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Certain Defined Terms
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the Hong Kong Special Administrative Region of the
People’ s Republic of Chinais referred to as ‘ Hong
Kong'.

This document comprises the Annual Report and Accounts 2004 for HSBC Holdings plc and its subsidiary and associated undertakings. It
contains the Directors' Report and Financial Statements, together with the Auditors' Report thereon, as required by the UK Companies
Act 1985. The Annual Review 2004 of HSBC Holdings plc is published as a separate document.
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Financial Highlights

HSBC's Financial Statements and Notes thereon, as set out on pages 237 to 356, are prepared in accordance with UK
Generally Accepted Accounting Principles (UK GAAP'). HSBC uses the US dollar as its reporting currency because
the US dollar and currencies linked to it form the major currency bloc in which HSBC transacts its business. As
HSBC islisted on the New Y ork Stock Exchange, it also reconciles certain financia information to US Generally
Accepted Accounting Principles (‘US GAAFP'), which differ in certain respects from UK GAAP as explained on

page 322 and reconciled in Note 49 of the ‘Notes on the Financia Statements'. Unless otherwise stated, the numbers
presented in this document have been prepared in accordance with UK GAAP.

HSBC judges its own performance by comparing returns before goodwill amortisation on cash invested as
HSBC believes this gives an important measure of its underlying performance and facilitates comparison with its
peer group. Profit before goodwill amortisation is derived by adjusting reported earnings to eliminate the impact of
the amortisation of goodwill arising on acquisitions. The derivation of non-GAAP measures from the equivalent
reported measures is explained in the ‘ Footnotes to Financial Highlights' on page 4.

2004 2003
US$m US$m
For the year (excluding goodwill amortisation)
Operating profit DEFOre PrOVISIONS! .........cc.eeuerveerireeeeeseeees e sses s essssesssessssess s ssnsees 24,712 19,990
Profit on ordinary aCtiVitieS DEFOTEtAX? ............ccvrveeeeeieeessisssssesseseseessssssssesssssssesssssssssasssssssennes 19,426 14,401
Profit attributalle to SHArENOITEIS? ......vvveverversreeesseee st seessss st sss st 13,658 10,359
For the year (asreported)
Operating profit DEFOre PrOVISIONS .......co.coiieiiririeeriee e 22,898 18,540
Profit on ordinary activities before tax . 17,608 12,816
Profit attributable to shareholders ........ 11,840 8,774
DIVIOENS ...t (7,301) (6,532)
At year-end
SharehOldErS' FUNAS ...ttt 86,623 74,473
Capital reSOUrCeS .......ccveveeeirereeeeeneseeienenes 90,780 74,042
Customer accounts and deposits by banks ... 777,290 643,556
Total 8ssets ......cccveee. 1,276,778 1,034,216
RISK-WEIGNLEA BSSELS ...ttt bbbttt 759,210 618,662
uss Uss
Per ordinary share
Earnings excluding goodwill BMOMISAHONT ..........ccc.eveeeereeeseeseseseessessssesessessssessssssessasssssssenees 1.25 0.99
BaSIC BAIMINGS ...vevviviietisieeeteeeesteseseeseesesaesestesessesseseseeseesesaesesesessenseseseeneasasessesesessensnsessenessensesessans 1.09 0.84
DIULEA GAIMINGS ...ttt ettt st ae e bbb e et b e seeae ke s e eb e s e b e sb et ebe e e be e enesnens 1.07 0.83
Dividends 0.66 0.60
Net 8SSEL VAIUE @ YEAI EBNA ...ttt ettt sttt sttt ne e e s snen 7.75 6.79
At At
31 December 31 December
2004 2003
Shareinformation
US$0.50 ordinary sharesinissue (Million)..........cccocoirreiinriniiese e 11,172 10,960
Market capitalisation (DillioN) ... US$190 UsSs$172
Closing market price per ordinary share:
S LONAOMN <. £8.79 £8.78
—HONG KONG ...t HK$133.00 HK$122.50
Closing market price per American Depositary Share (‘ADS')* US$85.14 US$78.82
HSBC Benchmark
Total shareholder return to 31 December 2004°
S OVEE LYEAID oot e e 105 110

For the above footnotes, see ‘ Footnotes to Financial Highlights' on page 4.
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Financial Highlights (continued)

Capital and performance ratios (annualised)

Capital ratios
Tier 1 capital
Total capital

Performance ratios (excluding goodwill amortisation)

Return on average invested Capital” ...........co..ovveereeeceeeeieseeesssseeseessessessssesssessses s sesssssssesssessensssnsens

Return on average net tangible equity®®........
Post-tax return on average tangible assets® ..........

Post-tax return on average risk-Welghtet aSSEES” ...........o.ovvoeeeveeeeeseeeeeeeese e eeeeeee s seese e

Performanceratios (asreported)

Return on average shareholders’ fUNAS ...

Post-tax return on average total assets ................
Post-tax return on average risk-weighted assets

Credit coverageratios
Provisions for bad and doubtful debts as a percentage of operating profits before goodwill

AMOrtiSALiON @NA PrOVISIONS .....cvieitiieeeeteieies ettt se st e et se e sbe e ebesbe e b e s ebese e e ebeseenennas

Provisions for bad and doubtful debts as a percentage of average gross customer advances:

1L 001 = o (= TSSO T USSR PP

— Consumer Finance'® .

0L L= 5 = USSR

Total provisions outstanding as a percentage of non-performing loans at year end:

1L 0 0= T £ OSSOSO PO TSP
— CONSUMES FINANCETY ..o e se e sse s se s

0L L= 5= SRS

Efficiency and revenue mix ratios

Cost:income ratio (excluding goodwill amortisation)*!

— CONSEANE CUITENCY DBSIS ...ttt et e e nbe s

As a percentage of total operating income:

— NEL TNEEIESE INCOIME ...ttt st st a e e et e s aeebesaeese e s e sesbesseeseensesensensatenaeas

— other operating income ...
— net fees and commissions

— 0EAIING PrOFILS ..ottt

Constant currency

2004
%

8.9
12.0

15.2
254
131
2.23

14.4
112
1.96

25.7

1.04
4.26
0.19

95.5
102.1
92.5

51.1
51.1

61.3
38.7
25.9

51

2003
%

8.9
12.0

13.7
24.7
121
2.07

13.0
1.01
1.78

30.5

1.25
521
0.38

91.0
110.5
82.1

51.3
51.8

62.3
37.7
253

53

Constant currency comparatives in respect of 2003 and 2002, used in the 2004 and 2003 commentaries respectively,

are computed by retranslating into US dollars:

» theprofit and loss accounts for 2003 and 2002 of non-US dollar branches, subsidiary undertakings, joint

ventures and associates at the average rates of exchange for 2004 and 2003 respectively; and

e the balance sheets at 31 December 2003 and 2002 for non-US dollar branches, subsidiary undertakings, joint

ventures and associates at the rates of exchange ruling at 31 December 2004 and 2003 respectively.

No adjustment is made to the exchange rates used to translate foreign currency denominated assets and liabilities

into the functional currency of any HSBC branches, subsidiary undertakings, joint ventures and associates.

2004 compar ed with 2003 2003 compared with 2002
As Constant As Constant
reported currency reported currency
% % % %
Operating income and cost growth

Net iNterest iNCOME ........ccvierieeceeee s 21 17 66 58
Fees and commissions (net) 26 17 33 24
Dedling profits .......ccccceeenae 18 12 66 58
Total operating iNCOME ........ccoeiererieerierencree e 23 18 54 46

Administrative expenses (excluding goodwill
AMONtISALION) ..t 23 17 41 32

For the above footnotes, see ‘ Footnotes to Financial Highlights on page 4.



Five-year comparison

At year-end

Share capital .......cccooeeeeeneinercreeeee
Shareholders’ funds .........cccoveeeenneicns
Capital resoUrces™..........ovvvevvvenverereennienn.
CuUStOmer aCCOUNLS ........ccevrerrreerieeerereenes
Undated subordinated loan capital .
Dated subordinated loan capital ................
Loans and advances to customers®® .........
TOtal 8SSELS ...ovvvveeeieirieee e

For the year

Net interest income .........ccccoeveveecrenenenn.
Other operating inCome .........cccceveverveenns
Operating profit before provisions ............
Provisions for bad and doubtful debts ......
Profit on ordinary activities before tax ......
Profit attributable to shareholders .............
Dividends

Per ordinary share
Earnings excluding goodwill

AMOMtiSALiON® ....oooovevees s
Basic earnings ....
Diluted €arnings ........cccceevvevvieneeesereeennns
Dividends .......ccooeeeeneieneneereeec e
Net asset value at year end ........ccoeevneneee

Shareinformation
US$0.50 ordinary sharesin
issue (MIllioNS) .....cveveeeeeieecc e

Financial ratios

Dividend payout ratio™ ..........ccco.eevvvnen.

Post-tax return on average total assets ......

Return on average shareholders' funds .....

Average shareholders' fundsto
averagetotal assets ......coeevveeirenieennns

Capital ratios
Tier 1 capital ....coceeveeveriieeneeeseree
Total capital ......covveeirreceeece

Foreign exchange trandation ratesto
uss
Closing —US$1.£
—-US$L€
Average— US$1.£
—-US$L€

2004
Ussm

5,587
86,623
90,780

693,751

3,686

22,800
669,831
1,276,778

31,024
19,563
22,398
(6,357)
17,608
11,840
(7,301)

Uss

1.25
1.09
1.07
0.66
7.75

11,172
%

52.7
112
144

7.02

8.9
12.0

0.517
0.733
0.546
0.805

2003
US$m

5,481
74,473
74,042

573,130

3,617

17,580
528,977
1,034,216

25,508
15,474
18,540
(6,093)
12,816
8,774
(6,532)

Uss

0.99
0.84
0.83
0.60
6.79

10,960
%

60.6
1.01
13.0

7.06

8.9
12.0

0.560
0.793
0.612
0.885

For the above footnotes, see ‘ Footnotes to Financial Highlights' on page 4.

2002
US$m

4,741
51,765
57,430

495,438

3,540

14,831
352,344
758,605

15,460
11,135
10,787
(1,321)
9,650
6,239
(5,001)

Uss

0.76
0.67
0.66
0.53
5.46

9,481
%

69.7
0.97
12.4

6.91

9.0
133

0.620
0.953
0.666
1.061

2001
US$m

4,678
45,688
50,854

449,991

3,479

12,001
308,649
695,545

14,725
11,163
10,484
(2,037)
8,000
4,992
(4,467)

Uss

0.63
0.54
0.53
0.48
4.88

9,355
%

76.2
0.86
10.6

6.87

9.0
13.0

0.690
1.130
0.695
1.117

2000
US$m

4,634
45,631
50,964

427,069

3,546

12,676
289,837
673,503

13,723
10,850
10,486
(932)
9,775
6,457
(4,010)

Uss

0.80
0.74
0.73
0.435
4.92

9,268
%

54.4
131
15.8

6.64

9.0
133

0.670
1.076
0.660
1.084
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Financial Highlights (continued)

Five-year comparison (continued)

Amounts in accordance with US GAAP

2004 2003 2002 2001 2000
UsS$m ussm ussm UsS$m Us$m
Income statement for the year
Net income available for ordinary
Shareholders ... 12,506 7,231 4,900 4,911 6,236
Other comprehensive income .................... 983 7,401 5,502 (1,439) (511)
Dividends ... (6,932) (6,974) (4,632) (4,394) (3,137)
Balance sheet at 31 December
TOtal @SSELS ..o 1,266,365 1,012,023 763,565 698,312 680,076
Shareholders’ funds ..........cccccoeveeeeennns 90,082 80,251 55,831 48,444 48,072
uss uss uss uss uss
Per ordinary share
BasSiC €arNiNgS ......covvvevevereiicccceenenes 1.15 0.69 0.52 0.53 0.71
Diluted earnings . 113 0.69 0.52 0.53 0.70
Dividends ........cccoovverenne. 0.63 0.685 0.495 0.48 0.34
Net asset value at year end .........cccceeeneeneee 8.06 7.32 5.89 5.18 5.19

Footnotes to ‘Financial Highlights’

1 Operating profit before provisions and excluding goodwill amortisation can be reconciled to the equivalent reported measure by
deducting goodwill amortisation of US$1,814 million (2003: US$1,450 million).

2 The profit on ordinary activities before tax and the profit attributable to shareholders excluding, in each case, goodwill
amortisation, can be reconciled to the equivalent reported measures by deducting goodwill amortisation, including that attributable
to joint ventures and associates, of US$1,818 million (2003: US$1,585 million).

3 Earnings excluding goodwill amortisation per ordinary share are calculated by dividing profit excluding goodwill amortisation
attributable to shareholders (as explained in note 2 above) by the weighted average humber of ordinary sharesin issue and held
outside the Group during the year, which is the same number used in the calculation of basic earnings per share on a reported basis.

4 Each ADSrepresents five ordinary shares.
5 Total shareholder return (‘' TSR') is defined on page 220.

6 The current TSR peer group benchmark, which is designed to reflect the Group’s geographical profile and business mix, consists of
three elements weighted as follows:

(i) 50 per cent isapplied to a peer group of nine banks weighted by market capitalisation. The nine banks are ABN AMRO Holding
N.V., Bank of America Corporation, Citigroup Inc., Deutsche Bank AG, JPMorgan Chase & Co., The Royal Bank of Scotland
Group plc, Banco Santander Central Hispano SA, Standard Chartered PLC and UBS AG;

(ii) 25 per cent is applied to the five largest banks from each of US, the UK, continental Europe and Asia, other than those included
in (i) above, weighted by market capitalisation;

(iii) 25 per cent isapplied to the banking sector of the Morgan Stanley Capital International World Index (‘MCIW"), excluding any
banksincluded in (i) and (ii) above, weighted by market capitalisation.

7 The definition of return on invested capital and a reconciliation to the equivalent GAAP measures are set out on page 43.

8 The return on average net tangible equity is defined as attributable profit excluding goodwill amortisation of US$13,658 million
(2003: US$10,359 million) divided by average shareholders' funds after deduction of average purchased goodwill of
US$53.9 hillion (2003: US$42.0 billion).

9 Average net tangible equity and average tangible assets are calculated by deducting average purchased goodwill net of cumulative
amortisation of US$28.2 billion (2003: US$25.4 hillion). The calculation of average risk-weighted assets is the same for both the
reported basis and that excluding goodwill amortisation.

10 Comprises the consumer finance business of HSBC Finance Corporation (formerly Household International, Inc.) and the US
residential mortgages and credit card portfolios acquired by HSBC Bank USA, N.A. (‘HSBC Bank USA") from HSBC Finance
Corporation and its correspondents since December 2003.

11 The cost:income ratio, excluding goodwill amortisation, is defined as operating expenses excluding goodwill amortisation of
US$1,814 million (2003: US$1,450 million) divided by operating income.

12 Capital resources are defined on page 174. A detailed computation for 2004 and 2003 is provided on page 177.
13 Net of suspended interest and provisions for bad and doubtful debts.
14 Dividends per share expressed as a percentage of earnings per share (excluding goodwill amortisation).
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This Annual Report contains certain forward-looking
statements with respect to the financial condition,
results of operations and business of HSBC.

Statements that are not historical facts,
including statements about HSBC's beliefs and
expectations, are forward-looking statements. Words
such as ‘expects, ‘anticipates’, ‘intends’, ‘plans’,
‘believes, ‘seeks, ‘estimates, ‘potentia’,
‘reasonably possible’ and variations of these words
and similar expressions are intended to identify
forward-looking statements. These statements are
based on current plans, estimates and projections,
and therefore undue reliance should not be placed on
them. Forward-looking statements speak only as of
the date they are made, and it should not be assumed
that they have been revised or updated in the light of
new information or future events.

Written and/or oral forward-looking statements
may also be made in the periodic reports to the US
Securities and Exchange Commission, summary
financial statements to shareholders, proxy
statements, offering circulars and prospectuses, press
releases and other written materials, and in oral
statements made by HSBC's Directors, officers or
employees to third parties, including financial
analysts.

Forward-looking statements involve inherent
risks and uncertainties. Readers are cautioned that a
number of factors could cause actua resultsto differ,
in some instances materially, from those anticipated
or implied in any forward-looking statement. These
factors include, among others:

e changesin general economic conditionsin the
markets in which HSBC operates, such as:

— changesin foreign exchange rates, in both
market exchange rates (for example,
between the US dollar and the pound
sterling) and government-established
exchange rates (for example, between the
Hong Kong dollar and the US dollar);

— voldtility in interest rates;

— voldtility in equity markets, including in the
smaller and less liquid trading markets in
Asiaand South America;

— lack of liquidity in wholesale funding
markets in periods of economic or political
crisis;

— illiquidity and downward price pressurein
national real estate markets, particularly
consumer-owned real estate markets;

Cautionary Statement regarding Forward-Looking Statements

the impact of lower than expected
investment returns on the burden of funding
private and public sector defined benefit
pensions;

the effect of unexpected changesin
actuarial assumptions on longevity which
would influence the funding of private and
public sector defined benefit pensions;

continuing or deepening recessions and
employment fluctuations; and

consumer perception as to the continuing
availability of credit, and price competition
in the market segments served by HSBC.

changes in governmental policy and regulation,
including:

the monetary, interest rate and other
policies of central banks and bank and other
regulatory authorities, including the UK
Financia Services Authority, the Bank of
England, the Hong Kong Monetary
Authority, the US Federal Reserve, the
European Central Bank, the Peopl€e’'s Bank
of Chinaand the central banks of other
leading economies and markets where
HSBC operates,

expropriation, nationalisation, confiscation
of assets and changes in legislation relating
to foreign ownership;

initiatives by local, state and national
regulatory agencies or legislative bodies to
revise the practices, pricing or
responsibilities of financial institutions
serving their consumer markets;

changes in bankruptcy legislation in the
principal marketsin which HSBC operates
and the consequences thereof;

genera changesin governmental policy that
may significantly influence investor
decisions in particular markets in which
HSBC operates,

other unfavourable political or diplomatic
developments producing social instability
or legal uncertainty which in turn may
affect demand for HSBC' s products and
services;

the costs, effects and outcomes of
regulatory reviews, actions or litigation,
including any additional compliance
requirements,
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Cautionary Statement regarding Forward-Looking Statements (continued)

the ability of the Government of Argentina
to attract international support for the
measures necessary to restructure its debt
obligations and create aviable financia
system with stability in monetary, fiscal and
exchange rate policies; and

the effects of competition in the markets
where HSBC operates including increased
competition resulting from new types of
affiliations between banks and financial
services companies, including securities
firms, particularly in the United States.

e transition to International Financial Reporting
Standards

the adoption of International Financial
Reporting Standards (‘IFRS') from

1 January 2005 is the most significant
accounting development for HSBC. The
European Union (‘EU’) requires that listed
European companies prepare their 2005
financial statementsin accordance with
EU-approved IFRS. HSBC's 2005 interim
financial statementswill, therefore, be
prepared in accordance with IFRS. The
European Union endorsement process for
IFRS is ongoing but the majority of
standards are now endorsed. HSBC has
substantially completed its transition to
IFRS. The process of refining systems and
processes in order to collect data on afully
IFRS-compliant basis for 2005 reporting is
well advanced. On 9 December 2004,
HSBC filed with the US Securities and
Exchange Commission a summary of the
applicable significant differences between

UK GAAP and IFRS. This should be
referred to for details of the major expected
IFRS effects on HSBC Group, and is
available from http://www.hsbc.com/hsbc/
investor_centre/financial-results, although,
as work continues and standards develop
other effects may emerge. HSBC currently
intends to file 2004 comparative data and
the 2005 opening balance sheet on an IFRS
basis in the second quarter of 2005.
However, HSBC' s results for periods prior
to 2004 will not be restated and its results
for 2005 and subsequent years will not be
comparable to these prior periods.

« factors specific to HSBC:

the success of HSBC in adequately
identifying the risksit faces, such asthe
incidence of loan losses or delinquency, and
managing those risks (through account
management, hedging and other
techniques). Effective risk management
depends on, among other things, HSBC's
ability through stress testing and other
techniques to prepare for events that cannot
be captured by the statistical modelsit uses;

the success of HSBC in integrating the
recently acquired Losango Promotora de
Vendas Limitada, The Bank of Bermuda
Limited and Marks and Spencer Retail
Financia Services Holdings Limited; and

the success of HSBC in working with Bank
of Communications Limited to generate a
satisfactory return from HSBC's 19.9 per
cent equity participation.
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HSBC Holdingsis a public limited company
incorporated in England and Wales. Most of HSBC
Holdings' Directors and executive officerslive
outside the United States. As aresult, it may not be
possible to serve process on such persons or HSBC
Holdings in the United States or to enforce
judgements obtained in US courts against them or
HSBC Holdings based on civil liability provisions of
the securities laws of the United States. Thereis
doubt as to whether English courts would enforce:

e certain civil liabilities under US securities laws

There are currently no UK laws, decrees or
regulations which would prevent the import or
export of capital or remittance of distributable
profits by way of dividends and other payments to
holders of HSBC Holdings' equity securities who
are not residents of the United Kingdom. There are

Information about the Enforceability of Judgements made in the United States

in original actions; or

e judgements of US courts based upon these civil
liability provisions.

In addition, awards of punitive damagesin
actions brought in the United States or el sewhere
may be unenforceable in the United Kingdom. The
enforceability of any judgement in the United
Kingdom will depend on the particular facts of the
case aswell asthe laws and treaties in effect at the
time.

Exchange Controls and Other Limitations affecting Equity Security Holders

also no restrictions under the laws of the United
Kingdom or the terms of the Memorandum and
Articles of Association of HSBC Holdings
concerning the right of non-resident or foreign
ownersto hold HSBC Holdings' equity securities or,
when entitled to vote, to do so.
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Description of Business

Introduction

HSBC is one of the largest banking and financial
services organisations in the world, with a
market capitalisation of US$190 hillion at

31 December 2004.

Headquartered in London, HSBC operates
through long-established businesses and has an
international network of over 9,800 officesin
77 countries and territories in five geographical
regions: Europe; Hong Kong; the rest of Asia
Pacific, including the Middle East and Africa; North
America; and South America. Within these regions, a
comprehensive range of financial servicesis offered
to personal, commercial, corporate, institutional,
investment and private banking clients. HSBC
manages its business through the following customer
groups: Personal Financial Services; Commercial
Banking; Corporate, Investment Banking and
Markets; and Private Banking. Although part of
Personal Financial Services, the consumer finance
business originated by HSBC Finance Corporation is
treated as distinct and has accordingly been
separately identified. Services are delivered through
businesses which usually operate as domestic banks,
typically with large retail deposit bases and strong
liquidity and capital ratios. In North America, HSBC
Finance Corporation is one of the largest consumer
finance companies in the US, and is substantially
funded in the wholesale market.

The establishment of HSBC and its hexagon
symbol as a uniform, consumer brand name has
ensured that it has become an increasingly familiar
sight across the world.

History and development

The founding member of HSBC, The Hongkong and
Shanghai Banking Corporation Limited (‘ The
Hongkong and Shanghai Banking Corporation’), was
established in Hong Kong and Shanghai in 1865.
The bank expanded rapidly, with an emphasis on
building up representation in China and the rest of
the Asia-Pecific region, while also establishing a
presence in the mgjor financia and trading centresin
Europe and America.

In the mid-1950s, The Hongkong and Shanghai
Banking Corporation embarked on a strategy of
pursuing profitable growth through acquisition as
well as organic development — a combination that
has remained a key feature of HSBC's approach ever
since.

As each acquisition has been made, HSBC has
focused on integrating its newly acquired operations

with its existing businesses with aview to
maximising the synergy between the various
components. Key to thisintegration processisthe
blending of local and international expertise.

The most significant developments are
described below. Other acquisitionsin 2004 are
discussed in the * Financial Review’ on
pages 26 to 178.

The Hongkong and Shanghai Banking
Corporation purchased The Mercantile Bank of India
Limited and The British Bank of the Middle East,
now HSBC Bank Middle East Limited (' HSBC
Bank Middle East’) in 1959. In 1965, The Hongkong
and Shanghai Banking Corporation acquired a 51 per
cent interest (subsequently increased to 62.14 per
cent) in Hang Seng Bank Limited (‘ Hang Seng
Bank’), consolidating its position in Hong Kong.
Hang Seng Bank is the second-largest listed bank in
Hong Kong by market capitalisation.

The Hongkong and Shanghai Banking
Corporation entered the US market in 1980 by
acquiring a 51 per cent interest in Marine Midland
Banks, Inc. now HSBC USA, Inc. The remaining
interest was acquired in 1987.

In 1981, The Hongkong and Shanghai Banking
Corporation incorporated its existing Canadian
operations. HSBC Bank Canada has since made
numerous acquisitions, expanding rapidly to become
the largest foreign-owned bank in Canada and the
seventh-largest overall at 31 December 2004.

From the early 1980s, The Hongkong and
Shanghai Banking Corporation began to focusits
acquisition strategy on the UK. In 1987, it purchased
a14.9 per cent interest in Midland Bank plc, now
HSBC Bank plc (‘HSBC Bank’), one of the UK’s
principal clearing banks. In 1991, HSBC Holdings
plc was established as the parent company of the
HSBC Group and, in 1992, it purchased the
remaining interests in HSBC Bank. In connection
with this acquisition, HSBC's head office was
transferred from Hong Kong to London in January
1993.

In 1997, HSBC assumed selected assets,
liabilities and subsidiaries of Banco Bamerindus do
Brasil S.A., now HSBC Bank Brasil S.A.-Banco
Multiplo (HSBC Bank Brazil”) following the
intervention of the Central Bank of Brazil, and in
Argentina completed the acquisition of Grupo
Roberts, now part of HSBC Bank Argentina S.A.
(‘HSBC Bank Argentina).

In December 1999, HSBC acquired Republic
New York Corporation, subsequently merged with



HSBC USA, Inc., and Safra Republic Holdings S.A.
In July 2004, HSBC Bank USA, Inc. merged with
HSBC Bank & Trust (Delaware) N.A. to form HSBC
Bank USA.

To expand its base in the eurozone, in October
2000 HSBC completed its acquisition of 99.99 per
cent of the issued share capital of Crédit Commercial
de France SA., now CCF SA. (‘CCF), amagjor
French banking group.

In 2002, HSBC made further stepsin expanding
its presence in North America, completing the
acquisition of 99.59 per cent of Grupo Financiero
Bital, S.A. de C.V. (now Grupo Financiero HSBC,
SA. deC.V. (‘"HSBC Mexico')), thefifth-largest
banking group in Mexico measured by assets and the
third by customer deposits.

Mainland Chinaremains acritical long-term
growth area for the Group. In 2002, HSBC
completed the acquisition of a 10 per cent equity
stake in Ping An Insurance Company of China
Limited (‘ Ping An Insurance’). Ping An Insuranceis
the second-largest life insurer and the third-largest
property and casualty insurer in mainland China. In
June 2004 Ping An Insurance listed its shares
through an initial public offering (‘IPO’) in Hong
Kong. HSBC invested a further US$168 million,
reducing its holding to 9.99 per cent.

In March 2003, HSBC acquired Household
International, Inc. which, in December 2004,
changed its name to HSBC Finance Corporation.
HSBC Finance Corporation offers HSBC national
coverage in the US for consumer lending, credit
cards and credit insurance through various
distribution channels.

Also in 2003, HSBC acquired assets in Brazil,
including al the shares of Banco LIoyds TSB S.A.-
Banco Multiplo and a consumer finance company,
Losango Promotora de Vendas Limitada
(‘Losango’).

In February 2004, the acquisition of The Bank
of Bermuda Limited (‘ Bank of Bermuda') was
completed for US$1.2 billion, adding a strong
position in the local banking market in Bermuda and
significant scale and geographical spread to HSBC's
existing international funds administration, private
banking, trust and payments and cash management
businesses.

In May 2004, Hang Seng Bank acquired 15.98
per cent of Industrial Bank Co. Limited (‘ Industrial
Bank’) for US$208 million. With over 260 outletsin
mainland China, Industrial Bank is one of only 10
national joint-stock banks, and had total assets of
approximately US$23 hillion at 31 December 2003.

In June 2004, HSBC acquired 14.62 per cent of
UTI Bank in Indiafor US$68 million. With over 250
branches, UTI has the second largest retail banking
network amongst Indian private sector banks.

In August 2004, HSBC completed the largest
single equity investment in a mainland China bank
by aforeign bank when it acquired 19.9 per cent of
Bank of Communications Limited (‘ Bank of
Communications') for US$1,747 million. Bank of
Communications is mainland Chind s fifth largest
bank, with assets of US$112 billion and
approximately 2,700 branchesin 137 citiesin
mainland China as at 31 December 2003.

In November 2004, HSBC completed the
acquisition of 100 per cent of Marks and Spencer
Retail Financial Services Holdings Limited, which
trades as Marks and Spencer Money (‘M&S
Money') for US$1,044 million, M&S Money is one
of the UK’s top 10 credit card providers.

Outlook

In 2005, the Group expects consumer spending
growth to slow across much of the Western world,
bringing increased competition and pricing pressure
on available business. The slowdown in consumer
spending is expected to be reflected in a heightened
focus on efficiency and economies of scalein the
corporate sector, which may trigger increased merger
and acquisition activity, atrend already evident in
2005. The pressure to reinforce personal long-term
savings and tighten fiscal discipline, as government
responsibility for pension and healthcare
programmes s clarified, are likely to contribute to
slower consumer spending in the western world.

By contrast, in emerging markets such as Brazil,
Mexico, India and the Association of South East
Asian Nations (‘ ASEAN’) countries, relatively
stable currencies and historically low interest rates
are expected to continue to promote consumer
activity, fuelling domestic growth and reducing
export dependence. Mainland Chinais expected to
continue to play an increasingly important role, not
only through its burgeoning exports, but also as a
major and growing market for commodity producing
countries and for those devel oped countries that are
supplying the technology, equipment and services to
support its economic expansion.

The Group is dive to the changing nature of the
global economy and the accelerating pace of change,
and monitors the impact on sentiment and consumer
spending of strong domestic property prices, which
in many markets are proving resilient to rising
interest rates. While such resilience is
understandabl e in the context of historically low



HSBC HOLDINGS PLC

Description of Business (continued)

nominal interest rates and a generaly limited
appetite for aternative investment opportunities, in
the long run property prices reflect income growth
and, therefore, a correction in some markets cannot
be discounted.

Against this backdrop, HSBC expects to focus
on building its businesses where it has comparative
advantage. HSBC also expectsits lending to
consumers around the world to continueto rise as a
proportion of total lending, partly reflecting
domestic growth trends and credit demand in
emerging markets, but also in response to the
introduction of its US consumer finance model, with
its emphasis on real estate secured lending and its
scale advantages in credit card lending, to new
geographical markets. In North America, HSBC
expectsits business to grow as the US economy
demonstrates its flexibility and responds to the lower
value of the dollar.

Strategy

At the end of 2003, HSBC launched ‘ Managing for
Growth’, a strategic plan that provides HSBC with a
blueprint for growth and development during the
next five years. The strategy is evolutionary, not
revolutionary. It builds on HSBC's strengths and it
addresses the areas where further improvement is
considered both desirable and attainable.

Management’s vision for the Group remains
consistent: HSBC aims to be the world’s leading
financial services company. In this context, ‘leading’
means preferred, admired and dynamic, and being
recognised for giving the customer afair deal. HSBC
will strive to secure and maintain aleading position
within each of its customer groups in selected
markets.

HSBC will concentrate on growing earnings
over the long term at arate which will placeit
favourably when compared with its peer group. It
will also focus on investing in its delivery platforms,
its technology, its people and its brand to support the
future value of HSBC as reflected in its comparative
stock market rating and total shareholder return
(‘TSR’). HSBC remains committed to benchmarking
its performance by comparison with a peer group.
For full details of the benchmark, see footnote 6 in
the ‘ Footnotes to Financia Highlights' on page 4.

HSBC's core values are integral to its strategy,
and communicating them to customers, shareholders
and employeesisintrinsic to the plan. These values
comprise an emphasis on long-term, ethical client
relationships; high productivity through teamwork; a
confident and ambitious sense of excellence; being
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international in outlook and character; prudence;
creativity and customer focused marketing.

The plan also reaffirms HSBC's recognition of
its corporate social responsibility (‘CSR’). HSBC
has always aspired to the highest standards of
conduct, recognises its wider obligationsto society
and believes there isa strong link between CSR and
long-term success. Moreover, the pressures to
comply with public expectations across awide
spectrum of social, ethical and environmental issues
are growing rapidly. The strategy therefore callsfor a
renewed emphasis on CSR and for increased
external communication of the Group’s CSR policies
and performance, particularly on education and the
environment, which will remain the principal
beneficiaries of HSBC's philanthropic activities.

HSBC's new plan isled by customer groups,
and specific strategies will be implemented for each
of them. HSBC believes that by organising its
internal and external reporting around customer
groups, it reinforces to all its employees the Group’s
customer focus.

The acquisition of HSBC Finance Corporation
in 2003, and subsequent skills sharing and
technology transfer, have highlighted the importance
within Personal Financial Services of adistinct
customer group, Consumer Finance, to augment
HSBC's existing activities. HSBC's other customer
groups are Commercia Banking; Corporate,
Investment Banking and Markets; and Private
Banking.

Key elementsin achieving HSBC's objectives
for its customer groups will be accelerating the rate
of growth of revenue; devel oping the brand strategy
further; improving productivity; and maintaining the
Group's prudent risk management and strong
financial position. Developing the skills of HSBC's
staff will also be critical and it will be necessary to
ensure that all employees understand how they can
contribute to the successful achievement of the
Group's objectives. Employees who do make such a
contribution will be rewarded accordingly.

Operational management will continue to be
organised geographically under four regional
intermediate head offices, with business activities
concentrated in locations where growth and critical
mass are to be found.

The plan contains eight strategic imperatives:

e Brand: make HSBC and its hexagon symbol one
of the world’s leading brands for customer
experience and corporate social responsibility;

e Persona Financial Services: drive growth in key



markets and through appropriate channelsto
make HSBC the strongest global player in
personal financial services,

e Consumer Finance: extend the reach of this
business to existing customers through a wider
product range and penetrate new markets;

e Commercial Banking: make the most of HSBC's
international customer base through effective
rel ationship management and improved product
offeringsin al the Group’s markets;

e Corporate, Investment Banking and Markets:
accelerate growth by enhancing capital markets
and advisory capabilities focused on client
service in defined sectors where HSBC has
critical relevance and strength;

e Private Banking: serve the Group’s highest
value persona clients around the world;

» People: attract, develop and motivate HSBC's
people, rewarding success and rejecting
mediocrity; and

e TSR: fulfil HSBC's TSR target by achieving
strong competitive performances in earnings per
share growth and efficiency.

Employees and management

At 31 December 2004, HSBC' s customers were
served by 253,000 employees (including part-time
employees) worldwide, compared with 232,000 at
31 December 2003 and 192,000 at 31 December
2002. The main centres of employment are the UK
with 56,000 employees, the US 43,000, Brazil
28,000, Hong Kong 26,000, Mexico 20,000 and
France 14,000. HSBC negotiates with recognised
unions, and estimates that approximately 40 per cent
of its employees are unionised. The highest
concentrations of union membership are in Brazil,
France, India, Malaysia, Malta, Mexico, the
Philippines, Singapore and the UK. As aresult of
well-developed communications and consultation
programmes, HSBC has not experienced any
material disruptionsto its operations from labour
disputes during the past five years.

In support of its new strategy, HSBC focuses on
attracting, developing and motivating the very best
individuals, particularly graduates, and on
encouraging talent internally. Emphasisis placed on
performance management; differentiated rewards;
succession planning; diversity; and learning and
development, with priority accorded to enhancing
sales and relationship management skills. HSBC
continues to endeavour to ensure that employees
engagement with the businessis maximised as thisis

beneficial to shareholders, employees and customers
alike.

HSBC's diverse workforce represents a
significant competitive advantage. The broad
cultural mix and increasing cross-border mobility of
its employees enables HSBC to resource operations
with individual s who have detailed knowledge of
local markets and of HSBC globally. This
strengthens international networks and facilitates the
sharing of best practices. In addition, a continuing
focus on policies that encourage an inclusive
working environment and the availability of career
opportunitiesfor al is critical to HSBC being an
employer of choice. HSBC seeksto maintain an
employee profile that reflects its customer base.

HSBC operates in ahighly competitive and
international business environment. Through its
network of international operations, it hasthe
advantage of being able to respond to the availability
of talented employees wherever they are, in order to
enhance customer service and improve productivity.
As education levels improve globally and as
investments in technology and telecommunications
facilitate access at competitive cost to hitherto
untapped resources, the balance of employment will
change and global resource centres of excellence
will emerge. Job losses may arise in some countries,
but HSBC has a good record of communicating
openly and sensitively in these circumstances, and of
reassigning employees and minimising compul sory
redundancies wherever possible.

HSBC seeks to promote and recruit the most
able people and attaches great importance to
cultivating its own talent. Resources have been set
aside to ensure a supply of talented individualsto
meet business succession needs, with support
provided for these employees in the form of career
enhancement and personal development
programmes. In addition, HSBC recognises that
there are lessons to be learned from other successful
businesses, and will recruit from non-banking
industries where appropriate.
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Customer Groups

Profit before tax by customer group
(reported basis)

Year ended 31 December 2004
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Total assets! by customer group
Year ended 31 December 2004

%

Corporate, Investment
Banking and Markets 46.1

Personal Financial Services 21.7

Consumer Finance 12.9

Commercial Banking 12.7

Private Banking 4.5

Other 2.1

1 Excludes Hong Kong Government certificates of
indebtedness.

Personal Financial Services

Personal Financia Services provides some 41 million
individual and self-employed customers with awide
range of banking and related financial services. The
precise nature of the products and services provided is,
to some extent, driven by local regulations, market
practices, and the market positioning of HSBC'slocal
business. Typically, products provided include current
and savings accounts, mortgages and secured and
unsecured personal loans, credit cards, and local
payments services.

Personal Financia Services customers prefer to
conduct their financial business at times convenient to
them, using arange of delivery channels. The
availability of anumber of such channels, including
traditional and automated branches and service centres,
salf-service terminals, call centres and internet
capabilities, facilitates the exercise of choice
increasingly effectively.

Ddlivering the right products and service

12

propositionsfor particular target marketsisa
fundamental requirement in any retail service business,
and market research and customer analysisiskey to
developing an in-depth understanding of significant
customer segments and their needs. This understanding
of the customer ensures that Customer Relationship
Management (‘CRM’) systems are effectively used to
identify and fulfil sales opportunities, and to manage
the sales process.

HSBC Premier isa premium banking proposition
for HSBC' s more valuable retail customers. HSBC
Premier provides personalised relationship
management, 24-hour priority telephone access, global
travel assistance and cheque encashment facilities.
There are now over one million HSBC Premier
customers, who can use more than 250 specialy
designated Premier branches and centresin 33
countries and territories, either when visiting, or on a
more permanent basisif they require abanking
relationship in more than one country.

Insurance and investment products play an
important need in meeting the requirements of
customers. Insurance products sold and distributed
by HSBC through its branch networks include loan
and health protection life, property, casualty and
health insurance, and pensions. HSBC acts both as a
broker and an underwriter, and sees continuing
opportunities to deliver insurance products to its
personal customer base. HSBC also makes available
awide range of investment products through its
branch networks. Third party funds and proprietary
funds are available, and include traditional ‘long
only’ equity and bond funds, structured funds that
provide capital security as well as an opportunity for
enhanced return, and ‘fund of funds’ products which
offer customers the ability to diversify their
investment across a range of best in class fund
managers selected through arigorous and objective
selection process. Comprehensive financial planning
services covering customers’ investment; retirement,
personal and asset protection needs are offered
through specialist financial planning managers.

High net worth individuals and their families
who choose the differentiated services offered within
Private Banking are not included in this customer

group.

Consumer Finance

Within Personal Financial Services, HSBC Finance
Corporation’'s operations in the US, the UK and
Canada make credit available to customer groups not
well catered for by traditional banking operations,
facilitate point-of-sale credit in support of retail
purchases and support major affiliate credit card



programmes. At 31 December 2004 HSBC Finance
Corporation had over 57 million customers with total
gross advances of US$141.9 billion. Consumer
Finance products are offered through the following
businesses of HSBC Finance Corporation:

The consumer lending businessis one of the
largest sub-prime home equity originatorsin the US,
marketed under the HFC and Beneficial brand names
through a network of over 1,300 branchesin 46
states, direct mail, telemarketing, strategic alliances
and the internet. * Sub-prime’ is a US categorisation
which describes customers who have limited credit
histories, modest incomes, 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, bankruptcy or other credit-related
actions. Consumer lending products include secured
and unsecured loans such asfirst and second lien
closed-end mortgages, open-ended home equity
loans, personal loans and retail finance contracts.
Consumer lending also offers a near-prime mortgage
product which was first introduced in 2003 to
broaden the range of customers to which its products
arerelevant.

The mortgage ser vices business purchases first
and second lien residential mortgage loans, including
open-end home equity loans, from a network of over
200 unaffiliated third party lenders
(‘ correspondents’) in the US. Purchases are
primarily of pools of loans (‘bulk acquisitions'), but
also include individual loan portfolios (‘ flow
acquisitions’), made under predetermined
underwriting guidelines. Forward commitments are
offered to selected correspondents to strengthen
relationships and create a sustainable growth channel
for this business. HSBC Finance Corporation,
through its subsidiary, Decision One Mortgage
Company, aso offers mortgage loans referred by
mortgage brokers.

Theretail servicesbusinessis one of the
largest providers of third party private label credit
cards (or store cards) in the US based on receivables
outstanding, with over 70 merchant relationships and
15.5 million active customer accounts.

In addition to originating and refinancing motor
vehicle loans, HSBC Finance Corporation’s motor
vehicle finance business purchases retail instalment
contracts of US customers who do not have access to
traditional prime-based lending sources. The loans
are largely sourced from a network of approximately
5,200 motor dealers.

The credit card services businessis the
sixth largest issuer of MasterCard® and Visa™

credit cards in the US, and also includes affiliation
cards such asthe GM Card® and the AFL-CIO
Union Plus® credit card. Also, credit cardsissued in
the name of Household Bank and Orchard Bank
brands are offered to customers under-served by
traditional providers, or are marketed primarily
through merchant rel ationships established by the
retail services business.

A wide range of insurance servicesis offered
by HSBC Finance Corporation to customersin the
US, the UK and Canada who are typically not well
served by traditional sources.

The taxpayer financial services business
accelerates access to funds for US taxpayers who are
entitled to tax refunds. The business is seasonal with
most revenues generated in the first three months of
the year.

HSBC Finance Corporation’'s businessin the
UK provides mid-market consumers with mortgages,
secured and unsecured |oans, insurance products,
credit cards and retail finance products. It
concentrates on customer service through its
216 HFC Bank and Beneficial branches, and
finances consumer electronic goods, through its
retail finance operations. In Canada, similar products
are offered, and deposits are taken, through HSBC
Finance Corporation’s trust operations there.

Commercial Banking

HSBC is one of the world's leading banksin the
provision of financial services and products to small,
medium-sized and middle market businesses, with
over two million customers including sole
proprietors, partnerships, clubs and associations,
incorporated businesses and publicly quoted
companies.

At 31 December 2004, HSBC had total
commercial customer account balances of
US$137.8 hillion and total commercial customer
loans and advances, net of suspended interest and
provisions for bad and doubtful debts, of
US$129.9 hillion.

Commercia Banking places particular emphasis
on multi-disciplinary and geographical collaboration
in meeting its commercial customers’ needs, thereby

1 Visaisaregistered trademark of VISA USA, Inc.and
MasterCard is a registered trademark of MasterCard
International, Incorporated.

2 The Union Plus MasterCard and Visa credit card
programme is an affinity arrangement with Union Privilege
under which credit cards are offered to members of unions
affiliated with the American Federation of Labor and
Congress of Industrial Organizations (' AFL-CIO’).
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differentiating, broadening and enhancing its
offering. The range of productsincludes:

Payments and cash management: HSBC isa
leading provider of payments, collections, liquidity
management and account services worldwide,
enabling commercial customers to manage their cash
efficiently on aglobal basis. HSBC's extensive
network of offices and strong domestic capabilities
in many countries, including direct accessto local
clearing systems, enhance its ability to provide high-
quality cash management services.

Treasury and capital markets: Commercial
Banking customers have long been volume users of
the Group's foreign exchange capabilities. These are
now being supplemented with more sophisticated
currency and interest rate options.

Investment banking: A small number of
Commercia Banking customers need occasional
investment banking advisory support. Co-operation
with Corporate, Investment Banking and Markets
ensures that in most key markets such requirements
can be serviced internally.

Wealth management services: These include
advice and products related to savings and
investments. They are provided to Commercial
Banking customers and their employees through
HSBC's worldwide network of branches and
business banking centres.

Insurance: HSBC offers insurance protection,
employee benefits programmes and pension schemes
designed to meet the needs of businesses and their
employees, and to help fulfill the applicable statutory
obligations of client companies. These products are
provided by HSBC either as an intermediary (broker,
agent or consultant) or as a supplier of in-house or
third party offerings. Products and services include a
full range of commercia insurance, including
pension schemes; healthcare schemes; ‘key man’ life
insurance; car fleet; goodsin transit; trade credit
protection; risk management and insurance due
diligence reviews; and actuarial/employee benefit
consultancy.

