit card lending. We believe that implementation of the guidance should
not have a material adverse impact on our financial statements or the way we manage our business. This
guidance (as well as earlier guidance on other topics, including criteria for resetting the delinquency status of
an account to current) does not apply to our non-bank lending operations.

Our principal United Kingdom subsidiary (HFC Bank plc) is subject to oversight and regulation by the
U.K. Financial Services Authority (“FSA”). We have indicated our intent to the FSA to maintain the
regulatory capital of this institution at specified levels. We do not anticipate that any capital contribution will
be required for our United Kingdom bank in the near term.

We also maintain a trust company in Canada, which is subject to regulatory supervision by the Office of
the Superintendant of Financial Institutions (“OFSI”).

Insurance. Our credit insurance business is subject to regulatory supervision under the laws of the states
in which it operates. Regulations vary from state to state but generally cover licensing of insurance companies,
premium and loss rates, dividend restrictions, types of insurance that may be sold, permissible investments,
policy reserve requirements, and insurance marketing practices.
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Our insurance operations in the United Kingdom and the Republic of Ireland are subject to regulatory
supervision by the FSA and the Department of Enterprise, Training and Employment, respectively.

Competition

The consumer financial services industry in which we operate is highly fragmented and intensely
competitive. We generally compete with banks, thrifts, insurance companies, credit unions, mortgage lenders
and brokers, finance companies, securities brokers and dealers, and other domestic and foreign financial
institutions in the United States, Canada and the United Kingdom. We compete by expanding our customer
base through portfolio acquisitions or alliance and co-branding opportunities, offering a variety of consumer
loan products, maintaining a strong service orientation, aggressively controlling expenses to be a low cost
producer, and using data segmentation skills to identify cross-selling opportunities between business units.

Cautionary Statement on Forward-Looking Statements

Certain matters discussed throughout this Form 10-K constitute forward-looking statements within the
meaning of the Private Securities Litigation Reform Act of 1995. In addition, we may make or approve certain
statements in future filings with the SEC, in press releases, or oral or written presentations by representatives
of Household that are not statements of historical fact and may also constitute forward-looking statements.
Words such as “believe”, “expects”, “estimates”, “targeted”, “anticipates”, “goal” and similar expressions are
intended to identify forward-looking statements but should not be considered as the only means through which
these statements may be made. These matters or statements will relate to our future financial condition,
results of operations, plans, objectives, performance or business developments and will involve known and
unknown risks, uncertainties and other factors that may cause our actual results, performance or achievements
to be materially different from that which was expressed or implied by such forward-looking statements.
Forward-looking statements are based on our current views and assumptions and speak only as of the date they
are made. Household undertakes no obligation to update any forward-looking statement to reflect subsequent
circumstances or events.

The important factors, many of which are out of our control, which could affect our actual results and
could cause our results to vary materially from those expressed in public statements or documents are:

 changes in laws and regulations, including attempts by local, state and national regulatory agencies or
legislative bodies to control alleged “predatory” lending practices through broad initiatives aimed at
lenders operating in the nonprime or subprime consumer market;

* increased competition from well-capitalized companies or lenders with access to government sponsored
organizations for our consumer segment which may impact the terms, rates, costs or profits historically
included in the loan products we offer or purchase;

 changes in accounting or credit policies, practices or standards, as they may be internally modified from
time to time or as required by regulatory agencies and the Financial Accounting Standards Board;

 changes in overall economic conditions, including the interest rate environment in which we operate,
the capital markets in which we fund our operations, the market values of consumer owned real estate
throughout the United States, recession, employment and currency fluctuations;

 consumer perception of the availability of credit, including price competition in the market segments
we target and the ramifications or ease of filing for personal bankruptcy;

« the effectiveness of models or programs to predict loan delinquency or loss and initiatives to improve
collections in all business areas, and changes we may make from time to time in these models,
programs and initiatives;

 continued consumer acceptance of our distribution systems and demand for our loan or insurance
products;
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» changes associated with, as well as the difficulty in integrating systems, operational functions and
cultures, as applicable, of any organization or portfolio acquired by Household;

+ a reduction of our debt ratings by any of the nationally recognized statistical rating organizations that
rate these instruments to a level that is below our current rating;

 the costs, effects and outcomes of regulatory reviews or litigation relating to our nonprime loan
receivables or the business practices or policies of any of our business units, including, but not limited
to, additional compliance requirements;

« increased funding costs resulting from continued or further instability in the capital markets and risk
tolerance of fixed income investors;

* the costs, effects and outcomes of any litigation matter that is determined adversely to Household or its
businesses;

« the ability to attract and retain qualified personnel to support the underwriting, servicing, collection and
sales functions of our businesses;

« failure to complete the merger with HSBC in accordance with the announced terms; and

« the inability of Household to manage any or all of the foregoing risks as well as anticipated.

Available Information

Household maintains a website at www.household.com on which we make available, as soon as
reasonably practicable after filing with or furnishing to the SEC, our annual report on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K, and amendments to these reports.

Item 2. Properties.

Our operations are located throughout the United States, in 10 provinces in Canada and in the United
Kingdom, with principal facilities located in Lewisville, Texas; New Castle, Delaware; Brandon, Florida;
Jacksonville, Florida; Tampa, Florida; Chesapeake, Virginia; Virginia Beach, Virginia; Hanover, Maryland,;
Bridgewater, New Jersey; Rockaway, New Jersey; Las Vegas, Nevada; Charlotte, North Carolina; Portland,
Oregon; Pomona, California; Chicago, Illinois; Elmhurst, Illinois; Franklin Park, Illinois; Prospect Heights,
Illinois; Schaumburg, Illinois; Vernon Hills, Illinois; Wood Dale, Illinois; Carmel, Indiana; Salinas, California;
San Diego, California; London, Kentucky; Sioux Falls, South Dakota; North York, Ontario, Canada;
Birmingham, United Kingdom and Windsor, Berkshire, United Kingdom.

Substantially all branch offices, divisional offices, corporate offices, regional processing and regional
servicing center spaces are operated under lease with the exception of the headquarters building for our United
Kingdom operations, a credit card processing facility in Las Vegas, Nevada, servicing facilities in London,
Kentucky, Mt. Prospect, Illinois, and Chesapeake, Virginia, offices in Birmingham, United Kingdom; and an
airplane hanger in Wheeling, Illinois. We believe that such properties are in good condition and meet our
current and reasonably anticipated needs.

Item 3. Legal Proceedings.

General We are parties to various legal proceedings resulting from ordinary business activities relating
to our current and/or former operations. Certain of these actions are or purport to be class actions seeking
damages in very large amounts. These actions assert violations of laws and/or unfair treatment of consumers.
Due to the uncertainties in litigation and other factors, we cannot be certain that we will ultimately prevail in
each instance. We believe that our defenses to these actions have merit and any adverse decision should not
materially affect our consolidated financial condition.