Trade services: HSBC has more than 130 years
of experience in trade services. A complete range of
traditional documentary credit, collections and
financing products is offered, as well as speciaised
services such as insured export finance, international
factoring and forfaiting. HSBC's expertise is
supported by highly automated systems.

Leasing, finance and factoring: HSBC
provides leasing, finance (including instalment and
invoice finance) and domestic factoring services,
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primarily to commercia customersin the UK, Hong
Kong and France. Special divisions have been
established to finance vehicles, plant and equipment,
materials handling, machinery and large complex
leases.

Corporate, Investment Banking and Markets

HSBC's Corporate, Investment Banking and
Markets business provides tailored financia
solutions to major government, corporate and
institutional clients worldwide. Managed as a global
business, this customer group operates along-term
relationship management approach to build afull
understanding of clients' financia requirements.
Sectoral client service teams comprising relationship
managers and product specialists develop financial
solutions to meet individual client needs. With
dedicated officesin over 50 countries and with
access to HSBC' s worl dwide presence and
capabilities, this business serves subsidiaries and
offices of its clients on a global basis.

Products and services offered include:

Global Markets: HSBC's operations in Global
Markets consist of treasury and capital markets
services for supranationals, central banks,
corporations, institutional and private investors,
financial institutions and other market participants.
Products include;

» foreign exchange;

e currency, interest rate, bond, credit, equity and
other speciaised derivatives,

* government and non-government fixed income
and money market instruments;

*  precious metals and exchange traded futures,

e equity services, including research, sales and
trading for ingtitutional, corporate and private
clients and asset management services,
including global investment advisory and fund
management services; and

o distribution of capital markets instruments,
including debt, equity and structured products,
utilising links with HSBC's global networks.

Global Transaction Banking: Thisincludes
international, regional and ‘in-country’ payments and
cash management services; trade services,
particularly the specialised ‘ supply chain’ product;
and securities services, where HSBC is one of the
world’'s leading custodians providing custody and
clearing services and funds administration to both
domestic and cross-border investors. Factoring and



banknotes services are a so provided by specialist
units.

Corporate and Institutional Banking: This
includes:

e direct lending, including structured finance for
complex investment facilities;

» leasing finance with an emphasison ‘large
ticket’ transactions; and

e deposit-taking.
Global Investment Banking: This comprises:

e capital raising, both publicly and privately,
including debt and equity capital, structured
finance and syndicated finance;

e corporate finance and advisory services for
mergers and acquisitions, asset disposals, stock
exchange listings, privatisations and capital
restructurings,

e project and export finance services providing
non-recourse finance to exporters, importers and
financial institutions, and working closely with
all major export credit agencies; and

» financing and risk advisory services.

Group Investment Businesses: These comprise
asset management products and services for
institutional investors, intermediaries and individual
investors and their advisers.

Private Banking

HSBC is one of the world’ s leading international
private banking groups with total client funds under
management of US$178 hillion at 31 December
2004. 2004 was the first year in which the name
‘HSBC Private Bank’ was used for worldwide
marketing of its principal private banking business.

Drawing on the strength of the HSBC Group
and utilising the best products from the marketplace,
Private Banking works with its clients to offer both
traditional and innovative ways to manage and
preserve wealth whilst optimising returns. Products
and services offered include:

Investment services. These comprise both
advisory and discretionary investment services. A
wide range of investment vehiclesis covered,
including bonds, equities, derivatives, structured
products, mutual funds and hedge funds. Supported
by six major advisory centresin Hong Kong,
Singapore, Geneva, New York, Paris and London,
Private Banking seeks to select the most suitable
investments for clients' needs and investment
strategies.

Global wealth solutions: These comprise
inheritance planning, trustee and other fiduciary
services designed to protect existing wealth and
create tailored structures to preserve wealth for
future generations. Areas of expertise include trusts,
foundations, charitable trusts, private investment
companies, insurance vehicles and offshore
structures.

Specialist advisory services: Private Banking
offers expertise in several specidist areas of wealth
management including tax advisory, family office
advisory, charities and foundations, media, diamonds
and jewellery, and real estate. Specialist advisers are
available to deliver products and services that are
tailored to meet the full range of high net worth
clients' individual financial needs.

General banking services. These are the
ancillary services necessary for the management of
clients' finances. They include treasury and foreign
exchange, offshore and onshore deposits, tailor-made
loans and internet banking. The skills and products
available in HSBC's other customer groups, such as
corporate banking, investment banking and
insurance, are also offered to Private Banking
clients.

Private Banking services are also provided by
HSBC Guyerzeller and HSBC Trinkaus &
Burkhardt.

Geographical Regions

Profit before tax split by geographical region
(reported basis)

Year ended 31 December 2004
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Total assets® split by geographical region

As at 31 December 2004
%

Europe 42.6

Hong Kong 17.2

Rest of Asia-Pacific 9.5

North America 29.3

South America 1.4

=

1 Excludes Hong Kong Government certificates of
indebtedness.

Additional information regarding business
developmentsin 2004, as well as comparative
information relating to developments in 2003, may
be found in the ‘ Financial Review’ on pages

26t0 178.

Europe

HSBC's principal banking operationsin Europe are
HSBC Bank, CCF and HSBC Private Bank (Suisse).
HSBC provides awide range of banking, treasury
and financial servicesto personal, commercia and
corporate customers in the UK, France, and across
continental Europe, with strong coverage in Turkey
and Malta. HSBC' s strategy isto build long-term
relationships, attracting customers through value-for-
money products and high-quality service.

Hong Kong

HSBC's principal banking subsidiariesin Hong
Kong are The Hongkong and Shanghai Banking
Corporation and Hang Seng Bank. The Hongkong
and Shanghai Banking Corporation is the largest
bank incorporated in Hong Kong and isHSBC's
flagship bank in the Asia-Pacific region. It is one of
Hong Kong' s three note-issuing banks, accounting
for more than 63 per cent by value of banknotesin
circulation in 2004.

Rest of Asia-Pacific (including the
Middle East)

The Hongkong and Shanghai Banking Corporation
offers personal, commercial, corporate and
investment banking and markets servicesin
mainland China. The bank’s network spans 12 major
cities, comprising ten branches, three sub-branches
and two representative offices. Hang Seng Bank
offers personal and commercia banking services and
operates five branches, two sub-branches, and two
representative offices in seven citiesin mainland
China.
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Outside Hong Kong and mainland China, the
HSBC Group conducts business in the Asia-Pacific
region primarily through branches and subsidiaries
of The Hongkong and Shanghai Banking
Corporation, with particularly strong coveragein
India, Indonesia, Korea, Singapore and Taiwan.
HSBC's presence in the Middle East isled by HSBC
Bank Middle East, the largest foreign-owned bank in
theregion; in Australiaby HSBC Bank Australia
Limited; and in Malaysia by HSBC Bank Malaysia,
which has the second largest presence of any
foreign-owned bank in the country.

North America

HSBC's North American business covers the United
States, Canada, Mexico, Bermuda and Panama.
Operations are primarily conducted in the US
through HSBC Bank USA in New York State and
HSBC Finance Corporation, based outside Chicago.
HSBC's Canadian and Mexican operations are run
through HSBC Bank Canada and HSBC Mexico,
respectively.

South America

HSBC's operations in South America principally
comprise HSBC Bank Brazil and HSBC Bank
Argentina. HSBC operates the tenth largest
insurance business in Brazil, and offers consumer
finance products there through its subsidiary,
Losango. HSBC aso has one of the largest insurance
businesses in Argentina, HSBC La Buenos Aires
and, through HSBC Méximaand HSBC New Y ork
Life, offers pensions and life assurance in Argentina.

Competitive environment

HSBC faces strong competition in al the marketsit
serves. It competes with other financia institutions,
including commercial banks; consumer finance
companies; savings and loan associations; credit
unions; retailers; brokerage firms; and investment
companies. In investment banking, HSBC faces
competition from both investment banks and the
investment banking operations of other commercial
banks.

Global factors

Consolidation in the banking industry:
Consolidation of banks and financial services
companies has been a continuing trend over many
years. Thistrend, at both local and international
levels, has created alarger number of banks,
financial services companies and mono-line
providers capable of competing directly with HSBC
across awide range of services.



Limited market growth: In HSBC's largest
markets, the UK, the US and Hong Kong, thereis
generally limited capacity for market growth in the
provision of basic banking services. However, there
is potential for growth in the provision of awider
array of financial services to both existing and new
customers, and for expansion into new market and
customer segments, particularly in the field of
consumer finance.

Advancesin technology: Asthe internet and
related technol ogies has continued to mature, the
delivery of financial services and banking products
through both remote and automated delivery
channels has introduced both new competitive
challenges and opportunities for HSBC. While
specialist providers and non-financial organisations
can deliver agrowing range of services across a
wide variety of electronic channels, mainstream
banks are also competing fiercely for the growing
number of customers who now prefer to use this
medium. As these technologies mature, brand
differentiation becomes more difficult and costly.
HSBC continues to offer customers access to its full
range of services in the manner they most prefer.
Internet, interactive TV, mobile phone, WAP and
telephone banking all complement the more
traditional branch network.

Regional factors
Europe
UK

While overall market growth has remained relatively
limited the continuing demand for consumer credit
in the past few years has intensified competition
among the established players and attracted a
number of new entrants, particularly from non
financial services providers. Competition from
mono-line providers of both consumer lending and
savings products has grown in recent years often
through the use of attractive pricing to capture
market share.

Consolidation in the market for credit and
charge cards has increased in recent years as retailers
look to outsource their finance company operations
to established players rather than running themin-
house. This has led to a greater concentration of the
industry in the hands of arelatively small number of
providers and attracted the attention of the Office of
Fair Trading (‘OFT").

In March the OFT referred the supply of store
card services to the Competition Commission
following a study of the £4.8 billion industry. The
study concluded that there were features of the

sector, both in the supply of store card credit to
consumers and in the supply of store card services,
that appeared to prevent, restrict or distort
competition.

The Competition Commission, which published
itsinitial statement of issuesin September, is
expected to provide provisional findingsin the first
quarter of 2005 and publish itsfinal report by early
July.

In November, the OFT issued a statement of
objections against the agreement between
Mastercard’s UK members, which includes HSBC
Bank, on the multilateral interchange fees charged
on credit and charge card transactionsin the UK.
The statement alleged that parties to the agreement
have infringed competition law and invites
representations from members before the OFT
makes afinal decision.

In mid December the Department of Trade and
Industry announced a new Consumer Credit Bill
which seeks to create a clearer and more competitive
market for credit by bringing in new rulesto give
consumers better protection and more rights.

France

The French government reformed the pension
system in France in order to reduce the state’s long-
term pension obligations. Retirement ages were
increased and pension entitlements lowered. The
changes are being introduced over anumber of years
to alow people to adapt to the new system. To
encourage people to save for their retirement, the
government has introduced both individual and
collective pension plans with tax advantages for
scheme members. With clarification of the rules at
the start of 2005, these plans are now being marketed
by financial institutionsin France. HSBC will earn
commissions on the sales of the pension plans and
earn management fees from managing the funds.

The government also created Fonds de Reserve
pour les Retraites, a pension body for state
employees, and sought tenders for management of
€16bn of funds. HSBC Asset Management Europe
SA won two of the tenders to manage €1.2 billion of
assets for asmall caps fund and a bonds fund.

Caixa Bank won its case at the European Court
of Justice against the French government on the law
forbidding banks from paying interest on current
accounts. As aresult, the law will be withdrawn in
2005, alowing French banks to pay interest on these
accounts. Major banks are examining the
implications of the ruling.

The European Commission isinvestigating GIE
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Cartes Bancaire, the partnership operating the credit
card system in France, and nine participating banks.
Although a member of the GIE, CCF is not currently
under investigation.

Following a French government review of
banking charges, banks adopted a new code of
practice whereby they both stopped charging for the
closure of accounts and became generally more
transparent in the pricing of their services. CCF
aready notifies customers of itstariffs and the
introduction of this code is expected to have little
effect.

Hong Kong

The Hong Kong economy in 2004 continued the
strong growth seen in the second half of 2003, driven
by regional trade flows, and the strength of the US
€conomic recovery.

Thisresulted in falling unemployment and
bankruptcies, and rising property prices, contributing
to an increase in private consumption.

Other than in the trade sector, however, demand
for credit remained muted, with individuals and
enterprises slow to increase borrowings, reflecting
nervousness about the sustainability of the economic
recovery.

Interest rates in the economy remained low, as
with loan demand subdued, the market was unable to
absorb external funds.

Against this backdrop, there was fierce
competition in traditional core banking products,
particularly in the mortgage market, further
depressing margins and prices.

To address these pressures, banks have sought to
diversify revenue streams, and there has been
significant growth in the devel opment of wealth
management and insurance products.

The introduction of a commercial credit
reference agency in November 2004, is expected to
further intensify competition for quality customers
and assets.

Hong Kong banks continue to maintain a regular
dialogue with Chinese financia institutions as the
financial sector continuesto liberalise ahead of WTO
in 2006. It is expected that thiswill be a continued
source of growth in 2005.

Rest of Asia-Pacific (including the Middle
East)

The competitive environment in the Rest of Asia
Pacific varies greatly across the region. Depending

18

on the maturity of the markets, level of regulation
and number of financia services providers, HSBC
competes with arange of local banks, non-bank
financial services companies, and the branches of
foreign entities. An emerging trend in recent years
has been the growth of pan-regiona players, asthe
larger banks in severa countries have expanded
through acquisition and organic growth beyond their
local markets. These emerging regiona banks
provide anew level of competition for HSBC as they
build critical mass. Competition, therefore, remains
intense throughout the region in al the customer
groups served by HSBC. However, in many
countries the increasing sophistication of the
relatively young population continues to provide
HSBC with further opportunities for growth.

North America

In the US, continuing mergers and acquisitionsin the
banking, insurance and securities industries are
bringing consolidation and a blending of services.
Consolidation of the banking sector remained an
issue throughout 2004, with a greater focus on
nationa networks and retail branch banking. HSBC
Bank USA also faced vigorous competition from a
large number of non-bank suppliers of financia
services, which have found new and effective ways
to meet the financial demands of customers. Many of
these institutions are not subject to the same laws
and regulations imposed on HSBC Bank USA.
These continuing trends will increase competitive
pressures.

HSBC Finance Corporation competes with a
wide array of banks, thrifts, insurance companies,
credit unions, mortgage lenders and brokers and
other providers of consumer credit for consumers
who generally do not conform to US banking
industry requirements. It competes by expanding its
customer base through portfolio acquisitions or
alliance and co-branding opportunities, by offering a
variety of consumer loan products and by
maintaining a strong service orientation.

In Canada, the financial servicesindustry
continues to be dominated by the five largest banks
in the country. However, the market remains highly
competitive as other banks, insurance companies and
financial institutions offer a range of comparable
products and services. While merger activity among
the largest banks in Canada remains a possibility,
major financial institutions continue to look
elsawhere for growth.

Consolidation of the banking industry in Mexico
has been a significant feature in recent years with
over 76 per cent of banking assets and 79 per cent of



deposits owned by the subsidiaries of five major
foreign banks. However, with a population of
approximately 100 million, the mgjority of whom do
not use the banking system, Mexico offers
substantial growth opportunitiesin the retail sector
in the medium to long term. HSBC, with its
extensive branch network and growing young
customer base, iswell positioned to take full
advantage of this economic and competitive
environment.

South America

The Brazilian banking industry remains dominated
by a combination of large state-owned banks,
privately-owned local banks, and subsidiaries of
foreign institutions, including HSBC. The top ten
banking groups account for around two thirds of
total financial system assets.

Although 2004 saw little consolidation among
the larger players, the year was characterised by
continued positioning for growth in the consumer
finance market. Lending to individuals grew by a
third in 2004, and demand is expected to remain
strong over the medium term, supported by a more
buoyant economy. With a population of 183 million,
and over 45 per cent of the economically active
population estimated to be ‘unbanked’, banks are
looking to increase their capacity to reach non-
traditional segments, particularly through
partnerships with retailers. HSBC Bank Brazil is at
the forefront of this trend. There was strong
competition among banks to agree alignments with
retail stores, particularly those with their own
in-house financing arrangements. HSBC experienced
success in this area concluding an agreement with
Panashop, amajor electronic and white goods
supplier.

Competition increased in this sector with
competitors devel oping new, individually branded
consumer finance propositions. Following the
successful integration of Losango, HSBC Bank
Brazil continued to expand and develop its leading

position in the store and personal |oan market
through the acquisition of the Valeu and
CrediMatone franchises.

Following the collapse of a medium sized
Brazilian commercial bank, there was a flight to
quality and smaller banks experienced increasing
difficultiesin funding their asset growth. There was
aspate of aliances involving small banks, and
HSBC boosted its presence in the payroll loan
market through a partnership with Banco Schahin,
announced in December 2004. Whilst the
environment is expected to remain competitive,
HSBC's extensive network of branches and partner
stores, and continuous investment in branding and
service quality, will ensure that the Group is able to
benefit from growth in the demand for financial
services.

In Argentina, international financial groups
provide the greatest competition in core banking
services and insurance, with most of the major banks
in significant foreign ownership. HSBC, with its
branch network, sales force and substantial local
insurance business, is one of the few companies
capable of providing a comprehensive range of
financial servicesto its clients.

Since the crisisin 2001, Argentina’s banking
industry has consolidated with some institutions,
generally smaller banks, leaving the country and a
number of the larger foreign-owned financial
institutions re-capitalising their local operations. As
confidence has begun to return, the financial sector
has seen growth in loans to the private sector and
deposits. The insurance industry has also recovered,
with a significant increase in premiums that has
helped the industry to become profitable for the first
time in anumber of years.

HSBC continues to monitor progress being
made with the economic and political reforms
necessary to build confidence in Argentina, and
evaluates carefully the opportunities and risks within
the financial servicesindustry there.
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Governance, Regulation and Supervision

Governance

With the listings of its ordinary sharesin London,
Hong Kong, New Y ork, Paris and Bermuda, HSBC
Holdings complies with the relevant requirements
for listing and trading on each of these exchanges. In
the UK, these are the Listing Rules of the Financia
Services Authority; in Hong Kong, The Rules
Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited; in the US, where
the shares are traded in the form of ADS's, HSBC
Holdings' shares are registered with the US
Securities and Exchange Commission and it is
subject to the reporting and other requirements of the
US Securities Act of 1933, as amended, and the
Securities Exchange Act of 1934, as amended, and
the New Y ork Stock Exchange' s Listed Company
Manual, in each case as applied to foreign private
issuers. In France and Bermuda HSBC Holdingsis
subject to the listing rules of Euronext, Paris and the
Bermuda Stock Exchange applicable to companies
with secondary listings.

A statement of HSBC's compliance with the
code provisions of the Combined Code on corporate
governance appended to the Listing Rules of the
Financia Services Authority and with the provisions
of Appendix 14 to the Rules Governing the Listing
of Securities on The Stock Exchange of Hong Kong
Limited is set out in the Report of the Directors.

Regulation and Supervision

HSBC's operations throughout the world are
regulated and supervised by approximately 467
different central banks and regulatory authoritiesin
those jurisdictions in which HSBC has offices,
branches or subsidiaries. HSBC estimates the cost of
this regulation and supervision to be approximately
US$500 million in 2004. These authorities impose a
variety of requirements and controls covering, inter
alia, capital adequacy, depositor protection, market
liquidity, governance standards, customer protection
(for example, fair lending practices, product design,
and marketing and documentation standards), and
socia responsibility obligations (for example, anti-
money laundering and anti-terrorist financing
measures). In addition, a number of countriesin
which HSBC operates impose rules that affect, or
place limitations on, foreign or foreign-owned or
controlled banks and financial institutions. The rules
include restrictions on the opening of local offices,
branches or subsidiaries and the types of banking
and non-banking activities that may be conducted by
those local offices, branches or subsidiaries;
restrictions on the acquisition of local banks or
regulations requiring a specified percentage of local
ownership; and restrictions on investment and other
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financial flows entering or leaving the country. The
supervisory and regulatory regimes of the countries
where HSBC operates will determine to some degree
HSBC's ahility to expand into new markets, the
services and products that HSBC will be able to
offer in those markets and how HSBC structures
specific operations.

The Financial Services Authority (‘ FSA')
supervises HSBC on a consolidated basis. In
addition, each operating bank, finance company or
insurance operation within HSBC is regulated by
local supervisors. The primary regulatory authorities
are those in the UK, Hong Kong and the US, the
Group's principal areas of operation.

In June 2004, the Basel Committee on Banking
Supervision issued anew capital adeguacy
framework to replace the Basel Accord of 1988 in
the form of afinal Accord (commonly known as
‘Basel II'). Details of how thiswill affect HSBC are
Set out on page 175.

United Kingdom regulation and supervision

UK banking and financial servicesinstitutions are
subject to multiple regulations. The primary UK
statute is the Financia Services and Markets Act
2000 (*FSMA"). Other UK primary and secondary
banking legislation is derived from European Union
(‘EU’) directives relating to banking, securities,
investment and sales of personal financial services.

The FSA isresponsible for authorising and
supervising UK financial services institutions and
regulates all HSBC's businesses in the UK which
require authorisation under FSMA. This ranges from
retail life and pensions business to custody, branch
share dealing, and treasury and capital markets
activity. In addition, from 31 October 2004 and
14 January 2005 respectively, mortgage business and
general insurance business became regul ated
activities. HSBC Bank isHSBC's principal
authorised institution in the UK.

FSA rules establish the minimum criteriafor
authorisation for banks and financial services
businesses in the UK. They also set out reporting
(and, as applicable, consent) requirements with
regard to large individual exposures and large
exposures to related borrowers. In its capacity as
supervisor of HSBC on a consolidated basis, the
FSA receives information on the capital adequacy of,
and sets requirements for, HSBC as awhole. Further
details on capital measurement are included in
‘Capital Management’ on pages 176 to 177. The
FSA has the right to object, on prudential grounds, to
persons who hold, or intend to hold, 10 per cent or
more of the voting power of afinancial institution.



The regulatory framework of the UK financial
services system has traditionally been based on
co-operation between the FSA and authorised
institutions. The FSA monitors authorised
institutions through ongoing supervision and the
review of routine and ad hoc reports relating to
financial and prudential matters. The FSA may
periodically obtain independent reports, usually from
the auditors of the authorised institution, as to the
adequacy of internal control procedures and systems
aswell as procedures and systems governing records
and accounting. The FSA meets regularly with
HSBC's senior executives to discussHSBC's
adherence to the FSA's prudential guidelines. They
also regularly discuss fundamental matters relating
to HSBC's business in the UK and internationally,
including areas such as strategic and operating plans,
risk control, loan portfolio composition and
organisational changes, including succession
planning.

UK depositors and investors are covered by the
Financial Services Compensation Scheme which
deals with deposits with authorised institutions in the
UK, investment business and contracts of insurance.
Institutions authorised to accept deposits and
conduct investment business are required to
contribute to the funding of the scheme. In the event
of the insolvency of an authorised institution,
depositors are entitled to receive 100 per cent of the
first £2,000 (US$3,900) of a claim plus 90 per cent
of any further amount up to £33,000 (US$63,800)
(the maximum amount payable being £31,700
(US$61,300)). Payments under the scheme in respect
of investment business compensation are limited to
100 per cent of the first £30,000 (US$58,000) of a
claim plus 90 per cent of any further amount up to
£20,000 (US$38,700) (the maximum amount
payable being £48,000 (US$92,800)).

The EU reached fina agreement on a new
directive regarding the taxation of savingsincome on
3 June 2003. Under the directive, each member state,
other than Austria, Belgium, and Luxembourg, will
be required, beginning in 2005, to provide the tax
authorities of each other member state with details of
payments of interest or other similar income paid by
aperson within itsjurisdiction to individual s resident
in such other member state. Beginning on the same
date, Austria, Belgium, and Luxembourg will impose
awithholding tax on such income. The withholding
tax rate will initially be 15 per cent, increasing to 20
per cent from 2008 and 35 per cent from 2011.
Subject to future conditions being met, Austria,
Belgium, and Luxembourg may cease to apply the
withholding tax and instead comply with the
automatic exchange of information rules applicable

to the other member states. |mplementation of the
directive is dependent upon Switzerland,
Liechtenstein, San Marino and Andorra applying
equivalent measures.

Hong Kong regulation and supervision

Banking in Hong Kong is subject to the provisions
of the Banking Ordinance of Hong Kong (Chapter
155) (the ‘Banking Ordinance’), and to the powers,
functions and duties ascribed by the Banking
Ordinance to the Hong Kong Monetary Authority
(the ‘Monetary Authority’). The principa function
of the Monetary Authority isto promote the genera
stability and effective working of the banking system
in Hong Kong. The Monetary Authority is
responsible for supervising compliance with the
provisions of the Banking Ordinance. The Banking
Ordinance gives power to the Chief Executive of
Hong Kong to give directions to the Monetary
Authority and the Financial Secretary with respect to
the exercise of their respective functions under the
Banking Ordinance.

The Monetary Authority has responsibility for
authorising banks, and has discretion to attach
conditions to its authorisation. The Monetary
Authority requires that banks or their holding
companiesfile regular prudentia returns, and holds
regular discussions with the management of the
banks to review their operations. The Monetary
Authority may also conduct ‘on site' examinations of
banks, and in the case of banks incorporated in Hong
Kong, of any local and overseas branches and
subsidiaries. The Monetary Authority requires al
authorised institutions to have adequate systems of
internal control and requires the institutions’ external
auditors, upon request, to report on those systems
and other matters such as the accuracy of
information provided to the Monetary Authority. In
addition, the Monetary Authority may from timeto
time conduct tripartite discussions with banks and
their external auditors.

The Monetary Authority, which may deny the
acquisition of voting power of over 10 per centin a
bank, and may attach conditionsto its approval
thereof, can effectively control changesin the
ownership and control of Hong Kong-incorporated
financial institutions. In addition, the Monetary
Authority has the power to divest controlling
interests in a bank from a person if they are no
longer deemed to befit and proper, if they may
otherwise threaten the interests of depositors or
potential depositors, or if they have contravened any
conditions specified by the Monetary Authority.
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The Monetary Authority may revoke
authorisation in the event of an institution's
non-compliance with the provisions of the Banking
Ordinance. These provisions require, among other
things, the furnishing of accurate reports.

The Banking Ordinance requires that banks
submit to the Monetary Authority certain returns and
other information and establishes certain minimum
standards and ratios relating to capital adequacy
(see below), liquidity, capitalisation, limitations on
shareholdings, exposure to any one customer,
unsecured advances to persons affiliated with the
bank and holdings of interestsin land, with which
banks must comply.

Hong Kong fully implemented the capital
adequacy standards established by the Basel Accord
in 1989. The Banking Ordinance currently provides
that banks incorporated in Hong Kong maintain a
capital adequacy ratio (calculated astheratio,
expressed as a percentage, of its capital baseto its
risk-weighted exposure) of at least 8 per cent. For
banks with subsidiaries, the Monetary Authority is
empowered to require that theratio be calculated on
aconsolidated basis, or on both consolidated and
unconsolidated bases. If circumstances require, the
Monetary Authority is empowered to increase the
minimum capital adequacy ratio (to up to 12 per cent
for fully-licensed banks and 16 per cent for
deposit-taking companies and restricted-licence
banks), after consultation with the bank.

The marketing of, dealing in and provision of
advice and asset management servicesin relation to
securities in Hong Kong are subject to the provisions
of the Securities and Futures Ordinance of Hong
Kong (Chapter 571) (the ‘ Securities and Futures
Ordinance’). Entities engaging in activities regulated
by the Securities and Futures Ordinance are required
to be licensed. The Monetary Authority isthe
primary regulator for banks involved in the securities
business, while the Securities and Futures
Commission is the regulator for non-banking
entities.

US regulation and supervision

HSBC is subject to extensive federal and state
supervision and regulation in the US. Banking laws
and regulations of the Federal Reserve Board, the
Federal Deposit Insurance Corporation (‘FDIC') and
the Office of the Comptroller of Currency (‘OCC’)
govern many aspects of HSBC’s US business.

HSBC and its US operations are subject to
supervision, regulation and examination by the
Federal Reserve Board because HSBC is abank
holding company under the US Bank Holding
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Company Act of 1956 (the ‘BHCA') as aresult of its
ownership of HSBC Bank USA. HSBC Bank USA is
anationally-chartered commercial bank and a
member of the Federal Reserve System. HSBC Bank
USA isthe surviving institution of the 1 July 2004
merger of HSBC Bank USA and HSBC Bank &
Trust (Delaware) N.A. HSBC also owns Household
Bank (SB), N.A. (‘Household Bank’), a nationally
chartered ‘ credit card bank’ which is aso a member
of the Federal Reserve System. Both HSBC Bank
USA and Household Bank are subject to regulation,
supervision and examination by the OCC. The
deposits of HSBC Bank USA and Household Bank
areinsured by the FDIC and both banks are subject
to relevant FDIC regulation. On 1 January 2004,
HSBC formed a new company to hold all of its
North American operations, including these two
banks. This company, called HSBC North America
Holdings Inc. (‘HNAH") isalso a‘bank holding
company’ under the BHCA, by virtue of its
ownership and control of HSBC Bank USA.

The BHCA and the International Banking Act of
1978 (‘IBA") impose certain limits and requirements
on the US activities and investments of HSBC,
HNAH, and certain companies in which they hold
direct or indirect investments. HSBC isalso a
‘qualifying foreign banking organisation’ under
Federal Reserve Board regulations, and as such, may
engage within the United Statesin certain limited
non-banking activities and hold certain investments
that would otherwise not be permissible under US
law. Prior to 13 March 2000, the BHCA generally
prohibited HSBC from acquiring, directly or
indirectly, ownership or control of more than 5 per
cent of the voting shares of any company engaged in
the US in activities other than banking and certain
activities closely related to banking. On that date
HSBC became afinancia holding company (‘FHC')
under the Gramm-Leach-Bliley Act (' GLBA")
amendments to the BHCA, enabling it to offer a
more complete line of financia products and
services. Upon its formation, HNSH also registered
asan FHC. HSBC and HNAH's ability to engage in
expanded financial activities as FHCs depend upon
HSBC and HNAH continuing to meet certain criteria
set forth in the BHCA, including requirements that
its US depository institution subsidiaries, HSBC
Bank USA and Household Bank, be ‘well-
capitalised’ and ‘well-managed’, and that such
institutions have achieved at least a satisfactory
record in meeting community credit needs during
their most recent examinations pursuant to the
Community Reinvestment Act. These requirements
also apply to Wells Fargo HSBC Trade Bank, N.A.,
in which HSBC and HNAH have a 20 per cent
voting interest in equity capital and a 40 per cent



economic interest. Each of these depository
institutions achieved at least the required rating
during their most recent examinations. In general
under the BHCA, an FHC would be required, upon
notice by the Federal Reserve Board, to enter into an
agreement with the Federal Reserve Board to correct
any failure to comply with the requirements to
maintain FHC status. Until such deficiencies are
corrected, the Federal Reserve Board may impose
limitations on the US activities of an FHC and
depository institutions under its control. If such
deficiencies are not corrected, the Federal Reserve
Board may require an FHC to divest its control of
any subsidiary depository institution or to desist
from certain financial activitiesin the US.

HSBC and HNAH are generally prohibited
under the BHCA from acquiring, directly or
indirectly, ownership or control of more than 5 per
cent of any class of voting shares of, or substantially
all the assets of, or exercising control over, any US
bank or bank holding company without the prior
approval of the Federal Reserve Board.

The USis party to the 1988 Basel Capital
Accord and US banking regulatory authorities have
adopted risk-based capital requirements for US
banks and bank holding companies that are generally
consistent with the Accord. In addition, US
regulatory authorities have adopted ‘ leverage’ capital
requirements that generally require US banks and
bank holding companies to maintain a minimum
amount of capital in relation to their balance sheet
assets (measured on a non-risk weighted basis).

The Federal Deposit Insurance Corporation
Improvement Act of 1991 provides for extensive
regulation of depository institutions (such asHSBC
Bank USA, Household Bank and Wells Fargo HSBC
Trade Bank, N.A.), including requiring federa
banking regulators to take ‘ prompt corrective action’
with respect to FDIC-insured banks that do not meet
minimum capital requirements.

HSBC Bank USA, Household Bank and Wells
Fargo HSBC Trade Bank, N.A., like other
FDIC-insured banks, may be required to pay
assessments to the FDIC for deposit insurance under
the FDIC’s Bank Insurance Fund. Under the FDIC's
risk-based system for setting deposit insurance
assessments, an institution’s assessments vary
according to the level of capital an institution holds,
its deposit levels and other factors.

At 31 December 2004, HSBC Bank USA,
Household Bank and Wells Fargo HSBC Trade
Bank, N.A. were each well-capitalised under Federa
Reserve Board regulations.

The USA Patriot Act (‘ Patriot Act’) signed into
law in October 2001, imposes significant record
keeping and customer identity requirements,
expanded the US federal government’s powers to
freeze or confiscate assets and increases the
available penalties that may be assessed against
financial institutions for failure to comply with
obligations imposed on such institutions to detect,
prevent and report money laundering and terrorist
financing. Among other things, the Patriot Act
requires the US Treasury Secretary to develop and
adopt final regulations with regard to the anti-money
laundering compliance obligations of financial
institutions (a term which, for this purpose, includes
insured US depository institutions, US branches and
agencies of foreign banks, US broker-dealers and
numerous other entities). The US Treasury Secretary
delegated certain authority to a bureau of the US
Treasury Department known as the Financia Crimes
Enforcement Network (‘ FINCEN").

Many of the anti-money laundering compliance
requirements of the Patriot Act, asimplemented by
FinCEN, are generally consistent with the anti-
money laundering compliance obligations previously
imposed on the then HSBC Bank USA and
Household Bank under the Bank Secrecy Act (which
was amended in certain respects by the Patriot Act)
and applicable regulations. These include
requirements to adopt and implement an anti-money
laundering programme, report suspicious transactions
and implement due diligence procedures for certain
correspondent and private banking accounts. Certain
other specific requirements under the Patriot Act
involve new compliance obligations. The passage of
the Patriot Act and other recent events have resulted in
heightened scrutiny of the Bank Secrecy Act and anti-
money laundering compliance by federal and state
bank examiners. On 30 April 2003 the then HSBC
Bank USA entered into awritten agreement with the
Federal Reserve Bank of New York and the New York
State Banking Department to enhance its compliance
with anti-money laundering requirements. HSBC
Bank USA implemented certain improvementsin its
compliance, reporting, and review systems and
procedures to comply with this agreement. When
HSBC Bank USA merged with HSBC Bank & Trust
(Delaware) N.A. on 1 July 2004, the OCC made the
merger conditiona on HSBC Bank USA's continuing
compliance with the requirements of the written
agreement.

HSBC’'s US consumer finance operations are
also subject to extensive regulation in the US, and to
laws relating to consumer protection; (both in
general, and in respect of so-called ‘ subprime’
lending operations, which have been subject to

23



HSBC HOLDINGS PLC

enhanced regulatory scrutiny); discrimination in
extending credit; use of credit reports; privacy
matters; disclosure of credit terms; and correction of
billing errors. They also are subject to regulations
and legislation that limit operationsin certain
jurisdictions. For example, limitations may be placed
on the amount of interest or fees that aloan 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. HSBC's US consumer
finance branch lending offices are generally licensed
in those jurisdictions in which they operate. Such
licences have limited terms but are renewable, and
are revocable for cause. Failure to comply with
applicable laws and regulations may limit the ability
of these licensed lenders to collect or enforce loan
agreements made with consumers and may cause the
consumer finance lending subsidiary to be liable for
damages and penalties.
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HSBC's US credit insurance operations are
subject to regulatory supervision under the laws of
the states in which they operate. Regulations vary
from state to state but generally cover licensing of
insurance companies; premiums and |oss rates;
dividend restrictions; types of insurance that may be
sold; permissible investments; policy reserve
requirements; and insurance marketing practices.

Certain US source payments to foreign persons
may be subject to US withholding tax unless the
foreign person isaqualified intermediary. A
qualified intermediary is afinancial intermediary
which isqualified under the Internal Revenue Code
and has completed the Qualified Intermediary
Withholding Agreement with the Internal Revenue
Service. Various HSBC operations outside the US
are quaified intermediaries.
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Description of Property

At 31 December 2004, HSBC had some 9,500
operational properties worldwide, of which
approximately 3,200 were located in Europe, 600 in
Hong Kong and the rest of Asia Pacific, 3,800 in
North America (including 1,600 in Mexico) and
1,700 in Brazil. Additionally, properties with a net
book value of US$1,163 million were held for
investment purposes. Of the total net book value of

Legal Proceedings

HSBC, together with a number of its subsidiary
undertakings, is named in and is defending legal
actionsin various jurisdictions arising out of its

HSBC properties, more than 73 per cent were owned
or held under long-term leases. Further details are
included in Note 24 of the ‘ Notes on the Financial
Statements'.

HSBC valuesiits properties on an annual basis
and updates their balance sheet values accordingly.

normal business operations. None of the above
proceedings is regarded as material litigation.
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Summary

NEt INtErESt INCOME ...eveeiieiieeeee e
Other Operating iNCOME .........cueereriereeeirireeieere et

Total Operating iNCOME .......cccoeererieeriei et

Operating expenses excluding goodwill amortisation ............c.ccccveeee.

Goodwill @amortisation ...........ccceveeeeeeeeierese e

Operating profit before provisons

Provisions for bad and doubtful debts ............ccooevveeiiiveiesecececeee

Provisions for contingent liabilities and commitments

Amounts written off fixed asset investments. ........cccceeeeevereveceeneene.

OPErating Profit ..o

Share of operating profit/(loss) in joint ventures

Share of operating profit in @SSOCIAES .........cccoviveveiririeieerrnieeesneeiene

Gaing/(losses) on disposal of

—INVESIMENES ...veceieiecieeteeeeee ettt sreeneene s
—tangible fiXed @SSELS .....ccccvvveiriirese e

Profit on ordinary activitiesbeforetax .........cccocoeinincinicncneene

Tax on profit on ordinary aCtiVities ..........ccveeeireieneinenee e

Profit on ordinary activities after tax

MINOKItY INTEFESES ....ecvevieeerieiriereee e e et snenees
Profit attributableto shareholders ...
Profit before tax excluding goodwill amortisation ..........cccceveeveereenene.
Profit attributable to shareholders excluding goodwill amortisation

Year ended 31 December 2004 compared
with year ended 31 December 2003

‘HSBC Finance' is defined for this purpose as HSBC
Finance Corporation’ s consumer finance, insurance
and commercial banking operations together with the
USresidential mortgages and private label credit
cards acquired by HSBC Bank USA from HSBC
Finance Corporation and its correspondents since
December 2003. Where the word ‘underlying’ is
used, disclosures are adjusted for the additional
quarter’s contribution from HSBC Finance by
deducting HSBC Finance' s results for the first
quarter of 2004, and for al other significant
acquisitions affecting the comparison of 2004 with
2003 in respect of which the most significant was the
Bank of Bermuda, acquired in February 2004.

HSBC made a profit on ordinary activities
before tax of US$17,608 million, arise of
US$4,792 million, or 37 per cent, on 2003. Of this
increase, US$987 million was attributable to an
additional quarter’s profit of HSBC Finance in 2004.
In the ten months since becoming part of the Group,
Bank of Bermuda contributed US$90 million.
Excluding goodwill amortisation, HSBC Finance
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Y ear ended 31 December
2004 2003 2002
USsm US$sm Ussm
.......... 31,024 25,598 15,460
.......... 19,563 15,474 11,135
50,587 41,072 26,595
(25,875) (21,082) (14,954)
(1,814) (1,450) (854)
22,898 18,540 10,787
.......... (6,357) (6,093) (1,321)
(27 (44) (107)
.......... - (106) (324)
.......... 16,514 12,297 9,035
5 (116) (28)
.......... 287 221 135
.......... 770 451 532
.......... 32 (37) (24)
.......... 17,608 12,816 9,650
.......... (4,507) (3,120) (2,534)
13,101 9,696 7,116
.......... (1,261) (922) (877)
.......... 11,840 8,774 6,239
.......... 19,426 14,401 10,513
.............. 13,658 10,359 7,102

contributed US$1,113 million, and Bank of Bermuda
US$118 million to the US$5,025 million, or

35 per cent, risein profit before tax to

US$19,426 million. Of the growth, 4 per cent related
to currency movements. On a constant currency
basis, underlying growth was 21 per cent, driven by
broadly based revenue growth and improved credit
conditions which enabled a lower level of new
provisions for bad and doubtful debtsin both the
personal and corporate sectors. Productivity also
improved, notwithstanding the planned growth in
costs to build broader capabilities within the
Corporate, Investment Banking and Markets
business. Goodwill amortisation (excluding that in
respect of associates) increased by US$364 million
to US$1,814 million in 2004, reflecting the
additional quarter’s charge in respect of HSBC
Finance, the significant acquisitionsin 2004 and
currency movements.

Year ended 31 December 2003 compared
with year ended 31 December 2002

In the sections which follow, analysis of these results
highlights the contributions from HSBC Finance
Corporation, acquired at the end of March 2003, and



HSBC Mexico, acquired in November 2002,
together with the impact of aweaker US dollar on
trandating revenues and costs arising in other
currencies. These factors are important to an
understanding of HSBC' s performance in 2003. It is
also important to recognise the structural effect on
reported financial performance of the acquisition of
HSBC Finance Corporation.

The shape of the Group's profit and loss account
changed as aresult of the HSBC Finance
Corporation acquisition, reflecting the nature of its
business model. HSBC Finance generally serves
non-conforming and sub-prime customers who, for a
variety of reasons, have a higher delinquency and
credit loss probability. These customers are charged
ahigher rate of interest to compensate for this
additional risk of loss. As a consequence, HSBC
Finance's net interest income is a much higher
proportion of itstotal revenues than in the rest of
HSBC, and a much higher proportion of HSBC
Finance's pre-provision profitability is absorbed in
bad and doubtful debt charges than is normally the
casein therest of HSBC.

Net interest income

HSBC made a profit on ordinary activities
before tax of US$12,816 million in 2003, an increase
of US$3,166 million, or 33 per cent, compared with
2002. HSBC Finance and HSBC Mexico accounted
for over 70 per cent of thisincrease. HSBC Finance
contributed US$1,827 million initsfirst nine
months, while HSBC Mexico contributed
US$441 million initsfirst full year.

Excluding goodwill amortisation, HSBC
Finance and HSBC Mexico contributed
US$2,208 million and US$534 million respectively
to profit before tax, which grew by
US$3,888 million or 37 per cent to
US$14,401 million. Underlying growth, on a
constant currency basis, was 7 per cent. Goodwill
amortisation increased by US$722 million to
US$1,585 million in 2003, reflecting acquisitions,
currency movements and the write down of goodwill
attributed to a fund management company
previously acquired as part of the CCF acquisition.

Y ear ended 31 December
2004 2003 2002

US$m % US$m % US$m %

By geographical region
0T o 9,062 29.2 7,540 29.5 6,343 41.0
Hong Kong.......c.cceeeueee 3,639 11.7 3,901 15.2 4,133 26.7
Rest of Asia-Pacific...... 2,055 6.6 1,740 6.8 1,607 104
North America.............. 14,913 48.1 11,777 46.0 2,732 17.7
South AMENiCa......cccoeeeeecieieceseceeins 1,355 4.4 640 2.5 645 4.2
Net interest iNCOMe........ovvvvvvrecceecnnnns 31,024 100.0 25,598 100.0 15,460 100.0

Y ear ended 31 December

2004 2003 2002
US$m US$m US$m
NEL INEEIESt INCOME ...ttt 31,024 25,598 15,460
Average interest-earning assets ... 964,305 778,415 608,749
Grossinterest yield (per cent)® ..... 521 5.13 4.70
Net interest spread (per cent)? ...... 3.01 3.06 227
Net interest Margin (DEr CEND)® ....ovvuveeveeveeeeeeeceee et 3.22 3.29 2.54

1 Grossinterest yield isthe average interest rate earned on average interest-earning assets (AlEA).
2 Net interest spread is the difference between the average interest rate earned on average interest-earning assets and the average

interest rate paid on average interest-bearing funds.

3 Net interest margin is net interest income expressed as a percentage of average interest-earning assets.
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Year ended 31 December 2004 compared
with year ended 31 December 2003

Net interest income was US$5,426 million, or 21 per
cent higher than 2003, at US$31,024 million.
US$2,745 million of thisincrease was attributable to
an additional quarter of HSBC Finance compared
with 2003, while Bank of Bermuda contributed
US$154 million in the ten months since acquisition.
On an underlying basis and in terms of constant
currency, net interest income increased by 5 per cent,
as the impact of strong growth in interest-earning
assets was partly offset by continuing margin
compression in major markets and lower returns on
treasury assets.

In Europe, net interest income was
US$1,522 million, or 20 per cent, higher thanin
2003, with US$158 million of the increase coming
from an additional quarter of HFC Bank in the UK
and US$35 million from the acquisition of
M& S Money in November 2004. On an underlying
basis and expressed in constant currency, net interest
income increased by 6 per cent, reflecting strong
growth in mortgages and consumer lending (funded
by corresponding growth in lower-costing deposits
and current accounts), particularly in the UK. This
was partly offset by competitive pricing pressure,
particularly in UK mortgages, and the redeployment
of liquidity at lower yields as assets matured.

In North America, net interest income increased
by US$3,136 million, with HSBC Finance
contributing US$2,587 million of the increase. On an
underlying basis, the rise was US$393 million, or
3 per cent, primarily from a strong performance in
Mexico, which benefited from growth in low cost
deposits. In the US, an increase in mortgage lending
flowed through to net interest income, though the
benefit was partly offset by competitive pressure on
pricing, a change in asset mix towards lower
yielding but higher quality assets, and the effect of
funding costs on larger trading positions.

In Hong Kong, net interest income declined by
7 per cent, largely due to spread compression on the
value of deposits and pressure on lending margins,
particularly in mortgages. Foreign funds investing in
the buoyant stock market, and inflows from investors
anticipating an upward realignment of the currency
as US dollar weakened, boosted liquidity in the
market, depressing Hong Kong dollar interest rates
and reducing spreads on deposits. Net interest
income was further reduced by competitive pressure
on mortgage yields and corporate spreads, afall in
average mortgage balances and the run-off of higher
yielding treasury assets with less attractive
reinvestment opportunities, given the flat Hong
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Kong dollar yield curve. These adverse
developments were partly offset by a 10 per cent rise
in average interest-earning assets, and continued
growth in customer deposits.

In the Rest of Asia-Pacific, net interest income
increased by 18 per cent. In constant currency terms,
the rise was 15 per cent, driven by growth in
mortgages, consumer lending and international trade
across the region, offset partly by competitive
pressure on pricing.

In South America, net interest income rose
sharply, reflecting the full-year benefit of acquiring
Losango in December 2003 and the effect of fallsin
Brazilian interest rates in the latter part of 2003 and
early 2004, which translated into lower funding costs
on large fixed rate positions and widening spreads on
deposits. The effect was accentuated by strong
growth in both persona and commercial lendingin
Brazil. Argentina similarly benefited from growth in
consumer lending as the economy grew and the
outcome of the external debt restructuring became
increasingly apparent.

Overall, average interest-earning assets
increased by US$185.9 billion, or 24 per cent,
compared with 2003. At constant exchange rates,
underlying average interest-earning assets increased
by 13 per cent. This growth was driven principally
by higher mortgage balances and personal lending in
the US, the UK, and across Asia-Pacific.

HSBC's net interest margin was 3.22 per cent in
2004, compared with 3.29 per cent in 2003.

Year ended 31 December 2003 compared
with year ended 31 December 2002

Net interest income in 2003 was US$10,138 million,
or 66 per cent higher than 2002, at

US$25,598 million. Of thisincrease, HSBC Finance
contributed US$8,305 million, and HSBC Mexico
US$874 million. Excluding these acquisitions, and at
constant exchange rates, net interest income was
only marginally higher than in 2002, as the impact of
growth in interest-earning assets was offset by
continuing margin compression from the effect of
low interest rates worldwide. This effect was
expected to continue in 2004 unless interest rates
rose ahead of market expectations.

In Europe, net interest income was
US$1,197 million, or 19 per cent, higher thanin
2002. HFC Bank contributed US$438 million of this
increase. Excluding this acquisition and at constant
exchange rates, net interest income was slightly
higher than in 2002, reflecting strong growth in
average interest-earning assets. This was partly



offset by the cost of paying interest on small and
medium-sized business accountsin the UK and the
impact of liquidity being redeployed at lower yields
as assets matured.

In North America, net interest income increased
by US$9,045 million. On an underlying basis, the
growth was US$304 million, or 11 per cent,
primarily reflecting the benefits of strong growth in
mortgage lending and savings products, and good
balance sheet management, by which the lending
mix was improved by exiting less profitable
business. Benefit was also gained from the
elimination of funding costs following the closure of
certain arbitrage trading activities in the US.

In Hong Kong, net interest income declined by
6 per cent, largely due to spread compression on the
value of deposits and continued pressure on margins
in the mortgage business. Continued pressure on
margins depressed mortgage yieldsin an
environment of very low credit demand. This was
partly offset by a7 per cent growth in average
interest-earning assets, increased customer deposits
and the redeployment of interbank placementsin
holdings of debt securities. Credit card lending also
grew by 6 per cent, improving the mix of assets.

In the Rest of Asia-Pacific, net interest income
increased by 8 per cent. In constant currency, this
increase was 5 per cent, driven by growth in
mortgages and credit card lending, and the beneficial
effect of the acquisition of the retail deposit and loan
business of AMP Bank Limited in the first half of
2003.

In South America, net interest income was
broadly in line with last year. In constant currency,
net interest income grew by 10 per cent. In Brazil,
net interest income was marginally higher thanin
2002, benefiting from the acquisition of the Brazilian
businesses and assets of LIoyds TSB Group plcin
December 2003. Excluding this, the favourable
effect of higher levels of customer lending and
deposits were fully offset by reduced spreads as
interest rates fell during the year. Argentina recorded
net interest income of US$14 million in 2003
compared with a net interest expense in 2002. As the
domestic economy began to recover and the trade

surplus grew, interest rates fell. The effect of the
continuing reduction in average interest-earning
assets was more than offset by the lower cost of

funding the non-performing loan portfolio.

Overall, average interest-earning assets
increased by US$169.7 billion, or 28 per cent,
compared with 2002. Of the increase, HSBC Finance
contributed US$92.0 billion and HSBC Mexico
US$17.8 billion. At constant exchange rates,
underlying average interest-earning assets increased
by 4 per cent. This growth was driven principally by
higher mortgage balances and personal lending in
the UK, France, the US, Canada, Maaysia, Australia
and Singapore, and an increase in holdings of
long-term securitiesin the US and debt securitiesin
Hong Kong.

HSBC's net interest margin was 3.29 per cent in
2003, compared with 2.54 per cent in 2002. The
acquisitions of HSBC Finance Corporation and
HSBC Mexico increased net interest margin by
77 and 6 basis points respectively. On an underlying
basis, HSBC's net interest margin fell by 8 basis
pointsto 2.46 per cent.

In Europe, the fall in net interest margin was
primarily due to adecline in the benefit of net free
funds, mainly as aresult of paying interest on current
account balances belonging to small and medium
sized enterprises in the UK. In Hong Kong, HSBC's
net interest margin also declined because of lower
spreads on deposits and lower yields on redeployed
interbank placements. In Hang Seng Bank, net
interest margin narrowed due to lower mortgage
yields, narrower spreads on deposits and debt
securities, and alower contribution from net free
funds, partly offset by switching liquidity from
interbank placements to debt securities. In the rest of
Asia-Pacific, net interest margin fell in several
countries, mainly from narrower spreads on deposits,
lower yields on mortgages, the maturing of higher
yielding assets, and a reduced contribution from net
free funds. In the US, growth in mortgage balances
and a shift in the treasury portfolio to higher yielding
fixed rate investments led to an improvement in net
interest margin.
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Other operating income

Y ear ended 31 December
2004 2003 2002
US$m % US$m % US$m %
By geographical region
EUrOPE ... 9,385 46.4 7,555 474 6,272 54.8
HONG KONG .. 3,156 15.6 2,331 14.7 1,917 16.7
Rest of Asia-Pacific ......cccovveiennnnenne, 1,749 8.7 1,350 85 1,174 10.2
NOrth AMerica .....ccovvvveeeeerneeecerereenes 5,164 256 3,982 251 1,502 131
South AMENICA ..coooveeveeeeeiieeeece e 739 3.7 678 4.3 596 5.2
20,193 100.0 15,896 100.0 11,461 100.0
Intra-HSBC elimination ........c.cccccceveenne (630) (422) (326)
Other operating inCoME .........ccevererrenns 19,563 15,474 11,135
Y ear ended 31 December
2004 2003 2002
US$m US$m US$m
By income category
DiVIdENd iNCOME ......cviiiiiiieieeriiet ettt 601 222 278
Fees and COMMISSIONS (NEL) ....cveveveeirieire e saenees 13,093 10,39%4 7,824
Dealing profits
— fOrEigN EXChANQE ..ot 1,806 1,239 1,167
— iNterest rate deriVaLiVES .......cceueiririeeerieee e 727 330 47
— 0EDE SECUNMTIES ...ttt e 49 251 75
— equitiesand other trading ........cccoceoeereirinee s (16) 358 24
2,566 2,178 1,313
Operating leased assets rental iNCOME .......coceieiriririeseerese e 632 553 490
General insurance underwriting (NEL) ......cocveveeveereeenereseseese e 564 473 313
Increase in value of long-term insurance bUSINESS ........ccccovvveerieeveneenseeenns 235 206 182
Income from life assurance and annuities............ 644 440 85
Rental inCome ..o 189 159 160
OENEE bbb 1,039 849 490
3,303 2,680 1,720
Total other Operating iNCOME .......c.ccvrieiirirriereee s 19,563 15,474 11,135

Analysis of fees and commissions receivable and payable

Y ear ended 31 December

2004 2003 2002

US$m US$m US$m

ACCOUNE SEIVICES ..ottt ettt b et se et b e sttt seeneenan 2,779 2,317 1,715
Credit facilities ... 1,179 966 752
Remittances ... 353 288 268
Cards ... 3,782 2,976 1,242
IMPOIS/EXPOMS ...ttt b et e b e b e enan 692 609 556
UNGEMWIITTING 1.vvvveviiieeiee e et sa s e senaesesnenenen 234 175 173
INSUrance ........ccceeeveeenennene 1,177 961 775
Mortgage servicing rights ... 80 75 77
Trust income .........cccoeeene. - 204 145 125
BrOKIiNG INCOIME ......oiiiiiieiieieiieesieeste ettt 958 873 773
GlODAl CUSIOAY ...cvvvviiiieteteiein e 564 338 296
Maintenance income on operating leases . 190 171 160
FuNds under Management ............ccooeerereeenerenes e 1,498 1,096 1,026
UNIEETUSES ettt ettt bbb se e 500 358 284
COrPOrate fINANCE ......coveveeeeirireeeceree et 193 189 122
OLNEN .t 1,494 1,023 901
Total feesand commissioNS reCaiVable ... 15,877 12,560 9,245
Less: fEeS PaYADIE .....c.ovviiiieice e (2,784) (2,166) (1,421)
Net fees and COMMISTIONS .......ccoouiiririeireiee et 13,093 10,394 7,824
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Year ended 31 December 2004 compared
with year ended 31 December 2003

Other operating income of US$19,563 million, was
US$4,089 million, or 26 per cent, higher thanin
2003. Of thisincrease, US$836 million was
attributable to an additional quarter from HSBC
Finance while Bank of Bermuda contributed
US$325 million. On an underlying basis, and at
constant exchange rates, growth in other operating
income was 12 per cent, driven principally by strong
growth in fee and commission income across al
operations.

Net fees and commissions rose by
US$2,699 million, or 26 per cent, with the additional
quarter of HSBC Finance and acquisitions
accounting for US$1,003 million of thisincrease. On
aconstant currency basis, the underlying increase of
10 per cent was underpinned by lending fees from
strong growth in consumer lending in the UK and
the US, sales of investment productsin Asiaand a
genera upturn in funds management income.

In Europe, fee income increased by
US$1,103 million, or 21 per cent, of which
US$107 million came from an extra quarter’s result
from HFC Bank and the acquisitions of Bank of
Bermuda and M& S Money. At constant currencies,
fee income rose by 8 per cent driven by strong
growth in funds under management in Private
Banking, and by the strength of both mortgage and
consumer lending, particularly in the UK where
growth in loan fees and cards income was
augmented by sales of credit protection products.
Theincreasein loan fee income also reflected strong
demand for commercial lending products in the UK.

Excluding the US$617 million contribution
from an additional quarter of HSBC Finance and
US$126 million from Bank Bermuda, fees and
commissions in North Americaincreased by
US$324 million, or 4 per cent. On a comparable
basis, HSBC Finance saw strong growth in fees from
loan sales and sales of credit protection policies. In
Mexico, strong growth in the Afore pension funds
business complemented higher fee income from
credit cards, deposit services and international
remittances.

In Hong Kong, feeincome rose strongly as a
rise in stock market activity sparked demand for
investment products. Unit trust, custody and broking
income all benefited from strong customer demand,
while strong growth in funds under management was
reflected in a sharp rise in discretionary mandate
fees. An improvement in consumer confidence in the
second half of the year flowed through to arisein

cardholder spending, and credit card fee income rose
by 13 per cent.

HSBC's operations in the Rest of Asia-Pacific
similarly benefited from an upturn in regional
financial markets, with strong sales of investment
products reflected in growth in fees from funds
under management and global custody. Further
growth came from an expansion of HSBC's credit
card base in the region, where cards in issue grew by
929,000 or 25 per cent and from strong growth in
trade related income, particularly in the Middle East,
where the benefit of higher ail prices boosted local
economies. Overall, fee income rose by 26 per cent
at constant currencies.

In South America, net fees and commissions
were 42 per cent higher than in 2003. The bulk of the
increase came in Brazil, which benefited both from
the integration of Losango, and strong organic
growth in consumer and commercial lending.

Dedling profits of US$2,566 million were
US$388 million, or 18 per cent, higher than in 2003
with US$49 million of the increase coming from
acquisitions. Strong growth in foreign exchange and
interest rate derivatives trading offset lower income
from debt securities, while dealing losses on equity
swaps trading were offset by the related dividend
income. Customer flows were strongly ahead of
2003, driven largely by the expansion of business
capabilities during the year. Thiswasreflected in
increases in both foreign exchange trading and
derivatives income, particularly in Europe and Hong
Kong, whileretail sales of structured products
further boosted income in Hong Kong and
Singapore. However, fixed income revenues fell,
particularly in the UK, Brazil, Mexico and the US, as
movements in credit spreads adversely affected debt
trading income.

Other operating income benefited from an
expansion of HSBC’s insurance business in the UK
and Hong Kong and growth in the asset finance
businessin the UK.

Year ended 31 December 2003 compared
with year ended 31 December 2002

Other operating income of US$15,474 million, was
US$4,339 million, or 39 per cent, higher thanin
2002. Of thisincrease, HSBC Finance contributed
US$1,878 million and HSBC Mexico contributed
US$599 million. On an underlying basis, and at
constant exchange rates, growth in other operating
income was 9 per cent, principally as aresult of
higher dealing profits throughout HSBC's
operations.
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The acquisitions of HSBC Finance Corporation
and HSBC Mexico reduced the proportion of fee
revenues exposed to stock market fluctuations by
bringing into the Group significant levels of account
service fees (HSBC Mexico) and credit card fee
income (HSBC Finance). Fees from credit cards now
constitute close to 24 per cent of total fees receivable
compared with 13 per cent in 2002.

Fee and commission income, excluding HSBC
Finance and HSBC Mexico, and at constant
exchange rates, increased by 4 per cent compared
with 2002. In Europe, fee income increased by
US$664 million, or 15 per cent, of which HFC Bank
contributed US$49 million. Excluding this
acquisition and at constant exchange rates, fee
income increased by 2 per cent, mainly from growth
in sales of creditor protection insurance, cards
transactions and loan fees. Within the UK, personal
loan protection premiums grew by 19 per cent,
reflecting growth in mortgages and personal loans.
However, this was partly offset by adeclinein sales
of investment and pension products, mainly
reflecting uncertainty in the equity markets.

In North America, excluding US$1,167 million
and US$453 million relating to HSBC Finance and
HSBC Mexico respectively, fee income was
marginally higher than in 2002. Growth in income
from securities advisory services, deposit-related
service charges and card fees was partly offset by
lower earnings from mortgage servicing.

In Hong Kong, fee income increased by
US$119 million, primarily due to higher revenues
from wealth management services. There was strong
growth in fees from sales of unit trusts and capital-
guaranteed funds, which increased by US$1.6 billion
in 2003. HSBC expanded its range of structured
deposit products, further benefiting fee income.
Revenues from securities and stockbroking also
increased in line with a buoyant stock market in the

32

second half of the year and increased market share.
In addition, the insurance business generated strong
results reflecting growth in new individual life
business written.

HSBC's operations in the rest of Asia-Pacific
increased fee income by US$81 million with strong
growth in wealth management income, reflecting
higher unit trust sales and funds under management.
Fee income from credit cards rose in a number of
countries.

In South America, fee income increased by
10 per cent at constant exchange rates, mainly in
Brazil. The increase reflected good growth in credit-
related revenue, account service fees and cards. In
Argentinaa decline in fee income was recorded.

Dedling profits of US$2,178 million were
US$865 million, or 66 per cent, higher than in 2002
and reflected investment in and refocusing of
HSBC's markets businesses, primarily in the US and
in Europe. In Asia, awider range of structured
solutions was offered to customers which boosted
revenues. Acquisitions were not significant
contributors to growth in this areawith HSBC
Mexico generating US$103 million. Within dealing
profits, there was strong growth in fixed income
earnings, predominantly in Europe and Hong Kong,
as aresult of favourable credit spreads and strong
investor demand for yield enhancement products.
Foreign exchange revenues increased in both Europe
and North America, with volatility in the major
currencies driving sales of hedging products and
sales activity generally. In Hong Kong, a greater
focus on tailored solutions generated a significant
increase in corporate sales during the year.

Other operating income further benefited from
expansion of the insurance businesses in Argentina
and Hong Kong and growth in therail leasing
businessin the UK.



Operating expenses

Y ear ended 31 December
2004 2003 2002
usS$m % ussm % uS$m %
By geographical region
Europe........ 11,570 438 9,529 44.3 7,878 51.6
Hong Kong 2,524 95 2,212 10.3 2,139 14.0
Rest of ASia-PaCifiC .....ccocovevveeicincnnns 2,080 7.8 1,741 8.1 1,528 10.0
North AmMerica ......ocovvevvvecrcccccenns 8,887 335 6,947 323 2,675 175
SOUth AMENICA ..o 1,444 5.4 1,075 5.0 1,060 6.9
26,505 100.0 21,504 100.0 15,280 100.0
IntraaHSBC elimination ........ccccccvevienene (630) (422) (326)
25,875 21,082 14,954
Goodwill amortisation
EUrOPE ..o 947 52.2 758 52.3 651 76.2
HONG KONG .. 9 0.5 3 0.2 - —
Rest of ASia-PaCifiC .......ccovvvvvciicnnns 68 37 35 24 33 39
North America 761 420 643 44.3 146 171
South America 29 16 11 0.8 24 2.8
1,814 100.0 1,450 100.0 854 100.0
Total operating eXpenses .......c.ccceeeveeenee 27,689 22,532 15,808
Y ear ended 31 December
2004 2003 2002
ussm UsS$m ussm
By expense category
SEEf COSES v 14,492 12,111 8,609
Premises and equipment (excluding depreciation) .. 2,726 2,331 1,824
Other admiNiStrative EXPENSES ......cccoveveeiriririeierieieiee st 6,965 5,243 3,331
AdMINISLTatiVe EXPENSES .....ovevireeirtirieesieesiesieie et see s e e e e enas 24,183 19,685 13,764
Depreciation and amortisation
—tangible fIXed @SSELS ......coeieeirieeee e s 1,664 1,382 1,189
—intangible assets 28 15 1
= QOOOWIIT e 1,814 1,450 854
Total OPErating EXPENSES .....ccveuereeerierieeeieeeieseeie e e e e e sbe e s e e seeseenas 27,689 22,532 15,808
% % %
Cost:income ratio (excluding goodwill amortisation) ............cccecevereiennieneens 511 51.3 56.2
Y ear ended 31 December
2004 2003 2002
Staff number s (full-time equivalent)
EUNOPE ..ottt 74,861 73,943 72,260
HONG KONG e 25,552 23,636 23,786
RESt Of ASIAPACITIC ...t 41,031 31,827 28,630
North America ........ 69,781 65,021 34,207
South America ..... 32,108 28,292 25,522
Total staff NUMDENS ..o 243,333 222,719 184,405

Year ended 31 December 2004 compared
with year ended 31 December 2003

Operating expenses increased by US$5,157 million,
or 23 per cent, with an additional quarter’s costsin
HSBC Finance accounting for US$1,302 million and
acquisitions US$745 million of the increase.
Excluding these acquisitions and expressed in terms
of constant currency, operating expenses, excluding
goodwill amortisation, were 8 per cent higher thanin
2003. Staff costs, which, on the same basis, rose by
7 per cent, accounted for less than half of the

increase, and largely reflected restructuring and
expansion costs in Corporate Investment Banking
and Markets, higher performance-related bonuses,
and growth in staff numbersin support of rising
business volumes. Higher advertising and marketing
costs to stimulate product sales, and expenditure on
IT infrastructure, largely accounted for the
US$1,020 million, or 11 per cent, increase in non-
staff costs. HSBC' s cost:income ratio excluding
goodwill amortisation fell to 51.1 per cent in 2004
from 51.3 per cent in 2003, reflecting the inclusion
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of an additional quarter’s result of HSBC Finance
Corporation. Excluding this effect, the cost:income
ratio increased to 52.5 per cent.

In Europe, costs excluding goodwill
amortisation increased by US$2,041 million
compared with 2003, of which the additional
guarter’s costs in HSBC Finance and acquisitions
accounted for US$270 million. On an underlying
basis and at constant exchange rates, expenses were
US$766 million, or 7 per cent, higher than in 2003.
Higher marketing and IT infrastructure costs added
US$169 million while staff costs rose by
US$245 million, reflecting restructuring and
incentive compensation within Corporate Investment
Banking and Markets, higher performance-related
remuneration and staff pay increments.

Operating expenses in Hong Kong, excluding
goodwill amortisation, rose by US$312 million,
14 per cent higher than in 2003, with US$56 million
of the increase attributable to acquisitions. On an
underlying basis staff costs rose by 9 per cent,
largely due to higher performance-related bonuses,
reflecting improved results in a number of
businesses, and increased headcount in support of
business expansion across a number of business
segments. Marketing expenses also rose, particularly
in Persona Financial Services, in contrast to the
significant cut back in 2003 following the outbreak
of SARS.

In the Rest of Asia-Pacific, costs excluding
goodwill amortisation increased by US$339 million,
or 19 per cent, compared with 2003, with
acquisitions accounting for US$10 million of the
increase. At constant exchange rates, the increase
was 15 per cent, as staff were recruited to support
business expansion in most business segments across
the region and additional marketing costs were
incurred to support business growth. Incentive-based
staff costs also rosein line with improved business
performance. The continued migration of processing
activities from other regions to the Group Service
Centres meant additional staff and IT infrastructure
costs were incurred.

In North America, operating expenses,
excluding goodwill amortisation, increased by
US$1,940 million, or 28 per cent, with acquisitions
and an additional quarter’s costs from HSBC
Finance contributing US$1,301 million of the
increase. The underlying rise of 9 per cent largely
reflected a significant expansion in Corporate
Investment Banking and Marketsin the US, where
some 300 staff were added during the year and staff
and incentive-based compensation saw significant
increases. Investment was also made in a number of
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related technology projects. Staff were recruited for
the branch networks in both Mexico and the US to
support business growth, and marketing costs rose
by US$93 million in support of anumber of personal
banking and consumer finance products.

In South America, operating expenses,
excluding goodwill amortisation, rose by
US$369 million, or 34 per cent. US$189 million of
thisincrease related to acquisitions in 2004, and the
underlying rise in cost at constant currencies was
12 per cent. Staff costsincreased by 2 per cent, with
higher levels of performance-related bonuses,
particularly in Corporate, Investment Banking and
Markets and higher social taxes. Transactional taxes
in Brazil increased sharply and additional
processing, communications and outsourcing costs
were incurred to support business growth.

Year ended 31 December 2003 compared
with year ended 31 December 2002

Growth in operating expenses of US$6,724 million,
or 43 per cent, principally reflected the acquisitions
of HSBC Finance Corporation, US$3,787 million,
and HSBC Mexico, US$964 million. Excluding the
effect of these acquisitions and expressed in terms of
constant currency, underlying operating expenses
excluding goodwill amortisation were 5 per cent
higher than in 2002. Virtually all of this growth was
in staff costs, reflecting restructuring costs, higher
socia taxes and pension costs. In addition,
Corporate, Investment Banking and Markets
incurred higher costs reflecting expansion of the
business and increased profitability. Notwithstanding
this growth, the cost:income ratio of Corporate,
Investment Banking and Markets improved by 3 per
cent to 48.9 per cent. HSBC' s cost:income ratio
excluding goodwill amortisation was 51.3 per cent
for 2003, compared with 56.2 in 2002. Excluding
HSBC Finance, the cost:income ratio was 57.3 per
cent.

In 2003, HSBC's Group Service Centrein
Malaysia became operational. Overall, the Group
Service Centres now employ in excess of 8,000
employees worldwide.

In Europe, costs excluding goodwill
amortisation increased by US$1,651 million
compared with 2002, of which HSBC Finance
contributed US$299 million. At constant exchange
rates and excluding HSBC Finance and goodwill
amortisation, expenses were 5 per cent higher than in
2002. Thisincrease in expenses was primarily due to
higher pension provision and employment costs,
particularly in the UK, where social taxes were
raised. Redundancy and property provisioning costs



also increased, as HSBC restructured and relocated
positions to the Group Service Centresin order to
reduce its long-term staff costs. In addition, higher
bonus accruals reflected stronger Global Markets
revenues.

Operating expenses in Hong Kong, excluding
goodwill amortisation, were marginally higher than
in 2002. Increased staff costs were mainly
attributable to higher performance-related bonuses,
reflecting strong Global Markets performance, and
provisions for restructuring costs. Marketing
expenses also rose in Personal Financial Services as
Hong Kong's economy rebounded after SARS
abated. These increases were partly offset by
reductions in staff numbersin Hong Kong asHSBC
continued its policy of migrating back office
processing functions to the Group Service Centres.

In the Rest of Asia-Pacific, costsin 2003,
excluding goodwill amortisation, increased by
US$213 million, or 14 per cent, compared with
2002. At constant exchange rates, the increase was
9 per cent, primarily from recruitment to support
business expansion, branch opening costs,
acquisitions and provisions for restructuring. In
addition, the continued migration of processing
activities from other regions to the Group Service
Centresin India, Malaysia and mainland China
added to costs.

In North America, operating expenses,
excluding goodwill amortisation, increased by

Bad and doubtful debts

US$284 million, or 11 per cent, in 2003 excluding
HSBC Finance and HSBC Mexico. This increase
was largely driven by higher staff costs, namely
pension and healthcare provisions, performance-
related incentives, and expenses associated with
long-term restructuring programmes. In the US
during 2003, severance costs of US$47 million were
recorded for expense reduction initiatives, global
resourcing moves and the integration of HSBC
Finance, a US$28 million increase over the previous
year. In addition, costs rose from the first full year's
inclusion of HSBC's high net worth personal tax
advisory business. These increases were partly offset
by the benefits obtained from discontinuing certain
of HSBC's government and agency securities
arbitrage operations in the US, and from business
disposals.

In South America, operating expenses,
excluding goodwill amortisation, were broadly in
line with 2002. At constant exchange rates and
excluding goodwill amortisation, costs were 6 per
cent higher than in 2002. The rise in Brazil was due
to higher staff costs, driven by increases in labour
claims, together with higher marketing costs and
increased transaction taxes on higher operating
income as the personal lending portfolio was
expanded. In addition, the Group’s newly acquired
businesses in Brazil added to cost growth. Costsin
Argentinawere down on 2002, mainly because of
lower severance costs.

Y ear ended 31 December
2004 2003 2002

US$m % US$m % US$m %
By geographical region
EUIOPE ... 1,025 16.1 874 14.3 569 431
HONG KONG vvvvvveeveees e (223) 35) 400 6.6 246 18.6
Rest of AsiaPacific........ccccovveiiennnnes 100 16 85 14 89 6.7
NOrth AMENica.....coccveveveeeieceeieeeeen 5,186 81.6 4,676 76.7 300 22.7
South AMENCa.....cccvvveeiee e
—NOMMEl .o 269 42 58 10 313 23.7
—additional’ .........cooooeeeeeeeeeeee e - - - - (196) (14.8)
Total charge for bad and doubtful debts... 6,357 100.0 6,093 100.0 1,321 100.0

1 Additional general provisions against Argentine exposures.
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Specific provisons

NEW PrOVISIONS ....ovviniiiiiiiiiet ettt
Release of provisions no longer required .........c.cooeeeveeeeneienenieienns
Recoveries of amounts previously written off ...

General provisions
Argentine additional provision

(157 TSROSO

Customer non-performing l0aNS ...........coveeernneenrneceeseeeeseeees

Customer bad and doubtful debt provisions ...........coccceevencineneeenns

Year ended 31 December 2004 compared
with year ended 31 December 2003

At 31 December 2004, 78 per cent of customer
lending was located in Europe and North America,
with 12 per cent in Hong Kong. Personal lending
accounted for 57 per cent of the customer loan
portfolio, amarginal increase on the position at

31 December 2003.

Excluding the effect of foreign exchange
trandation, over 70 per cent of loan growth in 2004,
excluding the financial sector, was generated in
personal lending, with particularly strong growth in
mortgages and consumer lending.

Over 100 per cent of the net charge for bad and
doubtful debtsin 2004 related to lending to the
personal sector, including consumer finance,
compared with 90 per cent in 2003. Similarly, some
95 per cent of the charge related to lending in the US
and Europe, compared with 88 per cent in 2003.

The charge for specific bad and doubtful debts
adjusts the specific balance sheet provisions to the
level that management deems adequate to absorb
actua and inherent losses in the Group’s loan
portfolio from homogeneous portfolios of assets and
individually identified customer loans. The mgority
of specific provisions are determined on a portfolio
basis employing statistical calculations using roll
rate methodol ogy to determine specific provisions
for bad and doubtful debts. There were no significant
changes to the procedures used by HSBC in
determining the various components of the charge
for specific bad and doubtful debts during the year.
The charge for specific provisionsin 2004 was
US$6,793 million compared with US$6,214 million
in 2003, an increase of US$579 million. With the
additional quarter’s charge from HSBC Finance and
the acquisitions during the year together adding
US$1,433 million to the overall charge, the
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Y ear ended 31 December
2004 2003 2002
US$m US$m US$m
........... 8,989 7,777 2,678
........... (1,284) (953) (826)
........... (912) (610) (180)
6,793 6,214 1,672
- - (196)
........... (436) (121) (155)
(436) (121) (351)
........... 6,357 6,093 1,321
........... 13,259 15,050 10,523
........... 12,669 13,691 9,117

underlying movement at constant currencies was a
decrease of US$979 million. New specific
provisions increased by US$1,212 million, reflecting
the additional quarter’s charge for HSBC Finance of
US$1,367 million and the US$205 million effect of
acquisitions during the year. Excluding these and at
constant currencies, new specific provisionsfell by
US$537 million, or 7 per cent, compared with 2003
with lower new provisionsin Hong Kong and the US
combined with higher releases and recoveriesin
Europe, North America and South America

General provisions augment specific provisions
and provide cover for loans which are impaired at
the balance sheet date but which will not be
individually identified as such until some timein the
future. In determining the level of genera
provisions, management takes account of historical
loss experience, the estimated period between aloss
occurring and that loss being identified, and use their
judgement to decide whether current economic
conditions are likely to produce credit default rates
and loss severity in line with historical precedent.
There was a net general provision release of
US$436 million in 2004, US$315 million greater
than the net release of US$121 million in 2003.
Releases increased in all geographical regions except
South America. This reflected improved underlying
economic conditions, driving lower loss
expectations, and progress made with refinancing
and restructuring problem credits.

The aggregate customer bad and doubtful debt
provisions at 31 December 2004 of US$12.7 hillion
represented 1.98 per cent of gross customer advances
(net of suspended interest, reverse repos and
settlement accounts) compared with 2.65 per cent at
31 December 2003. Asin 2003, HSBC's cross-
border exposures did not necessitate significant
provisions.



Non-performing loans (net of suspended
interest) were US$13.3 hillion at 31 December 2004.
At constant exchange rates, there was a decrease in
the level of non-performing loans (net of suspended
interest) in 2004 compared with 2003, with fallsin
all geographical regions. Hong Kong and North
America experienced a substantial fall in the level of
loans categorised as non-performing.

Year ended 31 December 2003 compared
with year ended 31 December 2002

The acquisition of HSBC Finance Corporation
significantly affected the geographical and customer
segment distribution of the Group’ s lending
activities and, more markedly, the distribution of its
credit costs. At 31 December 2003, 76 per cent of
customer lending was located, fairly equaly, in
Europe and North America, compared with 69 per
cent in 2002, with Europe two-thirds of that total. At
31 December 2003, personal lending accounted for
56 per cent of the customer |oan portfolio compared
with 42 per cent at 31 December 2002.

Excluding the effect of foreign exchange
tranglation and the acquisition of HSBC Finance
Corporation, over 90 per cent of loan growth in
2003, excluding the financial sector, was generated
in personal lending, predominantly mortgages, credit
cards and other personal products.

Over 90 per cent of the charge for bad and
doubtful debtsin 2003 related to lending to the
personal sector, including consumer finance,
compared with 65 per cent in 2002. Similarly, over
88 per cent of the charge related to lending in the US
and Europe, compared with 66 per cent in 2002.

The charge for specific bad and doubtful debts
adjusts the specific balance sheet provisionsto a
level that management deems adequate to absorb
actual and inherent losses in the Group’s loan
portfolio from homogeneous portfolios of assets and
individually identified customer loans. Following the
acquisition of HSBC Finance Corporation, the
majority of specific provisions were determined on a
portfolio basis. In addition, the acquisition of HSBC
Finance Corporation resulted in a significant
increase in the extent to which HSBC employed
statistical calculations using roll rate methodology to
determine specific provisions for bad and doubtful
debts. Other than this, there were no significant
changes to HSBC's procedures in determining the
various components of the charge for specific bad

and doubtful debts. The charge for specific
provisions in 2003 was US$6,214 million compared
with US$1,672 million in 2002, an increase of
US$4,542 million. New specific provisions, which
increased by US$5,099 million, principally reflected
the acquisitions of HSBC Finance Corporation
(US$4,773 million) and HSBC Mexico

(US$47 million). Excluding the effect of the
acquisitions, new specific provisions rose by
US$249 million, or 9 per cent, compared with 2002.

General provisions augment specific provisions
and provide cover for loans which are impaired at
the balance sheet date but which will not be
individually identified as such until sometimein the
future. In determining the level of genera
provisions, management takes into account historical
loss experience, the estimated period between aloss
occurring and that loss being identified and use their
judgement to decide whether current economic and
credit conditions are likely to increase or reduce the
actua level of inherent losses. There was a net
general provision release of US$121 million in 2003,
US$230 million lower than the net release of
US$351 million in 2002. In HSBC Finance and
HSBC Mexico, general provisions were augmented
by US$191 million due to growth in personal
lending. Excluding this, the net release of general
provisions of US$312 million was in line with that
of 2002. This reflected improved underlying
economic conditions, and progress made with
refinancing and restructuring problem credits.

The aggregate customer bad and doubtful debt
provisions at 31 December 2003 of US$13.7 hillion
represented 2.66 per cent of gross customer advances
(net of suspended interest, reverse repos and
settlement accounts) compared with 2.68 per cent at
31 December 2002. Asin 2003, HSBC's cross-
border exposures did not necessitate significant
provisions.

Non-performing loans (net of suspended
interest) of US$15 billion at 31 December 2003
included US$5 hillion relating to HSBC Finance's
loan book. Excluding HSBC Finance, and at
constant exchange rates, there was a decrease in the
level of non-performing loans (net of suspended
interest) in 2003 compared with 2002, mainly as a
result of the write-off of loans from the legacy
portfolio acquired on the acquisition of HSBC
Mexico.
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Gains on disposal of investments

Gains on disposal of:

L (= 018 = w0 ] 1=

— equity investments
— other participating interests
— 8SSOCIALES ..o
— subsidiaries ..

Year ended 31 December 2004 compared
with year ended 31 December 2003

During the year, HSBC made 15 business
acquisitions and completed 13 business disposals.
HSBC's profit on disposal of investments was
US$770 million, US$319 million higher thanin
2003. The gain on disposal of associates included a
gain on the exchange of HSBC' sinterest in World
Finance International Limited for a7 per cent
interest in Bergesen Worldwide.

The substantial increase in other disposals
comprises the sale of venture capital investmentsin
France and the US and the disposal of an investment
in NY CE Corporation in the US. Realised gains on
the sale of debt and equity investment securities

during the year were 24 per cent higher than in 2003.
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Y ear ended 31 December
2004 2003 2002
US$m US$m US$m
........... 187 161 170
300 233 226
- 1 69
117 1 47
22 37 16
........... 144 18 4
770 451 532

Year ended 31 December 2003 compared
with year ended 31 December 2002

During 2003, HSBC made 26 business acquisitions
and completed 14 business disposals.

HSBC's profit on disposal of investments was
US$451 million, US$81 million lower than in 2002.
The profitsin 2002 included gains of US$39 million
on the sale of HSBC's 50 per cent share of Lixxbail
toitsjoint venture partner, and US$38 million on the
sale of HSBC's 6.99 per cent sharein Banco
Santiago S.A.

Realised gains on the sale of debt and equity
investment securities during the year were broadly in
line with 2002. The reductions in interest rates and
improvement in equity markets drove growth of
US$59 million in the unrecognised gains on HSBC's
debt and equity investment portfolios.



Taxation

Current taxation

UK cOrporation taX Charge .........coeueeererereeeinenesiereenisesieesesesneseesesneeene
OVErSEaS taX@ON .....c.cvuemimimirerirereese s

Joint ventures

Deferred taxation

Qrigination and reversal of timing differences ...........ccocveevveneenennne

Effect of increased tax rate on opening asset .....

Adjustment in respect of prior PEriods ..........cccccevreeerrncenneneeenns

Total charge for taXation .........ccceevvereeereeeseerere e

EffECiVEtAX FAE ....vecviceiceeceetese ettt

Standard UK cOrporation tax rate ..........c.ccceceeerreeeeeneseereeneseneeenenenns

Analysis of overall tax charge
Taxation at UK corporation tax rate of 30 per cent

(2003 and 2002: 30 PEF CENL) ...cuveveereriereeenie e
Effect of differently taxed overseas profitsin principal locations
TaX FIEEQAINS ...cvvieeeeeteeete et snennens
Goodwill amortisation not tax deductible ...........cccoeiriereiencncineenee

Acquisition accounting adjustments not tax effected .
Prior period adjustments ..........ccccveeennneciicnneens

Tax deduction on innovative Tier 1 capital .........ccocoveeeneneeienciiniennns
Low income houSiNG Credits ........ccvvveireereeierieieseseseseesee e
OtNEr ITBMS ...

OVErall taX CRAIGE.....ceeueereereeie et

Year ended 31 December 2004 compared
with year ended 31 December 2003

HSBC Holdings and its subsidiary undertakingsin
the UK provided for UK corporation tax at 30 per
cent, the rate for the calendar year 2004 (2003:

30 per cent).

HSBC' s effective tax rate of 25.6 per cent in
2004 was lower than the corporation tax rate of
30 per cent. The main factors which reduced the rate
were: the geographical mix of profitsand, in
particular, the lower rate of tax on profits generated
in Hong Kong; fair value accounting adjustments,
which under UK GAAP affect pre-tax profits but are
ignored for tax purposes; the tax-deductibility of the
cost of servicing the Group’ sinnovative Tier 1
capital, which under UK GAAP isshown asa
minority interest; and prior period adjustments,
which by definition are unrelated to earningsin the
current year. These were partially offset by the effect
of goodwill amortisation, which is also ignored for

Y ear ended 31 December

2004 2003 2002

Ussm US$sm Ussm

716 547 684

2,856 2,590 1,217

3 1 (6)

42 19 17

3,617 3,157 1,912

981 (5) 615

(15) (7) -

(76) (25) 7

890 (37) 622

4,507 3,120 2,534

% % %

25.6 24.3 26.3

30.0 30.0 30.0

Y ear ended 31 December

2004 2003 2002

US$m US$m US$m

........... 5,282 3,845 2,895
(347) (366) (472)

(64) a7) (29)

........... 579 476 261
(253) (331) -
(229) (230) (90)
........... (192) (117) (99)
(95) (72) -

(174) (68) 58

........... 4,507 3,120 2,534

tax purposes and therefore increases the effective tax
rate.

Overseas tax included Hong Kong profits tax of
US$539 million (2003: US$483 million) provided at
arate of 17.5 per cent (2003: 17.5 per cent) on the
profits assessable in Hong Kong. Other overseas
taxation was provided for in the countries of
operation at the appropriate rates.

Profits arising in North America represented a
higher percentage of HSBC's profitsin 2004 than in
2003, largely because of the effect of an additional
quarter’s results of HSBC Finance Corporation. US
profits are taxed at a higher rate than the average for
the rest of the Group and this change in mix raised
the effective tax rate.

A number of fair value acquisition accounting
adjustments relating to HSBC Finance Corporation
and HSBC Mexico resulted in net credits to the
profit and loss account with no corresponding tax
charge. A more detailed explanation of the
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acquisition accounting adjustmentsis disclosed in
Note 7 of the ‘ Notes on the Financial Statements'.

Certain prior period adjustments arose in 2004
which reduced HSBC's overall tax charge. These
related to the recognition of deferred tax assets on
losses, which became more likely to be utilised. The
Group also reached agreement on a number of
settlementsin respect of outstanding matters on prior
year computations at alower cost than had originally
been estimated in establishing provisions.

Goodwill amortisation was higher than in the
previous year, mainly due to an additional three
months charge for HSBC Finance Corporation.

At 31 December 2004, there were potential
future tax benefits of US$973 million (2003:
US$963 million). The potential benefitsarein
respect of trading losses, allowable expenditure
charged to the profit and loss account but not yet
allowable for tax, and capital losses which have not
been recognised because realisation of the benefitsis
not considered more likely than not.

Year ended 31 December 2003 compared
with year ended 31 December 2002

HSBC Holdings and its subsidiary undertakingsin
the UK provided for UK corporation tax at 30 per
cent, the rate for the calendar year 2003 (2002:

30 per cent).

HSBC's effective tax rate of 24.3 per cent in
2003 was lower than the corporation tax rate of
30 per cent. The geographic mix of profits; fair value
accounting adjustments, which are ignored for tax
purposes; and prior period adjustments were the
main factors which reduced the rate. These were
partially offset by the effect of goodwill
amortisation, which is also ignored for tax purposes
and which increased the rate.

Overseas tax included Hong Kong profits tax of
US$483 million (2002: US$408 million) provided at
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arate of 17.5 per cent (2002: 16 per cent) on the
profits assessable in Hong Kong. Other overseas
taxation was provided for in the countries of
operation at the appropriate rates of taxation.

Profits arising in North America represented a
higher percentage of HSBC's profitsin 2003
compared with 2002 |largely because of the
acquisition of HSBC Finance Corporation. US
profits are taxed at a higher rate than the average for
the rest of the Group and this change in mix raised
the effective tax rate.

A number of fair value acquisition accounting
adjustments relating to HSBC Finance Corporation
and HSBC Mexico resulted in net credits to the
profit and loss account with no corresponding tax
charge. A more detailed explanation of the
acquisition accounting adjustmentsis disclosed in
Note 8 of the ‘ Notes on the Financial Statements’ in
the 2003 Annual Report and Accounts.

Prior period adjustments arose in 2003 which
reduced HSBC's overall tax charge. These related
mainly to the recognition of deferred tax assets on
losses, which became more likely to be utilised. The
Group also reached agreement on a number of
settlements in respect of outstanding matters on prior
year computations which allowed contingency
reserves to be released.

Goodwill amortisation was higher than in the
previous year, mainly due to the acquisition of
HSBC Finance Corporation.

At 31 December 2003, there were potential
future tax benefits of US$963 million (2002:
US$885 million). The potential benefitsarein
respect of trading losses, allowable expenditure
charged to the profit and loss account but not yet
alowable for tax, and capital losses which had not
been recognised because realisation of the benefits
was not considered more likely than not.



Asset deployment

Loans and advanCes t0 CUSLOMESS ......cccvverereeeeierienie e seeeree e

Loans and advances to banks ............
Debt SeCUrties ......occoverecereirereeee
Treasury bills and other digible bills ...
Equity Shares ........coccocoeveveeecnnniccene
Goodwill and intangible assets ......

(157 TSRS

Hong Kong Government certificates of indebtedness ...........c.cccveee

Loans and advances to customers include:

— TEVEISETEPOS ...eevieieiiteieereseesese st st ss b s et e bbb bt e e
— SEIEMENt BCCOUNLS ......eoveieie ettt

Loans and advances to banks include:

— TEVEISETEPOS ...eveieeiteteeresseseseessetesestasssssasessssesesesessesesansssssesanesans
— SEIEMENt BCCOUNLS ......eoveieiecieeteeeete e

Year ended 31 December 2004 compared
with year ended 31 December 2003

HSBC’stotal assets (excluding Hong Kong
Government certificates of indebtedness) at

31 December 2004 were US$1,264.9 hillion, an
increase of US$241.7 billion or 24 per cent since

31 December 2003. At constant exchange rates, total
assets grew by US$203.8 billion or 19 per cent.

At 31 December 2004, HSBC' s balance sheet
remained highly liquid, reflecting strong growth in
customer deposits. The proportion of assets deployed
in customer advances rose to 53 per cent. Customer
advances increased by 27 per cent, marginally higher
than the growth in total assets, driven essentially by
lending to finance consumer spending and strong
growth in mortgage financing, reflecting the buoyant
housing markets in the US, the UK and parts of
Asia-Pacific. Growth in corporate lending was
concentrated in the Commercia Banking customer
group, while increased financial lending largely
reflected expansion of the euro government bond
trading portfoliosin France.