Merger Litigation Several lawsuits have been filed alleging violations of law with respect to the pending
merger with HSBC. While the lawsuits are in their preliminary stages, we believe that the claims lack merit
and the defendants deny the substantive allegations of the lawsuits. These lawsuits are described below.
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Two of the lawsuits are pending in the Circuit Court of Cook County, Illinois, Chancery Division. One,
McLaughlin v. Aldinger et al., No. 02 CH 20683 (filed on November 15, 2002), asserts claims on behalf of a
purported class of holders of Household common stock against Household and certain of its officers and
directors for breach of fiduciary duty in connection with the pending merger with HSBC on the grounds that
the defendants allegedly failed to take appropriate steps to maximize the value of a merger transaction for
holders of Household common stock. While the complaint contends that plaintiffs will suffer irreparable harm
unless the pending merger with HSBC is enjoined, it seeks only unspecified damages. The other, Pace v.
Aldinger et al., No. 02 CH 19270 (filed on October 24, 2002 and amended on November 15, 2002), is both a
purported derivative lawsuit on behalf of Household and a purported class action on behalf of holders of
Household common stock. This lawsuit was filed prior to the announcement of the pending merger with
HSBC and originally asserted claims relating to the restatement of our consolidated financial statements, the
preliminary agreement with a multi-state working group of state attorneys general, and other accounting
matters. It has since been amended to allege that Household and certain of its officers and directors breached
their fiduciary duties in connection with the pending merger with HSBC and seeks to enjoin the pending
merger with HSBC, as well as unspecified damages allegedly stemming both from the pending merger and the
original claims described above. On March 11, 2003, the plaintiff in the Pace action moved the Court for
expedited discovery and to set a hearing date for a preliminary injunction motion seeking to enjoin the pending
merger with HSBC. On March 13, 2003, the Court denied the motion without prejudice.

A third lawsuit relating to the pending merger with HSBC, Williamson v. Aldinger et al., No. 03 C00331
(filed on January 15, 2003), is pending in the United States District Court for the Northern District of Illinois.
This derivative lawsuit on behalf of Household claims that certain of Household’s officers and directors
breached their fiduciary duties and committed corporate waste by agreeing to the pending merger with HSBC
and allegedly failing to take appropriate steps to maximize the value of a merger transaction. The complaint
seeks to enjoin the pending merger with HSBC. As to each case described above, the appropriate insurance
carrier has been placed on notice.

Plaintiffs in the three actions have asserted that the proxy materials provided to our stockholders are
deficient in failing to disclose or sufficiently emphasize the following, which plaintiffs consider important to
our stockholders’ decision with respect to the pending merger with HSBC, including: that Household or its
financial advisor failed to obtain internal projections of HSBC of its expected future performance; that, as has
been alleged, Household failed to take adequate steps to “shop” the company before agreeing to the merger
agreement with HSBC and that the magnitude of the termination fee payable to HSBC under the merger
agreement in certain circumstances constitutes an unreasonable impediment to a competing transaction; and
that, also as has been alleged, the senior management of Household and our Board of Directors were
motivated to approve and recommend the merger with HSBC allegedly in order to insulate themselves from
personal liability for claims arising out of the restatement of our consolidated financial statements, the
preliminary agreement with a multi-state working group of state attorneys general, and other accounting
matters.

On March 18, 2003, the plaintiffs in the three actions (together with the plaintiff in another related action
pending in the Circuit Court of Cook County, Illinois, Chancery Division (Bailey v. Aldinger et al., No. 02
CH 16476 (filed August 27, 2002)) agreed in principle to a settlement of the actions based on, among other
things, the additional disclosures above relating to their allegations and HSBC’s agreement to waive
$55 million of the termination fee otherwise payable to HSBC from Household under the merger agreement
in certain circumstances. That agreement in principle is subject to customary conditions including definitive
documentation of the settlement, additional confirmatory discovery by the plaintiffs and approval by the
Courts following notice to the stockholders and a hearing. A hearing will be scheduled at which the Court will
consider the fairness, reasonableness and adequacy of the settlement which, if finally approved by the Court,
will resolve all of the claims that were or could have been brought in the actions being settled, including all
claims relating to the merger.

Consumer Lending Litigation During the past several years, the press has widely reported certain
industry related concerns that may impact us. Some of these involve the amount of litigation instituted against
finance and insurance companies operating in the states of Alabama and Mississippi and the large awards
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obtained from juries in those states. Like other companies in this industry, some of our subsidiaries are
involved in a number of lawsuits pending against them in Alabama and Mississippi. The Alabama and
Mississippi cases generally allege inadequate disclosure or misrepresentation of financing terms. In some suits,
other parties are also named as defendants. Unspecified compensatory and punitive damages are sought.
Several of these suits purport to be class actions or have multiple plaintiffs. The judicial climate in Alabama
and Mississippi is such that the outcome of all of these cases is unpredictable. Although our subsidiaries
believe they have substantive legal defenses to these claims and are prepared to defend each case vigorously, a
number of such cases have been settled or otherwise resolved for amounts that in the aggregate are not
material to our operations. Appropriate insurance carriers have been notified of each claim, and a number of
reservations of rights letters have been received. Certain of the financing of merchandise claims have been
partially covered by insurance.

On October 11, 2002, we reached a preliminary agreement with a multi-state working group of state
attorneys general and regulatory agencies to effect a nationwide resolution of alleged violations of federal
and/or state consumer protection, consumer financing and banking laws and regulations with respect to
secured real estate lending from our retail branch consumer lending operations. This preliminary agreement,
and related subsequent consent decrees and similar documentation entered into with each of the 50 states and
the District of Columbia, are referred to collectively as the “Multi-State Settlement Agreement.” The Multi-
State Settlement Agreement requires us to establish a settlement fund and to pay certain expenses of
investigation and administration. We will also provide greater disclosures and alternatives for customers in
connection with “nonprime” mortgage lending originated by our retail branch network. In addition, we will
unilaterally amend all branch originated real estate secured loans to provide that no pre-payment penalty is
payable later than 24 months after origination. No fines, penalties or punitive damages were assessed by the
states pursuant to the Multi-State Settlement Agreement. The Multi-State Agreement became effective as of
December 16, 2002.

Under the terms of the Multi-State Settlement Agreement, we established a fund of $484 million to be
divided among all participating states (including the District of Columbia), with each state receiving a
proportionate share of the funds based upon the volume of the retail branch originated real estate secured
loans we made in that state during the period of January 1, 1999 to September 30, 2002. We deposited three
equal installments into the fund in January, February and March 2003.