At constant exchange rates, gross loans and
advances to customers (excluding loansto the
financial sector) were US$101.4 billion higher than
at the end of December 2003. US$50.5 hillion of this
increase related to mortgages, with strong growth in
the US and the UK. At constant exchange rates,
other personal lending increased by US$22.9 hillion
or 17 per cent compared with December 2003,
mainly as aresult of strong growth in credit card and
other unsecured personal lendingin all of HSBC's

At 31 December
2004 2003

US$sm % US$sm %
669,831 52.9 528,977 51.7
142,712 11.3 117,173 11.4
240,999 19.1 205,722 20.1
30,284 2.4 20,391 2.0
19,319 15 12,879 13
29,382 2.3 28,640 2.8
132,373 10.5 109,447 10.7
1,264,900 100.0 1,023,229 100.0

11,878 10,987

1,276,778 1,034,216

29,346 17,777

13,834 8,594

36,543 23,220

6,086 7,039

markets, particularly in the UK. Underlying
commercia and corporate lending, excluding
lending to governments, grew by 14 per cent, with
notable growth in Hong Kong and in the Rest of
Asia-Pacific on the back of higher trade volumes.

In Europe, growth in assets was driven by
increased mortgage and consumer lending in the UK
and demand from private banking clients for secured
funding to finance investment activity. Lending to
small and middle market companies also increased,
athough lending to major corporate customers
remained subdued.

In Hong Kong, lending to commercia
customers improved as Hong Kong' s economy
recovered from the impact of SARS and trade flows
with mainland Chinaincreased. Competition in the
mortgage market remained intense and the portfolio
declined dightly. Surplus funds from increased
customer deposits were deployed in investment
securities to enhance HSBC' s yields.

In the Rest of Asia-Pecific, theincrease in assets
was driven by higher mortgage, consumer lending
and strong regional trade flows.

Therisein assetsin North Americawas driven
substantially by strong growth in mortgage lending
and demand for consumer credit.

In South America, growth was concentrated in
consumer lending in Brazil, which a so benefited
from an expansion in lending to the Brazilian retail
sector.
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At 31 December 2004, assets held by HSBC as
custodian amounted to US$2,819 hillion. Custody is
the saf ekeeping and administration of securities and
financial instruments on behalf of others, and the
inclusion of Bank of Bermuda was responsible for
much of the increase.

Debt securities and equity shares

Debt securities held on an accruals basisin the
investment book at 31 December 2004 showed an
aggregate unrecognised gain, net of off-balance
sheet hedges, of US$1,005 million compared with an
unrecognised gain of US$1,160 million at

31 December 2003. Equity shares included
US$4,709 million held on investment account,
compared with US$5,390 million at 31 December
2003, on which there was an unrecognised gain of
US$879 million, compared with US$827 million at
31 December 2003.

Funds under management

Funds under management of US$476 billion were
US$57 billion, or 14 per cent, higher than at 30 June
2004 and US$90 hillion, or 23 per cent, higher than
at the end of 2003. The inclusion of US$22 hillion of
funds relating to Bank of Bermuda, and continued
strong funds inflows from both the asset
management and private banking businesses, were
responsible for the increase. The weakening of the
US dollar benefited the translation of sterling and
euro-denominated funds, and contributed to the
positive market performance. At 31 December 2004,
HSBC's asset management business, including
affiliates, reported funds under management of
US$224 hillion, and the private banking business
reported funds under management of

US$178 hillion.

2004 2003
US$bn US$bn
Funds under management

Economic profit

At 1JanUaANY ...ccooovereeeeeeeieseseeeeee 386 306
Net NeWw MONEY .....ocveveeierereiieeene 64 42
—Bank of Bermuda...........cccocueneee. 22 -
—Other o 42 42
Valuechange ......ccoceeevevvrereeennennns 19 25
Exchangeand other ........cccccevvevnnnee. 7 13
At 31 December .......coevvevieieiieennen. 476 386
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HSBC'sinternal performance measures include
economic profit, a measure which compares the
return on the financial capital invested in HSBC by
its shareholders with the cost of that capital. HSBC
pricesits cost of capital internally and the difference
between that cost and post-tax profit attributable to
ordinary sharehol ders represents the amount of
economic profit generated. Economic profit is used
by management as one of the measures to decide
where to all ocate resources so that they will be most
productive. In order to concentrate on external
factors rather than measurement bases, HSBC
emphasises the trend in economic profit within
business units rather than absolute amounts. In light
of the current levels of world interest rates, and
taking into account the Group’ s geographical and
customer group diversity, HSBC believes that its
true cost of capital on a consolidated basisis
approximately 10 per cent. HSBC plans to continue
using this cost until the end of the current five year
strategic plan, which expires at the end of 2008, in
order to ensure consistency and comparability. The
cost of capital under the previous strategic plan,
which expired at the end of 2003, was 12.5 per cent.

On this basis, economic profit increased by
US$3,773 million compared with 2003, reflecting
both the lower cost of capital rate and improved
profitability.



Y ear ended 31 December

2004 2003
ussm %* US$m %"
Average shareholders’ funds before dividends. 80,220 67,585
Add: dividends declared but NOt Paid ...........cccveneiniinieneeeee e 1,888 1,773
Average shareholders’ fUNAS .......coccvveeceicescr e 82,108 69,358
Add: cumulative goodwill written off and amortised 9,873 8,172
Less: property revaluation FESEIVES ..........ccvurueueeririeieeiririeieeseseeee e (2,013) (1,824)
Average invested Capital? ............o.oceoeeereeceereeeeeeeceeeeeeee et nenes 89,968 75,706
PrOfit @O tAX ..ot 13,101 14.6 9,696 12.8
Add: goodwill amortisation ..........c.cceceeereeereneenene 1,818 20 1,585 21
depreciation charged on property revaluations ...........ccccoeeeienennicnienene. 46 - 38 -
Less: equity MINOMtY INEErESE .......cooireiueeeiririeecee e (586) 0.7) (487) (0.6)
preference dividends ..o (675) (0.7) (435) (0.6)
Return oninvested Capital® ..........c..ooveeveeeeeeeeeeeceeeeesee e 13,704 15.2 10,397 13.7
Benchmark cost of Capital ...........covireiineniiseee s (8,997) (10.0) (9,463) (12.5)
Economic profit/Sread ........occceocrinnireeeesee et s 4,707 5.2 934 12

1 Expressed as a percentage of average invested capital.
2 Average invested capital is measured as shareholders' funds after adding back goodwill amortised and goodwill previoudy written-off

directly to reserves and after deducting property revaluation reserves. This measure reflects capital initially invested and subsequent
profit (excluding goodwill amortisation).

3 Return oninvested capital is based on attributable profit excluding goodwill amortisation adjusted for depreciation attributable to
revaluation surpluses.
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Analysis by Customer Group and by Geographical Region

By Customer Group:

Profit/(loss) excluding goodwill amortisation

Year ended 31 December 2004

Total Corporate,
Per sonal Per sonal Investment Inter-
Financial  Consumer Financial Commercial Banking & Private segment
Services Finance® Services Banking Markets Banking Other® elimination Total
Total ussm ussm ussm Ussm ussm ussm ussm Ussm ussm
Net interest income .. 10,290 11,176 21,466 4,884 3,821 718 135 - 31,024
Dividend income ... 8 9 17 6 565 5 8 - 601
Net fees and commi 4,568 1,893 6,461 2,742 2,802 962 126 - 13,093
Dealing profits .. 192 - 192 142 1,929 257 46 - 2,566
Other income....... 1,011 1,004 2,015 656 873 17 2,120 (2,378) 3,303
Other operating income ... 5,779 2,906 8,685 3,546 6,169 1,241 2,300 (2,378) 19,563
Operating income ........... 16,069 14,082 30,151 8,430 9,990 1,959 2,435 (2,378) 50,587
Operating expenses
excluding goodwill
amortisation®................ (9,601) (4,997) (14,598) (4,107) (5,649) (1,325) (2,574) 2,378 (25,875)
Operating profit/(loss)
before provisions' ... 6,468 9,085 15,553 4,323 4,341 634 (139) - 24,712
Provisions for bad and
doubtful debts ............. (1,155) (5,457) (6,612) (227) 473 9 - - (6,357)
Provisions for contingent
liabilities and
commitments............... (80) - (80) 10 (38) 4 77 - 27
Amounts (written off)/
written back on
fixed asset investments 2 - )] (1) (11) 2 16 - -
Operating profit/(loss)! .. 5,231 3,628 8,859 4,105 4,765 645 (46) - 18,328
Share of operating profit
injoint ventures .......... - - - - 5 - - - 5
Share of operating profi
in associates’ ............ 75 - 75 57 96 - 63 - 291
Gains on disposal of
investments and
tangible fixed assets .... 71 39 110 7 330 48 307 - 802
Profit on ordinary
activities before tax® .. 5,377 3,667 9,044 4,169 5,196 693 324 — 19,426
% % % % % % % %
Share of HSBC' s pre-tax
Profits® .....vvveerienienn. 27.7 189 46.6 215 26.7 3.6 16 100.0
Cost:income ratio’ ............ 59.7 355 484 48.7 56.5 67.6 105.7 511
ussm ussm ussm Ussm ussm ussm ussm Ussm
Selected balance sheet
data’
Loans and advances to
customers (net) 233,829 137,100 370,929 129,939 142,160 24,463 2,340 669,831
Total assats® .......... 274,995 163,420 438,415 160,299 582,975 56,466 26,745 1,264,900
Customer accounts 319,081 552 319,633 137,847 177,936 57,780 555 693,751
The following assets and
liabilities were
significant to customer
groups as noted:
Loans and advances to
banks (net) - 128,001
Debt securities, tri y
bills and other eligible
BillS .o 234,867
Deposits by banks ............ 79,927
Debt securitiesin issue...... 115,668
Goodwill amortisation excluded:
1 from(1) above ................. 356 519 875 271 359 309 - 1,814
2 from (2) above 1 - 1 3 - - - 4
3 from (3) above 357 519 876 274 359 309 - 1,818

For other footnotes, see page 59.
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Total

Net interest
income/(expense) .......

Dividend income ..............
Net fees and commissions
Dealing profits/(losses) ...
Other income®.....
Other operating income”....

Operating income’...........

Operating expenses
excluding goodwill
amortisation™®..............

Operating profit/(loss)
before provisions® .....

Provisions for bad and
doubtful debts .............
Provisions for contingent
liabilities and
commitments...............
Amounts (written off)/
written back on
fixed asset investments

Operating profit/(loss)* ..

Share of operating profit
injoint ventures? .........

Share of operating profit
in associates’ ...............

Gains on disposal of
investments and
tangible fixed assets ...

Profit on ordinary
activities before tax® ..

Share of HSBC' s pre-tax
PrOfitS® ...oververeeeeeaan
Cost:income ratio® ............

Selected balance sheet
data’

Loans and advances to
customers (net)

Total assets®® .......

Customer accounts

The following assets and
liabilities were
significant to customer
groups as noted:

Loans and advances to
banks (net) ........cccev...

Debt securities, treasury
bills and other eligible

Deposits by banks .
Debt securitiesinissue......

Goodwill amortisation excluded:

1 from(1) above .............
2 from(2) above .............
3 from(3) above .............

Y ear ended 31 December 2003

Total Corporate,
Personal Personal Investment Inter-
Financial ~ Consumer Financial Commercial  Banking & Private segment

Services Finance®  Services Banking Markets Banking Other®  elimination Total
Ussm Ussm Ussm Ussm Ussm Ussm UsSsm Ussm Us$m
8,654 8,289 16,943 4,196 3,899 574 14 - 25,598
6 12 18 3 161 3 37 - 222
3,623 1,219 4,842 2,256 2,315 822 159 - 10,394
133 - 133 118 1,764 209 (46) - 2,178
834 674 1,508 587 805 50 938 (1,208) 2,680
4,596 1,905 6,501 2,964 5,045 1,084 1,088 (1,208) 15,474
13,250 10,194 23,444 7,160 8,944 1,658 1,074 (1,208) 41,072
(8,232) (3,397) (11,629) (3,768) (4,373) (1,149) (1,371) 1,208 (21,082)
5,018 6,797 11,815 3,392 4571 509 (297) - 19,990
(1,058) (4,575) (5,633) (274) (297) @ 113 - (6,093)
(19) - (19) 14 (53) 2 16 - (44)
(18) - (18) - (91) ©) 6 - (106)
3,923 2,222 6,145 3,132 4,130 502 (162) - 13,747
11 - 11 - 8 - - - 19
47 - 47 20 80 - 74 - 221
27 3 30 6 225 61 92 - 414
4,008 2,225 6,233 3,158 4,443 563 4 — 14,401
% % % % % % % %
27.8 155 433 21.9 30.9 39 - 100.0
62.1 333 49.6 52.6 48.9 69.3 127.7 51.3
US$m ussm USsm Us$m Ussm ussm Ussm Us$m
173,613 116,409 290,022 103,495 115,092 18,109 2,259 528,977
206,694 145,383 352,077 128,086 462,995 54,510 25,561 1,023,229
290,540 232 290,772 111,515 119,335 50,951 557 573,130

101,277

186,139

65,882

110,905

249 379 628 263 272 282 5 1,450
1 - 1 - 135 - &) 135
250 379 629 263 407 282 4 1,585

For other footnotes, see page 59.
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Profit/(loss) excluding goodwill amortisation (continued)

Y ear ended 31 December 2002

Corporate,
Personal Investment Inter-
Financial Commercial ~ Banking & Private segment
Services Banking Markets Banking Other®  elimination Total
Total UsSsm Ussm Ussm Ussm Ussm Us$m Ussm
Net interest iNCOME/(EXPENSE) .....cuervrvevervrveereneenens 7,429 3,835 3,700 549 (53) - 15,460
Dividend iNCOME ..........ccouiuriiiriririrrrrrrsrrrne 6 6 230 2 34 - 278
Net fees and commissions ... 2,979 1,934 2,164 623 124 - 7,824
Dealing profits .. 50 107 1,008 137 11 - 1,313
Other income® . 773 459 609 102 925 (1,148) 1,720
Other operating income’.... 3,808 2,506 4,011 864 1,094 (1,148) 11,135
OPErating iNCOME®.........vuurermreerrreseesesnesssnneens 11,237 6,341 7,711 1,413 1,041 (1,148) 26,595
Operating expenses excluding goodwill
AMOMISAION™ ... (6,958) (3,149) (3,898) (987) (1,110) 1,148 (14,954)
Operating profit/(loss) before provisions'............. 4,279 3,192 3,813 426 (69) - 11,641
Provisions for bad and doubtful debts ............c........ (857) (269) (184) (5) (6) - (1,321)
Provisions for contingent liabilities and
COMMITMENES ... (42) 19 12 (21) (75) - (107)
Amounts (written off)/written back on fixed asset
INVESEMENES ....coovvviiiiic s 2 3 (109) (22) (194) - (324)
Operating profit/(10SS)! ......veveeerererereeenerieseennns 3,378 2,945 3,532 378 (344) - 9,889
Share of operating profit/(loss) in joint ventures? .... (23) 3 2 1) - - (19)
Share of operating profit/(loss) in associates............ 17 15 45 (10 68 - 135
Gains on disposal of investments and tangible
fiXed @SSELS ...c.coveveireriieee e 19 51 317 46 75 — 508
Profit/(loss) on ordinary activities beforetax®...... 3,391 3,014 3,896 413 (201) — 10,513
% % % % % %
Share of HSBC's pre-tax profits®. 323 28.7 37.1 38 (1.9) 100.0
Cost:income ratio* 61.9 49.7 50.6 69.9 106.6 56.2
Us$m US$m US$m US$m US$m US$m
Selected balance sheet data’
Loans and advances to customers (net) 143,696 90,562 101,770 14,115 2,201 352,344
Total assets®® 171,478 113,520 394,540 48,346 21,276 749,160
CUSLOMET BCCOUNLS ....oveeeieriireieerereeie e 257,880 92,884 95,351 49,012 311 495,438
The following assets and liabilities were
significant to Corporate, Investment Banking
and Markets:
Loans and advances banks (Net) .........cccceeerereneeeens 80,870
Debt securities, treasury bills and other eligible
i 162,583
48,895
Goodwill amortisation excluded:
1 from (1) above .. 186 168 236 264 - 854
2 from(2) above .. - - 8 - 1 9
3 from (3) above 186 168 244 264 1 863

For other footnotes, see page 59.
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Y ear ended 31 December
2004 2003 2002
US$m US$m US$m
Net interest income ............ 10,290 8,654 7,429
Dividend income .................. 8 6 6
Net fees and commissions ... 4,568 3,623 2,979
Dedling profits .......coccceeeneee 192 133 50
Other income’ .......c.ocvverenes 1,011 834 773
Other operating income® ...... 5,779 4,596 3,808
Operating income’® ............ 16,069 13,250 11,237
Operating expenses excluding
goodwill amortisation®® ... (9,601)  (8,232)  (6,958)
Operating profit before
Provisions' ........ccc.ceeuenne. 6,468 5,018 4,279
Provisions for bad and
doubtful debts ................ (1,155) (1,058) (857)
Provisions for contingent
liabilities and commitments (80) (219 (42)
Amounts written off fixed
asset investments ............ (2 (18) 2
Operating profit® ................ 5,231 3,923 3,378
Share of operating profit/(loss)
injoint ventures ............... - 11 (23)
Share of operating profit
in assoCiates’.......ovvurvvnne. 75 47 17
Gains on disposal of
investments and tangible
fixed assets .......ccoeeeveenene 71 27 19
Profit on ordinary activities
beforetax® ......c.ooevveevnnnne. 5,377 4,008 3,391
By geographical region:
EUrope ....coeveeeeie e 1,719 1,267 987
Hong Kong ......cccovevereeeenen. 2,097 1,740 1,705
350 158 127
1,164 870 605
47 (27) (33)
Profit on ordinary activities
beforetax.........coevuevunnne. 5,377 4,008 3,391
% % %
Share of HSBC's pre-tax
Profits® ... 27.7 27.8 323
Cost:income ratio* 59.7 62.1 61.9
US$m US$m US$m
Selected balance sheet data’
Loans and advances to
customers (Net) ...ccceveneeee. 233,829 173,613 143,696
Total assets™ .........cocvevnen. 274995 206,694 171,478
Customer accounts ............... 319,081 290,540 257,880
Goodwill amortisation:
1 excluded from (1) above... 356 249 186
2 excluded from (2) above ... 1 1 -
3 excluded from (3) above ... 357 250 186

For other footnotes, see page 59.

Business highlights

General

Pre-tax profit before goodwill amortisation grew by
34 per cent to US$5,377 million. At constant
exchange rates and excluding acquisitions, profits
increased by 27 per cent.

The one millionth HSBC Premier customer was
recruited in May, and by the end of 2004, HSBC had
recruited over 1.1 million Premier customers, an
increase of 28 per cent compared with the end of
2003. HSBC Premier was launched in Mexico,
Bermuda, Greece and Malta during the year.

In September 2004, HSBC was voted ‘ Global Bank
of the Year’ by The Banker magazine for an
unprecedented third consecutive year.

In November 2004, HSBC was named ‘ Best
Consumer Bank’ in Global Finance magazine's
listing of the World's Best Banks 2004.

In December 2004, HSBC was named the
‘International Retail Bank of the Year 2004’ in the
Retail Banker International magazine' s annual
award.

Europe

In December 2004, the three millionth personal
internet banking customer was recruited in the UK.

At First Direct, 39 per cent of HSBC' s customers
actively used its online banking service and more
than 70 per cent of inbound contacts from its
customers were over the internet in 2004.

Logons to the CCF.fr website in France almost
doubled to 11 million in 2004 and over one million
transactions were carried out through the site, an
increase of 30 per cent over 2003.

During the Autoroutes Paris Rhin Rhone
privatisation, CCF organised the first ever on-line
sale of shares to personal customersin France.

In the UK, HSBC’ s mortgage products remained
highly rated, receiving the ‘ Best National Bank’
award over two, five and 10 years from What
Mortgage magazine in March 2004. In July 2004,
Mortgage Magazine named HSBC as ‘Best First
Time Buyer Lender’. HSBC ranked first in the
‘Moneyfacts Top 35 Lenders Survey’ for the amount
of interest charged over the 12 months ended

31 December 2004 (£100,000 mortgage at the
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lender’s standard variable rate). First Direct was
awarded ‘Best Internet Lender’ by Mortgage
Advisor and Home Buyer magazine for its
Offset mortgage.

Following the acquisition of M&S Money and
the successful joint management with the John
Lewis Partnership of the John Lewis, Peter
Jones and Waitrose store card, HSBC became
one of the UK’ stop credit card issuers. The

M& S Money transaction brought an additional
3.5 million customers.

Hong Kong

New products, including arange of structured
treasury products, capital-guaranteed funds,
open-ended funds and certificates of deposit
were launched to broaden the range of
investment options in Hong Kong. Sales of unit
trusts and structured investment products
reached record levels. HSBC also recorded
growth of 40 per cent in new regular premium
life insurance sales, driven by the success of
flexible products tailored to customers' specific
needs, such asthe Target Protection Plus
product.

HSBC maintained its position as the largest
credit card issuer in Hong Kong. An attractive
rewards programme, customer acquisition, and
successful cross-sales to both existing and new
customers, helped grow the number of cardsin
circulation in Hong Kong by 14 per cent and
cardholder spending by 32 per cent.

In 2004, renminbi financial services were
launched in Hong Kong, offering a
comprehensive range of deposits, currency
exchange and remittance services.

Rest of Asia-Pacific
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There are now over 5 million personal
customers across the Rest of Asia-Pacific.

HSBC isthe leading international unit trust
agent in Malaysia. Unit trust sales increased by
22 per cent in 2004.

Islamic Banking was launched during the year
in UAE, globally branded as HSBC Amanah.
HSBC currently offers customers Amanah
current accounts, personal finance, vehicle
finance and funds. The HSBC Amanah Global
Equity Index Fund was also launched. Thisis
the first index tracker fund to invest in the 100
largest Shariah-compliant companies by market
capitalisation. Shariah compliant mortgages,

term deposits and savings accounts will be
launched in 2005.

In March 2004, Indialaunched “ Smart Home”
mortgages. The product offers areduction of
interest paid when extra funds are deposited into
the Smart Home account and the flexibility to
redraw the extrafunds paid. Balances of
mortgages increased by 112 per cent year on
year.

North America

Free current account services were successfully
launched in the US, which has attracted over
110,000 new customers and added some
US$200 million in depositsin thefirst nine
months.

Customer deposits and insurance revenues grew
strongly in Mexico, in conjunction with the
launch of HSBC Premier. Despite an
increasingly competitive marketplace, market
share in deposits rose by 60 basis points to

14.4 per cent, leveraging the bank’s extensive
branch and ATM network.

On 10 June 2004, HSBC Bank USA
successfully launched its first major integrated
marketing initiative towards the Hispanic

market called ‘ ¢Quieres un Mejor Banco?'. In
addition to building awareness of the bank in the
Spanish community, new customer growth
increased market penetration by 11 per cent.
This campaign attracted over 39,000 new
account openings.

The rollout of HSBC Finance Corporation’s
proprietary credit card system, WHIRL, will
enable HSBC to accelerate the growth in card
volumes in anumber of countries. Operationsin
Mexico and the US completed the migration to
WHIRL in 2004: the UK transferred in early
2005 and a number of operationsin Asiawill
follow over the next two years.

South America

The integration of the Losango business
acquired at the end of 2003 progressed well.
Good progress was made in delivering
anticipated operational synergies and HSBC
took a market-leading approach by sharing
branches with the Losango franchise. Losango
benefited from the acquisition of two additional
consumer portfolios, Valeu Promotora de
Vendes, in Rio de Janeiro and CrediMatone
S.A. in the South of Brazil, increasing the total
number of sales outlets by 114 to 288.



Consumer Finance

Profit excluding goodwill amortisation

Net interest inComMe ......ccoceevveveevveereennnns

Dividend iNCOME .......cccccveverrecieieiesieeiens
Net fees and cOmmissions ...........ccoceeveueneee
Other inCOME .......ccoeveveveeeiicecee e
Other operating inCome ..........cccveereeennne.

Operating iNCOME .......ceceevrreeeeenenieieieens

Operating expenses excluding goodwill
AMONLISALONT ..o

Operating profit before provisions' .......
Provisions for bad and doubtful debts .......
Operating profit® ......oo.ooeveeeeeeverreerreeennns

Gains on disposal of investments and
tangiblefixed assets .......cccevvvvevvcnnenne.

Profit on ordinary activities
DEFOr @ taX" ..v.vvoririereies i

By geographical region:
EUMOPE ..o
North America

Profit on ordinary activities
bEforetax® .....ovveveceeereeeerereeree s

Share of HSBC's pre-tax profits® .
Cost:incomeratio® ..........cooeceeeeeeeeereereeennns

Selected balance sheet data’

Loans and advances to customers (net) .....
Total 8SSELS® ..o
Debt securitieSinissue .....ccooeeveveeeverienienns

Goodwill amortisation:
1 excluded from (1) above.......cccceevenneee

For other footnotes, see page 59.

Y ear ended
31 December
2004* 2003°
UsS$sm US$m
11,176 8,289
9 12
1,893 1,219
1,004 674
2,906 1,905
14,082 10,194
(4,997) (3,397)
9,085 6,797
(5,457) (4,575)
3,628 2,222
39 3
3,667 2,225
91 157
3,576 2,068
3,667 2,225
% %
18.9 15.5
35.5 33.3
US$m US$sm
137,100 116,409
163,420 145,383
115,668 110,905
519 379

Business highlights

Consumer Finance reported a pre-tax profit, before
goodwill amortisation, of US$3,667 million, of
which US$1,126 million was an additional quarters’
contribution. Excluding this, and at constrant
exchange rates, pre-tax profit grew by 13 per cent to
US$2,541 million.

In September 2004, HSBC extended its brand across
anumber of its Consumer Finance businessesin the
US. In early 2005, the rebranding efforts will
continue with the rebranding of HSBC Finance
Corporation’s vehicle finance and credit cards
businesses. The branch based Consumer Finance
business will retain the HFC and Beneficial brands,
accompanied by the endorsement signature,
‘Member HSBC Group'.

In December 2004, Household International, Inc.
merged with its wholly owned subsidiary and
changed its name to HSBC Finance Corporation. The
name change was a continuation of the rebranding of
the Household businesses to the HSBC brand. These
actions were taken to establish asingle brand in
North Americato create a stronger platform to
advance growth across all HSBC business lines.

Strong improvement was seen in credit quality,
driven by the economic upturn, improved origination
quality, growth in the relative proportion of secured
receivables, improved collection activity, and the
effect on product mix of HSBC Finance
Corporation’s move into prime and near-prime
markets. Improvements were seen across most
products and in anumber of key indicators. The rate
of improvement began to slow in the second half of
the year reflecting the maturing of the portfolio, less
robust employment growth and rising energy prices.

Loans and advances to customers grew by 18 per
cent to US$137.1 billion, mainly driven by strong
organic loan growth in mortgages and vehicle
finance.

Expansion into prime and near-prime markets in the
US contributed to strong growth in customer loan
balances, particularly in the mortgage business.
Residential mortgage balances increased from
US$46.1 hillion at the end of 2003 to

US$60.8 hillion by the end of 2004.
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In October 2004, Household Mortgage Services
was rebranded HSBC Mortgage Services. The
launch of a new marketing campaign, new
product line and an increase in sales staff
resulted in arecord number of account
acquisitions. Nearly 50 per cent of all mortgage
applications were processed on-line in 2004.
Greater efficiency was achieved in collections
and servicing of mortgages.

In December 2004, HSBC Bank USA received
regulatory approval to purchase HSBC Finance
Corporation’s domestic private label portfolio
totalling US$15.6 hillion, the transfer was
completed on 29 December 2004. HSBC
Finance Corporation will continue to maintain
the customer account relationships for the assets
transferred.

During 2004, retail servicesin the US launched
new financing programmes with high-profile
manufacturers and retailers. These include
American Suzuki Corporation, Liz Claiborne
and Helzberg Diamonds. In addition, HSBC
Business Solutions, the business-to-business
financial arm of retail services, became the
commercia financing partner for Komatsu, Mac
Tools and Northern Tool & Equipment Co.

America's largest labour union, AFL-CIO, and
card services, agreed to extend the term of their
successful affinity card programme. Card
services also added new affinity groupstoits
partnership programme and rolled out the
Cards-in-Branches scheme to HFC and
Beneficial branches throughout the US. More
than 5.9 million value-added service product

memberships are now held by cardholders and
HSBC Finance Corporation has expanded into
the prime segment of the credit card market
under the HSBC brand.

Projected operating synergies were achieved
through the integration of HSBC and HBSC
Finance Corporation. The merger of the
technology services teams of both HSBC and
HSBC Finance Corporation in North America
was completed; all HSBC's global credit card
technology is now co-ordinated from North
America. HSBC Finance Corporation’s use of
HSBC's Group Service Centres was expanded,
with over 1,800 employees in the centres now
supporting the Consumer Finance business.
Purchasing activities in North Americawere
also consolidated, and 45 major vendor

rel ationships renegotiated, with annual savings
in excess of US$67 million, US$26 million of
such savings directly resulting from the
integration of HSBC and HSBC Finance
Corporation.

At the end of 2003, the motor vehicle finance
businesses of HSBC Finance Corporation and
HSBC Bank USA were combined and their
product offerings were merged onto asingle
platform. In January 2004, anew prime
financing programme was launched through
HSBC Bank USA. Organic growth of

US$1.4 billion in motor vehicle finance loans
was primarily achieved through the company’s
network of 5,200 motor dealers, extensive
alliance relationships, and direct sales channels.



Commercial Banking

Profit excluding goodwill amortisation

Net interest income

Dividend income ..................
Net fees and commissions ...
Dedling profits .......coccceeeneee
Other income® ........cooueuenne.
Other operating income® ......

Operating income’® ............

Operating expenses excluding
goodwill amortisation®® ...

Operating profit before
Provisions' ........ccc.ceeuenne.

Provisions for bad and
doubtful debts ..................

Provisions for contingent
liabilities and commitments

Amounts (written off)/written
back on fixed asset
investments .........ccoceeueeee.

Operating profit® ................

Share of operating profitin
joint ventures ...................

Share of operating profit in
ASSOCIALES ..vvvvvvrvrereranene

Gains on disposal of
investments and tangible
fixed assets ......ccccoevvennne

Profit on ordinary activities
beforetax® ......coouvnrreenen.

By geographical region:

Profit on ordinary activities
beforetax.......o.oevuevunne.

Share of HSBC's pre-tax
Profits® ..o,
Cost:incomeratio® ................

Selected balance sheet data’
Loans and advances to
customers (Net) ......coceeeee.
Total assets® .......ccccvevveennee.
Customer accounts ...............

Goodwill amortisation:

1 excluded from (1) above...
2 excluded from (2) above ...
3 excluded from (3) above ...

For other footnotes, see page 59.

Y ear ended 31 December
2004 2003 2002
US$sm Ussm US$sm
4,884 4,196 3,835
6 3 6
2,742 2,256 1,934
142 118 107
656 587 459
3,546 2,964 2,506
8,430 7,160 6,341
(4,107) (3,768) (3,149)
4,323 3,392 3,192
(227) (274) (269)
10 14 19
1) — 3
4,105 3,132 2,945
- - 3
57 20 15
7 6 51
4,169 3,158 3,014
1,749 1,303 1,344
914 711 733
496 450 423
845 595 435
165 99 79
4,169 3,158 3,014
% % %
215 21.9 28.7
48.7 52.6 49.7
US$m US$m US$m
129,939 103,495 90,562
160,299 128,086 113,520
137,847 111,515 92,884
271 263 168
3 — -
274 263 168

Business highlights

General

Pre-tax profit before goodwill amortisation was 32
per cent higher than last year. At constant exchange
rates and excluding acquisitions, profits increased by
24 per cent because of good revenue growth and
improving credit quality.

Customer numbers rose by 6 per cent to 2.3 million,
while loans and advances to customers increased by
26 per cent and customer accounts by 24 per cent.

Sales activity expanded across the segment. Global
relationship management was launched in 2004 for
well-established relationship with customers with
international business dealings. Inward referral
champions were appointed in 35 countries to
maximise cross border-referral business.

Segmentation of the customer base continued in
2004, with the successful approach adopted in UK
corporate banking being repeated in other countries
for top tier customers. An increase in the number of
commercial centres and a change in the focus of
their activities, and new packaged products,
benefited Smaller and Medium Enterprises ( SME’).

Internet Banking customer numbers increased by 43
per cent. The internet represents arapidly growing
revenue source, generating over US$50 million from
transactions, fees and e-sales in 2004. Global e-
development resources were rationalised in 2004 to
extract cost synergies from utilising common IT
platforms.

HSBCnet, the Group’s new ‘€ banking platform for
corporate and mid-market customers, was introduced
and now has customersin 30 countriesin Asia
Pacific, Europe, North America and the Middle East.
Services include arange of transaction banking and
treasury products.

Magjor initiatives commenced in the second half of
2004, aimed at significantly increasing the sale of
business insurance and commercia wealth
management products to relevant customersin a
number of selected countries.

In November, HSBC retained the title of ‘ Best
Clearing Bank for Small Businesses' awarded by the
Forum of Private Businessin the UK. It isthe fourth
consecutive time that HSBC has won the title, which
is awarded every two years.
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Finance Asia and Global Finance named HSBC
‘Best Trade Finance Bank’ in Asiaand in Hong
Kong for the eighth and fourth successive years
respectively. HSBC was also named ‘ Best
Foreign Commercial Bank’ in China, India,
Indonesia and Malaysia.

Europe

In the UK, the segmentation of customers was
refined. 21 corporate banking centres were
launched to service top tier customers, a further
209 commercial centres were established to
address the banking needs of larger SMEs,
while for the rest of the SME market a dedicated
outbound contact unit was created.

2004 was arecord year for commercial
acquisitions, which, coupled with the best
customer retention of any UK high street bank,
resulted in HSBC reporting anet gain in
commercia customers. Over 100,000 start-up
business accounts were opened, and HSBC now
has a 20 per cent market share.

New products were launched, including
business wealth planning, an award-winning
flexible commercial mortgage, and HSBCnet.

In France, an exercise was undertaken to
segment HSBC' s customer base, creating
dedicated regional teams to manage major
commercia banking relationships. Some
significant early successes in transactional and
investment banking mandates and cross border
referrals were achieved.

Hong Kong
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Five business banking centres were established
in 2004, serving small commercia customers.
Located in key business areas, they offer a one-
stop service for account opening, trade services
and insurance sales.

HSBC launched thefirst ever Hong Kong
marketing campaign aimed at SME start-up
businesses. The start-up segment has
experienced sustained growth and new account
openings in 2004 increased by 49 per cent.

2004 was arecord year for new facilities put in
place for Hong Kong and Taiwanese customers
in mainland China, which more than doubled on
2003. A first-of-its-kind, co-ordinated
advertising campaign in Hong Kong, mainland
China and Taiwan was launched in October to
further awareness of HSBC' s Greater China
capabilities and to promote the Group across the
region. The full effect of the campaignis

expected to contribute positively to performance
in 2005.

Rest of Asia-Pacific

HSBC Middle East launched HSBCnet across
6 countriesin the region. Express Cash Service,
an offering designed to assist corporate
customers with the transportation of large
volumes of cash, was launched in the UAE and
Qatar.

Islamic business in Commercial Banking
experienced strong growth in Malaysia, with
customer advances more than doubling and
accounting for approximately 80% of the HSBC
Bank Malaysia' s Islamic-based customer
advances.

North America

Business Smart was launched in the USin
September. Business Smart is the first product
from amajor financial institution in New Y ork
City to offer commercial customers free
checking accounts. 11,000 accounts were
opened in the three months following the
launch.

The commercial real estate business on the US
West coast successfully expanded beyond Los
Angeles and San Francisco to other areasin
Cdlifornia, including San Diego.

In Mexico, anew product for small businesses,
Estimulo, was launched. The product offers an
integrated package of financial services,
targeting a sector which is currently under-
served by banks.

South America

In Brazil, HSBC Seguros launched two new
insurance products targeted at small and micro-
sized enterprises. EmpresaSegura is a property
insurance product and VidaProtegida
Empresarial is agroup life and personal
accident policy.

Cross-selling to commercial customers of
Losango boosted |oan growth in Brazil. Thirty-
six per cent of this customer base purchased
HSBC products, with more than 5,000 new
accounts opened in 2004.



Corporate, Investment Banking and Markets
Profit excluding goodwill amortisation

Y ear ended 31 December

2004 2003 2002
US$sm Ussm US$sm

Net interest income 3,821 3,899 3,700

Dividend income .................. 565 161 230
Net fees and commissions ... 2,802 2,315 2,164
Dedling profits .......coccceeeneee 1,929 1,764 1,008
Other income® .......ooeeereenne. 873 805 609
Other operating income® ...... 6,169 5,045 4,011
Operating income’® ............ 9,990 8,944 7,711
Operating expenses excluding

goodwill amortisation®® ... (5649)  (4,373)  (3,898)
Operating profit before

Provisions' ........ccc.ceeuenne. 4,341 4,571 3813
Provisions for bad and

doubtful debts .................. 473 (297) (184)
Provisions for contingent

liabilities and commitments (38) (53) 12
Amounts written off fixed

asset investments ............. (11) (91) (109)
Operating profit® ................ 4,765 4,130 3,532
Share of operating profit in

joint ventures? ................ 5 8 2
Share of operating profitin

BSSOCIAES ... 96 80 45

Gains on disposal of
investments and tangible
fixed assets .......ccoceeeveenene 330 225 317

Profit on ordinary activities
beforetax®........coceeene.... 5,196 4,443 3,896

By geographical region:

1,772 1,623 1,438
1,584 1,275 1,226

940 732 706
750 837 494
150 (24) 32

Profit on ordinary activities
beforetax® ......coouvrvennn. 5,196 4,443 3,896
% % %

Share of HSBC's pre-tax

profits® ............... 26.7 30.9 37.1
Cost:income ratio* 56.5 48.9 50.6

US$sm US$m US$sm
Selected balance sheet data’
Loans and advances to:

—customers (N€t) ...ooveeereenene 142,160 115,092 101,770
— banks (net) 128,001 101,277 80,870
Total assets? .........oocoeueeeee. 582,975 462,995 394,540
Customer accounts ............... 177,936 119,335 95,351
Debt securities, treasury bills

and other igiblebills....... 234867 186,139 162,583
Depositsby banks ................ 79,927 65,882 48,895
Goodwill amortisation:
1 excluded from (1) above... 359 272 236
2 excluded from (2) above.... - 135 8
3 excluded from (3) above ... 359 407 244

For other footnotes, see page 59.

Business highlights

Pre-tax profits, before amortisation of goodwill,
increased by 17 per cent, to US$5,196 million. At
constant exchange rates and excluding acquisitions,
profits rose by 11 per cent. Operating income was
3 per cent higher, reflecting strong growth in foreign
exchange and derivatives revenues together with
increased fee income from transaction banking
services. Operating expenses, excluding goodwill
amortisation, grew by 16 per cent aswe invested in
the people and infrastructure necessary to upgrade
our client proposition. A total net release of
provisions for bad and doubtful debts compared
favourably with a net charge in 2003.

In 2004, substantial progress was made in realigning
Corporate, Investment Banking and Markets’
businesses, in improving links between client

rel ationship management, product specialists and
HSBC's geographical network, and in establishing
multi-disciplinary, global client service teams. Some
2,000 people, including over 100 senior managers,
were recruited in a planned restructuring designed to
attract the best staff at all levels. At the same time,
some 1,500 peopl e departed.

In Global Markets, HSBC maintained strong
business momentum. Significant revenue gains were
made in the areas of foreign exchange, with the
rollout of the eFX platform, and derivatives, by
developing risk management solutions for clients.
These gains reflected the investment made in these
areas in the previous year. In 2004, the business
continued to invest for growth by strengthening
infrastructure and systems, upgrading staff
capabilities and improving product and customer
delivery.

HSBC' s share of the international bond issuance
market rose to 4.9 per cent from 4.4 per cent in 2003,
raising in excess of US$114 billion, adirect result of
the substantial investment in bond origination,
trading and sales since 2002.

The restructuring of Global Investment Banking
involved the recruitment of an additional 215 staff.
HSBC played aleading role in several notable
advisory and financing transactions including LNM
Holdings' US$17.0 billion reverse merger with Ispat
International to form Mittal Steel; Saudi Arabian Oil
Company’ s acquisition of a stake in Showa Shell
Sekiyu K.K. (Japan) from the Royal Dutch/Shell
Group; and Neptune Orient Lines' US$1.7 hillion
take-over by Temasek Holding.
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HSBC acted as the sole financial advisor to
Total SA in the take-over bid launched by its
subsidiary, Sanofi-Synthélabo, for Aventis, to
create the world' s 3rd largest pharmaceutical
group.

HSBC continued to make progress in Europe
and the Americas, arranging major financing for
clients, including a US$11.8 billion multi-
tranche financing for Network Rail.

HSBC debt finance successfully completed a
US$2.4 billion syndicated facility for Telefonos
deMexico S.A. deC.V. (Telmex) and acted asa
joint lead and bookrunner on a US$1.75 billion
bond issue for Petroleos Mexicanos (PEMEX), a
pioneering transaction which opened the Asian
and retail markets for Latin American credit.
HSBC Chile, in conjunction with New Y ork
debt capital markets, acted as ajoint book-
runner in a US$500 million bond issue for

Codel co, achieving sub-sovereign pricing and
placements with HSBC' s Asian investors.

HSBC acted as advisor on a number of
significant transactionsin equity capital

markets, including Ping An Insurance
Company’s US$1.8 billion initial public
offering. HSBC also participated in the Hong
Kong Government’s US$2.6 billion global bond
offering. The French state’'s US$1.5 hillion issue
of equity in Autoroutes Paris-Rhin-Rhone was
the second privatisation of France’s motorway
networks for which HSBC acted as ajoint book-
runner and advisor.

HSBC acted as sole bookrunner on Emirates
Airlines' debut US$500 million seven-year
Eurobond issue, and was named Best Debt
House in the United Arab Emiratesin the
Euromoney Awards for Excellence.

Within Corporate and Institutional Banking, the
corporate loan market remained very
competitive during 2004, with many clients
taking advantage of low margins and bank
demand for assets to refinance on preferential
terms.

In the improving economic climate, HSBC
achieved substantial recoveries against impaired
loans, helped by extensive restructuring and
refinancing activity worldwide.

Following a significant devel opment in 2004,
HSBCnet provides asingle point of entry to a
range of sophisticated products and services
tailored for corporate, institutional, and mid-
market enterprise clients. The serviceis actively
used by HSBC clientsin more than 110
countries globally. Functionality includes
award-winning economic research, treasury and
capital markets cash management, cross-border
payments, investment management and foreign
exchange tools, in aformat that can be
personalised to meet clients' individual needs.

Global research was developed to encompass
Corporate, Institutional Banking and Markets'
research across al product areas.

In Global Transaction Banking, the successful
integration of Bank of Bermuda contributed to
an increase in profitability. In Asia, the
payments and cash management product suite
was significantly enhanced with the launch of
‘Integrated payables and integrated receivables
viaHSBCnet.

HSBC trade services benefited from increased
customer flows. HSBC devel oped a distinct
business line for Supply Chain, experiencing
significant early success with amajor retailer.

In securities services, the successful integration
of Bank of Bermuda' s alternative funds
services, resulted in several new business
opportunities. In addition, HSBC agreed a seven
year deal with Gartmore to provide back office
operations.

In Group Investment Businesses, assets under
management increased by 9 per cent to
US$224.2 billion and included US$11.1 billion
of net new client investments. Mgjor successes
included the distribution of specialist emerging
market mutual funds through HSBC and third-
party financial product distributorsin Europe
and Asia, strong growth in money market
investments from corporates in Europe and
North America, and flows into an alternative
bond investment product marketed to
institutions and private banks worldwide.



Private Banking

Profit excluding goodwill amortisation

Net interest income ............

Dividend income ..................
Net fees and commissions ...
Dedling profits .......coccceeeneee
Other income ..........cccceveeenn
Other operating income.........

Operating income................

Operating expenses excluding
goodwill amortisation® .....

Operating profit before
Provisions' ........ccc.ceeuenne.

Provisions for bad and
doubtful debts ..................

Provisions for contingent
liabilities and commitments

Amounts written off fixed
asset investments .............

Operating profit® ................

Share of operating lossin joint
VENIUIES” oo,

Share of operating lossin
asSOCIAteS........ceveerereeanan.

Gains on disposal of
investments and tangible
fixed assets .......cccceeeveenene

Profit on ordinary activities
beforetax® ........coovvenennee

By geographical region:

Profit on ordinary activities
beforetax.......corrennn.

Share of HSBC's pre-tax
Profits® ...
Cost:income ratio*

Selected balance sheet data’
Loans and advances to
customers (Net) ...ccceveneeee.
Total assets®......ooceevveveinne.
Customer accounts ...............

Goodwill amortisation:

1 excluded from (1) above...
2 excluded from (2) above ...
3 excluded from (3) above...

For other footnotes, see page 59.

Y ear ended 31 December
2004 2003 2002
US$sm Ussm US$sm
718 574 549
5 3 2
962 822 623
257 209 137
17 50 102
1,241 1,084 864
1,959 1,658 1,413
(1,325) (1,149) (987)
634 509 426
9 (2 ©)]
4 2 (21)
(2 (3 (22)
645 502 378
- - (1)
- - (10)
48 61 46
693 563 413
432 339 236
135 127 107
59 36 25
66 63 57
1 (2 (12)
693 563 413
% % %
3.6 39 3.8
67.6 69.3 69.9
US$sm USsm US$sm
24,463 18,109 14,115
56,466 54,510 48,346
57,780 50,951 49,012
309 282 264
309 282 264

Business highlights

General

Pre-tax profit excluding goodwill amortisation grew
by 23 per cent compared with last year. At constant
exchange rates and excluding acquisitions, profits
increased by 21 per cent, supported by strong growth
in funds under management.

At constant exchange rates and excluding the effect
of the transfer of a corporate trust business to
Corporate, Investment Banking and Marketsin Hong
Kong, funds under management increased by 24 per
cent to US$178.2 billion, including US$13.1 billion
of net new money, and US$17.1 hillion of fundsin
Bank of Bermuda.

The acquisition of Bank of Bermuda brought
considerable product and service strength to existing
trust capabilities, and HSBC now ranks among the
largest international private trust banks in the world.

HSBC grew its onshore Private Banking operations,
with the addition of Bank of Bermuda’ s onshore
Bermudan business, and the launch of onshore
private banking in Mexico in November, and
Malaysiain May. Operationsin Europe, Asia, and
North America were strengthened through front
office recruitment during the year.

The HSBC Private Bank brand was launched
globally, supported by a major marketing campaign,
bringing a single identity to HSBC' s core operation.
Integration of the four French private banks was
completed, and Bank of Bermuda's private client
businesses in Hong Kong, Luxembourg and Jersey
were fully integrated.

HSBC won anumber of awards in the Euromoney
second annual private banking survey, including ‘ 1st
private bank for trust services globally’, and ‘ 1st for
Islamic banking in Switzerland, the UK, and
Western Europe’.

Work was undertaken to strengthen links between
Private Banking and the wider Group. A structure
was put in place to facilitate global links and cross-
selling activities with HSBC's Commercial Banking
businesses. A cross-referral process was established
with Personal Financial Services and, for certain
products, with Corporate, Investment Banking and
Markets.
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Client interest in equity investment
opportunities increased as markets continued
their late-2003 recovery, and HSBC benefited
from this through the launch of new products.
Several new funds were introduced during the
year, including aglobal I1slamic fund.

HSBC also continued to develop aternative
investment products. Total client investment in
hedge funds reached US$23 billion, following
the launch of several new funds, reflecting
growth of 40 per cent.

The Strategic Investment Sol utions product was
launched in the Americas and Channel Islands
in March and May respectively, following its
success in Geneva and Asia. Global assets under
management invested in this product grew by
US$0.7 hillion to US$1.0 billion.

The lending book grew strongly, as clients
sought to leverage their investmentsin the low
interest environments in North America, Europe
and Asia. In the UK, lending book growth was
buoyed by strong growth in mortgages.

Europe
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HSBC's French mutual funds portfolio won four
awards for its performancein La Tribune and
Standard & Poor’s *Victoires des Sicav 2004’ .

HSBC was ranked the largest foreign bank in
Switzerland by the Association of Foreign

Banks in Switzerland by net profit,
shareholders' equity and balance sheet.

Internet transaction banking for clients was
launched in the UK’ s private banking website in
December.

North America

The alignment of HSBC' sinternational and
domestic private banking segments continued,
bringing operational cost savings and a more
coherent infrastructure. The integration of
Wealth and Tax Advisory Services (WTAS),
acquired in the second half of 2002, and Bank of
Bermuda, acquired in February 2004, including
the cross-referral of clients, continued to make
progress.

Private Banking and Corporate, Investment
Banking and Markets structured products
activities were integrated to share expertise and
ensure a common approach.

Asia

In Asia, HSBC won awards from Euromoney as
“1st for Family Office Servicesin Asia, ‘1st for
Inheritance and Succession Planning in Asid,
“1st for Trust Servicesin Asia, ‘1st in Hong
Kong offshore’ and * 1st in China Offshore’.



Other®

Profit excluding goodwill amortisation

Y ear ended 31 December

2004 2003 2002
US$sm Ussm US$sm

Net interest income/(expense) 135 14 (53)
Dividend income .................. 8 37 34
Net fees and commissions ... 126 159 124
Dedling profitg/(losses) ........ 46 (46) 11
Other income® .......ooeeereenne. 2,120 938 925
Other operating income® ...... 2,300 1,088 1,094
Operating income’® ............ 2,435 1,074 1,041
Operating expenses excluding

goodwill amortisation®® ... (2574)  (1,371)  (1,110)
Operating loss before

Provisions' ........ccc.ceeuenne. (139) (297) (69)
Provisions for bad and

doubtful debts ...........c... - 113 (6)
Provisions for contingent

liabilities and commitments 77 16 (75)

Amounts (written off)/written
back on fixed asset
investments .........ccceeeenee. 16 6 (194)

Operating loss® ................... (46) (162) (344)

Share of operating profit in

ASSOCIALES ..vvvvevrvvereraene 63 74 68
Gains on disposal of

investments and tangible

fixed asSEtS ....ccceerereirenne, 307 92 75
Profit /(loss) on ordinary

activitiesbeforetax® ....... 324 4 (201)
By geographical region:
EUrope ......cccoveveineecee 409 173 155

Hong Kong ......ccccceuee. 23 (123) (61)
Rest of Asia-Pecific ... 32 50 12
North America .......ccoeevnenene (221) (176) (207)
South AmMerica ......cocceeveeuenne. 81 80 (100)

Profit /(loss) on ordinary
activities beforetax®........ 324 4 (201)
% % %

Share of HSBC's pre-tax
Profits® ... 16 - (1.9)
Cost:income ratio* 105.7 127.7 106.6

USs$sm USsm US$sm
Selected balance sheet data’
Loans and advances to

customers (Net) ....occvveveeee 2,340 2,259 2,201
Total assets™ ......o.coevvereee. 26,745 25,561 21,276
Customer accounts ............... 555 557 311
Goodwill amortisation:

1 excluded from (1) above... - 5 -
2 excluded from (2) above ... - (0] 1
3 excluded from (3) above.... - 4 1

For other footnotes, see page 59.

Business highlights

The Group Service Centres areincluded in ‘ Other’.
The creation of the North American technology
company brought approximately US$970 million of
costs within this category, all of which were
recharged. Expansion and greater utilisation of the
Group Service Centres outside the US saw their costs
rise from US$97 million to US$171 million. As
amost all their activity is recharged to HSBC users,
their income also increased from US$93 miillion to
US$173 million.

Significant releases of provisions for bad and
doubtful debtsin Argentina during 2003 were not
repeated in 2004. Net rel eases of provisions for
contingent liabilities and commitments increased to
USS$77 million, largely due to the release of
provisions raised in respect of pesification in
Argentina.

Gains from disposalsin Hong Kong arose from
disposals of an associated company, long-term
investments and aresidential property. In addition,
there were gains from the disposal of an insurance
company in Europe, and profits from sales of
government securities in Argentina.
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By Geographical Region:

In the analysis of profit by geographical region that follows, operating income and operating expenses include intra-
HSBC items of US$630 million (2003: US$422 million; 2002: US$326 million).

Profit on ordinary activities before tax

Y ear ended 31 December
2004 2003 2002
US$sm % USs$sm % Ussm %
Europe....... 5,225 29.6 3,969 30.9 3,500 36.3
Hong Kong ........... 4,744 26.9 3,728 29.1 3,710 384
Rest of Asia-Pacific 1,805 10.3 1,391 10.9 1,260 13.1
North America ..... 5,419 30.8 3,613 28.2 1,238 12.8
SoUth AMENICA ..o 415 2.4 115 0.9 (58) (0.6)
TOtaAl oo 17,608 100.0 12,816 100.0 9,650 100.0

Profit on ordinary activities before tax excluding goodwill amortisation

Y ear ended 31 December
2004 2003 2002

usS$m % US$m % US$m %
EUIOPE ..o 6,172 317 4,862 337 4,160 39.5
HONG KONG ... 4,753 245 3,730 25.9 3,710 353
Rest of Asia-Pacific 1,877 9.7 1,426 9.9 1,293 12.3
NOIh AMENICA ..o 6,180 318 4,257 29.6 1,384 13.2
SOUth AMENTCA oo 444 23 126 0.9 (34) (0.3)
TOA oot 19,426 100.0 14,401 100.0 10,513 100.0
Total assets

At 31 December
2004 2003
usS$m % US$m %

EUIODE ..ottt ss sttt 539,116 426 425312 416
HONG KONG® ..ot snnes 217,406 17.2 197,487 193
RESt Of ASIEPACITIC .vovvovveeencecieieieiecseee e nees 120,504 95 98,081 9.6
North America 370,477 29.3 289,800 28.3
South America 17,397 14 12,549 1.2
TOMAIZ oo 1,264,900 100.0 1,023,229 100.0
For above footnotes, see page 59.
Basis of preparation to operational business lines. While such alocations

have been made on a systematic and consistent basis,

The results are presented in accordance with the L o
they necessarily involve a degree of subjectivity.

accounting policies used in the preparation of

HSBC's consolidated financial statements. HSBC's Where relevant, income and expense amounts
operations are closely integrated and, accordingly, presented include the results of intra-segment

the presentation of customer group dataincludes funding as well as inter-company and inter-business
internal allocations of certain items of income and line transactions. All such transactions are

expense. These allocations include the costs of undertaken on arm’s-length terms. Intra-segment
certain support services and head office functions, to funding and placements of surplus funds are

the extent that these can be meaningfully attributed generally undertaken at market interest rates.
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Footnotes to ‘Analysis by customer group and by geographical region’

1,2,3
4

Goodwill amortisation excluded from profit/(loss) is disclosed in the tables on pages 44 to 58.

Comprises HSBC Finance Corporation’s consumer finance business and the US residential mortgages and credit card portfolios
acquired by HSBC Bank USA from HSBC Finance Corporation and its correspondents since December 2003.

Comprises HSBC Finance Corporation’s consumer finance activities since the date of acquisition and the USresidential
mortgages acquired by HSBC Bank USA from HSBC Finance Corporation in December 2003.

The main items reported under ‘Other’ are the income and expenses of wholesal e insurance operations, certain property activities,
unallocated investment activities including hsbc.com, centrally held investment companies and HSBC' s holding company and
financing operations. The resultsinclude net interest earned on free capital held centrally and operating costs incurred by the head
office operationsin providing stewardship and central management servicesto HSBC. Net fees and commissions and other income
of the Group’s wholesale insurance operations amounted to US$453 million in 2004 (2003: US$382 million). ‘Other’ also includes
the activities of Group Service Centres and Shared Service Organisations (see footnote 9 below).

Third party only.
Excluding Hong Kong Government certificates of indebtedness.

As aresult of growth in use of Group Service Centres and Shared Service Organisations, the activities of these centres have been
included in the ‘Other’ customer group. Comparatives for the years ended 31 December 2003 and 31 December 2002 are now
reported under ‘ Other’ where these activities were formerly reported across customer groups.
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Europe

Profit/(loss) before tax excluding goodwill amortisation

Y ear ended 31 December
2004 2003 2002
US$m US$m US$m
Personal Financial SErVICES ......ccvivcieiicecececeee et 1,719 1,267 987
United Kingdom ................. 1,387 1,050 826
France’ 230 165 139
(@137 RSSO 102 52 22
CONSUMES FINANGCE? .....ooeveeeeee et nesse e sansaes 91 157 —
United Kingdom 100 157 -
(0, (3= SO OO O RSO SRS (9) — -
Total Personal Financial SErVICES ........cceceeeeieieiesie e 1,810 1,424 987
United Kingdom .........ccocceniieiennnene 1,487 1,207 826
France® . 230 165 139
(13T SRS 93 52 22
Commercial BanKing .....ccoooeiieiiiieescise s 1,749 1,303 1,344
United Kingdom 1,337 939 929
France ............... 274 257 325
(13T SRS 138 107 90
Corporate, Investment Banking and Markets® ..........cccooeveereeevvensereionees 1,772 1,623 1,438
United KiNGOM .....c.ooiiiiiiiieeeneeee et 1,112 1,147 1,100
France’ 327 129 165
L1 0= SRS 333 347 173
Private BankKing .......coceeieirieeseieeseee et 432 339 236
United Kingdom ... 141 73 88
France® ... (21) 21 8
Switzerland . 260 197 100
L1 0= SRS 52 48 40
Other® 409 173 155
United Kingdom 487 259 287
France’ (121) (108) (241)
(12T RS SSRSRS 43 22 109
Total*® 6,172 4,862 4,160
L0411 0=o I QT 2T 1o (oo o TSRS 4,564 3,625 3,230
France’ 689 464 396
Switzerland . 260 197 100
L1 0= SRR 659 576 434
1 Goodwill amortisation excluded:
—ariSNG ON SUDSIIAIIES .....cvevveeeriereeeisieee e es 947 758 651
—arising on associates and jOiNt VENTUFES .........ccovereeereerereneresieeseeseenees - 135 9
Ee (0= SR 947 893 660

2 Comprises HSBC Finance Corporation’s consumer finance business since the date of acquisition.

3 Intra-group charges previously netted between countries are reported gross in 2004. Figures for 2003 and 2002 have been restated on a
comparable basis.

4 France principally comprises CCF's domestic operations and the Paris branch of HSBC Bank.
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Profit before tax

Y ear ended 31 December

2004 2003 2002
Europe ussm us$m ussm
NEL INLEr €St INCOME ...t eneens 9,062 7,540 6,343
Dividend INCOME ......ocveeueeieiesie ettt ste e se e e saesre e eneenaens 545 150 211
Net fees and commissions ... 6,295 5,192 4,528
Dedling profits .........cccc.... 953 960 508
[©197= g o Tore 1 T TSRS 1,592 1,253 1,025
Other Operating iNCOME ........coveueuirireerereiresieie ettt ebe s 9,385 7,555 6,272
Total OpPerating iNCOME .....c..ccririeirieirieie et 18,447 15,095 12,615
SEAT COSES vttt (6,583) (5,576) (4,425)
Premises and eqUIPMENT ..ot (1,235) (1,058) (966)
Other (2,743) (2,068) (1,763)
Depreciation and intangible asset amOrtiSation ............cocovreerrreeinenneneens (1,009) (827) (724)
(11,570) (9,529) (7,878)
GOoOAWIll @MOItISALION .....cvevveiiiciicicieec e et (947) (758) (651)
OPErating EXPENSES .....ovveuiereeiestrisseresee ettt se st es bbb eeneanas (12,517) (10,287) (8,529)
Operating profit Defore proviSions ... 5,930 4,808 4,086
Provisions for bad and doubtful debts ............ccevveveieiiiicicecesee e (1,025) (874) (569)
Provisions for contingent liabilities and commitments ............ccoceeereircninnne. (12) (33) (15)
Amounts written off fixed asset iNVeStMEeNts .........ccceovvvrecnncceeeee (20) (64) (267)
OPErating Profit ..coueeeeieeeriereeerie e 4,873 3,837 3,235
Share of operating profit/(10Ss) in jOINt VENTUIE .......cccoevveeeenereerecinnieceneees 5 (127) (26)
Share of operating profit in assoCiates ..........cocevevrerernenns 54 47 3
Gains on disposal of investments and tangible fixed assets ..........c.cococeeeenenee 293 212 288
Profit on ordinary activitiesSbeforetax .........ccocovvrincnniineiencneee 5,225 3,969 3,500
% % %
Share of HSBC's pre-tax profits (excluding goodwill amortisation) .............. 317 337 39.5
Share of HSBC'S pre-tax Profits .....o.coeveeeevenseneeeseeseseesee s 29.6 30.9 36.3
Cost:income ratio (excluding goodwill amortisation) ...........ccccevevvreresininenens 62.7 63.1 62.4
Period-end staff numbers (full-time equivalent) ..........cccoovevneiniencinenenene 74,861 73,943 72,260
US$m uUS$m US$m

Selected balance sheet data*
Loans and advances to customers (net) ... 274,160 210,605 164,701
Loans and advances to banks (Net) ........ccccceeevveenne 55,859 51,783 39,373
Debt securities, treasury bills and other digiblebills .........ccccocevvvivreciriniennne. 112,894 82,656 71,446
TOBl BSSEES ..eeuieeeieieieieie ettt ettt b bttt b ettt be s 539,116 425,312 341,569
Deposits by banks . 55,204 47,500 34,559
Customer accounts 292,913 242,724 197,362

1 Third party only.
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Year ended 31 December 2004 compared
with year ended 31 December 2003

The UK economy expanded by 3.0 per cent during
2004, athough after a strong first half, growth
decelerated from the third quarter across most
sectors. The rate of growth in consumer spending
also slowed during the year. Growing uncertainty
surrounding the outlook for house prices contributed
to aslowdown in housing transactions in the second
half of the year and an associated easing in domestic
appetite for further credit. However, HSBC expects
an increase in real income growth compared with
2003 and stability in levels of employment to
continue to provide support for resilient consumer
spending in the coming months. In the UK industrial
sector, companies were generally cautious about
their employment and investment intentions, with
some nervousness over the state of the global and
domestic recovery and the outlook for oil prices.
Although confidence within the industrial sector
appeared to be growing, the official data showed that
manufacturing activity continued to contract, lagging
the global recovery.

The eur ozone recovery, which got underway in
the middle of 2003, continued in the first half of
2004. However, the year-on-year growth rate began
to fall in the latter six months of the year from an
expected peak of 2.1 per cent in the second quarter
to 1.8 per cent in the third quarter. Exports were
strong, particularly in the first half of 2004, with
year-on-year growth of 7.6 per cent in the second
quarter, but export growth slowed in the second half
when there was little evidence of benefits feeding
through into consumer spending and fixed
investment. Companies were reluctant to take on
extraworkers and, in Germany, concerns about the
economic reform process seemed to encourage
higher household savings. Companies a so appeared
reluctant to invest, possibly because of the debt
build-up in the late 1990s. Eurozone inflation moved
back above the European Central Bank’s (‘ECB’)

2 per cent target in the spring, reaching 2.5 per cent
by May and remaining above 2 per cent in the
remainder of the year. However, the headline
inflation rate was boosted by higher oil prices, health
charges and tobacco duties. Excluding these factors,
underlying inflation was little changed at around

1.6 per cent.

The ECB kept its key interest rate constant at
2 per cent throughout the year. On a trade-weighted
basis, the euro fell back in February and March but
rose sharply in the autumn, and by December had
moved above its January 2004 peak. Also in
December, the euro reached record highs against the
USdollar since itsintroduction in 1999. Eurozone
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bond yields fell during 2004 for 10-year bunds from
4.3 per cent to 3.7 per cent.

European operations reported a pre-tax profit of
US$5,225 million, compared with US$3,969 million
in 2003. Excluding goodwill amortisation, pre-tax
profit was US$6,172 million and represented around
32 per cent of HSBC's total profit on this basis. The
effect of the weakening US dollar was significant in
2004 and the adjustment to prior year figuresto
provide alike for like basis of comparison added
approximately 11 per cent to both reported revenues
and costs.

At constant exchange rates, the growth in pre-
tax profit before goodwill amortisation was 15 per
cent, al of which came from existing businesses.
The commentary that follows is based on constant
exchange rates.

Personal Financial Services reported a pre-tax
profit, before goodwill amortisation, of
US$1,719 million, an increase of 22 per cent
compared with 2003. Revenue growth was
encouraging, and this, combined with disciplined
cost control, increased pre-provision profitability by
37 per cent over 2003. Total operating income grew
by 15 per cent compared with cost growth of 5 per
cent, of which M&S Money added 1 per cent.

The cost:income ratio excluding goodwill,
improved by 6.0 percentage points to 62.8 per cent.

The UK was the principal driver of increased
profitability. Strong growth in UK consumer lending
and mortgages was achieved, from brand-led
awareness, marketing campaigns and competitive
pricing. The same factors a so contributed to
increased earnings on savings and deposit accounts,
and HSBC increased its current account base by
6.5 per cent.

Net interest income increased by
US$506 million, of which US$35 million was
attributable to M& S Money. Personal unsecured
lending revenues grew strongly on the back of
marketing and price initiatives, and anincreasein
the average loan size, contributed to growth of
22 per cent in UK personal loans. Market share
increased by 66 basis points to 6.92 per cent. The
credit cards business continued to expand, due partly
to the continued strength of consumer expenditure
and to the success of a series of promotional
campaigns, pricing initiatives and improved sales.
Average card balances grew by 19 per cent to
US$5.5 hillion, contributing US$17 million to the
growth in net interest income.

UK average mortgage balances increased by
20 per cent, to US$50.4 billion and gross new



lending by 23 per cent to US$24.7 billion as HSBC
increased its market share in the buoyant housing
market. A number of new products were introduced,
including two fixed rate mortgage offersin the first
half of the year, contributing to sales of over
US$3.5 billion. Mortgage pricing remained
competitive and HSBC deferred passing several of
the Bank of England’s base rate rises on to its
customers during the year. As a conseguence,
spreads narrowed, offsetting the benefit to net
interest income of the growth in mortgage balances
although the effect of this was mitigated by an
increase in related fee income.

The expansion of HSBC's Premier banking
service in the UK increased the number of customers
using this service by 29 per cent. A combination of
marketing and pricing initiatives, together with
enhanced relationship management, contributed to
significant growth in Premier savings accounts, and
overall UK savings balances grew by 7 per cent to
US$41.8 billion. First Direct launched anew on-line
e-Savings Account for new and existing customers.
Income improvement through growth in savings
balances was further enhanced by widening spreads
asinterest rates rose.

Continued strong recruitment of new customers
supported growth in UK current account bal ances of
12 per cent to US$20.1 billion. However, the benefit
of higher balances was partly offset by a 14 basis
point reduction in spreads.

Consumer lending revenues in Turkey grew by
55 per cent following the success of anumber of
initiatives taken to enhance customer relationship
systems and distribution channelsin the branch
network. Effective marketing initiatives and
advertising campaigns contributed to strong
recruitment of new customers. Card balances grew
by US$0.3 billion and the number of cardsin force
increased by 33 per cent to 1.7 million.

In France, net interest income grew by 6 per
cent. CCF continued its record of strong growth in
sight deposits in each year since acquisition, with
these deposits growing by just under 10 per centin
2004, and special regulated savings accounts by a
further 9 per cent. Driven by strong sales activity,
CCF achieved accelerated growth in personal loans
and mortgage sales during 2004, with mortgage
loansin particular rising by close to 15 per cent.

Other operating income rose by 15 per cent, of
which M&S Money added 1 per cent. The strong
growth in UK personal lending, mortgages and credit
cards was reflected in an increase in fee income, and
boosted sales of credit protection products by 9 per
cent. Similarly, the increased lending activity in

Turkey contributed to growth in related fee income.
In France, fee income from sales of life protection
and assurance products grew by 11 per cent, driven
by increased customer lending. Brokerage fees
benefited from an increase in privatisation and
flotation activity, while sales of investment
protection products benefited from a series of
marketing campaigns.

Operating expenses, excluding goodwill
amortisation, increased by 5 per cent. In the UK,
operating expenses included US$39 millionin
respect of the period during which M& S Money was
in the Group, and US$89 million of restructuring
costs in 2004, compared with US$63 million in
2003. Excluding M& S Money and restructuring
costs, operating expenses in the UK were broadly
flat. Anincreasein IT costs reflected development of
HSBC Finance Corporation’s WHIRL credit card
system for application in the UK, and expenditure on
installing HSBC's universal banking system, HUB,
in France. Marketing expenditure increased to
support product promotions and expand TV brand
advertising. In the UK, ongoing initiatives to
simplify product offerings and management
structures, along with a greater customer use of
direct banking channels and the Group's Service
Centres, led to areduction in staff numbers.

M& S Money added US$61 million to the bad
debt charge of US$615 million. Therisein the
charge for bad and doubtful debts of US$256 million
in the UK unsecured personal lending portfolio was
effected by growth in account balances of
US$3,370 million, higher levels of UK personal
bankruptcies, following legislative changesin 2004,
and weakening credit quality asinterest rates rose.
As part of its commitment to responsible lending
practices, HSBC already uses industry-wide positive
customer datain some of its UK portfolios and will
implement positive data sharing across the remaining
UK portfolios from April 2005. Thiswill improve
HSBC's assessment of customer finances.

Therise in contingent liability provisions
primarily reflects an updated assessment of the likely
compensation due to UK customers for shortfalls on
certain mortgage endowment policies and
investment products.

Consumer Finance in Europe contributed a
pre-tax profit, before goodwill amortisation, of
US$91 million in 2004. Profit was 64 per cent lower
than for the comparable period in the previous year,
mainly because of an increase in operating expenses,
as staff were recruited to support an expansion of
telemarketing, and the cost of developing businessin
the John Lewis Partnership joint venture. The charge
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for bad debts also increased sharply, reflecting
growth in lending balances and a deterioration in
credit quality, particularly in the second half of the
year, driven by arisein delinquencies and personal
bankruptcies, notably in the credit cards business.

Commercial Banking reported pre-tax profits,
before goodwill amortisation, of US$1,749 million,
an increase of 21 per cent over 2003, driven mainly
by strong revenue growth in the UK. Transfer of
business from Corporate Banking in Germany to this
segment contributed 2 per cent of the growth. In
aggregate, revenue grew by 10 per cent and costs by
2 per cent, amarked improvement in productivity
which reduced the cost:income ratio by over
4 percentage points. The performance in the UK was
even stronger where the cost:income ratio improved
by 7 percentage points.

Net interest income increased by 8 per cent as
new customer acquisition and a growth in demand
for credit increased loans and deposits during the
year. In the UK, liability growth contributed
US$82 million to net interest income. This, in part,
reflected the continued popularity of the business
money manager product, where deposit balances
grew by 16 per cent. Spreads achieved on customer
deposits were moderated as customers migrated to
this account from current accounts. In order to offset
this effect, a number of successful promotions were
|launched, which increased current account customer
numbers in the UK by 8 per cent in 2004. A risein
customer recommendations a so contributed to the
increase.

HSBC attracted over 100,000 new customersin
2004 and now holds just under 20 per cent of start-
up business accounts in the UK. In addition to the
rise in customer numbers, average current account
balances increased by 17 per cent.

The UK saw renewed demand for lending
products in 2004. Commercia lending grew by
22 per cent to US$21.9 billion, reflecting an
increased share of a growing market, although
competitive pressure led to narrower spreads as new
business margins tightened. As the UK economy
improved and customer confidence returned, the
commercial mortgage product was updated and
relaunched, and HSBC's return to a market segment
it had hitherto downplayed led to an increase in
commercia mortgages of 46 per cent. In aggregate,
growth in UK commercial lending added
US$50 million to the overall increase in net interest
income.

In France, net interest income fell by 4 per cent,
reflecting reduced demand for credit and aresulting
decrease in lending balances. In Turkey, net interest
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income fell by 12 per cent, as aresult of lower
earnings on free funds, partly offset by liability
growth.

Other operating income grew by 12 per cent to
US$2,062 million. In the UK, increased lending
activity, together with some targeted price increases
delivered a US$28 million, or 42 per cent, increase
in loan fee income. Credit card fee income increased
by 26 per cent as aresult of arisein transaction
volumes, reflecting higher consumer spending in the
UK, areduction in the interchange rate and
recruitment of new merchant customers. Revised fee
structures and improved collection processes
contributed to a 14 per cent increase in overdraft fees
in the UK. A change in strategic focus to concentrate
on growing the commercial wealth management
business |ed to the recruitment of a number of
independent financial advisors. These advisors,
together with an increase in marketing activity,
contributed to an 18 per cent increase in income
from wealth management products to
US$138 million.

Operating expenses, excluding goodwill
amortisation, increased by 2 per cent. Outside the
UK processing and administrative costs rosein line
with increased business volumes, and system
development costs rose in France, again attributable
to the introduction of HUB. Lower costs in the UK
reflected headcount reductions in support functions,
despite US$55 million of redundancy expenses
incurred as part of continuing efficiency
improvements. In 2003, redundancy costs were
US$21million. UK operating expenses, excluding
redundancy costs, decreased by 3 per cent.

The charge for bad and doubtful debts,
US$305 million, rose by 35 per cent, compared with
the modest charge in 2003. Underlying credit quality
in the UK was stable and movements in provisions
across other European countries were minimal.

Contingent liability releases of US$34 million
mainly reflected areduction in provisions against
legal claimsin France.

Corporate, |nvestment Banking and M arkets
reported pre-tax profit, before amortisation of
goodwill, of US$1,772 million, was broadly in line
with 2003. Bank of Bermuda contributed
US$17 million to the pre-tax profits. The transfer of
certain corporate customers to Commercial Banking
referred to above reduced pre-tax profits by 2 per
cent.

A 29 per cent decrease in operating profit before
provisions was driven by a modest fall in revenues
coupled with asignificant increase in costs as part of



the planned programme to upgrade critical
infrastructure and staff skills.

Net interest income was 16 per cent lower than
in 2003, in part reflecting the costs of funding a
higher level of equity swaps, the trading impact and
dividend benefit from which is reported in other
operating income. Global Markets earnings declined
as higher yielding assets ran off and were replaced
by investments at |ower prevailing money market
rates. Market concerns over future interest rate
increases, oil prices at record highs, and the Iraq
crisisal drove down demand for credit. A reduction
in the level of customer activity led to afall in
corporate and institutional account balances. In
Turkey, significant reductionsin local interest rates
resulted in lower income streams from net free
funds.

Other operating income rose by 6 per cent to
US$3,210 million of which 2 per cent arose in Bank
of Bermuda's European operations. Adjusting for the
Bank of Bermuda acquisition, operating income
increased by US$76 million or 4 per cent. In the UK,
aUS$414 million rise in dividends from equity
swaps activity reflected an increase in volumes and
size of trades, primarily driven by the growth in the
equity swaps market. This gain was partly offset by a
related decrease in dealing profits and higher fees
payable of US$354 million and funding costs of
US$38 million, reported under net interest income.
Fixed income revenues fell, mainly from lower
volatility in credit spreads and areduced level of
corporate debt issuance. Foreign exchange and
derivatives revenue increased due to higher customer
volumes across awider range of products, with
supplementary gains from the continued weakening
of the US dollar. Improved performance in structured
derivatives reflected the successful investment in
additional execution capabilities, while Global
Markets in Turkey experienced a boost in revenues
from foreign exchange gains and securities trading
following its integration with HSBC's other dealing
rooms in Europe. In Germany, higher fees and
commissions were generated from investment
banking advisory business and improved volumes on
derivatives.

Costs increased by 18 per cent, of which 3 per
cent represented Bank of Bermuda. The remaining
costs reflected the restructuring of the business, with
extensive expenditure on systems and people to
improve client coverage. Overall, these
developments saw the departure of 856 staff and the
recruitment of 1,051 during the course of the year,
improving levels of proficiency and customer
delivery. Key appointments included global sector
heads for certain industry teams based in the UK and

additional senior hiresin investment banking
advisory, while staff were also recruited to support
the expansion of the cash equities, options,
structured products and derivatives businesses. The
planned development of global research continued,
with the recruitment of people across a variety of
sectors and products. The restructuring of regional
research franchises into a globally managed
business, encompassing all research across all
product areas, was completed. Non-staff costs aso
increased, reflecting the continued investment in
technology, including US$19 million for the
development of HSBCnet. HSBC Securities Services
incurred additional costs to develop insourcing
capabilities for third party processing.

The net release of provisions for bad and
doubtful debts, compared with a net charge in 2003,
reflected the benefit of a number of recoveries and
releases of certain provisions resulting from
successful refinancing during the year. Corporate
lending weakness in the power generation sector,
which adversely affected 2003, was not repeated.
The recoveries included sizeable amounts for a
single namein the industrial sector in France.

Gains on investment disposals were
US$210 million, reflecting the disposal of HSBC's
interest in a number of private equity investmentsin
the UK and France.

Private Banking contributed a pre-tax profit,
before goodwill amortisation, of US$432 million, an
increase of 26 per cent compared with 2003.

Growth of 19 per cent in net interest income was
driven by a 27 per cent increase in lending balances,
predominantly in the UK and Switzerland, where
clients leveraged their wealth by borrowing on a
secured basisin the low interest environment to
reinvest in higher-yielding securities or in aternative
investments. Income also benefited from a shift in
the profile of investment securities to higher-yielding
HSBC Finance Corporation paper.

Net fees and commissions increased by 11 per
cent to US$658 million. Performance fees included a
US$24 million increase in fees from the Hermitage
Fund, one of the world's leading public equity funds
dedicated to Russiain which HSBC Private Bank
has been invested from its inception. In the UK,
commission income in HSBC's residential property
advisory business grew strongly, supported by the
generally buoyant housing market, and increased
client referrals.

Funds under management grew by 13 per cent
to US$107.8 hillion, as clients moved cash liquidity
to higher-yielding investment productsin the low
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interest rate environment, and rising equity markets
increased the value of the extant book. Net new
money invested was US$8.6 billion. A number of
new funds were launched in 2004, including severa
hedge funds, and the Household European
Commercial Paper and Floating Rate Notes
programmes attracted over US$2.5 billion of client
investments. Higher transaction and portfolio fees, in
line with this growth, were partly offset by weaker
income in France, where transaction volumes and
funds under management both fell during the year.

Operating expenses, before goodwill
amortisation, increased by 5 per cent, reflecting front
office recruitment, the acquisition of Bank of
Bermuda, and higher performance-related
remuneration. In France, lower costs reflected the
merger of HSBC's four private banks in 2003.

A US$33 million net provision for bad debts in
France, arising from a small number of specific
accounts, was offset by net releasesin the UK and
Switzerland, following areview of historic loss
trends and current economic conditions, which led to
release of general provisions.

Profits on disposal in 2004 included again on
sale of aformer head office building following the
restructuring of HSBC's four private banksin
France. In 2003 there was a gain on along-term
private placement transaction.

Included in Other are interest earnings on cash
held and interest costs of debt issued by HSBC
Holdings, and the effect of corporate items not
allocated to customer groups, including gains on the
sale of an insurance company and releases of
centrally managed litigation provisions.

Year ended 31 December 2003 compared
with year ended 31 December 2002

The UK economy expanded by 2.3 per cent in 2003.
After aslow first six months, growth accelerated in
the third quarter and that momentum continued into
the final months of the year. Growth in consumer
spending slowed during the course of the year but
nevertheless remained robust and, in particular, the
housing market and household appetite to borrow
remained strong. However, low real income growth,
together with the expectation of further risesin
interest rates, was expected to dampen household
activity in the forthcoming months. Elsewhere, there
were afew encouraging signs that industrial activity
in particular and corporate confidence in general was
starting to improve from alow base. Stronger global
demand, if maintained, was expected to provide a
boost to the corporate sector.
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Having dlipped into recession in thefirst half of
the year, the eurozone economy returned to growth
in the second half, expanding by 0.4 per cent
quarter-on-quarter in the third quarter and by 0.3 per
cent in the fourth quarter. Once again, however, it
was stronger exports that drove the third quarter
improvement, while the domestic economies
remained subdued. Consumer spending was flat and
investment contracted for the third consecutive
quarter. The pick-up in exports occurred despite the
appreciating euro, which rose more than 16 per cent
against the US dollar during the course of the year.
In the fourth quarter, growth seemed to have been
largely the result of inventory build up, with exports
falling back after the strength of the third quarter,
and with limited growth in consumer spending.
Interest rates were cut twice during 2003, with the
European Central Bank’s repo rate dropping by 75
basis pointsto 2 per cent. By contrast, however,
longer-term interest rates moved higher, rising by
about 80 basis points between June and the end of
December, as the bond market anticipated economic
recovery.

In 2003, personal credit expansion in the UK
was the major growth area as consumers took
advantage of historically low interest rates, enabling
HSBC to generate strong growth in mortgages and
consumer lending. Conversely, sales of investment
and pension products fell, reflecting alack of
confidence in equity markets. In this environment,
HSBC grew its deposit base as customers sought
flexibility and security for their savings,
notwithstanding the low interest rates available. The
low interest rate environment also meant that the
value of HSBC's maturing liquidity reduced as it
was redeployed in lower yielding assets.

The same factors, low interest rates and weak
equity markets, increased the cost of pension
provision by US$96 million in the UK. Employment
costs also grew, notably in the UK, as social taxes
wereraised. In order to adjust for this higher cost
environment, HSBC took steps to reduce its staff
costs, announcing both 1,400 redundanciesin the
UK and the shift over the next three years of 4,000
positions to the Group Service Centres. In the short
term these actions incurred both redundancy and
excess property provisioning costs totalling over
US$176 million.

European operations contributed pre-tax profit
of US$3,969 million in 2003 compared with
US$3,500 million in 2002. Excluding goodwill
amortisation, European operations contributed
pre-tax profit of US$4,862 million and represented
around one-third of HSBC's total profit on thisbasis.
At constant exchange rates, and excluding the



US$157 million contribution from HFC Bank, which
was the only major change in the composition of the
Group in Europe, pre-tax profit, excluding goodwill
amortisation, was 2 per cent higher than in 2002.
Goodwill amortisation of US$893 million increased
by US$233 million compared with 2002, mainly
reflecting a goodwill write-down in respect of a UK
fund management company previously acquired as
part of the CCF acquisition, and exchange rate
movements.

The commentaries that follow are based on
constant exchange rates.

Pre-tax profit, before goodwill amortisation, of
US$1,267 million in Personal Financial Services,
excluding Consumer Finance, was 16 per cent higher
than in 2002, reflecting strong growth in UK
mortgage and consumer lending, and in deposit-
taking activities.

Net interest income increased by 10 per cent,
driven by strong growth in mortgages and personal
lending in the UK and, to alesser extent, in France.
The net interest margin fell modestly as rates
remained at historically low levels. However,
balance sheet growth more than compensated for
this. UK mortgage balances increased by 25 per cent
to US$37.4 billion, as borrowers continued to take
advantage of the low interest rate environment to
refinance their mortgages. In France, asimilar
pattern was seen, and CCF s mortgage balances
increased by 11 per cent over 2002. Gross new
mortgage lending in the UK grew by 12 per cent to
US$17.9 hillion. First Direct contributed to this
growth with a US$280 million, or 14 per cent,
increase over 2002, reflecting the continuing success
of its Offset mortgage product. Both HSBC and First
Direct continued to win major awards for their
mortgage products in 2003.

In the UK, personal lending balances, excluding
mortgages and credit cards, grew by 15 per cent,
reflecting the success of targeted marketing
campaigns and improved utilisation of customer
rel ationship management systems. Card balances
grew by 18 per cent to US$4.2 hillion, due to strong
consumer expenditure and targeted marketing
campaigns, resulting in an overall increase in fee
income from cards of 13 per cent.

HSBC's Premier service was further enhanced
and the number of customers using this service in the
UK grew by 57 per cent to over 280,000. Significant
growth was achieved in HSBC Premier savings
accounts in 2003, which contributed to an overall
increase in UK personal savings balances of 20 per
cent to US$35.7 billion. UK personal current

account balances grew by 13 per cent to
US$18.0 hillion.

Other operating income was broadly in line with
2002. The strong growth in mortgages and personal
loans boosted sales of repayment protection products
in the UK, producing a 19 per cent increasein
personal loan protection premiums. HSBC
maintained its position as the leading provider of
income protection products in the UK, with a market
share of 17 per cent at the end of September 2003.
Lack of customer confidence in equity markets led to
adeclinein sales of investments and pension
products. Thistrend also adversely affected the value
of HSBC's long-term assurance businessin the UK.
However, weakness in investment product sales
reflected market conditions rather than competitive
positioning and the bank was awarded the coveted
‘Five Star Award’ from Money Management
magazine for its regular premium stakeholder
pensionsin the UK again in 2003.

HSBC Bank A.S. in Turkey benefited from
additional card fee income following the acquisition
of Benkar in September 2002, contributing to an
overall increase in its other operating income of
51 per cent.

Operating expenses, excluding goodwill
amortisation, increased by 2 per cent. Thiswas
largely due to restructuring costs and external factors
in the UK, including higher social taxes and the
amortisation of the UK pension scheme deficit
reported at the end of 2002. The relocation of HSBC
Bank’s headquarters to Canary Wharf contributed to
higher premises costs, following the upgrade of
equipment and infrastructure. Additional costs were
aso incurred migrating the card issuing businessin
the UK to the more efficient platform used by HSBC
Finance Corporation in the US. Costs in France were
largely unchanged compared with 2002.

Low interest rates, stable employment and a
gradual upturn in economic conditionsin the UK
provided the environment for continuing low levels
of credit charges. The charge for bad and doubtful
debts at US$267 million was 14 per cent higher than
in 2002, a satisfactory performance in view of the
growth of over 20 per cent in UK personal lending.
Overall, credit quality improved.

In Consumer Finance, HFC Bank, which
joined HSBC in the UK in March as part of the
HSBC Finance Corporation acquisition, contributed
US$157 million to pre-tax profit, before goodwill
amortisation, in itsfirst nine months of ownership.
Integration with the HSBC Group was running on
schedule.
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In Commercial Banking, pre-tax profits, before
amortisation of goodwill, declined by 13 per cent
compared with 2002, mainly reflecting lower net
interest income and a higher cost base.

Net interest income decreased by 3 per cent to
US$1,961 million. Following the recommendations
of the UK’s Competition Commission, HSBC
applied credit interest to al qualifying small and
medium-sized customer accounts, increasing interest
expense by US$136 million. The move did, however,
lead HSBC to strengthen its product proposition
within those market segmentsin the UK, and
business current account balances consequently rose
by 21 per cent to just over US$10 hillion. In
addition, HSBC's popular ‘ Start-up Stars
competition continued to raise the profile of the
bank’s small business proposition in the UK and
helped to attract over 102,000 new business start-ups
and over 23,000 customer transfers. Enhanced
customer targeting and the introduction of risk-based
relationship pricing improved HSBC's competitive
position in the UK market, increasing lending
balances by over US$2.2 billion and net interest
income by 10 per cent.

Overall, deposit balances in the UK grew by
9 per cent to just over US$I billion, increasing
market share and partly offsetting the effects of
reduced deposit book spreads. Balances grew as a
conseguence of the introduction of the new Business
Money Manager account, launched in response to
customer demand for flexible savings accounts. The
new product attracted an average of 1,700 new
accounts per week and generated US$95 million of
net interest income.

In France, overdl net interest income was
broadly in line with 2002. The subdued economic
climate saw businesses adopt a more conservative
investment policy that was reflected in a 3 per cent
rise in sight deposits. Short-term higher spread
lending fell by 8 per cent, but was partly offset by
growth in medium and longer-term lending, which
increased by 4 per cent.

In the UK, other operating income was
marginally higher than 2002. Overdraft fees rose by
12 per cent, or US$19 million, reflecting the further
benefit of improved account management initiatives
introduced last year, whilst loan fees increased
significantly in line with the growth in customer
numbers.

In France, higher income was generated through
avolume-led increase in banking transaction fees
and the introduction of avariety of guaranteed
investment funds during the year. The former was
achieved after specific initiatives directed towards
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middle market enterprises (‘MMES'). The successful
launch of several structured financial products led to
higher trading fees within CCF and the take-up of

Asset Management products increased by 9 per cent.

Overall, wealth management income declined as
continued uncertainty in equity markets led to afall
in sales of savings and investment products.

Operating expenses, excluding goodwill
amortisation, were 7 per cent higher than last year at
US$2,113 million. Thiswas largely due to an
increase in staff costs in the UK. Pension costs rose
to compensate for the scheme deficit and one-off
redundancy costs were incurred as migration was
planned to the Group Service Centres capabilities.
The costs of distributing and supporting business
services and products within the UK increased in
line with the growth in volumes and continued
investment was made in electronic delivery channels
across Europe.

At US$204 million, the overall charge for bad
and doubtful debtswas 9 per cent lower than in
2002. In the UK there was arelease of general
provision which recognised the gradual
improvement in the economic outlook for businesses
over the year. Offsetting this there was a higher
specific charge, reflecting a number of large
provisions across various industries. Additionally,
the charge in France increased due to lower
recoveriesin two of the regional banks. Underlying
credit quality in France remained stable.

Corporate, Investment Banking and M arkets
reported pre-tax profit, before amortisation of
goodwill, of US$1,623 million, an increase of 2 per
cent compared with last year. In Global Markets
Europe, performance was strong. This reflected
income growth in foreign exchange, derivatives and
debt securities, partly offset by higher bad debt
provisions in Corporate Banking. HSBC aso
absorbed the costs of restructuring and repositioning
the equities and investment banking businesses.

In Global Markets UK, earnings from deploying
the excess liquidity of the bank declined as long-
term assets matured and proceeds were reinvested at
lower rates. Overall, net interest income was 5 per
cent lower than in 2002.

Other operating income increased by 9 per cent,
reflecting a substantial growth in dealing profits that
more than offset lower fee and commission income.
Foreign exchange revenues remained strong as
volatility in the mgjor currency pairs prompted
customers to hedge their currency exposures.
Continued weakening of the US dollar provided a
clear trend in the markets for position taking. Fixed



income earnings showed a strong year-on-year
growth reflecting a combination of tightening credit
spreads and strong investor demand for yield in the
low interest rate environment, which boosted sales of
corporate bonds. In line with a greater business focus
on risk management products, revenues from trading
increased, reflecting the benefit successful interest
rate positioning and continued growth in customer
mandates from corporate customers. Additional
growth in revenue resulted from a strong presencein
each of the euro vanillaand structured derivatives
markets.

Fees and commission income decreased by 6 per
cent. Difficult operating conditions in equity markets
resulted in lower commissions and new-issue fees,
but these were partly offset by higher fees from
merger and advisory business as greater focus was
given to HSBC's core customer sectors and regions.
Fees from debt capital markets activities were also
strong. Generally, fees benefited from the high level
of activity in the primary markets, as customers
sought long-term financing at low interest rates.