We have also paid $10.2 million to the states as reimbursement for the expenses of their investigation and
will pay fees and expenses of an independent settlement fund administrator of up to $9.8 million. At our
expense, we will also retain an independent monitor to report on our compliance with the Multi-State
Settlement Agreement over the next five years.

Each borrower that receives a payment under the Multi-State Settlement Agreement will be required to
release all civil claims against us relating to our consumer lending practices. Each state has agreed that the
settlement resolves all current civil investigations and proceedings by the attorneys general and state lending
regulators relating to the lending practices at issue.

We recorded a pre-tax charge in the third quarter of fiscal year 2002 of $525 million reflecting the costs of
the Multi-State Settlement Agreement and related matters.

We have also been named in purported class actions by individuals and consumer groups directly or
supporting individuals in the United States (such as the AARP and the “Association of Community
Organizations for Reform Now”) claiming that our loan products or lending policies and practices are unfair
or misleading to consumers. Judicial certification of a class is required before any claim can proceed on behalf
of a purported class and, to date, none of the purported class claims has been certified. Although the Multi-
State Settlement Agreement does not cause the immediate dismissal of these purported class actions, we
believe it substantially reduces our risk of any material liability that may result since every consumer who
receives payments as a result of the Multi-State Settlement Agreement must release us from any liability for
such claims generally as alleged by these individuals and groups. We intend to seek resolution of these related
legal actions provided it is financially prudent to do so. Otherwise, we intend to defend vigorously against the
allegations. Regardless of the approach taken with respect to these purported class actions, we believe that any
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liability that may result will not have a material financial impact. We expect, however, that consumer groups
will continue to target us in the media, with regulators, with legislators and with legal actions to pressure us
and the nonprime lending industry into accepting concessions that would more heavily regulate the nonprime
lending industry. (See “Regulation and Competition” above.)

Securities Litigation As reported in our Annual Report on Form 10-K/A for the year ended
December 31, 2001, which was filed with the United States Securities and Exchange Commission on
August 27, 2002 and subsequently amended on March 20, 2003 as a result of the SEC consent order discussed
above, we restated our previously reported consolidated financial statements. The restatement relates to
certain MasterCard and Visa co-branding and affinity credit card relationships and a third party marketing
agreement, which were entered into between 1992 and 1999. All were part of our Credit Card Services
segment. In consultation with our prior auditors, Arthur Andersen LLP, we treated payments made in
connection with these agreements as prepaid assets and amortized them in accordance with the underlying
economics of the agreements. Our current auditors, KPMG LLP, advised us that, in their view, these
payments should have either been charged against earnings at the time they were made or amortized over a
shorter period of time. There was no significant change as a result of these adjustments on the prior periods net
earnings trends previously reported. The restatement resulted in a $155.8 million, after-tax, retroactive
reduction to retained earnings at December 31, 1998. As a result of the restatement, Household, and its
directors, certain officers and former auditors, have been involved in various legal proceedings, some of which
purport to be class actions. A number of these actions allege violations of federal securities laws, were filed
between August and October 2002, and seek to recover damages in respect of allegedly false and misleading
statements about our common stock. To date, none of the class claims has been certified. These legal actions
have been consolidated into a single purported class action, Jaffe v. Household International, Inc., et all.,
No. 02 C 5893 (N.D. Ill filed August 19, 2002), and a consolidated and amended complaint was filed on
March 7, 2003. The amended complaint purports to assert claims under the federal securities laws, on behalf
of all persons who purchased or otherwise acquired Household securities between October 23, 1997 and
October 11, 2002, arising out of alleged false and misleading statements in connection with Household’s sales
and lending practices, its preliminary agreement with a multi-state working group of state attorneys general,
the restatement and the HSBC merger. The amended complaint, which also names as defendants Arthur
Andersen LLP, Goldman, Sachs & Co., and Merrill Lynch, Pierce, Fenner & Smith, Inc., fails to specify the
amount of damages sought.

Other actions arising out of the restatement, which purport to assert claims under ERISA on behalf of
participants in Household’s Tax Reduction Investment Plan, have been consolidated into a single purported
class action, In re Household International, Inc. ERISA Litigation, Master File No. 02 C 7921 (N.D. Ill); a
consolidated and amended complaint is to be filed by March 31, 2003. Since the amended complaint has not
yet been filed, it is not possible to state what the claims may be or what damages may be sought.

With respect to these securities litigation matters, we believe that we have not, and our officers and
directors have not, committed any wrongdoing and in each instance there will be no finding of improper
activities that may result in a material liability to us or any of our officers or directors.

Regulatory Proceedings Additionally, on March 18, 2003, without admitting or denying any wrongdo-
ing, we consented to the entry of an order by the SEC relating to the sufficiency of certain disclosures in
reports we filed with the SEC during 2002, as described in more detail under “Business — General — 2002
Developments.”

In order to complete the merger, HSBC must obtain the approval of the OCC for the change in control of
Household Bank (SB), N.A. (the “Bank”), our credit card banking subsidiary. Concurrently with the
application process, Household and the OCC have endeavored to resolve any outstanding regulatory issues
with respect to the Bank. In this regard, the Bank has executed an agreement with the OCC relating to the
resolution of issues involving a credit card program for customers of Hispanic Air Conditioning and Heating
(“Hispanic Air”’) conducted by the Bank from 1997 to 1999. During that period, the Bank provided financing
for Hispanic Air’s sales of heating, ventilation and air conditioning (“HVAC”) systems under a private label
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credit card program established with manufacturers of HVAC equipment for who Hispanic Air was an
authorized dealer. In 1999, the attorney general of the State of Texas filed suit against Hispanic Air, accusing
Hispanic Air of deceptive and wrongful practices in the marketing, sale and installation of HVAC systems. In
September 2000, the Texas attorney general added the Bank and certain of its affiliates as defendants. During
this time, the Bank voluntarily put in place a comprehensive remediation program to resolve the complaints of
customers of Hispanic Air. The Bank was dismissed from the Texas action in 2002.

In June 2000, the attorney general for the State of Arizona, who had also filed suit against Hispanic Air,
added the Bank and an affiliate as defendants. In connection with this proceeding, the Bank requested that the
OCC, as the agency with exclusive visitorial powers over the Bank, intervene and the OCC commenced an
investigation. The Bank has provided information to the OCC from time to time in connection with this
investigation. As part of our efforts to resolve any open regulatory issues with the OCC, the Bank has executed
an agreement with the OCC, under which the Bank will be required to take certain additional actions to
supplement its prior remediation program. These actions will involve providing additional notification to all
eligible consumers of the availability of remediation, providing inspection and repair or replacement of
equipment, providing reimbursement to customers who have incurred expenses to repair equipment, providing
reductions to principal and interest of consumer credit card balances, providing reimbursement for warranties
and late fees and developing an action plan to enhance the administration of the Bank’s private label credit
card programs. We estimate that the pre-tax cost of taking these additional remedial actions will be less than
$1,000,000. Language in the written agreement confirms our position that the OCC has exclusive jurisdiction
over the matters complained of by the State of Arizona. The written agreement makes it clear that the Bank
neither admits nor denies that it has engaged in any unsafe or unsound banking practices or violated any law or
regulation.

Item 4. Submission of Matters to a Vote of Security Holders.

Not applicable.

PART II
Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters.

As of March 19, 2003, there were 16,393 record shareholders of Household’s common stock.

Our common stock is listed on the New York and Chicago stock exchanges. We also have unlisted
trading privileges on the Boston, Pacific and Philadelphia stock exchanges. Call and put options are traded on
the American Stock Exchange, Pacific Stock Exchange and Chicago Board of Options Exchange.

The following table shows the high and low sales prices for our common stock and the dividends we paid
per share of common stock for each quarterly period in 2002 and 2001:

2002 2001
First Second Third Fourth First Second Third Fourth
M Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter
Price per share
High ................. $60.90 $63.25 $50.84 $32.00 $62.00 $69.98  $69.49  $61.40
Low .................. 43.50 47.06 26.10 20.00 52.00 57.45 48.00 51.29
Dividends per share ....... 0.22 0.25 0.25 0.25 0.19 0.22 0.22 0.22
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Item 6. Selected Financial Data.

Statement of Income Data-Year Ended December 31

Owned Basis

Net interest margin and other revenues, excluding loss on
disposition of Thrift assets and deposits.................

Loss on disposition of Thrift assets and deposits ...........

Provision for credit losses on owned receivables ............

Total costs and expenses, excluding settlement charge and
related eXpenses .. ... ...

Settlement charge and related expenses...................

Merger and integration related costs

INcome taxes . ... ..vvit i

NEt INCOME .\ttt

Per Common Share Data

Basic earnings . .. ...

Diluted earnings . ..........ooiiiiii i

Dividends declared .......... .. ... o i i

Book value. ..... ...

Average number of common and common equivalent shares
outstanding(3)

Selected Financial Ratios
Owned Basis:
Return on average owned assets .................oooinn..
Return on average common shareholders’ equity ...........
Net interest margin
Efficiency ratio . ........ ...
Consumer two-month-and-over contractual delinquency

TALIO .« .ottt
Consumer net charge-off ratio
Reserves as a percent of receivables......................
Reserves as a percent of net charge-offs ..................
Reserves as a percent of nonperforming loans..............
Common dividend payout ratio..................covo...

Owned Basis Balance Sheet Data at December 31

Total assets .. ..ot e

Receivables: (2)

Domestic:

Real estate secured. ........ ... . i
Autofinance .......... ... ..
MasterCard/ Visa
Private label ....... ... ... .. . ..
Personal non-credit card .............. ... ... .....
Commercial and other .............................

Total domestic

Foreign:
Real estate secured. .. ...
MasterCard/ Visa
Private label ......... ... ... ... ... .
Personal non-credit card
Commercial and other .............................

Total foreign ...

Total owned receivables:
Real estate secured. ........ ... ..o
Autofinance .......... ... ..
MasterCard/ Visa
Private label ....... ... ... .. . ..
Personal non-credit card .............. ... ... .....
Commercial and other .............................

Total owned receivables. .............................

Deposits(1) .o
Commercial paper, bank and other borrowings.............
Senior and senior subordinated debt......................
Company obligated mandatorily redeemable preferred
securities of subsidiary trusts.......... ... ... ...
Preferred stock ...... .. ...
Common shareholders’ equity(3) ........................

2002

2001

2000

1999

1998

(All dollar amounts except per share data are stated in millions)

$ 11,1785  $ 9,606.5  $ 79054  $ 66164  $ 62947
378.2 _ _ _ _
3,732.0 2,912.9 2,116.9 1,716.4 1,516.8
4,290.5 3,875.2 3,289.0 2,771.1 2,891.7
525.0 — — — -
— — — — 1,000.0
695.0 970.8 868.9 700.6 404.4
$ 1,557.8(1) $ 1,847.6  $ 1,630.6  $ 1,4283  $ 481.8(1)
$ 326 $ 397 $ 344 0§ 298 $ 9
3.22 391 3.40 2.95 94
97 85 74 68 .60
19.43 17.16 16.28 13.33 12.56
464.6 468.1 476.2 481.8 496.4
1.62%(1) 2.26% 2.35% 2.55% 96%(1)
17.3(1) 24.1 232 232 7.6(1)
7.57 7.85 7.68 774 7.22
42.6(1) 38.4 39.6 39.5 60.3(1)
5.57 4.53 4.26 4.82 5.31
3.81 3.32 3.18 3.67 376
4.04 3.33 3.14 3.36 3.92
106.5 110.5 109.9 101.1 112.6
90.7 91.0 90.2 87.5 100.3
30.1(1) 21.7 21.7 23.1 63.8(1)
$ 97,8606  $ 88,9109  $76,309.2  $60,451.8  $52,647.7
$ 44,1397  $ 42,4738  $33,9200  $23,571.7  $17,474.1
2,023.8 2,368.9 1,850.6 1,233.5 805.0
7,627.8 6,966.7 5,846.9 4,146.6 5,327.8
9,365.6 9,853.4 8,671.5 8,546.7 8,051.0
11,685.5 11,736.7 9,950.3 7,469.8 5,573.3
460.9 505.2 596.3 804.5 844.0
$ 753033  $ 739047  $60.835.6  $45772.8  $38,075.2
$ 1,6788 $ 1,383.0  $ 1,2597  $ 1,002  $ 12186
1,318.7 1,174.5 2.206.7 2.167.8 1,852.4
1,974.0 1,810.5 1,675.8 1,573.0 1,515.0
2.285.4 1,600.3 1,377.8 1,681.8 1,535.3
2.1 1.7 2.3 3.8 9.4
$ 72590 $ 59700  $ 65223  $ 65166  $ 61307
$ 45818.5  $ 43,8568  $35179.7  $24,661.9  $18,692.7
2,023.8 2,368.9 1,850.6 1,233.5 805.0
8,946.5 8,141.2 8,053.6 6,314.4 7,180.2
11,339.6 11,663.9 10,347.3 10,119.7 9,566.0
13,970.9 13,337.0 11,328.1 9,151.6 7,108.6
463.0 506.9 598.6 808.3 853.4
$ 82,5623 $ 79,8747  $67,357.9  $52,289.4  $44,205.9
$ 8212 $ 65623  $ 86769  $498.0 $ 2,050
6,128.3 12,024.3 10,787.9 10,777.8 9,917.9
74,7762 56,823.6 45,053.0 34,887.3 30,438.6
975.0 975.0 675.0 375.0 375.0
1,193.2 455.8 164.4 164.4 164.4
9.222.9 7,842.9 7,667.2 6,237.0 6,065.6
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2002 2001 2000 1999 1998
(All dollar amounts except per share data are stated in millions)