Staff costs rose, with higher bonuses reflecting
increased profitability in specific product lines.
Restructuring and research costs of US$24 million
were aso incurred to build and reshape HSBC's
investment banking and equities businesses.
Premises and equipment expenses were lower as a
result of savingsin rental payments from the London
office move to Canary Wharf.

Credit experience was generally satisfactory
although new specific provisions were higher,
mainly due to asingle name in the engineering
sector which was extensively restructured in the
second half of the year. Corporate weakness in the
power generation sector was also dealt with through
raising additional specific provisions, although these
were partly offset by recoveriesin the transport and
telecommunications sectors, as balance sheets were
strengthened.

Gains on investment disposals were lower than
in 2002, mainly due to areduction in profits from the
disposal of venture capital investmentsin CCF.

Against the background of arecovery from
recent lows in European stock markets, Private
Banking activities continued to grow during 2003.
Pre-tax profit, excluding goodwill amortisation,
increased by 48 per cent as aresult of strong growth
in dealing income, lower costs and the non-
recurrence of contingencies and write downs
in 2002.

Net interest income was broadly in line with
2002. A 30 per cent increase in lending balances was
driven by clients seeking to maximise the overall
earnings potential of their investments by borrowing
to reinvest in higher returning securities. These
additional earnings were mostly offset by a decline
inyield on free funds as lower interest rates
prevailed throughout the year.

Net fees and commissions increased by 2 per
cent to US$556 million. The low interest rate
environment improved the attractiveness of
investment markets, particularly for sophisticated
investors with access to structured products which
offered potentially higher returns than from cash
deposits. Consequently, funds under management
increased by US$20 billion to US$91 hillion, with a
move by clients away from liquid positions bringing
in some US$9 billion of new client funds. A strong
rise in discretionary mandates together with client
demand for structured products and HSBC Finance
Corporation’s commercial paper contributed to the
increase. Transaction and safe custody feesrosein
line with the growth in client funds while an
increased focus on product enrichment produced
strong growth in income from structured products. In
Germany, fee income was boosted by the placement
of two new property funds. However, incomein
France was weaker as stock market activity
remained subdued.

Volatility in the major currenciesresulted in
higher volumes of client transactionsin the foreign
exchange markets, and combined with proprietary
equity gainsin 2003, contributed to the 37 per cent
improvement in dealing profits to US$94 million.

Total operating expenses, before goodwill
amortisation, fell by 4 per cent to US$709 million.
This was achieved through cost savings realised
following the merger of three banksin Switzerland
in 2002 and lower property expenses.

Provisions for contingent liabilities and
commitments were lower than in 2002, which
included amounts provided for litigation. Amounts
written off fixed asset investments were lower than
in 2002 following a specific write down of a debt
security in 2002. Gains on disposal of investments
and tangible fixed assets increased by 22 per cent to
US$61 million, principally reflecting again on a
long-term private placement transaction.
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Profit/(loss) excluding goodwill amortisation by customer group

Year ended 31 December 2004

Total Corporate,
Per sonal Per sonal Investment Inter-
Financial  Consumer Financial Commercial Banking & Private segment
Services Finance’ Services Banking Markets Banking Other  elimination Total
Europe Ussm US$m US$m Ussm Ussm US$m Ussm Ussm Ussm
Net interest income........... 3,934 635 4,569 2,353 1,402 421 317 - 9,062
Dividend income/(expense) 2 - 2 5 544 5 (112) - 545
Net fees and commissions . 2,282 65 2,347 1,681 1,293 658 316 - 6,295
Dealing profits ... 14 - 44 28 734 104 43 - 953
Other income . 172 239 411 348 639 11 350 (167) 1,592
Other operating income ..... 2,500 304 2,804 2,062 3,210 778 698 (167) 9,385
Operating income .... 6,434 939 7,373 4,415 4,612 1,199 1,015 (167) 18,447
Operating expenses
excluding goodwill
amortisation® (4,038) (527) (4,565) (2,404) (3,236) (814) (718) 167 (11,570)
Operating profit before
Provisions' ..........coeeeen. 2,396 412 2,808 2,011 1,376 385 297 - 6,877
Provisions for bad and
doubtful debts ............... (615) (321) (936) (305) 215 2 ) - (1,025)
Provisions for contingent
liabilities and
COMMItMENS .....c.cvvveee (68) - (68) 34 37) 4 55 - (12)
Amounts written off fixed
asset investments .......... @] - 2 [€))] 9 2 (6) - (20)
Operating profit® ............. 1,711 91 1,802 1,739 1,545 389 345 - 5,820
Share of operating profit in
joint ventures? .............. - - - - 5 - - - 5
Share of operating profit in
ASSOCIAES? <..vvvvveernrernnn 7 - 7 8 12 - 27 - 54
Gains on disposal of
investments and tangible
fixed assets ........ccceeneee. 1 — 1 2 210 43 37 — 293
Profit on ordinary
activitiesbeforetax® .... 1,719 91 1,810 1,749 1,772 432 409 — 6,172
% % % % % % % %
Share of HSBC' s pre-tax
profits® .... 838 0.5 9.3 9.0 9.1 22 21 317
Cost:income ratio 62.8 56.1 61.9 54.5 70.2 67.9 70.7 62.7
USsm US$m US$m usSsm usSsm US$m US$m uSsm
Selected balance sheet data®
Loans and advances to
customers (net) ............. 108,245 10,557 118,802 67,234 72,446 15,676 2 274,160
Total assets 128,691 12,787 141,478 84,039 271,772 39,604 2,223 539,116
Customer accounts ............ 121,700 46 121,746 57,844 78,183 35,140 - 292,913
The following assets and
liabilities were significant
to the customer groups
noted:
Loans and advances to
banks (Net) ......c.cccovevnne 47,775
Debt securities, treasury bills
and other eligible bills .. 100,901
Deposits by banks ............. 53,130
Debt securitiesin issue ...... 1,939
Goodwill amortisation
excluded:
1 from(1) above ... 201 44 245 188 236 278 - 947
2 from(2) above ... - - - - - - - -
3 from(3) above .............. 201 44 245 188 236 278 - 947
4 Comprises HSBC Finance Corporation’s consumer finance business.
5 Third party only.
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Europe

Net interest income...........

Dividend income ...............
Net fees and commissions .
Dealing profits/(losses) .....
Other income ..........occenne.
Other operating income .....

Operating income ....

Operating expenses
excluding goodwill
amortisation® ................

Operating profit before
Provisions' ...........coo.....

Provisions for bad and
doubtful debts ...............

Provisions for contingent
liabilities and
COMMItMENS .....c.cvvvene

Amounts written off fixed
asset investments ..........

Operating profit® .............

Share of operating profit in
joint ventures? ..............
Share of operating profit
in associates .................
Gaing/(losses) on disposal
of investments and
tangible fixed assets .....

Profit on ordinary
activitiesbeforetax® ...

Share of HSBC' s pre-tax
profits®
Cost:income ratio®

Selected balance sheet data®
Loans and advances to
customers (net) ..

Customer accounts ............

The following assets and
liabilities were significant
to the customer groups
noted:

Loans and advances to banks
(NEE) v

Debt securities, treasury bills
and other eligible bills ..

Deposits by banks .............

Debt securitiesinissue ......

Goodwill amortisation
excluded:

1 from (1) above ...

2 from(2) above ...

3 from(3) above ..............

Year ended 31 December 2003

Total Corporate,
Personal Personal Investment Inter-
Financial ~ Consumer Financial Commercial  Banking & Private segment
Services Finance* Services Banking Markets Banking Other  elimination Total
Ussm Ussm Ussm Ussm Ussm Ussm Ussm Ussm Ussm
3,082 438 3,520 1,961 1,509 334 216 - 7,540
4 - 4 2 138 2 4 - 150
1,789 49 1,838 1,335 1,204 556 259 - 5,192
37 - 37 16 839 94 (26) - 960
129 149 278 294 539 10 371 (239) 1,253
1,959 198 2,157 1,647 2,720 662 608 (239) 7,555
5,041 636 5,677 3,608 4,229 996 824 (239) 15,095
(3471) (299) (3,770) (2,113) (2,471) (709) (705) 239 (9,529)
1,570 337 1,907 1,495 1,758 287 119 - 5,566
(267) (180) (447) (204) (218) 4) @) - (874)
(29) - (29) 10 (52) 2 40 - (33
@ - (€] - (42) () (18) - (64)
1,273 157 1,430 1,301 1,446 278 140 - 4,595
- - - - 8 - - - 8
3 - 3 3 13 - 28 - 47
9) - (9) [€)) 156 61 5 - 212
1,267 157 1,424 1,303 1,623 339 173 — 4,862
% % % % % % % %
8.8 11 9.9 9.0 11.3 24 11 337
68.9 47.0 66.4 58.6 58.4 712 85.6 63.1
US$m US$m UsS$m USsm US$m UsS$m US$m USsm
76,439 8,452 84,891 52,947 61,085 11,681 1 210,605
92,890 10,526 103,416 67,107 209,885 40,964 3,940 425,312
102,192 231 102,423 45,558 63,556 31,187 - 242,724
43,699
67,692
44,261
3,232
123 23 146 160 192 257 3 758
- — - - 135 - - 135
123 23 146 160 327 257 3 893

4 Comprises HSBC Finance Corporation’s consumer finance business since the date of acquisition.

5 Third party only.
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Profit/(loss) excluding goodwill amortisation by customer group (continued)

Europe

Net interest iNCOME ......cooevvereevrieiereieenns

Dividend iNCOME .......cccccvevienieiiciieieriese e
Net fees and COMMISSIONS ........cccevveveeveriennns
Dedling profits
Other iNCOME ......ccveveieiee e
Other operating iNnComMe ..........cccoereiererienenenes

Operating iNCoME ........c.corereerereseseeienieens

Operating expenses excluding goodwill
AMOTLISALON" ...

Operating profit before provisions' ............

Provisions for bad and doubtful debts .............
Provisions for contingent liabilities

and COMMITMENES ......ocveereeeereee e
Amounts written off fixed asset investments ..

Operating profith .......ccocoeeeeveeveeeereeeeeneee.

Share of operating profit/(loss)

iNJOINt VENUFES” ..o
Share of operating profit/(loss)

1N @SSOCIALES ...ecveeeereeeeeeeree e
Gains on disposal of investments

and tangible fixed assets ........c.ccccveereeevrrenns

Profit on ordinary activities beforetax® ......

Share of HSBC's pre-tax profits®
Cost:incoMe ratiol ........c.cveeeeveeeeereeeeeereen.

Selected balance sheet data’

Loans and advances to customers (net) ...........

Total 8SSELS ..vveveiereeeeeeee e

Customer accounts

Thefollowing assets and liabilities were
significant to Corporate, Investment
Banking and Markets:

Loans and advances to banks (net) ..................

Debt securities, treasury bills and other
digiblebills ...

Depositsby banks .......c.cocoeeirriecnnniceens

Goodwill amortisation excluded:

1 from (1) @bOVE ....coveereeieieeeeeeee
2 from(2) above ..
3 from (3) @bOVE ...c.ooveveeeeece e
4 Third party only.
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Y ear ended 31 December 2002
Corporate,
Personal Investment Inter-
Financia Commercial Banking & Private segment
Services Banking Markets Banking Other elimination Tota
US$m US$m US$m US$m US$m US$m USsm
2,541 1,800 1,444 300 258 - 6,343
3 4 202 2 - - 211
1,570 1,128 1,137 471 222 - 4,528
31 18 385 63 11 - 508
163 303 508 16 316 (281) 1,025
1,767 1,453 2,232 552 549 (281) 6,272
4,308 3,253 3,676 852 807 (281) 12,615
(3,076) (1,759) (2,197) (618) (509) 281 (7,878)
1,232 1,494 1,479 234 298 - 4,737
(215) (204) (153) 7 4 - (569)
(23) 11 3) (21) 21 - (15)
(1) 3 (72) (22) (175) - (267)
993 1,304 1,251 198 140 - 3,886
(22) 3 2 - - - a7
@ 3) 3 (10) 14 - 3
17 40 182 48 1 — 288
987 1,344 1,438 236 155 — 4,160
% % % % % %
9.4 12.8 13.7 22 14 395
71.4 54.1 59.8 725 63.1 62.4
uUS$m US$m uUS$m US$m uUS$m uUsS$m
58,421 43,104 54,099 9,077 - 164,701
72,817 56,934 172,665 35,920 3,233 341,569
84,486 35,614 45,818 31,444 - 197,362
31,402
53,897
31,741
112 133 169 238 @ 651
- - 8 - 1 9
112 133 177 238 - 660




Hong Kong

Profit/(loss) before tax excluding goodwill amortisation

Y ear ended 31 December
2004 2003 2002
ussm US$m US$m
Personal FiNanCial SErVICES ........ccoviirririiieeerie et 2,097 1,740 1,705
Commercia Banking .......cccocovevvveneeivreenennns 914 711 733
Corporate, Investment Banking and Markets .. 1,584 1,275 1,226
Private Banking .........cccoceveeerenenieneieneiniens 135 127 107
OLNEY . 23 (123) (61)
TOUAIT oottt ettt 4,753 3,730 3,710
1 Goodwill amortisation excluded:
—ariSNg ON SUDSIAIAITES .....c.ovveuirieieriieieesee e 9 3 -
—arisng on associates and jOiNt VENTUFES .........ccvoereeererenenesesieieseseenees - @ -
OB s 9 2 -
Profit before tax
Y ear ended 31 December
2004 2003 2002
ussm usS$m ussm
Hong Kong
Net INtErest INCOME ... s 3,639 3,901 4,133
DiVIdend iNCOME .....c.cuiiiiieiiiieeeierere et 19 31 25
Net fees and commissions 1,726 1,383 1,264
Dealing ProfitS ...coiiiieceiirisieieerree e 630 321 133
OthEr INCOME ... 781 596 495
Other Operating iINCOIME .........coveuirieerieirese et 3,156 2,331 1917
Total Operating iNCOME ..ot 6,795 6,232 6,050
SEBIf COSES vttt (1,415) (1,276) (1,249)
Premises and equipment ... (256) (240) (233)
OthES ..o (653) (502) (459)
Depreciation and intangible asset amortiSation ...........c.ccveeveeenersieneieneniens (200) (194) (198)
(2,524) (2,212) (2,139)
GOOAWIll @MOIISALION .....eeviieeiieeesiee et 9 3) -
OPErating EXPENSES .....ovveririreeieerissesesee ettt sbe et ss bbb eneanas (2,533) (2,215) (2,139)
Operating profit Defore proviSons ... 4,262 4,017 3,911
Provisions for bad and doubtful debts ...........ccoceoverieevcinereeee e 223 (400) (246)
Provisions for contingent liabilities and commitments (©)] (6) (14)
Amounts written back on/(written off) fixed asset investments ..........c..c...... 26 31 (10
OPErating Profil ..couceeeieeeee ettt 4,508 3,642 3,641
Share of operating profit iN @SOCIAES .........cccovverveueiriririeeerereec e 8 18 11
Gains on disposal of investments and tangible fixed assets ...........cococeeenenee 228 68 58
Profit on ordinary activitiesSbeforetax ... 4,744 3,728 3,710
% % %
Share of HSBC' s pre-tax profits (excluding goodwill amortisation) ... 24.5 259 353
Share of HSBC's pre-tax profits .......cccovveeeiienneeennnecneneseneens 26.9 29.1 384
Cost:income ratio (excluding goodwill amortisation) ..........cccccevevvreresinrnenens 371 355 354
Period-end staff numbers (full-time equivalent) ..........cccooveoneiniencincneeene 25,552 23,636 23,786
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Selected balance sheet data®

Loans and advances to CUSIOMENS (NEL) .....cceevvereeeriereseneeeseeeeseenees

Loans and advances to banks (Net) .........cccoceeeeerenercrenenns
Debt securities, treasury bills and other eligible bills
TOtAl BSSELS” ..vvvvereiesiseess st
Deposits by banks
Customer accounts

1 Third party only.

2 Excluding Hong Kong Government certificates of indebtedness.

Year ended 31 December 2004 compared
with year ended 31 December 2003

The Hong Kong economy expanded rapidly in 2004.
Despite rising US interest rates and mainland

China s cooling-off measures, Hong Kong continued
to benefit from robust re-export trade with mainland
China. The positive outlook for Hong Kong, together
with the re-emergence of inflation, helped sustain a
recovery in local confidence which began in late
2003. Hong Kong' s domestic demand also grew
steadily, supported by reviving asset prices and
falling unemployment. The continued inflow of
liquidity suppressed local interest rates, whichin
turn encouraged a flow of local fundsinto asset
markets. Rising property prices stimulated private
consumption and alleviated past concerns over
negative equity in residential mortgages. The
unemployment rate fell from 7.3 per cent to 6.5 per
cent, with strong growth in the trade and retail
sectors helping to sustain consumer spending,
though the rate of job creation slowed in the second
half of the year as Chind s cooling-off measures took
effect on the trade sector. Investment revived in the
robust tourism industry, which continued to benefit
from the liberalisation of regulations governing visits
by residents of mainland China.

In the second half of 2004, inflation re-emerged
in Hong Kong after anearly six year-long period of
deflation. Stimulated by aweak US dollar,
recovering property prices and rising local
confidence, prices rose from a year ago when the
economy was suffering from the effect of the severe
acute respiratory syndrome (' SARS') epidemic.
Significant inflows of liquidity from foreign
investors left the Hong Kong market flush with
surplus funds. This caused Hong Kong dollar and
US dollar interest rates to diverge, with the already
cash-rich local economy slow to absorb external
funds. Moreover, demand for credit remained muted,
other than in the trade sector, with individuals and
enterprises slow to increase borrowings, reflecting
nervousness regarding the sustainability of the
recovery. The improving economy helped to ease
concerns over Hong Kong' s fiscal position asiit
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Y ear ended 31 December
2004 2003 2002
US$m US$m US$m
.......... 78,888 73,988 69,948
45,300 38,640 33,359
69,464 66,158 60,083
217,406 197,487 180,433
4,325 4,777 2,379
178,368 164,024 148,904

resulted in a significant narrowing in the budget
deficit in 2004.

HSBC’s operations in Hong Kong reported a
pre-tax profit of US$4,744 million, an increase of
US$1,016 million, or 27 per cent, over 2003.
Excluding goodwill amortisation, pre-tax profit also
grew by 27 per cent to US$4,753 million,
representing 24 per cent of HSBC’s tota profit on
this basis.

Personal Financial Servicesin Hong Kong
reported a pre-tax profit, before goodwill
amortisation, of US$2,097 million, 21 per cent
higher than in 2003. This improvement was largely
driven by strong growth in other operating income,
within which fee and commission income was 27 per
cent higher. This, together with a significant
reduction in the net bad debt charge, more than
offset an 8 per cent reduction in net interest income.

During 2004, the Hong Kong banking sector
was characterised by high levels of surplus liquidity
as foreign funds entered Hong Kong to invest in the
buoyant stock market, and there were inflows from
investors anticipating an upward realignment of the
currency as the US dollar weakened. This excess
liquidity depressed Hong Kong dollar interest rates
and so reduced spreads on deposits, as banks were
unable to pass on the full effect of the reduction in
rates to depositors. The lower Hong Kong dollar
interest rates contributed to the overall reduction in
net interest income of US$186 million. Net interest
income was further reduced by the continued
pressure on yields in the mortgage business, where
market competition remained intense. Average
mortgage balances fell by 2 per cent compared with
last year due to areduction in balances under the
Government Home Ownership Scheme (‘GHOS'),
which remained suspended during the year. With
plenty of low cost funding in the market, and fierce
competition for quality mortgage business, the
average yield on the mortgage portfolio, excluding
GHOS loans, fell by 25 basis points to 202 basis
points below HSBC's best lending rate.



HSBC maintained its position as the largest
credit card issuer in Hong Kong. An attractive
rewards programme, successful cross-sales to both
existing and new customers, and customer
acquisition, helped grow the number of cardsin
circulation by 14 per cent to 3.5 million. Cardholder
spending increased by 32 per cent compared with
2003, reflecting the successful promotion of credit
card internet bill payment services, and promotional
campaigns launched in conjunction with retail
merchants. Average credit card balances grew by
11 per cent against a backdrop of an overall
reduction in outstanding balances in the market. Fee
income from credit cards rose by 12 per cent
compared with 2003.

Other operating income increased by 24 per cent
to US$1,466 million, largely driven by the continued
strong performance from the insurance and
investment businesses.

During the year, strong emphasis was placed on
growing the insurance business. A series of
promotional campaigns was launched, and the
number of financial planning managers was
increased by 24 per cent to 742. The insurance
product range was also enhanced as new products
designed to meet customers' needs were introduced.
In 2004, HSBC recorded growth of 40 per cent in
new regular premium life sales, driven by the
success of flexible products tailored to customers
specific needs, such asthe Target Protection Plus
product. Income from the insurance business,
including the Mandatory Provident Fund also grew
by 31 per cent to US$441 million.

Income from sales of unit trusts and structured
products grew by 43 per cent to US$183 million,
reflecting the successful deployment of customer
rel ationship management systems, an increase in the
number of HSBC Premier relationship managers,
and arisein stock market activity. New products,
including arange of structured treasury products,
capital-guaranteed funds, open-ended funds and
certificates of deposit, were launched to broaden the
range of investment options. Overall, sales of unit
trusts and structured products grew by
US$609 million, or 9 per cent, compared with 2003.

Higher fee income also came from stockbroking
and custody services, which grew by 49 per cent to
US$185 million, reflecting increased levels of stock
market activity and IPO-related services. Sixty eight
per cent of all securities transactions were processed
on-line in 2004, 5 percentage points higher than in
2003.

Operating expenses, excluding goodwill
amortisation, were 4 per cent higher than in 2003.

Performance-related staff costsincreased in line with
sales of investment and insurance products and the
general improvement in profits. Excluding the
impact of incentive payments, staff costsfell by

5 per cent, reflecting greater operational efficiencies
and higher utilisation of the Group Service Centres.
The various income growth initiatives also involved
higher marketing costs, particularly for credit cards,
insurance and investment products.

Credit conditions improved markedly as the
economy recovered, with falling unemployment,
lower bankruptcies, higher residential property
prices and stronger GDP growth. The charge for bad
and doubtful debtsfell by US$312 million to
US$54 million. New specific provisions declined by
over 74 per cent to US$95 million, as provisions for
credit card, mortgage and unsecured personal
lending portfolios all fell. Therewas aso a
US$41 million release of general provisions
following areview of historical loss experience and
the improved market environment, in particular a
reduction in mortgage loans with negative equity.

Pre-tax profits, before goodwill amortisation, in
Commercial Banking rose by 29 per cent to
US$914 million, driven by a 14 per cent risein
operating income and significant releases and
recoveriesin provisions.

Operating income benefited from the success of
aseries of initiatives designed to enhance the service
offered to middle market customers. The
introduction of agreater number of experienced
relationship managers to service key accounts
contributed significantly to income growth, while a
number of dedicated business devel opment
relationship managers were appointed to focus on
new customers, leading to a 3 per cent increasein
customer numbers. Small and medium-sized
enterprises (' SME’s) benefited from the opening of
five new business banking centres offering a
comprehensive range of bespoke services, while an
SME start-up marketing campaign, launched in
October, promoted these services with specific
reference to the BusinessVantage all-in-one account.
These initiatives, together with call centre expansion,
contributed to an increase in income arising from
SME business.

Net interest income increased by 13 per cent as
strong growth in both lending balances and customer
deposits reflected the impact of the relationship
managers and business banking centres. Spreads on
deposits narrowed during the year in the continued
low interest rate environment.

Other operating income rose by 16 per cent to
US$525 million due largely to asignificant rise in
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trade finance activity and trade-related income.
Economic expansion in mainland China, the
consumer spending recovery in the US and an
increase in commaodity prices contributed to strong
regional trade flows. Business activity with mainland
Chinabenefited from the secondment of key
relationship managers to HSBC offices there, and a
regional advertising campaign demonstrating
HSBC's ability to offer integrated solutions across
Greater China.

Increased lending to middle market customers,
together with the launch of several new lending
products for SMEs and related marketing campaigns,
boosted credit facility fee income. Continued
investment in sales resources and training, marketing
and incentive campaigns led to higher insurance
income. The introduction of income protection, unit
trust and structured investment products to HSBC's
range of commercia wealth management products
also contributed to the increase in non-funds income,
resulting in a 20 per cent rise in investment and
protection income.

Operating expenses, before goodwill
amortisation, were 7 per cent higher than in 2003.
The increase reflected growth in headcount, higher
recruitment-related costs, and training costs.
Marketing spend also rose in support of business
development initiatives with mainland China, and to
increase sales to existing customers and raise
insurance income. Further costs arose from the
launch of anumber of efficiency initiatives,
including a new Customer Relationship Management
System, which is expected to lead to both improved
sales and cost savings. As part of an ongoing
process, credit support and trade services processes
were migrated to the Group Service Centrein
Shanghai.

The net release for bad and doubtful debts
increased by US$87 million. There were specific
provision releases reflecting the improved economic
environment and stronger property market, and a
release of general provisions following areview of
the impact of the improved economic conditions and
historical loan loss experience.

Corporate, | nvestment Banking and Markets
reported pre-tax profit, before amortisation of
goodwill, of US$1,584 million, 24 per cent higher
than in 2003, driven by strong growth in dealing
profits, asignificant increasein fees and
commissions and a net release of provisions for bad
and doubtful debts. In January, management
responsibility for a corporate trust business was
transferred from Private Banking, contributing
US$18 million to pre-tax profits. While comparative

76

numbers have not been restated, the comments that
follow exclude the impact of this business transfer
unless stated.

Net interest income was 14 per cent lower than
in 2003, reflecting continued pressure on corporate
spreads and lower treasury income resulting from the
run-off of higher yielding assets, coupled with
limited reinvestment opportunities against a flat
Hong Kong dollar yield curve. This shortfall in
revenue was partly mitigated by growth in corporate
loan balances and higher deposit balances, driven by
the roll-out of an upgraded payments and cash
management product set.

Other operating income grew by 67 per cent, of
which 9 per cent came from the inclusion of Bank of
Bermuda's operations in Hong Kong. Underlying
growth reflected a significant increase in fees and
commissions and dealing income. Foreign exchange
profitsincreased, benefiting from strong customer
flows and growing cross-sal es opportunities to
corporate clients. These gains were further amplified
by the non-recurrence of |osses resulting from a
strengthening Hong Kong dollar in the latter part of
2003. Derivatives trading reported higher profits as
Global Markets provided structured investment
solutions to support the growth in the sale of wealth
management products to personal and commercial
customers. A combination of successful positioning
and improved customer flows also contributed to
profitability as clients sought to lock in funding
requirements at historically low rates. Fee income
increased from structured solutions and yield
enhancement products, and sales of securities and
unit trusts. Structured finance also generated an
increased contribution compared with 2003. Equity
capital markets benefited from an active IPO market,
while private equity revenues were boosted by an
improvement in management fees, as the launch of a
US$700 million regional fund was completed. In
asset management, higher sales of investment
products and strong growth in funds under
management generated increases in distribution
revenues and advisory fees, as customers pursued
higher returnsin alow interest rate environment.

Operating expenses, excluding goodwill
amortisation, increased by 36 per cent, of which
10 per cent arose in Bank of Bermuda. Staff costs
were 18 per cent higher, driven by the recruitment of
additional staff, and higher performance-related
incentivesin line with strong Global Markets results.
In Global Markets, staff were recruited to support the
increased product range, whilein Global Investment
Banking, further expenditure was incurred in
recruiting corporate finance executives and a number
of senior relationship managers to extend coverage



along industry sector lines. Business expansion and
new front office initiatives in Global Markets
resulted in the recruitment of an additional 45
people. Other general cost increases reflected higher
technology expenditure, including a US$10 million
charge for the development of HSBCnet and, arise
in travel and communication spending, all driven by
business expansion and increased sophistication of
the product range.

There was a net recovery of bad and doubtful
debts, particularly from the property, industrial and
telecommuni cations sectors, following a number of
successful restructurings and refinancings, reflecting
an improved economic environment in Hong Kong
and across the region.

Private Banking contributed a pre-tax profit,
before goodwill amortisation, of US$135 million, an
increase of 6 per cent compared with 2003. A trust
business was reclassified as Rest of Asia Pacific
during the year, and Corporate, Investment Banking
and Markets took over management responsibility
for the corporate trust business from Private
Banking. These transfers reduced growth in profit
before tax by 17 per cent.

Excluding the corporate trust transfer mentioned
above, funds under management increased by 19 per
cent. Growth benefited from the introduction of new
products, expansion of the client base, and continued
strong growth in Strategic Investment Solutions,
which was launched in July 2003 and contributed to
aUS$2.9 hillion inflow in net new funds. The
recruitment of front office staff, and a general
improvement in market conditions, also contributed
to growth in funds under management.

Total revenue was 5 per cent higher than last
year. Underlying growth of US$57 million, including
US$10 million from the Bank of Bermuda, was
largely offset by the changes noted above.
Recovering equity markets, coupled with historically
low interest rates, encouraged a marked increasein
client investment activity. Fees and commissions
benefited from a higher volume of equity
transactions, unit trust sales, and portfolio
management fees on increased funds under
discretionary management. Higher client volumes
also boosted dealing income from foreign exchange,
options, and structured products. Revenue from sales
of structured products increased by nearly 70 per
cent compared with 2003, while commissions on
sales of unit trusts rose by over 90 per cent, and from
funds under discretionary management by over
120 per cent.

Operating expenses, excluding goodwill
amortisation, increased by 8 per cent, including 6 per

cent growth attributable to Bank of Bermuda and a
25 per cent decrease resulting from the changes
noted above. Underlying growth of 27 per cent
mainly reflected the recruitment of 49 front office
staff. Performance-related remuneration increased as
aresult of the strong growth in revenue, while arise
in marketing expenditure reflected the new brand
advertising campaign.

A US$4 million net release of bad debts
reflected arelease of genera provisions, following a
review of historical loss trends and current economic
conditions.

Gains on the exchange of an investment in
World Finance International Limited, an associated
company, for a7 per cent stake in Bergesen
Worldwide, contributed to an improved performance
in Other. Gains on equity sales and profits on the
disposal of aresidential property also contributed to
the increase.

Year ended 31 December 2003 compared
with year ended 31 December 2002

The Hong Kong economy faced challenging
conditions during the first half of 2003. Slower
growth in major export markets, rising
unemployment and a weak property market
dampened consumer demand, whilst the outbreak of
the SARS virus had a significant adverse impact on
the entertainment, |eisure and tourism sectors.
However, by the third quarter there was clear
evidence of a bounce-back with GDP growing

6.4 per cent quarter-on-quarter, more than reversing
the 3.7 per cent dip in the second quarter of 2003.
The growth rate benefited significantly from the
release of demand deferred during the SARS period.
Growth also drew support from stronger export
demand and improving sentiment after the central
government unveiled a series of economic measures
to help Hong Kong, including the relaxation of
controls on mainland residents travelling to Hong
Kong. Loca consumer spending grew for the first
time in two years and even more encouraging was a
pick-up in investment reflecting an improved
business outl ook.

HSBC's operations in Hong Kong performed
well in these circumstances and reported a pre-tax
profit of US$3,728 million, broadly in line with
2002. Excluding goodwill amortisation, profit before
tax was US$3,730 million and represented 26 per
cent of HSBC's total profit on that basis. Goodwill
amortisation was US$2 million in 2003. Of this
growth, just under 4 per cent arose from acquisitions
during the period.
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Personal Financial Servicesin Hong Kong
reported a pre-tax profit, before goodwill
amortisation, of US$1,740 million, 2 per cent higher
than in 2002. Given the pressure on net interest
income as a consequence of muted credit demand
and the impact of lower interest rates on the value of
deposits, there was continued focus on the insurance
business and wealth management. Sales of unit trusts
and of capital-guaranteed funds were particularly
successful.

Net interest income fell by US$161 million or
7 per cent compared with 2002, largely due to a
reduction in spreads on the value of deposits taken in
the low interest rate environment and continued
pressure on yields in the mortgage business,
although there was some benefit from lower cost of
funds.

Partly offsetting the decline in net interest
income, other operating income at US$1,182 million
was 13 per cent higher than in 2002. HSBC's
position as one of Hong Kong's leading providers of
insurance and wealth management services was
sustained amid keen competition. Income from
wealth management initiatives, including
commissions on sales of unit trust products, funds
under management, and securities transactions, grew
by 38 per cent to US$408 million. This was achieved
by strong growth in sales of unit trusts and capital
guaranteed funds, which increased by
USS$1.6 hillion, or 32 per cent, over 2002.

Net fee income from credit cards was broadly in
line with 2002. Despite fierce competition in the
market, HSBC maintained its position as the largest
credit card issuer in Hong Kong with some
3.1 million cardsin circulation, 9 per cent higher
than in 2002.

During the year, HSBC continued to place
significant emphasis upon the growth and
development of itsinsurance business. HSBC
increased sales of regular premium individual life
insurance by 59 per cent, growing its market share
from 13.9 per cent to 18.6 per cent. Income from the
insurance business, including the Mandatory
Provident Fund, grew by 53 per cent or
US$118 million.

Operating expenses, excluding goodwill
amortisation, were 5 per cent lower than in 2002,
with savingsin staff costs partly offset by higher
marketing costs. Headcount reduced as HSBC
continued to migrate a wide range of back office and
call centre functions to the Group Service Centresin
Guangzhou and Shanghai. The Group Service
Centres in mainland China now provide about half
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the operational support for credit card operationsin
Hong Kong.

Provisions for bad and doubtful debtswere
broadly in line with last year. The charge for specific
provisions for bad and doubtful debts decreased
compared with 2002, mainly due to areduced charge
for unsecured lending (including credit cards), in line
with lower personal bankruptcy filings and improved
economic conditionsin the latter half of the year.
This was partly offset by higher provisions against
mortgage lending. 2002 benefited from a higher
release of general provision. As the economy grows
and property prices stop falling the environment for
persona credit is expected to improve in 2004,

Commercial Banking in Hong Kong
contributed a pre-tax profit, before amortisation of
goodwill, of US$711 million, afal of
US$22 million, or 3 per cent.

Net interest income declined by 7 per cent
largely due to lower recoveries of suspended interest
and the effect of lower spreads on deposits. There
was good volume growth in the loan book, despite
the impact of SARS and the war in Irag. Thiswas
offset by narrower spreads caused by limited local
investment and market pressure as banks competed
for quality business. Loan growth was driven by
increased demand for finance to support record trade
flows between mainland China and the rest of the
world, especially the US. Thiswas particularly
evidenced in the manufacturing and transportation
sectors. Several new business banking/trade service
centres were opened to focus on the business needs
of small and medium-sized customers and start-ups.

Other operating income rose by US$57 million,
or 14 per cent, reflecting growth in cash
management and trade services. Both benefited from
the increase in trade flows and closer liaison between
branches of the bank in Hong Kong and mainland
China. This was developed in order to service the
growth of investment in the Pearl River delta by
Hong Kong-based customers. Additionally, Hang
Seng Bank opened itsfirst branch in Macau aimed at
assisting customers setting-up offices in the territory.
Results of this alignment were particularly
successful, with referrals significantly higher than
anticipated. Trade finance benefited from a
campaign specifically aimed at the increase in export
trade business which occurs during the peak summer
season. Insurance income rose as a consequence of
business expansion, increasing by 36 per cent.

Operating expenses were in line with 2002. Staff
costs increased marginally as headcount rose to
support the insurance business expansion. This was
offset by lower legal and professional fees.



Overall, credit quality remained stable reflecting
improved economic conditionsin the latter part of
the year. There was alower release in general
provisionsin 2003 as |ast year benefited from a
reduction in latent losses.

Corporate, |nvestment Banking and Markets
reported pre-tax profit, before amortisation of
goodwill, of US$1,275 million, 4 per cent higher
than in 2002. Exceptional Globa Markets
performance was partly offset by a shift from net
recovery to net charge for bad and doubtful debts.

Net interest income of US$1,157 million was
broadly in line with last year. Reduced corporate
lending spreads, which remained under pressure
throughout the year, and weak loan demand, were
mitigated by a strong Global Markets performance.
Globa Markets benefited from successful interest
rate positioning and an increased value of funds was
switched to debt securities from interbank
placements in order to enhance yields.

Other operating income grew strongly to
US$648 million, an increase of US$184 miillion or
40 per cent. This was achieved through a significant
increase in dealing profits to US$205 million. HSBC
significantly expanded its derivatives capabilities
and higher income was earned from both successful
positioning and a growing demand from corporate
customers for structured tailored solutions. Increased
sales of structured transactions, offering yield
enhancement products to retail clients, generated
further revenue. Debt securities trading achieved a
strong turnaround in income during the year, as
losses caused by widening credit spreads in 2002 did
not recur. Foreign exchange profits rose compared
with 2002, with a significant increase in corporate
sales. Trading profits were generated as the bank
took advantage of US dollar volatility, and the
general weakening of the US dollar during the year.
Thiswas partly offset by lower Corporate and
Investment Banking fees and commissions,
reflecting a decrease in income from credit facilities.

Operating expenses, before goodwill
amortisation, increased by 5 per cent to
US$491 million, with the significant increase in
Globa Markets' profitability reflected in higher
performance-related staff costs.

There was a net charge for bad and doubtful
debts of US$52 million compared with arelease of
US$68 million in 2002. This was primarily due to
new specific provisions raised against two corporate
accounts.

HSBC's Private Banking activitiesin Hong
Kong reported pre-tax profit, before goodwill
amortisation, of US$127 million, an increase of
19 per cent over 2002. Funds under management
grew by 12 per cent to US$56 billion, benefiting
from US$7 billion of net new funds as clients moved
away from liquid positions into the investment
markets.

Net interest income declined by US$7 million,
or 8 per cent, to US$84 million. Lower margins from
free funds and the investment portfolio reflected
falling interest rates while the flattening of the yield
curve during the year meant that the significant
income earned on longer dated assets in 2002 was
not repeated. This more than offset the impact of an
increase in lending balances as clients borrowed on
margin against their investments to reinvest in higher
returning securities.

A general improvement in investment markets
in the second half of the year saw greater client
activity across arange of products. Brokerage, trust
services and safekeeping all benefited from the
upturn in the markets, and associated fee and
commission income increased by 19 per cent to
US$87 million. Greater market activity also
stimulated higher sales of tailored structured
products for clients and higher volumes of debt
securities and derivatives transactions, resulting in a
68 per cent increase in dealing profits. Overall, other
operating income increased by 31 per cent to
US$164 million.

Total operating expenses grew by US$9 million
or 8 per cent, reflecting arise in headcount to
support increased client activity and the migration of
regional support from Singapore to Hong Kong
during the year. There was a so higher performance-
related remuneration in line with increased profits.
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Profit/(loss) excluding goodwill amortisation by customer group

Hong Kong
Net interest income/(expense) ......

Dividend income ..........cccceeveveenenen.
Net fees and commissions ..............
Dedling profits ........ccccc....

Other income ...............

Other operating income..................

Operating inCome .......cccovvveeneens

Operating expenses excluding
goodwill amortisation®................

Operating profit/(loss) before
ProvViSIONS' ....o.ovveceeeerereerenene

Provisions for bad and doubtful

Provisions for contingent
liahilities and commitments........
Amounts written back on fixed
asset investments .......cceeveeenes

Operating profit/(los9)* ..............

Share of operating profit in
BSSOCIALES ..ovvvvvererrireeese e,

Gaing/(losses) on disposal of
investments and tangible fixed

Profit on ordinary activities
DEFOr e tax® ..uvvvnreerrererereeriann,

Share of HSBC's pre-tax profits® ...
COSLiNCOME Fatio™ ....vvvvvvenivrrirnnes

Selected balance sheet data*
Loans and advances to
customers (net) .
Total assets’ .........
Customer acCoUNtS ........ccceeveruereene
The following assets and liabilities
were also significant to Corporate,
Investment Banking and Markets:
Loans and advances to banks (net) .
Debt securities, treasury bills and
other eigiblebills .........cccoeuene
Depositsby banks ..........ccocccrenenee.

Goodwill amortisation excluded:

1 from (1) above ....c.ccccvceveirienenne.
2 from(2) above ..
3 from(3) above .......cccoeereninene
4 Third party only.

Year ended 31 December 2004

5 Excluding Hong Kong Government certificates of indebtedness.
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Corporate,
Per sonal I nvestment Inter-
Financial Commercial Banking & Private segment
Services Banking Markets Banking Other elimination Total
US$m US$m US$m US$m US$m US$m US$m
2,017 679 998 85 (240) - 3,639
2 1 2 - 14 - 19
799 374 530 75 (52) - 1,726
46 35 447 101 1 - 630
619 115 106 1) 412 (470) 781
1,466 525 1,085 175 375 (470) 3,156
3,483 1,204 2,083 260 235 (470) 6,795
(1,336) (399) (668) (128) (463) 470 (2,524)
2,147 805 1,415 132 (228) - 4,271
(54) 109 164 4 - - 223
- - = = ©) = ©)
- - - - 26 - 26
2,093 914 1,579 136 (205) - 4517
4 - - - 4 - 8
- - 5 1) 224 — 228
2,097 914 1,584 135 23 — 4,753
% % % % % %
10.8 47 8.2 0.7 0.1 24.5
384 331 321 49.2 197.0 37.1
US$m US$m USsm US$m USsm US$m
33,704 17,889 22,440 2,954 1,901 78,888
37,986 23,579 130,300 7,733 17,808 217,406
114,303 35,226 19,236 9,264 339 178,368
42,515
58,902
4,205
@ 2 2 6 - 9
@ 2 2 6 - 9




Hong Kong

Net interest income/(expense) ......

Dividend income ..........ccccceveeennnee.
Net fees and commissions ..............
Dedling profits
Other income ........ccocevevveeevienens
Other operating income...................

Operating income® ..........cco.oevee...

Operating expenses excluding
goodwill amortisation® ..............

Operating profit/(loss) before
ProViSIONS, ...

Provisions for bad and doubtful

Provisions for contingent liabilities
and commitments ............ceeeeuee

Amounts written off fixed asset
INVESIMENtS ....ccvvveeeceree e

Operating profit/(l0s9)* ................

Share of operating profit in
ASSOCIAES? ....vvevvrreerrniesiessenine

Gaing/(losses) on disposal of
investments and tangible fixed

Profit/(loss) on ordinary activities
beforetax.......coveveeeersieeennns

Share of HSBC's pre-tax profits® ...
Cost:incomeratio® ..........ccccoeeeee.

Selected balance sheet data’
Loans and advances to
CUStomMers (NEL) .oovvveevrveereereennnes
Total @SSELS™ .....vvcvecececeeeeeeeee e
Customer acCouNts .........cccevvereereens
Thefollowing assets and liabilities
were also significant to Corporate,
Investment Banking and Markets:
Loans and advances to banks (net) .
Debt securities, treasury bills and
other eigiblebills ........cccccovenne
Depositsby banks .........cccccevveeene

Goodwill amortisation excluded:

1 from (1) above ....cccccvcvvevrienennn.
2 from (2) above ..
3 from(3) above .....cccccvvvvriernnene
4 Third party only.

Y ear ended 31 December 2003

Corporate,
Personal Investment Inter-
Financial Commercial  Banking & Private segment
Services Banking Markets Banking Other  elimination Total
US$m US$m US$m US$m US$m US$m US$m
2,203 602 1,157 84 (145) - 3,901
2 1 3 - 25 - 31
630 315 382 87 (3D - 1,383
40 31 205 74 (29) - 321
510 107 58 3 313 (395) 596
1,182 454 648 164 278 (395) 2,331
3,385 1,056 1,805 248 133 (395) 6,232
(1,286) (372 (491) (118) (340) 395 (2,212)
2,099 684 1,314 130 (207) - 4,020
(366) 22 (52) 2 2 - (400)
- 1 - - (M - 6
— — 5 — 26 — 31
1,733 707 1,267 128 (190) - 3,645
5 - 1 - 11 - 17
2 4 7 [€)) 56 - 68
1,740 711 1,275 127 (123) — 3,730
% % % % % %
12.1 5.0 8.9 0.9 (2.0) 259
38.0 35.2 27.2 47.6 255.6 355
US$m uUS$m uUsS$m US$m uUS$m US$m
33,494 12,760 23,441 2,357 1,936 73,988
36,410 17,783 120,890 7,555 14,849 197,487
111,145 31,490 13,286 7,862 241 164,024
34,165
57,831
4,665
- 2 1 - - 3
- - - - » (1)
- 2 1 - @ 2

5 Excluding Hong Kong Government certificates of indebtedness.

81




HSBC HOLDINGS PLC

Financial Review (continued)

Profit/(loss) excluding goodwill amortisation by customer group (continued)

Y ear ended 31 December 2002
Corporate,
Personal Investment Inter-
Financial Commercial  Banking & Private segment
Services Banking Markets Banking Other  elimination Total

Hong Kong US$m US$m US$m US$m US$m US$m US$m
Net interest income/(expense) ...... 2,364 648 1,161 91 (131) - 4,133
Dividend income .........cccccveeenenene. 3 2 3 - 17 - 25
Net fees and commissions .............. 543 284 399 73 (35) - 1,264
Dedling profits 45 25 21 44 ) - 133
Other iNCOME ......cocveeveerereesieine 457 86 41 8 362 (459) 495
Other operating income................... 1,048 397 464 125 342 (459) 1,917
Operating inCome ........ccccevveveeene. 3412 1,045 1,625 216 211 (459) 6,050
Operating expenses excluding

goodwill amortisation® ............... (1,351) (371) (469) (109) (298) 459 (2,139)
Operating profit/(loss) before

ProViSIONS, ... 2,061 674 1,156 107 (87) - 3911
Provisions for bad and doubtful

debtS oo (362) 54 68 - (6) - (246)
Provisions for contingent liabilities

and commitments ..........ccoceeeeuene. - 1 - - (15) - 149
Amounts written off fixed asset

INVESIMENtS ....ccvvvececeree e — - (4) - (6) - (10)
Operating profit/(l0s9)* ................ 1,699 729 1,220 107 (114) - 3,641
Share of operating profit in

ASSOCIAES? ..o 3 - - - 8 - 11
Gains on disposal of investments

and tangible fixed assets ............ 3 4 6 - 45 - 58
Profit/(loss) on ordinary activities

before taxs.......covveveeeverieenins 1,705 733 1,226 107 (61) — 3,710

% % % % % %
Share of HSBC's pre-tax profits® ... 16.2 6.9 11.7 1.0 (0.5) 35.3
Cost:incomeratio® ..........ccccoeeeeee. 39.6 355 28.9 50.5 141.2 354
ussm uUS$m US$m uUsS$m US$m US$m

Selected balance sheet data®
Loans and advances to

customers (NEt) ....ocooeveeveerennennes 34,447 10,797 20,703 1,917 2,084 69,948
Total BSSELS™ ..o 36,369 15,097 108,063 7,346 13,558 180,433
CuUStOmer aCCOUNLS ......ceveveuereruenene 103,413 27,019 11,154 7,142 176 148,904
Thefollowing assets and liahilities

were also significant to Corporate,

Investment Banking and Markets:
Loans and advances to banks (net) . 29,284
Debt securities, treasury bills and

other eigiblebills .........cccoeeeee 53,689
Depositsby banks .........cccccvvneene 2,170

Goodwill amortisation excluded:

1 from (1) above ....cccccvcevevrienenne. — - - - — —
2 from(2) above ......cccceevvvernenene — - — - — —
3 from(3) above .....cccccvvvevrerinene — - — - — —
4 Third party only.