Selected Financial Ratios
Managed Basis: (4)

Return on average managed assets....................... 1.31%(1) 1.83% 1.85% 1.92% .66%(1)
Common and preferred equity to managed assets .......... 8.48 7.55 8.11 8.01 8.61
Tangible shareholders’ equity to tangible managed

assetS(5) (6) .« oo 9.08 7.57 7.13 6.69 6.91
Tangible common equity to tangible managed assets(5)(7) . . 6.83 6.24 6.24 6.00 6.15
Net interest margin ..............oiiiiiiiinneernnn.. 8.47 8.44 8.05 8.19 7.78
Efficiency ratio ...t 36.0(1) 34.3 34.5 339 50.4(1)
Consumer two-month-and-over contractual delinquency

2 T 5.24 4.46 4.20 4.66 4.90
Consumer net charge-off ratio .......................... 4.28 3.73 3.64 4.13 4.29
Reserves as a percent of receivables...................... 4.74 3.78 3.65 3.72 3.99
Reserves as a percent of net charge-offs .................. 113.8 110.7 111.1 98.2 94.4
Reserves as a percent of nonperforming loans.............. 112.6 105.0 107.0 100.1 109.5
Managed Basis Balance Sheet Data at December 31(4)
Total aSSetS .. ..o vvi e $122,794.1 $109,858.9 $96,558.7 $79,890.7 $72,349.5
Managed receivables:(2)

Real estate secured. . ......... ..., . $ 46,274.7 $ 44,718.6 $36,637.5 $26,935.5 $22,330.1

Autofinance ....... ... i 7,442.4 6,395.5 4,563.3 3,039.8 1,765.3

MasterCard/Visa ...ttt 18,952.6 17,395.2 17,583.4 15,793.1 16,610.8

Private label ......... ... .. . 14,916.7 13,813.9 11,997.3 11,269.7 10,377.5

Personal non-credit card .......... .. ... .. .. ... .. ..... 19,446.4 17,992.6 16,227.3 13,881.9 11,970.6

Commercial and other .............. ... ... ... .. ..., 463.0 506.9 598.6 808.3 853.4
Total managed receivables.............................. $107,495.8 $100,822.7 $87,607.4 $71,728.3 $63,907.7
(1) The following information, including operating results for 2002 and 1998 which are provided on a non-GAAP basis, is provided for

(2)

3)

4)

(5)

(6)

(N

comparison of our operating trends only and should be read in conjunction with our owned basis GAAP financial information. For
2002, the operating results, percentages and ratios presented below exclude the $333.2 million (after-tax) settlement charge and
related expenses and the $240.0 million (after-tax) loss on the disposition of Thrift assets and deposits. For 1998, the operating
results, percentages and ratios presented below exclude merger and integration related costs of $751.0 million (after-tax) resulting
from the acquisition of Beneficial Corporation (‘“Beneficial”’) and the $118.5 million (after-tax) gain on sale of Beneficial’s Canadian
operations.

2002 2001 2000 1999 1998
Operating net income (in millions) . ...................oo.... $2,131.0 $1,847.6  $1,630.6 $1,4283 $1,114.3
Return on average owned assets ................c.iiiiiiiaii.. 2.21% 2.26% 2.35% 2.55% 2.22%
Return on average common shareholders’ equity................ 23.6 24.1 23.2 23.2 17.9
Owned basis efficiency ratio . ............ oot 36.3 38.4 39.6 39.5 45.2
Common dividend payout ratio ................oviiiiiia.. 21.8 21.7 21.7 23.1 27.1
Return on average managed assets ...................o.iain.. 1.80 1.83 1.85 1.92 1.54
Managed basis efficiency ratio . ........... ... i 30.8 34.3 34.5 339 37.6

In 2002, we sold $6.3 billion of real estate secured whole loans from our consumer lending and mortgage services businesses and
purchased a $.5 billion private label portfolio. In 2001, we sold approximately $1 billion of credit card receivables as a result of
discontinuing our participation in the Goldfish credit card program and purchased a $.7 billion private label portfolio. In 2000, we
acquired real estate secured portfolios totaling $3.7 billion.

In October 2002, we issued 18.7 million shares of common stock. Share repurchases pursuant to our share repurchase program
totaled 4.7 million shares ($279.6 million) in 2002, 17.4 million shares ($916.3 million) in 2001, 5.4 million shares ($209.3 million)
in 2000 and 16.8 million shares ($712.9 million) in 1999. Shares repurchased to fund various employee benefit programs totaled
5.0 million shares ($203.0 million) in 1999 and 10.5 million shares ($412.0 million) in 1998.

We monitor our operations and evaluate trends on both an owned basis as shown in our historical financial statements and on a
managed basis. Managed basis reporting adjustments assume that securitized receivables have not been sold and are still on our
balance sheet. See pages 20 and 21 for further information on managed basis reporting.

Tangible shareholders’ equity to tangible managed assets (“TETMA”) and tangible common equity to tangible managed assets are
non-GAAP financial ratios that are used by certain rating agencies as a measure to evaluate capital adequacy. These ratios may differ
from similarly named measures presented by other companies. Because of its long-term subordinated nature and our ability to defer
dividends, these rating agencies consider our trust preferred securities as equity in calculating these ratios. Because they include
obligations to purchase our common stock in 2006, our Adjustable Conversion-Rate Equity Security Units are also considered equity
in calculating TETMA. Common and preferred equity to total managed assets, the most directly comparable GAAP financial
measure to TETMA, is also presented in our selected financial ratios.

Tangible shareholders’ equity consists of common shareholders’ equity (excluding unrealized gains and losses on investments and
cash flow hedging instruments), preferred stock, company obligated mandatorily redeemable preferred securities of subsidiary trusts
and, in 2002, Adjustable Conversion-Rate Equity Security Units, less acquired intangibles and goodwill. Tangible managed assets
represents total managed assets less acquired intangibles, goodwill and derivative financial assets.

Tangible common equity consists of common shareholders’ equity (excluding unrealized gains and losses on investments and cash
flow hedging instruments) less acquired intangibles and goodwill. Tangible managed assets represents total managed assets less
acquired intangibles, goodwill and derivative financial assets.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

Household is principally a non-operating holding company. Through its subsidiaries, Household provides
middle-market consumers with real estate secured loans, auto finance loans, MasterCard* and Visa* credit
cards, private label credit cards and personal non-credit card loans. We also offer tax refund anticipation loans
(“RALs”) in the United States and credit and specialty insurance products in the United States, United
Kingdom and Canada. Household may also be referred to in Management’s Discussion and Analysis of
Financial Condition and Results of Operations (“MD&A”) as “we”, “us”, or “our”.