5 Excluding Hong Kong Government certificates of indebtedness.
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Rest of Asia-Pacific (including the Middle East)
Profit before tax excluding goodwill amortisation
Year ended 31 December

2004 2003 2002
US$m US$m US$m
Personal FinanCial SErVICES .........o.cueiiriieieiireeeesse e 350 158 127
Commercia Banking..........cccceeeerenncnieenns 496 450 423
Corporate, Investment Banking and Markets ...........ccoccoveneienensicneieneinens 940 732 706
Private BanKing .....coccovverieirieiesnieeseeese st eee st s se e e ssenenes 59 36 25
(014 1= TR 32 50 12
TOUBIY oottt sttt 1,877 1,426 1,293
1 Goodwill amortisation excluded:
—arisng on subsidiaries 68 35 33
—arising on associates and joint ventures 4 - -
—HOLAL 1.ttt bbbttt 72 35 33
Y ear ended 31 December
2004 2003 2002
US$m US$m US$m
Australiaand New Zealand ..........ccccoveeinniieinneeereeee s 86 96 34
BIUNE .ttt ettt b e bbb 33 28 34
India........ 180 9 85
Indonesia . - 79 75 73
Japan ... 50 39 a4
Mainland China 44 42 50
MBIEYSIA ...t 216 149 129
Middle East (excluding Saudi Arabia) .. 295 236 225
PhilIPPINES ..ttt e 29 16 32
SAUAT ATBDIA ...t 175 133 103
SINQBPOIE ..eaeetiieeieeteeeiese et see e st see e be b se st eseebeseeaesbe e eae s e sesse e ebeseenesbeneenenbeneas 274 198 223
SOULN KOFEAL ...ttt e 88 69 60
Taiwan 108 80 80
Thailand 59 54 39
(O3 1= TSRS 161 117 82
1,877 1,426 1,293
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Profit before tax

Rest of Asa-Pacific (including the Middle East)

NEt INLEreSt INCOME ..o

Dividend INCOME ......ccuvcuieieiesie ettt enas
Net fees and COMMISSIONS ........coveveeieieresece e
Dealing ProfitS ..ot
Other INCOME ..ottt st ns

Other Operating iNCOME .........eueiririereeiiririeere s

Total Operating iNCOME ........ccoerririeierere e

S 010 = £

Premises and equipment ..

Depreciation and intangible asset amortisation ...........cccoeeeeerveeenens

GOoOAWill @MOIISALION .....cueieeeeiiieerieeee s
OPErating EXPENSES ......cueuirerieieiirieereieereseesee et se e sessenes
Operating profit before provisSons ..........cccoveoneinenece e
Provisions for bad and doubtful debts ...........ccceeveineniiineiseinee

Provisions for contingent liabilities and commitments ............ccccceeeee
Amounts written off fixed asset investments ...........c.cocovevveccecnennn.

OPErating Profit ..co.eoeereereeeee e
Share of operating profit in @SOCIAES .........c.cvvvveveirrieecenreeeereees
Gains on disposal of investments and tangible fixed assets .................

Profit on ordinary activitiesbeforetax ......c.ccccoveveeneivnieresiinscennens

Share of HSBC's pre-tax profits (excluding goodwill amortisation)
Share of HSBC's pre-taX profits ...
Cost:income ratio (excluding goodwill amortisation) ............ccceeeneee

Period-end staff numbers (full-time equivalent) ..........ccccovveeinnneens

Selected balance sheet data’

Loans and advances to CUSLOMENS (NEL) .....ccvevvveereeeeereeereereseseeeneens
Loans and advances to banks (NEL) ........ccoeoeeeierereienenee e

Debt securities, treasury bills and other igiblebills ..
TOtAl BSSELS ...oveeeeeee s
Deposits by banks ...

CUSLOMEN BCCOUNES ...vvviiieriieeieesieesieesieesieestaesseesresseesteesseessesssnesnnesnns

1 Third party only.

Year ended 31 December 2004 compared
with year ended 31 December 2003

Driven primarily by external demand, growth in
Asia-Pacific was strong in the first half of 2004 and
the positive export performance, in turn, provided
the necessary income growth to support consumption
demand. However, the surging growth seen in most
Asian economies appeared to peak in the middle of
2004 and slow, primarily for two reasons. Thefirst
was the erosion of purchasing power from the high
level of ail prices, and the second was the start of a
policy-induced slowdown in mainland China’'s
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Year ended 31 December

2004 2003 2002

Ussm US$sm US$m

........... 2,055 1,740 1,607
........... 3 4 3
........... 1,057 805 724
........... 494 421 364
........... 195 120 83
........... 1,749 1,350 1,174
........... 3,804 3,090 2,781
........... (1,104) (952) (826)
(183) (164) (156)
(689) (527) (454)
........... (104) (98) (92)
(2,080) (1,742) (1,528)
........... (68) (35) (33)
........... (2,148) (1,776) (1,561)
........... 1,656 1,314 1,220
........... (100) (85) (89)
........... - (1) 18
----------- - (2 (2
........... 1,556 1,226 1,147
........... 232 149 113
........... 17 16 -
........... 1,805 1,391 1,260
% % %

.............. 9.7 9.9 12.3
........... 10.3 10.9 13.1
........... 54.7 56.3 54.9
........... 41,031 31,827 28,630
US$m US$m US$m

........... 60,599 47,952 37,078
........... 14,780 12,944 10,708
30,312 25,980 21,622

120,504 98,081 76,635

8,046 6,967 5,362
........... 78,613 65,441 54,172

investment demand, designed to slow China's
domestic economy. HSBC estimates that, excluding
Japan, Asian economies grew by 7.1 per cent
throughout 2004, with growth of 8.3 per cent in the
first half down to 6 per cent in the second half of the
year. The slowdown is expected to persist in 2005.

The mainland China economy dominated
economic activity in Asiain 2004, with concerns
over whether the authorities would be able to slow
growth in a manageable fashion from the
unsustainably high levels of 2003 and first half of
2004, and continued speculation regarding a possible



revaluation of the renminbi. Evidence to date
suggests that the Chinese economy is likely to
achieve a soft landing with the investment slowdown
being cushioned by strong exports and rising
consumption. However, Asian exportsto Chinaare
being affected by this re-balancing of growth. The
Chinese authorities have resisted revaluation
speculation and indicated that the status quo will
remain in the foreseeable future.

Elsawhere, capital flows put Asian currencies
under pressure to appreciate in value. In some
countries, policy measures were reasonably
successful in resisting the pressure, with the result
that floating Asian currencies, while gaining on the
USdollar, lost ground to the yen and the euro.
Inflationary pressures remained modest and Asian
central banks did not need to fully match increasesin
USiinterest rates during the year. Indeed, the Bank of
Korea cut rates by 25 basis points at both its August
and November meetings.

Energy producing economiesin the Middle
East continued to benefit from high global ail prices,
and the region's current account surplusin 2004 is
expected to easily exceed the 2003 surplus of
US$52 hillion. In the context of relatively low
inflation, the Middle East’s strong bal ance of
payments position should ensure that domestic
interest rates remain relatively low, which in turn
should continue to stimulate domestic demand.
Altogether, this means that the GDP growth ratein
2004 in the Middle East should be close to 2003's
5.4 per cent. Thelevel of public debt relative to GDP
remains high in the region compared with other
emerging markets, but HSBC considersit unlikely
that there will be financing problems there.

HSBC's operations in the rest of the Asia-
Pacific region contributed US$1,805 million to
HSBC's pre-tax profit, an increase of
US$414 million compared with 2003. Excluding
goodwill amortisation, pre-tax profit was
US$1,877 million, and represented 10 per cent of
HSBC'stotal profit on thisbasis. At constant
exchange rates, pre-tax profit before goodwill
amortisation increased by 29 per cent over the same
period in 2003. Three per cent of this growth arose
from acquisitions during the period. The comments
which follow are based on constant exchange rates.

In Personal Financial Services pre-tax profit,
before goodwill amortisation, of US$350 million
increased by 117 per cent compared with prior year.

Net interest income grew by 22 per cent,
reflecting strong asset growth in a number of
countries across the region, particularly in the

Middle East, Austraia, Korea, India, Singapore,
Malaysia and Taiwan.

Mortgage balances increased by 29 per cent to
US$13.6 billion, following strong sales drives and a
series of promotional campaignsin a number of
countries. Lower pricing to achieve this growth led
to lower yields. The cards business continued to
expand and a number of new products were
introduced. Acquisition strategies, including awide
variety of promotional campaigns and the launch of
an enhanced rewards programmein 12 countries
across the region, led to a 25 per cent increasein
cardsin circulation. At the end of 2004, HSBC's
card base in the region exceeded 4.6 million, with
particularly strong growth in India, Malaysia,
Singapore, the Philippines and the Middle East.
Utilisation of this expanded card base contributed to
a 21 per cent increase in average credit card balances
compared with 2003.

Other operating income grew by 27 per cent to
US$403 million, driven by sales of investment
products across the region. Commissions from sales
of unit trusts and funds under management were
particularly strong in Taiwan, Korea, India, and
Malaysia, where HSBC Bank Malaysiais the leading
international institutional unit trust agent. Brokerage
and custody fees increased by 143 per cent with
particularly strong growth in Australia reflecting
increased marketing, buoyant stock market activity
and higher stock prices.

HSBC continued to grow its insurance business
across the region and income grew by 86 per cent as
the number of policiesin force increased by 25 per
cent. Fee income also benefited from the strong
growth in the credit card base, increased account
service fees and growth in sales of structured
products.

Operating expenses, excluding goodwill
amortisation, of US$947 million increased by
15 per cent, mainly from a 24 per cent increase in
other administrative expenses. Significant emphasis
was placed on promoting brand awarenessin
mainland Chinato generate additional business and
to reinforce HSBC' s position as the leading
international bank in mainland China. The launch of
anumber of credit card and mortgage advertising
campaigns also fed through to arise in marketing
costs. Investment in systems development across the
region was reflected in higher technology costs. In
2004 magnetic stripe cards and ATM cards were
replaced by chip based cardsin Maaysia.
Elsewhere in Asia, progress was made in upgrading
point-of-sale terminals and ATM’ s to enhance fraud
protection and prepare for the eventual pan-regional
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implementation of chip cards. Other general
expenses, including professional fees and
communications costs, increased to support
business expansion. Within the region HSBC
expanded the scale and range of services offered by
the Group Service Centres and additional staff were
recruited to support increased workflow. As new
business and cross-sales across the region grew
HSBC increased investment in sales support.

At US$117 million, the overall charge for bad
and doubtful debts was 21 per cent lower than in
2003. There was arelease of general provisionin
Malaysia which reflected the improvement in
economic outlook, and higher releases and
recoveries of specific provisionsin several countries
across the region. New specific provisions raised
were 9 per cent higher than in 2003, notably in the
Middle East, Indonesia and Australia, reflecting
lending growth.

Commercial Banking reported pre-tax profits,
before goodwill amortisation, of US$496 million for
2004, 9 per cent ahead of 2003. A turnaround in
provisions, from acredit of US$52 millionto a
charge of US$16 million, was more than offset by
additional income arising from growth in
international trade. Pre-provision profit before tax
increased by US$81 million, or 21 per cent. The
results also included, for the first time, a contribution
of US$24 million from the group’s 19.9 per cent
stake in Bank of Communications.

Net interest income increased by 11 per cent,
compared with 2003, reflecting growth in the Middle
East, mainland China, Australia, New Zealand and
Singapore. The Middle East benefited from the
expansion of international trade, increased lending to
infrastructure projects, which took off on the back of
strong ail prices, and growth in current accounts. In
mainland China, HSBC benefited from increased
cross-referrals from Hong Kong, while a Taiwan
team seconded to mainland China helped to capture
substantial business from Taiwanese customers
investing there.

The expansion of trade business was also
reflected in other operating income, which grew by
18 per cent to US$347 million. Growth was
particularly strong in the Middle East, which also
benefited from increased fees associated with higher
lending, and in mainland China and Malaysia, where
dealing profits from foreign currency transactions
and trade services fees were both higher.

Operating expenses, before amortisation of
goodwill, were 6 per cent higher than last year.
Additiona relationship managers, business
development and sales staff, credit analysts and
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support staff were recruited in the latter part of 2004
in order to benefit from anticipated business
opportunities in 2005 arising from strong regional
economies. The continued migration of back office
work from Singapore, Australia, New Zealand and
Taiwan to the Global Service Centres contributed to
cost savings.

Provisions for bad and doubtful debtswere
US$16 million, reversing a net release in 2003. New
provisions increased in mainland China, largely on a
single account and in the Middle East, reflecting
growth in lending. There were lower net recoveries
in Malaysia, while net recoveries and releases
increased in Indonesia and Singapore.

Corporate, Investment Banking and Markets
reported pre-tax profit, before amortisation of
goodwill, of US$940 million, an increase of 26 per
cent compared with 2003.

Net interest income of US$592 million grew by
7 per cent, in part reflecting strong Global Markets
performance from increased treasury earningsin
India and higher holdings of debt securitiesin China.
Corporate and Institutional Banking benefited from a
55 per cent increase in customer advancesin
mainland China and a 58 per cent increase in the
Middle East. These gains were partly offset by a
declinein treasury interest income in Singapore as
higher yielding assets matured, and areduction in
interest income in Japan from lower holdings of debt
securities.

Fees and commissions grew by 24 per cent to
US$421 million including a 3 per cent increase
resulting from Bank of Bermuda. Corporate and
Institutional Banking feeincomerosein India,
Singapore, Taiwan and Japan, as client demand grew
for more sophisticated capital markets and related
risk management products. Performance in these
countries was improved further as an expansionin
business capabilities increased investment banking
advisory revenues and boosted Global Transaction
Banking volumes. In the Middle East, increasesin
private equity revenues and corporate finance and
advisory fees reflected the expansion of the private
equity business and an enhancement of HSBC's
advisory function. In Malaysia, higher fees were
attributable to an increase in global custody and
transactional fees and an improvement in debt
origination and loan syndication activity. The
realignment of Corporate and Institutional Banking
business with Global Markets capabilities enabled
debt finance advisory to double the number of bond
and syndicated |oan transactions, following effective
marketing initiatives and the identification of capital
market opportunities.



The custody and clearing business benefited
from renewed capital inflows, generating higher fees
in India, Taiwan and Korea, while improved
revenues in institutional funds services reflected the
expansion of HSBC' s capabilitiesinto Indonesia,
Korea, Indiaand Saudi Arabia.

Foreign exchange, derivatives and securities
trading income streams were all supported by
favourable market opportunitiesin the region. A
10 per cent increase in dealing income was driven by
sales of tailored structured products in Singapore, in
part reflecting cross-sales to HSBC' s personal,
commercia and corporate customers. In India,
higher foreign exchange gains resulted from
successful positioning and growing corporate
volumes, against a backdrop of an appreciating
Indian rupee. The falling interest rate environment in
Korea created proprietary trading and cross-currency
arbitrage opportunities while interest rate volatility
contributed to strong performance in Global Markets
Malaysia. In the Middle East, generally volatile
market conditions prompted a higher level of
hedging activity and an improvement in the volume
of customer transactions.

Excluding the impact of Bank of Bermuda,
operating expenses, excluding goodwill
amortisation, increased by 8 per cent, driven
primarily by higher performance-related incentives
in the Middle East, Korea, Singapore and mainland
China. In India, a 20 per cent rise in staff costs,
reflecting higher incentives was more than offset by
areduction in restructuring costs compared with
2003. In Singapore, mainland China and the Middle
East, an additional 68 people were recruited to
upgrade their corporate and support teams, adding to
staff costs.

There was a higher net release for bad and
doubtful debts reflecting the benign credit
environment across the region, largely due to
releases and recoveries in the chemical and property
sectors.

Private Banking reported a pre-tax profit,
before goodwill amortisation, of US$59 million, an
increase of 59 per cent compared with 2003, which
reflected the expansion of Private Banking activities
in the region, and strong growth in fee income and
dealing profitsin more positive market conditions.
16 per cent of the growth arose from the transfer of a
trust business from Hong Kong during 2004.

A 24 per cent increase in net interest income
was primarily due to the deployment of liquidity into
longer-dated assets, which benefited from the
differential between long and short-term interest
rates. Customer loans grew in Singapore and Japan,

as clients leveraged their wealth to re-invest in
higher yielding assets. Deposits grew by over
US$1.2 billion in Singapore, as new clients
deposited cash for investment.

Funds under management grew by 18 per cent,
with the introduction of new clients and products
contributing to an inflow of US$0.5 billion in net
new funds.

Other operating income increased by 85 per
cent, of which 30 per cent arose from the trust
business transfer referred to above. Elsewhere,
increased activity in the equity markets and the
successful launch of new products boosted fees and
commissions. Higher volumes of equity transactions,
sales of unit trusts, and portfolio fees on higher funds
under discretionary management were all reflected in
the rise in fees and commissions income. Dealing
income rose by 21 per cent, as aresult of higher
client transaction volumes in foreign exchange,
options, and structured products.

Operating expenses, excluding goodwill
amortisation, increased by 55 per cent, of which
18 per cent was the trust business transfer referred to
above. Higher staff costs reflected the recruitment of
32 additional front office staff in Singapore.
Performance-related remuneration increased as a
result of the strong growth in profitability, while
marketing expenditure increased to support the brand
at atime of strong wealth creation acrossAsia.

Year ended 31 December 2003 compared
with year ended 31 December 2002

The rest of the Asia-Pacific economies experienced
mixed fortunes in the first half of 2003 but
performed better in the second half of the year on the
back of strong exports (particularly to mainland
China), strong commaodity prices and improving
domestic demand. Inflation and interest rates
remained very low and many of the region’s central
banks implemented programmes to limit currency
appreciation against the US dollar.

HSBC's operations in the rest of Asia-Pacific
region reported pre-tax profit of US$1,391 million,
an increase of US$131 million, or 10 per cent, over
2002. Excluding goodwill amortisation, pre-tax
profit was US$1,426 million and represented 10 per
cent of HSBC's total equivalent profit. At constant
exchange rates, pre-tax profit, before goodwill
amortisation, increased by 8 per cent over 2002.
Goodwill amortisation of US$35 million was
marginally higher than last year due to an acquisition
in Singapore.
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The commentaries that follow are based on
constant exchange rates.

In Personal Financial Services pre-tax profit,
before goodwill amortisation, of US$158 million,
increased by 25 per cent compared with 2002 and
was broadly double that achieved in 2001.

Net interest income grew by 15 per cent
compared with 2002, reflecting strong asset growth
in anumber of countries across the region. The
impact on deposit taking business of lower margins
in generally low interest rate environments was more
than offset by increased customer deposits and the
growth in mortgage lending. The latter increased by
38 per cent mainly due to growth in Korea,
Singapore, Malaysia and India. Net interest income
also benefited from the acquisition of the mortgage
business of AMP Bank Limited in New Zealand in
the first half of 2003. Strong growth in card balances
contributed to a 34 per cent increase in net interest
income in Indonesia.

Other operating income grew by 20 per cent to
US$314 million. The acquisition of Keppel
Insurance, which was renamed HSBC Insurance
(Singapore) Pte Ltd, contributed US$17 million to
thisincrease during the year. HSBC continued to
expand its wealth management initiatives and a
number of structured deposit products were launched
across the region. Wealth management income grew
by 10 per cent, reflecting strong growth in unit trust
sales and funds under management, particularly in
Taiwan, Korea, Indonesia and India, while fee
income from credit cards rose in a number of
markets across the region. At 31 December 2003, the
bank’s card base in Asia, outside Hong Kong,
exceeded 3.7 million, 20 per cent higher than at the
end of 2002. An enhanced credit card processing
system was implemented in five countriesin the
region, applying state-of-the-art technology to risk
and fraud management.

Operating expenses, excluding goodwill
amortisation, of US$804 million were 16 per cent
higher than in 2002. This reflected increased costs to
support business expansion and provisions for
restructuring costs of US$34 million. The acquisition
of HSBC Insurance (Singapore) Pte Ltd in the year
accounted for US$6 million of the increase.

Provisions for bad and doubtful debtswere
38 per cent higher than in 2002. Provisions against
personal lending increased in Singapore, India,
Koreaand Australiain line with growth in advances.

Commercial Banking reported pre-tax profits,
before goodwill amortisation, of US$450 million, an
increase of 4 per cent, compared with 2002.
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Net interest income was in line with 2002. There
were lower margins in most countries across the
region, in particular Malaysia, Indonesia and
Singapore. Consolidation in the financial services
sector increased competition in Singapore, whilst
Indonesia was impacted by alower interest rate
environment. In addition, Malaysia suffered lower
margins on lending. These effects were offset by
increased income in both the Middle East and
Australia. In the Middle East an intensive marketing
campaign led to an expansion in term lending in
addition to a growth in overdraft balances. Net
interest income in Australia was boosted by the full
year contribution from the acquisition of State Street
Bank’s trade finance portfolio in July 2002.

Other operating income rose by 10 per cent to
US$286 million. HSBC Bank Middle East reported a
strong performance despite a subdued first quarter as
aresult of thewar in Irag. In addition, insurance
income in Singapore increased as aresult of the
acquisition of Keppel Insurance, as detailed
previously.

Operating expenses increased by 3 per cent to
US$324 million, mainly due to restructuring costsin
Indiaand Singapore and the impact of the
acquisition in Singapore.

Credit experience continued to be very good,
benefiting from ongoing success in recovering
historical troubled debt. The net release of provisions
increased 46 per cent to US$52 million in 2003 with
higher net releases of specific provisionsin Malaysia
than last year. This was partly offset by an increase
in specific provisions in Indonesia.

Corporate, Investment Banking and Markets
reported pre-tax profit, before amortisation of
goodwill, of US$732 million, which was broadly in
line with 2002.

Net interest income fell by 7 per cent compared
with last year, with reductionsin Singapore, and to a
lesser extent in the Middle East, as higher yielding
assets matured and the proceeds were reinvested at
lower rates. This was partly offset by an increasein
net interest income from corporate banking business
in India, Korea and mainland China.

Dealing profitsincreased, primarily in Taiwan,
Japan and Thailand, reflecting a broader product
offering, more customer-focused sales activity and
successful positioning to take advantage of
directional trends in the generally more volatile
market conditions. Higher fee income was generated
from brokerage and corporate finance transactionsin
the Middle East.



Operating expenses, before goodwill
amortisation, of US$521 million, increased by 2 per
cent, mainly due to restructuring costs in India and
Singapore.

There was a net release of US$5 million for bad
and doubtful debts compared with a net charge of
US$26 million in 2002, at constant exchange rates. A
specific provision raised against aNew Zealand
corporate customer in 2002 was recovered during the
year.

HSBC's Private Banking activitiesin the rest
of Asia-Pacific reported pre-tax profit, before
goodwill amortisation, of US$36 million in 2003, an
increase of 46 per cent, compared with 2002. This
was achieved through strong growth in dealing
profits, which rose by 55 per cent to US$38 million,
and more than compensated for a reduction of 7 per
cent in net interest income.

Thefal in net interest income reflected
significant income earned in 2002 from the
deployment of liquidity into longer dated assets
which benefited from the fall in short-term interest
rates. With the flattening of the yield curve thiswas
not repeated in 2003.

Dealing profits benefited from a higher volume
of client transactions in the debt securities and
derivatives markets and increased sales of
client-tailored structured products.

Operating expenses, excluding goodwill
amortisation, increased by 25 per cent to
US$47 million, primarily to support business
growth.
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Profit/(loss) excluding goodwill amortisation by customer group

Year ended 31 December 2004

Corporate,
Per sonal I nvestment Inter-
Financial Commercial Banking & Private segment
Rest of Asa-Pacific (including Services Banking Markets Banking Other elimination Total
the Middle East) UsS$m US$m US$m US$m US$m US$m US$m
Net interest income .......c.ccccoeueee. 946 472 592 42 3 - 2,055
Dividend income .........ccoccveeerenene. - - - - 3 - 3
Net fees and commissions .............. 300 266 421 41 29 - 1,057
Dedling profits ........ccccc.... a4 59 343 46 2 - 494
Other income ............... 59 22 24 2 160 (72) 195
Other operating income.................. 403 347 788 89 194 (72) 1,749
Operating inCome .......cccovvveeneens 1,349 819 1,380 131 197 (72) 3,804
Operating expenses excluding
goodwill amortisation® .............. (947) (352) (596) (73) (184) 72 (2,080)
Operating profit before
ProvViSIONS' ....o.ovveceeeerereerenene 402 467 784 58 13 - 1,724
Provisions for bad and doubtful
debtS oo (117) (16) 32 1 - - (100)
Provisions for contingent liabilities
and commitments .........ccceeereenene — (4) 17 — (13) - —
Operating profit’ ......cocooveeueeunee. 285 47 833 59 - - 1,624
Share of operating profitin
BSSOCIALES ...ovevevereesreee e 64 49 100 - 23 - 236
Gains on disposal of investments
and tangible fixed assets ............ 1 — 7 - 9 — 17
Profit on ordinary activities
beforetax® .....o.vvveveerrrerererenene 350 496 940 59 32 — 1,877
% % % % % %
Share of HSBC's pre-tax profits® ... 18 2.6 48 0.3 0.2 9.7
Cost:income ratio® ...........cccevuenene. 70.2 43.0 432 55.7 934 54.7
US$m US$m US$m US$m USsm US$m
Selected balance sheet data*
Loans and advances to
cuStomers (NEt) ...ceeeevvereeeeenenne 22,819 16,446 19,278 1,960 96 60,599
Total 8SSELS ..o 25,468 18,847 66,433 4,547 5,209 120,504
CuStOmer aCCOUNES .......ccvreeeeerenens 28,961 15,381 28,622 5,543 106 78,613
The following assets and liabilities
were also significant to Corporate,
Investment Banking and Markets:
Loans and advances to banks (net) . 12,118
Debt securities, treasury bills and
other eligible bills 26,372
Depositsby banks ..........ccocceveenee. 7,156
Goodwill amortisation excluded:
1 from (1) above ....cccccvceveevrienenne. 8 1 59 - - 68
2 from(2) above .. 1 3 - - - 4
3 from (3) above .......cccoeereninene 9 4 59 - - 72

4 Third party only.
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Rest of Asa-Pacific (including
the Middle East)

Net interest income/(expense) ......

Dividend income ..........ccccevevveneenen.
Net fees and commissions ..............
Dedling profits
Other income®
Other operating income® ................

Operating income® ..........co.evveee..

Operating expenses excluding
goodwill amortisation®® ............

Operating profit before
ProvViSIONS' ....oovvvvereereesieeiees

Provisions for bad and doubtful

Provisions for contingent liabilities
and commitments ............ccceeunen.

Amounts written off fixed asset
INVEStMENtS ....coveveececerieeee

Operating profit' ......cccoooveveeennne.

Share of operating profit in
ASSOCIAES? ....vvvervareerrriesiessnene

Gains on disposal of investments
and tangible fixed assets ............

Profit on ordinary activities
beforetax® .....o.vvveeverrrerererennne

Share of HSBC's pre-tax profits® ...
Cost:incomeratio® ..........ccccoeeeeee.

Selected balance sheet data®
Loans and advances to
CUSLOMErS (NEL) vovvveneereririeeeens
Total 8SSELS” ..o
Customer accounts ..........ccecverevenenne
Thefollowing assets and liabilities
were also significant to Corporate,
Investment Banking and Markets:
Loans and advances to banks (net) .
Debt securities, treasury bills and
other eigiblebills .........cccoeeeee
Depositsby banks .........cccccvveeene

Goodwill amortisation excluded:

1 from (1) above ....ccccccvceveeirienenne.
2 from(2) above .....cccccvveevvereenene
3 from(3) above .....cccccvvevrerinene
4 Third party only.

Y ear ended 31 December 2003

Corporate,
Personal Investment Inter-
Financial Commercial  Banking & Private segment
Services Banking Markets Banking Other  elimination Total
US$m US$m US$m US$m US$m US$m US$m
754 419 541 33 @ - 1,740
- - - - 4 - 4
239 220 324 10 12 - 805
35 46 301 38 1 - 421
40 20 16 - 102 (58) 120
314 286 641 48 119 (58) 1,350
1,068 705 1,182 81 112 (58) 3,090
(804) (324) (521) (47) (103) 58 (1,741)
264 381 661 34 9 - 1,349
(145) 52 5 2 1 - (85)
- b (1) - 1 - (2)
- - (1) - (1) - (2
119 432 664 36 10 - 1,261
39 17 65 - 28 - 149
- 1 3 - 12 - 16
158 450 732 36 50 — 1,426
% % % % % %
11 31 51 0.2 04 9.9
75.3 46.0 4.1 58.0 92.0 56.3
US$m uUS$m US$m uUsS$m US$m US$m
17,848 13,383 15,129 1,481 111 47,952
20,101 14,395 56,492 2,813 4,280 98,081
26,592 13,006 22,146 3,693 4 65,441
10,452
23,279
6,405
5 1 28 - 1 35
5 1 28 - 1 35

5 Restated to include the activities of the Group Service Centres and Shared Services Organisationsin ‘ Other’ where these activities were
formerly reported across customer groups.
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Profit/(loss) excluding goodwill amortisation by customer group (continued)

Y ear ended 31 December 2002

Corporate,
Personal Investment Inter-
Financial Commercial  Banking & Private segment
Rest of Asia-Pacific (including Services Banking Markets Banking Other  elimination Total
the Middle East) US$m US$m US$m US$m US$m US$m US$m
Net interest income/(expense) ...... 633 417 561 35 (39) - 1,607
Dividend income .........cccccveeenenene. - - - - 3 - 3
Net fees and commissions .............. 211 213 293 6 1 - 724
Dedling profits/(losses) .... 27 37 278 24 ()] - 364
Other iNCOME® .......coocveeerereran 16 5 17 - 83 (38) 83
Other operating income® ................ 254 255 588 30 85 (38) 1,174
Operating income® ..........cocevvune. 887 672 1,149 65 46 (38) 2,781
Operating expenses excluding
goodwill amortisation™® ............. (668) (305) (477 (37 (79) 38 (1,528)
Operating profit/(loss) before
ProViSIONS' ....ovvoveeveereseereee 219 367 672 28 33) - 1,253
Provisions for bad and doubtful
debtS oo (104) 31 (18) 3) 5 - (89)
Provisions for contingent liabilities
and commitments .........ccceceveenne - 5 13 - - - 18
Amounts written off fixed asset
INVESIMENtS ....ccvveveeeecereee — - (2) — - - (2)
Operating profit/(l0s9)* ................ 115 403 665 25 (28) - 1,180
Share of operating profit in
ASSOCIAES? ..o 13 18 42 - 40 - 113
Gaing/(losses) on disposal of
investments and tangible fixed
BSSELS e (1) 2 1) - - - -
Profit on ordinary activities
beforetax® ......ccoeveveererereennn. 127 423 706 25 12 — 1,293
% % % % % %
Share of HSBC's pre-tax profits® ... 12 4.1 6.7 0.2 0.1 12.3
Cost:incomeratio® ..........ccccoeeeee. 75.3 454 415 56.9 171.7 54.9
US$m uUS$m uUsS$m US$m uUS$m US$m
Selected balance sheet data’
Loans and advances to
customers (NEt) ....cccceevvereeeeenenens 11,812 10,795 12,963 1,392 116 37,078
Total 8SSELS® ...oveeeceereceeereeeere e 13,453 11,619 46,378 2,336 2,849 76,635
Customer aCCOUNtS .........coveveeerenenees 22,613 11,600 16,506 3,413 40 54,172
Thefollowing assets and liabilities
were also significant to Corporate,
Investment Banking and Markets:
Loans and advances to banks (net) . 9,249
Debt securities, treasury bills and
other igiblebills ........ccccovenne 19,094
Depositsby banks .........cccccvvrenne 4,830
Goodwill amortisation excluded:
1 from (1) above .......cccoeverirennee 1 3 29 - - 33
2 from (2) above .. - - - - - -
3 from(3) above .....ccccovvevrernnene 1 3 29 - - 33

4 Third party only.

5 Restated to include the activities of the Group Service Centres and Shared Services Organisationsin ‘ Other’ where these activities were

formerly reported across customer groups.
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North America

Profit/(loss) before tax excluding goodwill amortisation

Y ear ended 31 December
2004 2003 2002
ussm us$m ussm
1,164 870 605
523 446 519
54 66 59
552 345 23
35 13 4
3,576 2,068 —
3,479 2,002 -
97 66 -
4,740 2,938 605
4,002 2,448 519
151 132 59
552 345 23
35 13 4
845 595 435
414 292 281
238 162 162
140 121 9
53 20 (17)
750 837 494
512 651 447
135 121 47
85 66 3
18 (@) (©)
66 63 57
63 63 53
3 — 4
(221) (176) (207)
(229) (193) (209)
- - @
8 17 3
6,180 4,257 1,384
4,762 3,261 1,001
524 415 267
77 532 35
117 49 9

1 Goodwill amortisation excluded:

—ariSNg ON SUDSIAIAITES .....c.eveeuirieieriieieeee e 761 643 146
—arising on associates and joint ventures - 1 -
OB s 761 644 146

2 Comprises HSBC Finance Corporation’s consumer finance business and the USresidential mortgages and credit card receivables
acquired by HSBC Bank USA from HSBC Finance Corporation and its correspondents since December 2003.
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Profit before tax

North America

NEt INLEreSt INCOME ..o

Dividend INCOME ......ccuecuieieiesie ettt

Net fees and commissions .

Dealing ProfitS ..ot
Other INCOME ..ottt st ns

Other Operating iNCOME .........eueiririereeiiririeere s
Total Operating iNCOME ........ccoerririeierere e

SEEf COSES v
Premises and eqUIPMEN .........c.veeirrieieeree e

Other ..o

Depreciation and intangible asset amortisation .............cocvevevrreeeens

GoodWill @mMOTtISALION .....ccvcvveieeeiieicieree e
OPErating EXPENSES ......cueuirerieieiirieereieereseesee et se e sessenes

Operating profit before provisSons ..........cccoveoneinenece e

Provisions for bad and doubtful debts ...........cccceeeveveiiiecicicee,

Provisions for contingent liabilities and commitments
Amounts written off fixed asset investments ..

OPErating Profit ..co.eoeereereeeee e

Share of operating profit/(10ss) in joint VENTUres ...........cccovveeeeinineees
Share of operating profit/(10Ss) in 8SSOCIALES ........cccoerveeeriereeirieieniens
Gains on disposal of investments and tangible fixed assets .................

Profit on ordinary activitiesbeforetax ..........cocoovnrineincinienns

Share of HSBC's pre-tax profits (excluding goodwill amortisation)
Share of HSBC's pre-tax profits ......occveeerenneneieseseee s

Cost:income ratio (excluding goodwill amortisation) .

Period-end staff numbers (full-time equivalent) ..........

Selected balance sheet data®

Loans and advances to CUSLOMENS (NEL) .....cccoervrererierierieerie e
Loans and advances to banks (NEL) ........ccoevvrerevereieveree e
Debt securities, treasury bills and other digiblebills .........c.ccceevvennne

TOtal @SSELS ...vecveceecieeiecieee e
Deposits by banks
Customer accounts

1 Third party only.

Year ended 31 December 2004 compared
with year ended 31 December 2003

The expansion of the US economy was robust in
early 2004, with GDP growth of 4.5 per cent in the
first quarter. The labour market improved
significantly in the spring, with nearly 1 million jobs
added between March and May, though in the
second half of the year, output growth moderated
and payroll gains slowed. This was partly due to
substantially higher energy prices, which also
contributed to an increase in inflation in the first half
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Year ended 31 December

2004 2003 2002

Ussm US$sm US$m

........... 14,913 11,777 2,732
........... 32 34 24
3,535 2,676 984

........... 439 340 161
........... 1,158 932 333
........... 5,164 3,982 1,502
........... 20,077 15,759 4,234
........... (4,730) (3,723) (1,537)
........... (878) (745) (356)
..... (2,961) (2,241) (651)
........... (318) (238) (131)
(8,887) (6,947) (2,675)

........... (761) (643) (146)
........... (9,648) (7,590) (2,821)
........... 10,429 8,169 1,413
........... (5,186) (4,676) (300)
..... (42) 3 3

----- - )] 9
........... 5,201 3,487 1,107
- 11 %)

........... ®) 6 8
........... 226 109 125
........... 5,419 3,613 1,238
% % %

.............. 318 29.6 13.2
..... 30.8 28.2 12.8

..... 44.3 4.1 63.2

..... 69,781 65,021 34,207
US$m US$sm USsm

........... 249,251 191,450 77,589
........... 24,176 11,884 10,391
........... 54,871 49,168 39,270
370,477 289,800 142,032

15,284 10,354 9,972

132,900 93,996 90,137

of 2004. However, by the end of the year the Federa
Reserve' s favoured inflation measure, the PCE
(personal consumption expenditure) deflator, was
well contained at about 1.5 per cent. The Federal
Reserve raised its Fed Funds rate from 1 per cent to
2.25 per cent between June and December. After
reaching a peak of 4.87 per cent in June, 10-year
bond yields declined through most of the third
quarter and drifted only slightly higher in the fourth,
ending the year at just 4.2 per cent. Equity markets
were lacklustre for most of the year prior to arally in
November and December, by the end of which the



S& P500 was up about 9 per cent from the beginning
of the year. Over approximately the same period, the
value of the US dollar fell, reaching US$1.36 to the
euro by the end of December.

In Canada, annualised GDP growth slowed to
2.7 per cent in the first quarter of 2004 from 3.3 per
cent in the final quarter of 2003, largely because of a
fall in stockbuilding. Consumer spending and
investment growth began the year strongly.
However, the Bank of Canada (‘BoC’) cut interest
rates three timesin the first half of 2004 in response
to low inflation and currency appreciation. With the
global economy recovering and Canadian GDP
growth having rebounded to 3.9 per cent in the
second quarter, the BoC started to reverse its policy,
raising rates by 25 basis points in both September
and October. Growth remained robust in the second
half of the year with consumer spending
accelerating. Import growth was significant, partly
reflecting a very large build-up of inventory in the
third quarter, much of it related to the auto sector.
Although inflation picked up alittle, the BoC kept
rates on hold in November and December, because
of concerns about the impact of a stronger Canadian
dollar. Thisleft the overnight rate at 2.5 per cent,
till below the rate at which it started the year.

Mexico's macro-economic fundamentals
remained strong in 2004, with year-on-year GDP
growth of 4.4 per cent in line with that of the US. At
year-end, the fiscal accounts were showing relatively
low deficits helped by the windfall of high ail prices.
Driven by oil receipts and an unprecedented level of
workers” remittances, the current account deficit
shrank to afigure below the level of reinvested
earnings from existing foreign direct investment.
Inflation increased from 4.0 per cent at the end of
2003 to 5.2 per cent in 2004, as aresult of increases
in external energy and food prices, but remained
manageable. HSBC anticipates that inflation will be
reduced in 2005 due to arestrictive monetary policy,
and that moderate to strong GDP growth will
continue with amildly appreciating currency.

On 1 July 2004, HSBC Bank USA, Inc.
consolidated its banking operations under asingle
national charter, following approval from the Office
of Comptroller of Currency. This enabled the newly
formed HSBC Bank USA to serve its customers
more efficiently and effectively across the US and
provide an expanded range of products. It aso put
HSBC Bank USA on the same footing as other major
US banks.

HSBC's operations in North America reported a
pre-tax profit of US$5,419 million, compared with
US$3,613 million in 2003. Excluding goodwill

amortisation, pre-tax profit was US$6,180 million,
compared with US$4,257 million in 2003, and
represented 32 per cent of HSBC'stotal pre-tax
profit on this basis.

Within these figures HSBC Finance reported a
pre-tax profit, before goodwill amortisation, of
US$3,576 million in 2004, an increase of
US$1,524 million, of which US$1,084 million was
an additional quarter’s contribution. Profit was
21 per cent higher than for the comparable period in
the prior year.

Bank of Bermuda, acquired in February 2004,
contributed US$73 million to pre-tax profit, before
goodwill amortisation, in the North American
segment.

At constant exchange rates, and on an
underlying basis, HSBC's pre-tax profit, before
goodwill amortisation, was 17 per cent higher than
in 2003.

The detailed customer group commentary that
follows is based on constant exchange rates.

Excluding Consumer Finance, Per sonal
Financial Services generated a pre-tax profit, before
goodwill amortisation, of US$1,164 million, 35 per
cent higher than in 2003. Approximately 22 per cent
of this growth arose from the acquisition of Bank of
Bermuda and certain insurance interestsin Mexico.

Growth in net interest income was 19 per cent.
Thiswas driven mainly by a 34 per cent increasein
Mexico, where growth in low cost deposits and
consumer loans, and higher interest income from the
insurance business, contributed to therise.
Acquisitions in Mexico accounted for 17 per cent of
the overall improvement. HSBC attracted 359,000
net new deposit customersin Mexico during the
year, and this contributed to the US$1.6 billion rise
in average deposit balances. Despite an increasingly
competitive marketplace, market sharein deposits
rose to 14.4 per cent, driven by the bank’s extensive
branch and ATM network. Consumer loan growth
was robust in the second half of the year, particularly
in pre-approved payroll loans offered through the
ATM network, and residential mortgages.

Net interest income in the US grew by 10 per
cent, reflecting a US$10.9 billion, or 58 per cent,
increase in average residential mortgage balances
and the widening of spreads on savings and deposits,
asinterest rates rose. Sales of residential mortgages
remained strong following an expansion of the sales
force and the devel opment of the correspondent
network, competitive pricing and increased
marketing. In 2004, customers generally favoured
variable rate products over fixed. Several new
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products, including arange of adjustable rate
mortgages, were launched during the year
contributing to an overall increase in gross new
lending of 3 per cent to US$32.6 billion. The income
benefit of this growth, however, was partly offset by
pressure on spreads. Competitive pricingin a
contracting market forced a general downward trend
in mortgage yields in 2004 compared with the levels
seen in 2003.

Other operating income rose by US$164 million
or 20 per cent to US$979 million, of which
US$82 million came from acquisitions. Growth was
largely attributable to the strong performancein
Mexico, where expansion of the pension funds
business, acquired in the last quarter of 2003,
complemented higher fee income from credit cards,
deposit-related services and international
remittances. Sales of pension and bancassurance
products grew strongly, attracting some 270,000 new
customers, following an expansion of the salesforce.
An enhanced customer relationship management
system and the employment of WHIRL helped the
number of credit cardsin circulation in Mexico to
rise by 29 per cent to 568,000. Fee income from
credit cards rose by 20 per cent compared with 2003.
Operations in Canada benefited from arisein retail
broking volumes, as market activity revived. In the
US, arevised fee structure and improved collection
processes produced a9 per cent increase in fee
income from cards and deposit-related services.

The US mortgage banking business contributed
apre-tax profit of US$270 million, in line with 2003,
despite afall in other operating income. Lower
origination and sales-related income in the secondary
market was only partly offset by areduction in net
servicing expenses. There was a net 1oss of
US$4 million from sale of mortgage loans in 2004
compared with anet gain of US$117 millionin
2003. This was mainly driven by lower gains on
sales of mortgages, as narrower spreads combined
with afall in the volume of loans originated for sale.
Asinterest rates increased in 2004 from the
historically low levels experienced in 2003,
prepayments of residential mortgages, mostly in the
form of loan refinancing, reduced significantly and
residential mortgages originated for sale declined by
64 per cent compared with 2003, despite an overall
increase in mortgage lending. Loan refinancing
activity represented 50 per cent of the total loan
originations, compared with 74 per cent in 2003.
Pricing also fell from the unusually high levels seen
in 2003 and, as aresult, HSBC earned |lower returns
on loans sold.