Merger with HSBC Holdings plc In November 2002, Household and HSBC announced they had
entered into a definitive merger agreement under which Household will be merged into a wholly owned
subsidiary of HSBC, subject to the terms and conditions of the merger agreement. Under the terms of the
merger agreement, holders of Household common stock will receive 2.675 HSBC ordinary shares or
0.535 HSBC American Depositary Shares for each share of Household common stock. Prior to the merger,
outstanding shares of our $4.30, $4.50 and 5.00 percent cumulative preferred stock will be redeemed pursuant
to their respective terms. In connection with the merger, the outstanding shares of our 7.625, 7.60, 7.50 and
8.25 percent preferred stock will be converted into the right to receive cash from HSBC in an amount equal to
their liquidation value, plus accrued and unpaid dividends which is an aggregate amount of $1.1 billion.
Company obligated mandatorily redeemable preferred securities of subsidiary trusts will remain as outstanding
obligations following the merger.

Pursuant to their terms, the 8.875 percent Adjustable Conversion-Rate Equity Security Units will remain
outstanding after the merger, with the purchase contracts that form a portion of such units becoming contracts
to purchase HSBC ordinary shares in lieu of Household shares. Outstanding stock options and restricted stock
rights (“RSRs”) granted under our various equity plans will be assumed by HSBC and converted into options
to purchase or rights to receive ordinary shares of HSBC. Stock options and RSRs which were issued prior to
November 2002 will vest upon completion of the merger. The employee stock purchase plan was terminated
on March 7, 2003 and Household stock was purchased on that date. These shares of Household common stock
will be converted into HSBC shares at the time of the merger. All rights to HSBC shares will be adjusted
based upon the agreed-upon merger exchange ratio.

We have agreed that except with HSBC’s prior written consent, we will conduct our business in the
ordinary course consistent with past practice during the period from the signing of the merger agreement until
the completion of the merger. We have also agreed to use reasonable best efforts to preserve our present
business organizations, to keep available the services of current officers and key employees and preserve
existing relationships and goodwill with persons with whom we do business. Consummation of the merger is
subject to regulatory approvals, the approval of the stockholders of both Household and HSBC and other
customary conditions.

Segments Our operations are divided into three reportable segments: Consumer, Credit Card Services
and International. Our Consumer segment consists of our consumer lending, mortgage services, retail services
and auto finance businesses. Our Credit Card Services segment consists of our domestic MasterCard and Visa
credit card business. Our International segment consists of our foreign operations in the United Kingdom
(“U.K.”) and Canada. At December 31, 2002, our owned receivables totaled $82.6 billion.

Basis of Reporting  We monitor our operations and evaluate trends on a managed basis which assumes
that securitized receivables have not been sold and are still on our balance sheet. We manage our operations
on a managed basis because the receivables that we securitize are subjected to underwriting standards
comparable to our owned portfolio, are serviced by operating personnel without regard to ownership and result
in a similar credit loss exposure for us. In addition, we fund our operations, review our operating results and
make decisions about allocating resources such as employees and capital on a managed basis. See
“Securitizations and Secured Financings” on pages 47 to 50 and Note 5, “Asset Securitizations,” and

*MasterCard is a registered trademark of MasterCard International, Incorporated and Visa is a registered
trademark of VISA USA, Inc.
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Note 23, “Segment Reporting,” to the accompanying consolidated financial statements for additional
information related to the securitizations and secured financings of our businesses.

The following discussion of our financial condition and results of operations is presented on an owned
basis of reporting. On an owned basis of reporting, net interest margin, provision for credit losses and fee
income resulting from securitized receivables are included as components of securitization revenue.

APPLICATION OF CRITICAL ACCOUNTING POLICIES

Our consolidated financial statements are prepared in accordance with accounting principles generally
accepted in the United States. We follow accounting guidance promulgated by the AICPA Accounting and
Audit Guide for Finance Companies rather than bank regulatory accounting pronouncements as we are not a
bank holding company. Based on the specific customer segment we serve, we believe our policies are
appropriate and fairly present the financial position of Household.

The significant accounting policies used in the preparation of our financial statements are more fully
described in Note 1 to the accompanying consolidated financial statements. Certain critical accounting
policies are complex and involve significant judgment by our management, including the use of estimates and
assumptions or the application of account management policies and practices which affect the reported
amounts of assets, liabilities, revenues and expenses. As a result, changes in these estimates, assumptions or
account management policies and practices could significantly affect our financial position or our results of
operations. We base and establish our account management policies and practices on historical experience and
on various other assumptions that are believed to be reasonable under the circumstances, the results of which
form the basis for making judgments about the carrying values of assets and liabilities. Actual results may
differ from these estimates under different assumptions, account management policies and practices or
conditions as discussed below.

We believe that of the significant accounting policies used in the preparation of our consolidated financial
statements, the items discussed below involve critical accounting estimates and a high degree of judgment and
complexity. Our management has discussed the development and selection of these critical accounting policies
with the audit committee of our Board of Directors, including the underlying estimates, assumptions and
account management policies, and the audit committee has reviewed our disclosure relating to these
accounting policies and practices in this MD&A.

Credit Loss Reserves Because we lend money to others, we are exposed to the risk that borrowers may
not repay amounts owed to us when they become contractually due. Consequently, we maintain credit loss
reserves at a level that we consider adequate to cover our estimate of probable losses of principal, interest and
fees, including late, overlimit and annual fees, in the existing owned portfolio. Loss reserve estimates are
reviewed periodically, and adjustments are reflected through the provision for credit losses on owned
receivables in the period when they become known. We believe the accounting estimate relating to the reserve
for credit losses is a “critical accounting estimate” because (a) the provision for credit losses totaled
$3.7 billion in 2002, $2.9 billion in 2001 and $2.1 billion in 2000 and changes in the provision can materially
affect net income, (b) it requires us to forecast future delinquency and charge-off trends which are uncertain
and require a high degree of judgment and (c) it is influenced by factors outside of our control such as
customer payment patterns and economic conditions. Because our loss reserve estimate involves judgement
and is influenced by factors outside of our control, it is reasonably possible such estimates could change. The
reserve for credit losses is a critical accounting estimate for all of our three reportable segments.

Credit loss reserves are based on a range of estimates and are intended to be adequate but not excessive.
We estimate probable losses for consumer receivables based on delinquency and restructure status and past
loss experience. Credit loss reserves take into account whether loans have been restructured, rewritten or are
subject to forbearance, credit counseling accommodation, modification, extension or deferment. Our credit
loss reserves also take into consideration the loss severity expected based on the underlying collateral, if any,
for the loan. In addition, loss reserves on consumer receivables are maintained to reflect our assessment of
portfolio risk factors which may not be reflected in the statistical calculation which uses roll rates and
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migration analysis. Roll rates and migration analysis are techniques used to estimate the likelihood that a loan
will progress through the various delinquency buckets and ultimately charge-off. Risk factors considered in
establishing loss reserves on consumer receivables include recent growth, product mix, bankruptcy trends,
geographic concentrations, economic conditions and current levels in charge-off and delinquency. While our
credit loss reserves are available to absorb losses in the entire portfolio, we specifically consider the credit
quality and other risk factors for each of our products in establishing credit loss reserves due to the different
inherent loss characteristics for each of our products. Charge-off policies are also considered when establishing
loss reserve requirements to ensure appropriate allowances exist for products with longer charge-off periods.
We also consider key ratios such as reserves to nonperforming loans and reserves as a percentage of net
charge-offs in developing our loss reserve estimate.

Each quarter, we re-evaluate our estimate of probable losses for consumer receivables. Changes in our
estimate are recognized in our statement of income as provision for credit losses on owned receivables in the
period that the estimate is changed. During 2002 and 2001, our reserves as a percentage of receivables
increased, reflecting the impact of a weakened economy, increased industry bankruptcy filings, higher levels of
delinquency and charge-off, customer account management policies and practices and the continuing
uncertainty as to the ultimate impact the weakened economy will have on delinquency and charge-off levels.

Our policies and practices for the collection of consumer receivables, including restructuring policies and
practices, permit us to reset the contractual delinquency status of an account to current, based on indicia or
criteria which, in our judgment, evidence continued payment probability. Such restructuring policies and
practices vary by product and are designed to manage customer relationships, maximize collections and avoid
foreclosure or repossession if reasonably possible. Approximately two-thirds of all restructured receivables are
secured products which may have less loss severity exposure because of the underlying collateral.

The main criteria for our restructuring policies and practices vary by product. The fact that the
restructuring criteria may be met for a particular account does not require us to restructure that account, and
the extent to which we restructure accounts that are eligible under the criteria will vary depending upon our
view of prevailing economic conditions and other factors which may change from period to period. In addition,
for some products, accounts may be restructured without receipt of a payment in certain special circumstances
(e.g., upon reaffirmation of a debt owed to us in connection with a Chapter 7 bankruptcy proceeding). As
indicated, our account management policies and practices are designed to manage customer relationships and
to help maximize collection opportunities. We use account restructuring as an account and customer
management tool in an effort to increase the value of our account relationships, and accordingly, the
application of this tool is subject to complexities, variations and changes from time to time. These policies and
practices are continually under review and assessment to assure that they meet the goals outlined above, and
accordingly, we modify or permit exceptions to these general policies and practices from time to time. This
should be taken into account when comparing restructuring statistics from different periods. Further, to the
best of our knowledge, most of our competitors do not disclose account restructuring, reaging, loan rewriting,
forbearance, modification, deferment or extended payment information comparable to the information we
disclose. The lack of such disclosure by other lenders may limit the ability to draw meaningful conclusions
about us and our business based solely on data or information regarding account restructuring statistics or
policies.

In addition to our restructuring policies and practices, we employ other account management techniques,
which we typically use on a more limited basis, that are similarly designed to manage customer relationships
and maximize collections. These can include, at our discretion, actions such as extended payment arrange-
ments, Credit Card Services consumer credit counseling accommodations, forbearance, modifications, loan
rewrites and/or deferments pending a change in circumstances. We typically enter into forbearance
agreements, extended payment and modification arrangements or deferments with individual borrowers in
transitional situations, usually involving borrower hardship circumstances or temporary setbacks that are
expected to affect the borrower’s ability to pay the contractually specified amount for some period or time.
These actions vary by product and are under continual review and assessment to determine that they meet the
goals outlined above. For example, under a forbearance agreement, we may agree not to take certain collection
or credit agency reporting actions with respect to missed payments, often in return for the borrower’s agreeing
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to pay us an extra amount in connection with making future payments. In some cases, a forbearance
agreement, as well as extended payment or modification arrangements, deferments, consumer credit
counseling accommodations, or loan rewrites may involve us agreeing to lower the contractual payment
amount or reduce the periodic interest rate. In most cases, the delinquency status of an account is considered
to be current if the borrower immediately begins payment under the new account terms, although if the agreed
terms are not adhered to by the customer, the account status may be reversed and collection actions resumed.
When we use one of these account management techniques, we may treat the account as being contractually
current and will not reflect it as a delinquent account in our delinquency statistics. We generally consider loan
rewrites to involve an extension of a new loan, and such new loans are not reflected in our delinquency or
restructuring statistics.

For more information about our charge-off and customer account management policies and practices, see
“— Credit Quality — Delinquency and Charge-offs” and “— Credit Quality — Account Management
Policies.”

Receivables Sold and Serviced With Limited Recourse and Securitization Revenue We use a variety of
sources to fund our operations. One of these sources is the securitization of receivables. For securitizations
which qualify as sales, the receivables are removed from the balance sheet and a gain on sale and interest-only
strip receivable are recognized. Determination of both the gain on sale and the interest-only strip receivable
include estimates of future cash flows to be received over the lives of the sold receivables. We believe the
accounting estimates relating to gains on sale and the value of the interest-only strip recorded are “critical
accounting estimates” because (a) changes in them may materially affect net income, (b) their values may be
influenced by factors outside of our control such as customer prepayment patterns and economic conditions
which impact charge-off and delinquency and (c) they require us to forecast cash flows which are uncertain
and require a high degree of judgment. It should be noted, however, that the life of the receivables that we
securitize and which qualify as sales, are relatively short. We have not structured any real estate secured
receivable securitization transactions to receive sale treatment since 1997. As a result, the real estate secured
receivables, which generally have longer lives than our other receivables, and related debt remain on our
balance sheet. Securitizing receivables with shorter lives reduces the period of time for which cash flows must
be forecasted and, therefore, reduces the potential volatility of these projections. However, because our
securitization accounting involves judgment and is influenced by factors outside of our control, it is reasonably
possible such projections could change. Determination of both the gain on sale and the interest-only strip
receivable are critical accounting estimates for all of our three reportable segments.

A gain on sale is recognized for the difference between the carrying value of the receivables securitized
and the adjusted sales proceeds. The adjusted sales proceeds include cash received and the present value
estimate of future cash flows to be received over the lives of the sold receivables. Future cash flows are based
on estimates of prepayments, the impact of interest rate movements on yields of receivables and securities
issued, delinquency of receivables sold, servicing fees and estimated probable losses under the recourse
provisions based on historical experience and estimates of expected future performance. Gains on sale, net of
recourse provisions, are reported as securitization revenue in our consolidated statements of income.

Securitizations structured as sales transactions also involve the recording of an interest-only receivable
which represents our contractual right to receive interest and other cash flows from the securitization trust.
Our interest-only strip receivables are reported at estimated fair value using discounted cash flow estimates as
a separate component of receivables, net of our estimate of probable losses under the recourse provisions. Cash
flow estimates include estimates of prepayments, the impact of interest rate movements on yields of
receivables and securities issued, delinquency of receivables sold, servicing fees and estimated probable losses
under the recourse provisions. Unrealized gains and losses are recorded as adjustments to common
shareholders’ equity in accumulated other comprehensive income, net of income taxes. Any decline in the
value of our interest-only strip receivable, which is deemed to be other than temporary, is charged against
current earnings.

Assumptions used in estimating gains on sales of receivables are evaluated with each securitization
transaction. Assumptions used in valuing interest-only strip receivables are re-evaluated each quarter based on
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experience and expectations of future performances. During 2002 and 2001, we experienced lower interest
rates on both the receivables sold and securities issued as well as higher delinquency and charge-off levels on
the underlying receivables sold as a result of the weak economy. These factors impacted both the gains
recorded and the values of our interest-only strip receivables.

The sensitivity of our interest-only strip receivable to various adverse changes in assumptions are
disclosed in Note 5, “Asset Securitizations,” to the accompanying consolidated financial statements.

Contingent Liabilities Both we and certain of our subsidiaries are parties to various legal proceedings
resulting from ordinary business activities relating to our current and/or former operations which affect all of
our three reportable segments. Certain of these activities are or purport to be class actions seeking damages in
significant amounts. These actions include assertions concerning violations of laws and/or unfair treatment of
consumers.

Due to the uncertainties in litigation and other factors, we cannot be certain that we will ultimately
prevail in each instance. Also, as the ultimate resolution of these proceedings is influenced by factors that are
outside of our control, it is reasonably possible our estimated liability under these proceedings may change.
However, based upon our current knowledge, our defenses to these actions have merit and any adverse
decision should not materially affect our consolidated financial condition, results of operations or cash flows.

FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Developments and Trends

e Our net income was $1.6 billion in 2002, $1.8 billion in 2001 and $1.6 billion in 2000. Our operating net
income (a non-GAAP financial measurement of net income excluding the settlement charge and
related expenses of $333.2 million, after-tax, and the loss on disposition of Thrift assets and deposits
(the “Thrift disposition loss”) of $240.0 million, after-tax) was $2.1 billion in 2002, a 15 percent
increase over 2001 net income. Operating net income is an important measure in evaluating trends for
comparative purposes. Our diluted earnings per share was $3.22 in 2002, a decrease of 18 percent from
$3.91 in 2001. Diluted earnings per share was $3.40 in 2000.

Our improved operating net income was due to receivable and revenue growth. Receivable growth was
largely offset by higher securitization levels and asset sales of $6.3 billion including $3.6 billion of
receivables that were sold as part of the disposition of Thrift assets. Revenue growth was partially offset
by higher operating expenses to support portfolio growth and higher credit loss provision due to the
larger portfolio and uncertain economic environment. Our improved operating results in 2002 were
offset by the settlement charge and the Thrift disposition loss which collectively reduced net income by
$573.2 million.

On October 11, 2002, we reached a preliminary agreement with a multi-state working group of state
attorneys general and regulatory agencies to effect a nationwide resolution of alleged violations of
federal and state consumer protection, consumer financing and banking laws and regulations with
respect to secured real estate lending from our retail branch consumer lending operations. This
agreement became effective on December 16, 2002, with the filing of related consent decrees or similar
documentation in 41 states and the District of Columbia. Consent decrees or similar documentation
have now been filed in all 50 states and the District of Columbia. We recorded a pre-tax charge of
$525.0 million ($333.2 million after-tax) which reflects the costs of this settlement agreement and
related matters and has been reflected in the statement of income in total costs and expenses.

During the fourth quarter of 2002, in conjunction with our efforts to make the most efficient use of our
capital and in recognition that the continued operation of the Thrift was not in our long-term strategic
interest, we completed the disposition of substantially all of the remaining assets and deposits of the
Thrift. Disposition of Thrift assets and deposits included the sale of real estate secured receivables
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totaling $3.6 billion, the maturity of investment securities totaling $2.2 billion and the sale of retail
certificates of deposit totaling $4.3 billion. A loss of $240.0 million (after-tax) was recorded on the
disposition of these assets and deposits.

« Owned receivables were $82.6 billion at year-end 2002, compared to $79.9 billion at year-end 2001. In
our real estate secured portfolio, strong growth was substantially offset by whole loan sales of
$6.3 billion, including $3.6 billion associated with the disposition of Thrift assets. Strong growth in our
auto finance, MasterCard and Visa, private label and personal non-credit card portfolios was offset by
higher securitization levels pursuant to our liquidity management plans.

e Our return on average common shareholders’ equity (“ROE”) was 17.3 percent in 2002, compared to
24.1 percent in 2001 and 23.2 percent in 2000. Our return on average owned assets (“ROA”) was
1.62 percent in 2002, compared to 2.26 percent in 2001 and 2.35 percent in 2000. Excluding the
settlement charge and the Thrift disposition loss, ROE was 23.6 percent and ROA was 2.21 percent in
2002.

e Our owned net interest margin was 7.57 percent in 2002, compared to 7.85 percent in 2001 and
7.68 percent in 2000. The decrease in 2002 was attributable to our liquidity-related investment portfolio
which was established in 2002 and has lower yields than our receivable portfolio. This decrease was
partially offset by lower funding costs. The increase in 2001 was primarily attributable to lower funding
costs.

e Our owned consumer charge-off ratio was 3.81 percent in 2002, compared to 3.32 percent in 2001 and
3.18 percent in 2000. Our delinquency ratio was 5.57 percent at December 31, 2002, compared to
4.53 percent at December 31, 2001. Both ratios were negatively affected by the weak economy and
higher industry bankruptcy filings.

 During 2002, we recorded owned loss provision greater than charge-offs of $602.9 million, increasing
our owned loss reserves to $3.3 billion. Receivables growth, increases in personal bankruptcy filings,
higher delinquencies and the weak economy contributed to the higher provision.

e Our owned basis efficiency ratio was 42.6 percent in 2002, 38.4 percent in 2001 and 39.6 percent in
2000. The 2002 ratio reflects the settlement charge and the Thrift disposition loss. Excluding these
items, our owned basis efficiency ratio was 36.3 percent in 2002 and reflects higher revenues, partially
offset by higher operating expenses to support growth.

e On August 14, 2002, we announced a restatement of our prior period financial results rel