The net cost of servicing mortgages fell,
improved primarily as aresult of lower amortisation
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expenses on mortgage servicing rights (MSR’) and
increased income associated with the derivatives
used to offset the changes in the economic value of
the MSRs. The reduction in amortisation expenses
was also partly affected by lower MSR balancesin
2004. The cost reduction was partly offset by higher
temporary impairment reserves.

Operating expenses, excluding goodwill
amortisation, were 16 per cent higher than in 2003.
Thiswas due mainly to a 15 per cent increasein
costs in Mexico, where the expansion of the pension
funds business and the inclusion of the insurance
business acquired in the last quarter of 2003
contributed to generally higher salaries and
performance-related bonuses. Staff numbers
increased in the Mexican branch network to support
growth in business volumes, improve customer
service, and support the rollout of HSBC Premier.
The introduction of the WHIRL credit card systemin
Mexico and the US, at a cost of US$23 million, was
completed by the end of October. In the US,
expansion in the mortgage sales force and higher
performance-related bonuses led to higher staff
costs, while the launch of advertising campaigns for
mortgages and deposits added to marketing costs.
Additional staff were recruited in the branch network
to support business expansion and to improve
customer service. Costs in Canadaincreased by 4 per
cent, principally due to higher performance-related
staff costs in the brokerage business and
restructuring expenses arising from the integration of
Intesa Bank Canada, acquired in May.

The net bad debts charge fell by 29 per cent to
US$99 million. Recoveries of amounts previously
written-off in Mexico more than offset the
US$11 million increase in new specific provisionsin
the US, predominantly for the credit cards portfolio
within HSBC Bank USA. Therewas also a
US$28 million release of general provisionsin
Mexico following areview of historical loss
experience, reflecting ageneral improvement in the
credit quality of consumer loan portfolios, and the
improved market environment.

Consumer Finance contributed a pre-tax profit,
before goodwill amortisation, of US$3,576 million
in 2004, an increase of US$1,508 million of which
US$1,097 million was an additional quarter’s
contribution. On an underlying basis, pre-tax profit,
before goodwill amortisation, grew by 20 per cent to
US$2,479 million.

The integration of HSBC Finance Corporation
into HSBC continued to deliver funding benefitsin
line with those anticipated. Since December 2003,
HSBC Finance Corporation has sold US$3.7 billion



of residential mortgages and US$15.6 billion of its
domestic private label assetsto HSBC Bank USA,
the latter in December 2004. Under various service
level agreements, HSBC Finance Corporation will
continue to maintain the related customer account
relationships for the assets transferred. By the end of
2004, HSBC had provided atotal of US$35.6 hillion
in direct and client funding to HSBC Finance
Corporation, and cash savings realised in 2004 were
in excess of US$400 million.

Following receipt of regulatory approval for the
sale of the private label portfolio, and prior to the
sale, HSBC Finance Corporation adopted charge-off
and account management policies in accordance with
the Uniform Retail Credit Classification and Account
Management Policy issued by the Federal Financial
Institutions Examination Council (‘ FFIEC policies’),
for its domestic private label, MasterCard and Visa
credit card portfolios. The main effect of thiswason
the private label credit card portfolio, where the
FFIEC poalicies resulted in accounts being charged-
off earlier. Certain pools of accounts were already
following FFIEC policies, and so their adoption
improved conformity across all relevant portfolios.
The FFIEC account management practices change
the delinquency and roll rates applicable to these
portfolios, and resulted in a one-off charge to pre-tax
profit, before goodwill amortisation, of
US$154 million, which is expected to be offset by
future funding benefitsin the region of
US$47 million per annum.

Net interest income of US$10,541 million was
US$2,690 million higher than in 2003, although on
an underlying basis adjusting for the additional
quarter in 2004, it was only marginally higher.
Average customer |oan balances increased by 11 per
cent to US$120.6 billion. Lower funding costs gave
HSBC Finance Corporation the opportunity to
expand its prime and near-prime customer base,
particularly in the mortgage business. Average
mortgage balances grew by 23 per cent to
US$54.1 billion. Some US$3.9 billion of gross new
lending balances were originated from asingle
correspondent relationship, while balances of
US$1.6 billion were originated following the launch
in 2003 of the ‘ Secured Plus’ mortgage product.

Organic growth of 16 per cent to US$9.6 hillion
in vehicle finance loans was primarily achieved
through a network of 5,200 motor dealers, extensive
alliance relationships and direct sales channels.

Loansin the MasterCard and Visa credit card
portfolios grew by 3 per cent to US$18 hillion,
driven largely by growth in the sub-prime portfolio.
Spreads widened reflecting the change in product

mix towards the sub-prime market. The private |abel
business also achieved growth in average loan
balances, 5 per cent higher than in 2003, through
new and existing merchant agreements.

The benefit of strong growth in loan balances
was reduced significantly by lower yields. A greater
than normal run-off of older, higher-yielding loans,
product expansion into near-prime customer
segments, and competitive pricing pressures from
excess capacity, particularly in the mortgage market,
contributed to an overall declinein loan yields. The
decline was only partly offset by increased pricing of
variable-rate productsin line with interest rate
movements, and continued growth in sub-prime
credit cards. Also, the adoption of the FFIEC
policies reduced net interest income by
US$57 million.

Other operating income rose by
US$895 million, or 52 per cent, to
US$2,602 million, largely reflecting the additional
quarter’sincome. On an underlying basis, and
excluding the effect of adopting the FFIEC policies,
the increase was 10 per cent, predominantly
reflecting strong growth in fee income from credit
cards, and increased revenue from sales of value
added products.

Operating expenses, excluding goodwill
amortisation, of US$4,470 million were 44 per cent
higher than in 2003. On an underlying basis,
operating expenses, excluding goodwill
amortisation, increased by 10 per cent to
US$3,422 million due mainly to increased staff costs
and higher IT and marketing expenditure. Additional
staff were recruited in the branch network and in the
mortgage services business to support growth in
volumes and to improve customer service. Increased
business volumes also led to higher performance-
related bonuses and higher IT costs. Marketing costs
increased, largely due to changesin contractual
obligations associated with the General Motors co-
branded credit card portfolio, but were partly offset
by lower account origination costs. Marketing
expenses were also incurred in support of income
growth initiatives in the sub-prime market. In
September 2004, HSBC rebranded a number of its
Consumer Finance businesses at a cost of
US$8 million.

The charge for bad and doubtful debts rose by
17 per cent to US$5,136 million. On an underlying
basis and excluding the effect of adopting the FFIEC
policies, the charge fell by 12 per cent. This reflected
amarked improvement in credit quality, driven by
the economic upturn, improved origination, growth
in the proportion of secured lending, improved
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collections, and the move into prime and near-prime
markets. Improvements in delinquency were seen
across most products and in a number of key
indicators, including early stage delinquency, charge-
offs and year-on-year bankruptcy filings. The rate of
improvement declined in the second half of the year
reflecting seasonality, a slowdown in employment
growth and rising energy prices.

Commercial Banking reported pre-tax profits,
before amortisation of goodwill, of US$845 million
for 2004, an improvement of 41 per cent over 2003.

Net interest income increased by 8 per cent, of
which 3 per cent was attributable to the acquisition
of Bank of Bermuda. Adjusting for the loss of net
interest income following the disposal of the US
equipment-leasing portfolio last year, underlying
growth was 7 per cent.

In the US, the recruitment of 50 additional
rel ationship managers, focusing on the SME market,
contributed to a 12 per cent risein lending balances
and a 17 per cent increase in commercia deposits.
Improved economic conditions and stronger
consumer confidence also led to increased demand
for credit, but spreads suffered in the competitive
marketplace. Commercial real estate lending
increased by 11 per cent, largely as aresult of
expansion into the US West Coast and Miami.

In Canada, net interest income increased by
16 per cent. Growth in lending reflected stronger
demand for credit in the low interest rate
environment, improved market conditions and
additional income following the integration of Intesa
Bank. In Mexico, competitors displaying a greater
appetite for risk enabled HSBC to selectively reduce
loan balances. This, together with the effect of lower
interest rates on deposit spreads and a restructuring
of prices, which emphasised fees at the expense of
margin, led to an 11 per cent reduction in Mexican
net interest income.

Other operating income was US$13 million or
3 per cent higher than in 2003. Excluding the
disposal of the US factoring and equipment leasing
businesses, which in 2003 contributed other
operating income of US$109 million, the underlying
growth was 25 per cent. The impact of acquisitions
during 2004 was not material.

In Mexico, fees and commissions grew by
US$10 million or 11 per cent. Fees earned from
payments and cash management and electronic
banking both increased. The Mexican authorities
changed the tax regulations to require all companies
to make tax payments via electronic banking
channels from January 2004. HSBC seized the
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opportunities presented by this change to increase
both the number of clients using electronic banking,
and the number of transactions and income per
client. Earnings from new trade services products
and increased loan fees (from the price restructuring)
also contributed.

Operating expenses declined by 6 per cent
compared with 2003 as a result of the disposal of the
factoring and equipment leasing businesses in the
US. Adjusting for this, therewas a 3 per cent risein
expenses reflecting additional costs from the
restructuring and integration of Intesa Bank, the
inclusion of Bank of Bermuda, and the effect of
increased transaction volumes and business flows
between Mexico and the US.

The charge for bad and doubtful debtsfell by 90
per cent to US$13 million, reflecting an improved
economic environment and falling corporate default
rates. In 2003, the charge included US$33 millionin
the US factoring and |easing businesses which were
sold during that year.

Corporate, Investment Banking and M arkets
reported pre-tax profit, before amortisation of
goodwill, of US$750 million, 11 per cent lower than
in 2003.

Net interest income was 11 per cent lower than
in 2003, notwithstanding the first contribution from
Bank of Bermuda, which added US$31 million, or 4
per cent to thetotal. In part this reflected the cost of
funding trading strategies where the offsetting
income arises within dealing revenues. The return on
investments held for liquidity fell and the yield on
loans dropped as re-financing reached record levels
following the reductionsin interest ratesin the latter
part of 2003 and early 2004. The lower interest rates
resulted in large early redemptions of mortgage-
backed securities. Reinvestment opportunities,
however, failed to match the yields given up on these
redemptions. In Canada, a combination of interest
rate cuts in the early part of 2004 and lower
corporate loan balances reduced net interest income.
However, in Mexico, investment portfolios profited
from having locked into higher long-term interest
rate structures.

Other operating income improved by 15 per
cent, of which 7 per cent was attributable to Bank of
Bermuda, which improved its market share in funds
administration following its acquisition. A 23 per
cent increase in fees and commissions in the US was
driven by increased underwriting fees from debt
issues and syndication, coupled with higher deal
execution revenues. Increased revenues from
customers reflected improved client coverage. The
growing use of electronic trading by clients resulted



in increased commissions from futures transactions,
while structured finance and HSBC Amanah
benefited from higher transaction fees and new
deals. In Global Transaction Banking, higher
payment and cash management revenues reflected an
increase in volumes. Dealing profits benefited from a
reduced level of lossesin respect of mortgage
hedging activities transacted on behalf of other
HSBC customer groups. These transactions resulted
in an offsetting reduction in other income. Although
credit spread volatility was relatively low,
movements in individual corporate spreads,
primarily in the industrials sector, adversely affected
corporate bond trading revenues. Global Markets
continued to benefit from the previous year's
expansion of derivatives capabilities and higher
profits from improved marketing and delivery of
structured solutions. Proprietary trading revenues
increased, mainly through profits on long futures
positions and foreign exchange gains which arose
from successful positioning against the weakening
USdollar. Foreign exchange al so benefited from a
higher volume of customer transactions.

In Mexico, earnings from debt trading fell as
interest rates rose during the year, while in Canada,
higher fees from securities sales and corporate
finance reflected improved market sentiment in local
equity markets. Foreign exchange income in Canada
grew by 10 per cent in response to the continued
volatility of the Canadian and US dollars.

Operating expenses, before goodwill
amortisation, of US$1,014 million rose by 31 per
cent, of which 12 per cent related to costsin Bank of
Bermuda. In New York, the significant expansion of
the Corporate Investment Banking and Markets
business resulted in an increase of some 300 in
headcount and a corresponding rise in salary costs.
Incentive compensation also rose, largely due to the
costs of recruiting and retaining the high quality staff
needed to deliver the business strategy. Key hires
within the expanded complement included the
establishment of a mergers and acquisitions and
advisory group, and product teams to develop asset-
backed and mortgage-backed securitisation and
trading. Non-staff costs grew correspondingly and
included investment in technology to support the
new business streams and the related control
environment.

A net release of provisions for bad and doubtful
debts reflected a significant improvement in credit
quality as corporate restructuring and refinancing
was facilitated by the better economic conditions.
This resulted in releases and recoveries across a
number of sectors.

Private Banking contributed a pre-tax profit,
before goodwill amortisation, of US$66 million, an
increase of 6 per cent on the result achieved in 2003.
Good progress was made in the integration of Bank
of Bermuda's Private Client Services business,
which added an onshore banking capability in
Bermuda, and complementary offshore and trust
products and services to HSBC's North American
operations. In aggregate, Bank of Bermuda's North
American Private Banking operations added
US$2 million to pre-tax profits, before goodwill
amortisation, in 2004.

Net interest income increased by 37 per cent,
due largely to balance sheet growth. Strong growth
in customer loans, which were 50 per cent higher
than in 2003, reflected the success of the insurance
premium financing business, an expanded customer
base, and growth in secured borrowing by clients to
invest in higher-yielding assets or funds. The larger
customer base resulted from an expansion of Private
Banking's geographical presence, and cross-referrals
generated through the alignment of Private
Banking's operations with other customer groups.
This contributed to an increase in average customer
deposits.

Other operating income was 4 per cent below
that achieved in 2003 but was 23 per cent lower
excluding the Bank of Bermuda. The fall in other
operating income was mainly driven by client
anticipation of interest rate rises, which reduced
demand for interest-rate-linked structured products,
and sales of fixed interest bonds. WTAS increased
revenue despite subdued demand for tax planning
services. As a conseguence of restrictions placed on
the personal tax practices in the major accounting
firms engaged in providing audit services, WTAS
increased both its customer base and the number of
fee-generating staff. Cross-referrals also grew.

Operating expenses, before goodwill
amortisation and excluding Bank of Bermuda, were
broadly flat compared with 2003. Savings were
generated from the continuing alignment of
international and domestic client servicing units and
from operational efficienciesin WTAS.

The gain on disposal of investments and
tangible fixed assets reflected the sale of seed capital
holdings.
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Year ended 31 December 2003 compared
with year ended 31 December 2002

Fuelled by fiscal stimuli and afurther interest rate
reduction, the US economy steadily gained
momentum in 2003. GDP expanded at an annualised
rate of 8.2 per cent in the third quarter, the strongest
rate since 1984. A strong revival in profits growth
boosted investment spending while consumer
spending remained strong, supported by tax cuts, a
buoyant housing market, and equity releases from
refinancing mortgages at record low interest rates.
By the end of the year there was some evidence of
the long-awaited recovery in the labour market, with
the economy adding jobs, albeit modestly. In June
the Federal Reserve cut its Fed Funds rate by 25
basis pointsto 1 per cent. Subsequently, 10-year
bond yields rose by 100 basis points from their mid-
June low of 3.1 per cent. Equity markets recovered
strongly following the end of the Iraq war: by the
end of December the S& P 500 had risen by 39 per
cent from its March low and was at its highest level
since July 2002. This supported consumer
confidence. However, with the US current account
deficit continuing to deteriorate, the US dollar
remained under downward pressure, falling to
US$1.26 against the euro by the end of the year.

Canada’s central bank was the first of the G7
countries to embark on a policy of raising interest
rates in 2003. In response to inflationary pressuresin
the early part of the year, overnight lending rates
were raised on two occasions, by atotal of 50 basis
points. However, with the Canadian dollar
strengthening against the US dollar, inflation worries
easing, and concerns about subdued GDP growth,
the Central Bank reversed the earlier interest rate
rises to take the overnight rate back down to 2.75 per
cent in September. Many of the reasons for the
disappointing growth were temporary, such as
SARS, BSE, forest fires and the Ontario power
blackout, and their immediate impact abated.
Consumer spending growth remained robust all year,
but the ongoing impact of the strong Canadian dollar
appeared set to continue, restraining export growth.

The Mexican economy continued to lag behind
the US recovery, largely because, apart from
technology, the US manufacturing sector remained
subdued. However, the impact of stronger US
growth is expected to benefit Mexico in the near
term, boosting exports and growth. Meanwhile,
political conflicts delayed the passage of critical
reform legislation, threatening approval of the 2004
budget. This notwithstanding, a solid macro-
economic foundation had been established and was
expected to be maintained.

100

On 28 March 2003, HSBC completed its
acquisition of HSBC Finance Corporation for a
consideration of US$14.8 billion, expanding
significantly its existing North American business.
The addition of HSBC Finance Corporation’s
substantial consumer lending portfolio increased the
proportion of HSBC's assets in North America from
19 per cent to 28 per cent of the total Group.

The results of HSBC Finance Corporation’s
consumer finance business for the period from
29 March to 31 December 2003 are tabul ated
separately under Consumer Finance in order to
highlight their significance to HSBC's overall
performance in North America. HSBC's results at
the pre-tax level and before amortising goodwill also
benefited from a US$534 million contribution from
HSBC Mexico initsfirst full year. The integration of
both HSBC Finance Corporation and HSBC Mexico
progressed well, with synergy benefits and business
opportunities generally meeting or exceeding
expectations.

The following discussion of HSBC's North
American performance highlights the impact of the
additions of HSBC Finance Corporation and HSBC
Mexico. The phrase ‘on an underlying basis' is used
to describe performance excluding these
acquisitions.

HSBC's operations in North America
contributed US$3,613 million to HSBC's profit
before tax, an increase of US$2,375 million,
compared with 2002. Excluding goodwill
amortisation, pre-tax profit was US$4,257 million,
compared with US$1,384 million in 2002, which
was equivalent to 30 per cent of HSBC's total pre-
tax profit on this basis. On an underlying basis,
HSBC's pre-tax profit, before goodwill amortisation,
of US$1,672 million was US$320 million, or 24 per
cent, higher than in 2002. Goodwill amortisation was
US$644 million in 2003, compared with
US$146 million last year, predominantly reflecting
the acquisition of HSBC Finance Corporation and, to
alesser extent, HSBC Mexico.

The commentaries that follow are based on
constant exchange rates.

Personal Financial Services, excluding
Consumer Finance, generated pre-tax profit, before
goodwill amortisation, of US$870 million in 2003,
40 per cent higher than last year. HSBC Mexico
contributed US$350 million to pre-tax profit for the
year. On an underlying basis, pre-tax profit, before
goodwill amortisation, was 13 per cent lower than in
2002 mainly due to lower earnings from mortgage
servicing and higher staff costs.



Net interest income increased by 53 per cent to
US$2,116 million mainly as aresult of the inclusion
of HSBC Mexico. Thefirst full year’s result for
HSBC Mexico was strong and ahead of expectations.
Growth in Mexico from arelatively weak
performance in 2002 reflected an improvement in
net interest income driven by a greater level of low
cost deposits and an expanding consumer loan
portfolio. Interest spreads benefited from a changein
asset mix, with over 25 per cent growth in higher
yielding assets, including motor vehicle finance,
credit cards and payroll loans.

On an underlying basis, growth in net interest
income of 7 per cent was mainly driven by growth of
US$2.5 billion in residential mortgage balancesin
the US and Canada. In both countries, the low
interest rate environment proved attractive to new
homebuyers and encouraged existing homeowners to
refinance their mortgages. In the US, net interest
income further benefited from improved spreads on
mortgages and an improved mix of loans and savings
deposits.

Other operating income of US$825 million was
62 per cent higher than in 2002. Operationsin
Mexico contributed US$461 million to other
operating income in the year. Transaction volumes
on core banking related products, such as credit
cards, deposit-related services and ATMs, grew
significantly. HSBC Mexico led the market with a
34 per cent share in domestic interbank ATM
transactions across Mexico, delivering fee revenue
of US$92 million. In addition, a growing level of fee
income was generated from bancassurance sales and
international remittances.

On an underlying basis, other operating income
fell by 23 per cent. This was primarily caused by a
fall in mortgage banking-related income in the US.
Total servicing-related income decreased by
US$210 million compared with 2002. This decrease
was driven by accelerated amortisation and large
write-downs of mortgage servicing rights (MSRs')
as many customers refinanced mortgages in order to
take advantage of the low interest rate environment.
MSR income also declined as aresult of significant
losses on derivative instruments used to protect the
economic value of MSRs.

In addition, the June/July time period was one of
the more difficult periods related to derivative
activity. Specifically, in June, positions were taken in
derivative instruments to further reduce HSBC's
exposure to these losses as mortgage rates continued
to fall. However, in July extreme interest rate
volatility ensued and there was a significant risein
interest rates resulting in a substantial loss in the

value of the derivative instruments. These |osses
were only partly offset by subsequent fallsin interest
rates, and gains from the sale of certain mortgage-
backed securities available-for-sale that were used as
on-balance sheet economic hedges of the MSRs.

While the value of MSRs generally declinesin a
falling interest rate environment as mortgages are
repaid, the effect of this decline is often mitigated by
income from refinancing mortgage loans and
subsequent sales to mortgage agencies. Total loan
volumes sold in 2003 were US$20.1 billion
compared with US$12.4 billion in 2002. Market
conditions during 2003 permitted favourable pricing
which allowed HSBC to earn higher gains on loans
sold as well as a higher spread on refinanced loans.
As aresult, sales-related income for 2003 increased
by US$82 million compared with 2002.

Overall, the US mortgage banking business
contributed US$210 million to pre-tax profit in 2003,
compared with US$251 million in 2002. In the US,
HSBC generated increases in deposit-related service
charges and in card fees, though sales of investment
productsfell reflecting alack of confidencein the
equity markets. Increased fees in Canada reflected
higher insurance sales and increased commissions
from retail broking activities as the equity markets
rebounded in 2003.

Growth in operating expenses, excluding
goodwill amortisation, of 65 per cent to
US$1,965 million was substantially attributable to
the addition of HSBC Mexico, which contributed
US$758 million to the overall cost base in 2003. In
Mexico, savings in operating expenses were
achieved from merging HSBC Mexico with HSBC's
existing operations in the country. These savings
funded investment to improve technology support
for HSBC Mexico's branch network.

On an underlying basis, operating expenses,
excluding goodwill amortisation, increased by 7 per
cent. Pension costs rose due to fallsin the long-term
rates of return on assets, and higher profitability
drove increased staff incentive payments. Following
the integration with HSBC Finance Corporation,
long-term restructuring programmes, including the
rationalisation of staff functions, were initiated,
adding US$20 million of costsin the year.

Operations in Mexico contributed
US$67 million to the overall net charge for bad and
doubtful debts of US$142 million. On an underlying
basis, credit provisionsin Personal Financial
Services were broadly in line with the prior year, a
good performance in view of strong growth in
persona lending. Overall credit quality improved,
reflecting the improved economic environment.
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Consumer Finance contributed
US$2,068 million to pre-tax profit, before goodwill
amortisation, in the nine months since HSBC
Finance Corporation became a member of HSBC.
The integration of HSBC Finance Corporation into
HSBC delivered anticipated benefits in improved
funding costs, and technology and administrative
cost savings. Significant progress has been madein
exporting HSBC Finance Corporation’s core skills,
particularly in the areas of credit risk management,
sales-focused organisation and customer-centred
technology, to other parts of the Group. Further
synergies are planned in card processing, IT
contingency rationalisation, purchasing, call-centre
operations and the shared use of HSBC's Group
Service Centres. HSBC Finance Corporation’s
business model is being taken to selected markets
overseas and established alongside existing HSBC
operations to meet the growing global demand for
consumer finance.

Net interest margin benefited by
US$531 million from purchase accounting
adjustments relating to the acquisition of HSBC
Finance Corporation in the nine months in which
HSBC Finance Corporation was part of the HSBC
Group. This comprised of a US$946 million benefit
in respect of debt funding, offset by the amortisation
of purchase accounting adjustments relating to loans
and advances to customers totalling US$415 million.
Purchase accounting adjustments restated the book
value of debt to fair value at that date and, therefore,
reflected the improvement in spread already in the
market as well as falling interest rates. They are
being amortised in line with the residual maturity of
the debt. Assuming credit spreads remain consistent,
savings on future debt issues will replace the fair
value adjustments relating to credit spreads. Since
acquisition, HSBC Finance Corporation’s funding
costs on new issues have, in fact, falen as the credit
spreads sought by the market decreased, reflecting
the improvement in HSBC Finance Corporation’'s
credit rating on joining the HSBC Group. During
2003, net interest income benefited by
US$124 million as aresult of such savings.

All consumer portfolios grew during the year,
except for personal unsecured loans, with the
strongest growth in the real estate secured and
private label portfolios. The secured real estate
portfolio growth was driven by the correspondent
business while the private label portfolio benefited
from a number of new relationships added during the
year. Growth in MasterCard and Visa loans benefited
from portfolio acquisitions made during the year in
advantageous circumstances and growth in the
General Motors portfolio. The motor vehicle finance
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business also benefited from new originations from
strategic alliances during the year.

Included within operating expenses were one-
off retention payments arising on the change of
control amounting to US$52 million. Headcount
increased to support business expansion, particularly
in the consumer lending and mortgage services
businesses.

The charge for bad and doubtful debtsin 2003
reflected growth in receivables, increases in personal
bankruptcy filings and the weak US economy.
However, in the second half of the year credit quality
stabilised and improvement was seen in a number of
key indicators, including early stage delinquency,
charge-offs, bankruptcy filings and collection
activities. The improvement reflected resumed
domestic economic growth which is forecast to
continue into 2004.

Commercial Banking in North America
reported pre-tax profit, before goodwill amortisation,
of US$595 million, an increase of 32 per cent,
compared with 2002. On an underlying basis, HSBC
generated pre-tax profit, before goodwill
amortisation, of US$498 million, 12 per cent higher
than last year.

Net interest income on an underlying basis was
marginally lower than 2002. In Canada, income
growth was generated from increased balances on
loans and deposits. There were increases in
commercial real estate lending where growth in
market share was concentrated primarily in New
York. Service delivered to SMEs was enhanced as
part of the strategy to focus on that market. Notably,
the credit application process was re-engineered to
make it easier for customers and the number of
relationship managers doubled. As aresult, lending
to SMEsincreased by 17 per cent. Net interest
income further benefited from steady growth in
deposit balances and lower funding costs. Offsetting
this was the impact of business disposals as HSBC
disposed of its equipment leasing portfolio in the
first half of 2003 following are-evaluation of its
core businesses.

On an underlying basis, other operating income
rose by 20 per cent, reflecting income on the sale of
the factoring business and increasesin fees related to
commercia real estate lending, deposit taking and
trade.

Theinclusion of HSBC Finance Corporation’s
commercia portfolio reduced other operating
income by US$17 million. These |osses were more
than offset by tax credits, resulting in an overall
benefit to post tax profits of US$40 million.



HSBC Mexico contributed US$325 million to
total operating income in the Commercial Banking
segment in North America, reflecting a strong
position in customer deposits. In addition, a growing
level of fee income was generated from payments
and cash management, loan and credit card fees.

Of the total increase in operating expenses,
US$163 million was attributable to HSBC Mexico.
Underlying operating expenses, excluding goodwill
amortisation, increased by 9 per cent to
US$614 million. This was driven by higher pension
and incentive compensation expenses. In Canada,
staff costsincreased, primarily due to increased
variable incentive payments.

Credit quality remained satisfactory. On an
underlying basis, provisions for bad and doubtful
debtsfell by 40 per cent to US$88 million, reflecting
the improved credit environment in North America
in 2003. Low interest rates, declining credit spreads
and positive economic sentiment all contributed to
this improvement.

Corporate, | nvestment Banking and Markets
reported pre-tax profit, before amortisation of
goodwill, of US$837 million, an increase of 70 per
cent, compared with 2002. On an underlying basis,
the Corporate, Investment Banking and Markets
business generated pre-tax profit, before
amortisation of goodwill, of US$772 million, 58 per
cent higher than in 2002. In generally favourable
trading conditions, Global Markets achieved higher
customer sales from structured finance and hedging
products as institutional and corporate borrowers
took advantage of low interest rates to raise finance
or fix the cost of existing facilities.

HSBC's North American securities trading and
debt capital markets business was substantially
restructured and refocused towards the end of 2002
and this was reflected positively in its 2003 financial
performance. Government and agency securities
arbitrage activities were wound down. Corporate
bond trading returned to profitability, contrasting
with the heavy losses suffered in 2002 as a result of
widening credit spreads, particularly in the
telecommunications and auto sectors. The
turnaround in performance added US$67 million to
profit before tax. Investment in relationship
management generated new business from major
institutional and corporate clients. Global Markets
also expanded its structured credit derivatives
trading in response to the evolving requirements of
itsinstitutional customer base, allowing these clients
to risk manage their portfolios more actively, thereby
generating fees and trading revenues for HSBC.

Underlying net interest income of
US$685 million, increased by 28 per cent, compared
with 2002. This was partly attributable to the
restructuring initiatives in the securities trading and
debt capital markets business. As part of this
restructuring, large arbitrage trading portfolios,
which had historically contributed dealing profits but
incurred significant funding costs, were eliminated.
Net interest income further benefited from good
bal ance sheet management and effective interest rate
positioning in the US and Canada.

Underlying total other operating income, at
US$738 million improved by 32 per cent. Strong
foreign exchange and domestic dollar book trading
activity contributed to increased revenues, driven by
historically low interest rates and volatile currency
markets. Derivatives trading revenues increased,
reflecting the growth in demand for the structuring
of tailored products for corporate and institutional
customers.

HSBC Mexico generated other operating
income of US$90 million, of which US$64 million
was accounted for by dealing profits. Volatility in the
Mexican markets enabled the Group to increase
trading volumes and capitalise on favourable market
movements. These positive market conditions led to
increased profits from foreign exchange and fixed
income.

Underlying operating expenses, before goodwill
amortisation, of US$706 million, increased by 9 per
cent. Investment in the core business added to the
expenditure but was partly funded by lower costsin
the securities trading and debt capital markets
business, el ements of which were wound down.

Credit experience on major corporate customers
in the US was better in 2003. Many accounts which
were potentially problematic at the end of 2002 were
successfully refinanced and restructured in the strong
debt market at the start of 2003. Elsewhere, credit
quality remained satisfactory and consequently, on
an underlying basis, there was a net release of
US$7 million for bad and doubtful debts.

Profits on disposal of investments, on an
underlying basis, were US$57 million, a decline of
53 per cent compared with 2002, which included a
higher level of securities disposals arising from the
restructuring of investment portfolios.

HSBC's Private Banking operationsin North
America contributed US$63 million to pre-tax
profits, before goodwill amortisation, an increase of
11 per cent compared with 2002.

During the year the North American business
continued its evolution from a deposit-based
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business to broader wealth advisory service, with a
resulting shift from net interest income to fees and
commissions. Despite this, net interest income was
3 per cent higher than 2002, reflecting an improved
funding environment in 2003.

An increase in net fees and commissions and
other income of US$52 million, or 37 per cent,
mainly reflected the benefit from increased
investment activity by clients and a greater emphasis
on fee-based non-discretionary advisory and
structured products. In addition, WTAS (HSBC's tax
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advisory service for high net-worth clients), in its
first full year of operation, contributed to this
increase.

Theinclusion of WTAS was the principal
contributor to the US$48 million increasein
operating expenses, before goodwill amortisation.
Cost savings from the alignment of international and
domestic client servicing units offset higher staff and
restructuring costs. Excluding this operating
expenses were essentially flat year-on-year.



Profit/(loss) excluding goodwill amortisation by customer group

North America

Net interest
income/(expense) .........

Dividend income ...............
Net fees and commissions .
Dealing profits ...
Other income
Other operating income .....

Operating income ............

Operating expenses
excluding goodwill
amortisation® .................

Operating profit/(loss)
before provisions' .......

Provisions for bad and
doubtful debts ...............

Provisions for contingent
liabilities and
commitments ................

Operating profit/(loss)* ...

Share of operating
profit/(loss)
in associates®

Gains on disposal of
investments and tangible
fixed @ssets .......ccccceeee

Profit/(loss) on ordinary
activitiesbeforetax® ...

Share of HSBC' s pre-tax
profits®
Cost:income ratio®

Selected balance sheet
data® ..o
Loans and advances to
customers (net) ..
Total assets
Customer accounts ............
The following assets and
liabilities were also
significant to the customer
groups noted:
Loans and advances to
banks (net)
Debt securities, treasury
bills and other eligible
bills
Deposits by banks ..
Debt securitiesinissue ......

Goodwill amortisation
excluded:

from (1) above ...
from (2) above ...
from (3) above ..............

B WN PR

Year ended 31 December 2004

Total Corporate,
Per sonal Per sonal Investment Inter-
Financial  Consumer Financial Commercial Banking & Private segment
Services Finance’ Services Banking Markets Banking Other elimination Total
ussm ussm Ussm ussm ussm ussm ussm ussm ussm
2,498 10,541 13,039 1,146 664 166 (102) - 14,913
4 9 13 - 19 - - - 32
829 1,828 2,657 302 492 176 (92) - 3,535
54 - 54 15 364 6 - - 439
92 765 857 159 82 4 1,067 (1,011) 1,158
979 2,602 3,581 476 957 186 975 (1,011) 5,164
3,477 13,143 16,620 1,622 1,621 352 873 (1,011) 20,077
(2,270) (4,470) (6,740) (749) (1,014) (294) (1,101) 1,011 (8,887)
1,207 8,673 9,880 873 607 58 (228) - 11,190
(99) (5,136) (5,235) (13) 60 2 - - (5,186)
(13) - (13) (20) () - 1) - (42)
1,095 3,537 4,632 840 659 60 (229) - 5,962
- - - - (16) - 8 - ()]
69 39 108 5 107 6 — — 226
1,164 3,576 4,740 845 750 66 (221) — 6,180
% % % % % % % %
6.0 18.4 24.4 43 3.9 0.3 11) 318
65.3 34.0 40.6 46.2 62.6 835 126.1 44.3
USsm US$m US$m usSsm usSsm USsm US$m uSsm
65,850 126,543 192,393 26,844 26,142 3,871 1 249,251
77,054 150,633 227,687 31,426 106,785 4,548 31 370,477
50,659 506 51,165 27,167 46,745 7,822 1 132,900
23,814
45,688
14,887
113,729
125 475 600 79 57 25 - 761
125 475 600 79 57 25 - 761

USA from HSBC Finance Corporation and its correspondents since December 2003.

(6]

Third party only.

Comprises HSBC Finance Corporation’s consumer finance business and the USresidential mortgages and credit card portfolios acquired by HSBC Bank
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Profit/(loss) excluding goodwill amortisation by customer group (continued)

Y ear ended 31 December 2003

Total Corporate,
Personal Personal Investment Inter-
Financial Consumer Financial Commercial  Banking & Private segment
Services Finance® Services Banking Markets Banking Other  elimination Total
North America Ussm Ussm Us$m Ussm Ussm Us$m US$m Ussm Ussm
Net interest
income/(expense) ......... 2,116 7,851 9,967 1,046 743 121 (100) - 11,777
Dividend income ............... - 12 12 - 20 1 1 - 34
Net fees and commissions.. 720 1,170 1,890 292 351 155 (12) - 2,676
Dealing profits ... 19 - 19 18 301 2 - - 340
Other income 86 525 611 152 156 36 33 (56), 932
Other operating income ..... 825 1,707 2,532 462 828 194 22 (56) 3,982
Operatingincome............ 2,941 9,558 12,499 1,508 1,571 315 (78) (56) 15,759
Operating expenses
excluding goodwill
amortisation® ................. (1,965) (3,098) (5,063) (786) (777) (254) (123) 56 (6,947)
Operating profit/(loss)
beforeprovisions' ...... 976 6,460 7,436 722 79 61 (201) - 8,812
Provisions for bad and
doubtful debts............... (142) (4,395) (4,537) (133) (6) 1 (@] - (4,676)
Provisions for contingent
liabilities and
commitments ................ - - - 4 - - €3] - 3
Amounts written off fixed
asset investments .......... - — — - (9) — — - (9)
Operating profit/(loss)* ... 834 2,065 2,899 593 779 62 (203) - 4,130
Share of operating profit
injoint ventures ............ 11 - 11 - - - - - 11
Share of operating profit
in associates’ ................. - - - - - - 7 - 7
Gains on disposal of
investments and
tangible fixed assets....... 25 3 28 2 58 1 20 - 109
Profit/(loss) on ordinary
activitiesbeforetax® ... 870 2,068 2,938 595 837 63 (176) — 4,257
% % % % % % % %
Share of HSBC' s pre-tax
profits® .... 6.0 14.4 20.4 41 5.8 0.4 (11) 29.6
Cost:income ratio 66.8 324 40.5 52.1 49.5 80.6 (157.7) 441
Ussm Ussm UsSsm UsSsm Ussm UsS$m Us$m Ussm
Selected balance sheet data®
Loans and advances to
customers (net) .. 43,608 107,957 151,565 23,553 13,758 2,574 - 191,450
Total assets ........ 53,082 134,857 187,939 27,444 70,223 3,108 1,086 289,800
Customer accounts ............ 48,576 1 48,577 20,032 17,239 8,148 - 93,996
The following assets and
liabilities were also
significant to the customer
groups noted:
Loans and advances to
banks (Net) .......cccoeeveune 11,577
Debt securities, treasury
bills and other eligible
billS .o 36,026
Deposits by banks ............. 9,958
Debt securitiesin issue....... 107,673
Goodwill amortisation
excluded:
1 from(1) above ... 117 356 473 100 45 25 - 643
2 from(2) above ... . 1 - 1 - - - - 1
3 from(3) above .............. 118 356 474 100 45 25 - 644
4 Comprises HSBC Finance Corporation’s consumer finance business and the USresidential mortgages acquired by HSBC Bank USA from HSBC Finance
Corporation and its correspondents in December 2003.
5 Third party only.
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North America

Net interest income/(expense) ......

Dividend income ..........ccccceveeennnee.
Net fees and commissions ..............
Dedling profits/(losses) ....
Other income ........cccccevevveievieenens
Other operating income...................

Operating inCome ........ccccceevevenene.

Operating expenses excluding
goodwill amortisation® .............

Operating profit/(loss) before
ProViSIONS, .....ocvveeeree e

Provisions for bad and doubtful

Provisions for contingent liabilities
and commitments ............ceeeeuee

Amounts written off fixed asset
INVESIMENtS ....ccvvveeeceree e

Operating profit/(l0s9)* ................

Share of operating lossin joint
VENUFES? ..o

Share of operating profitin
ASSOCIAES? ..o

Gaing/(losses) on disposal of
investments and tangible fixed

Profit/(loss) on ordinary activities
beforetax® .....o.vvveeveerrrerererennne

Share of HSBC's pre-tax profits® ...
Cost:incomeratio® ..........cccooeeeeee.

Selected balance sheet data®
Loans and advances to
CUSLOMErS (NEL) vovveveneerereeieeenns
Total assets ...........
Customer accounts ...........
Thefollowing assets and liahilities
were also significant to Corporate,
Investment Banking and Markets:
Loans and advances to banks (net) .
Debt securities, treasury bills and
other eigiblebills .........ccccoeeee
Depositsby banks .........ccccvveeene

Goodwill amortisation excluded:
1 from (1) above ..
2 from(2) above ..
3 from(3) above .....ccccovvvvvernnene
4 Third party only.

Y ear ended 31 December 2002

Corporate,
Personal Investment Inter-
Financial Commercial  Banking & Private segment
Services Banking Markets Banking Other  elimination Total
US$m US$m US$m US$m US$m US$m US$m
1,352 844 539 117 (120) - 2,732
- - 24 - - - 24
437 222 268 61 4) - 984
(63) 18 204 9 @ - 161
126 61 61 78 29 (22) 333
500 301 557 148 18 (22) 1,502
1,852 1,145 1,096 265 (202) (22) 4,234
(1,172) (567) (649) (206) (103) 22 (2,675)
680 578 447 59 (205) - 1,559
(76) (150) (66) e (6) - (300)
- 2 2 - (€] - 3
- - ©) - - - ©)
604 430 374 57 (212) - 1,253
1) - - 0 - - e
2 - - - 6 - 8
- 5 120 1 1) — 125
605 435 494 57 (207) - 1,384
% % % % % %
5.8 41 47 0.5 1.9 13.2
63.3 495 59.2 7.7 (101.0) 63.2
US$m US$m US$m US$m uUsSsm US$m
37,922 25,361 12,604 1,701 1 77,589
46,777 29,166 63,161 2,707 221 142,032
46,002 17,717 19,396 6,969 53 90,137
9,948
34,926
9,545
55 32 34 25 - 146
55 32 34 25 - 146
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South America

Profit/(loss) before tax excluding goodwill amortisation

Personal Financial SErVICES ......ccvivcieiicecececeee et
Brazil
ATGENMEING ...ttt b e et e b e enan
(@137 RSSO

Brazil ......cccoooeeneinine.
Argentina ..
Other

Brazil

Other

Brazil

Other

Brazil

Other
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Y ear ended 31 December
2004 2003 2002
US$m US$m US$m

47 (27) (33
51 (31) 11
4 3 (45)
— 1 1
165 99 79
113 65 54
51 34 27
1 - (2)
150 (24) 32
134 49 125
8 (72) (101)

8 (&N 8

1 (2) (12)

1 1) (1)

- 1) (11)
81 80 (100)
(18) 1 (62)
101 83 (91)
2 @ 53
444 126 (34)
281 83 127
156 48 (210)
7 (5) 49
29 11 24




Profit/(loss) before tax

Y ear ended 31 December
2004 2003 2002
South America US$m US$m US$m
Net INtErest INCOME ... s 1,355 640 645
DiVIAeNnd iNCOME .....cocuiiiiieiieieeeie et 2 3 15
Net feesand COMMISSIONS ......c.ccerereririrerirrrree s 480 338 324
Dealing profits 50 136 147
OLhEr INCOIME ...ttt sttt st se e e s 207 201 110
Other Operating iNCOME ........cvveueuirireerereererieieere et ebe s 739 678 596
Total OPerating iNCOME ........ccrereeirieirieiei et 2,094 1,318 1,241
SEEf COSES v (660) (584) (572)
Premises and equipment .. (174) (124) (113)
OthES e (549 (327) (330
Depreciation and intangible asset amOrtiSation ............cccovreerrreenenneeens (61) (40) (45)
(1,444) (1,075) (1,060)
GoOdWill @MOItISALION .....c.evveeeeirieeeiee e (29) (11) (24)
OPErating EXPENSES ....cveeeuerieeeririeesteeesesseseseeseesesse e ssessssessessseseesessesessessesens (1,473) (1,086) (1,084)
Operating profit Defore proviSons ... 621 232 157
Provisions for bad and doubtful debts ...........cccceeverieiercineneerees e (269) (58) (117)
Provisions for contingent liabilities and commitments ... 30 2 (31
Loss from foreign currency redenomination in Argenting............ccoeeeeeeveeens - 9) (68)
Amounts written off fixed asset INVESIMENLS .......ccccevveeenerieierccereee e (6) (62) (36)
Operating Profit/(I0SS) ....ceccoeereiererireriee et 376 105 (95)
Share of operating profit in associated undertakings ...........c.coeeeeeneecnnenees 1 1 -
Gains on disposal of investments and tangible fixed assets 38 9 37
Profit/(loss) on ordinary activitiesbefore tax ......c.oveevereecvreresereneseennnns 415 115 (58)
% % %
Share of HSBC's pre-tax profits (excluding goodwill amortisation) .............. 23 0.9 (0.3)
Share of HSBC's pre-tax profits .......cccveeeeneienenesiesecseneee e 24 0.9 (0.6)
Cost:income ratio (excluding goodwill amortisation) ... 69.0 81.6 85.4
Period-end staff numbers (full-time equivalent) ...........occccovveeiennnecnnnene 32,108 28,292 25,522
ussm usS$m ussm
Selected balance sheet data®
Loans and advances to CUSIOMENS (NEL) .....cocoerveiererirereee e 6,933 4,982 3,028
Loans and advances to banks (Net) ........ccccceeeevvnnnne 2,597 1,922 1,665
Debt securities, treasury bills and other igiblebills .. 3,742 2,151 1,450
TOtAl @SSELS ..cueivieeeeieireeee e 17,397 12,549 8,491
DepoSitS DY DANKS .....c.coviiiiieiiirice e 680 828 661
CUSLOMEYN BCCOUNLS ......cuvviiiiicici s 10,957 6,945 4,863
1 Third party only.
Year ended 31 December 2004 compared per cent, driven by external demand. The 2004 trade
with year ended 31 December 2003 surplus reached US$34 billion and the current

account surplus US$12 billion. Employment and real
wages both expanded in 2004. Faster than
anticipated growth and some unexpected
consequences of tax changes pushed fiscal revenues
to record highs allowing the public sector to produce
aconsolidated primary surplusin excess of 4 per

Reaping the rewards of measures taken in 2003 and
helped by a buoyant external environment, Brazil
enjoyed an outstanding economic performance in
2004. Annualised GDP growth topped 4 per cent in
each of thefirst three quarters of 2004 and, for the
year as awhole, HSBC expects growth to exceed 5
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cent of GDP in 2004. This, together with the growth
in the economy and an appreciating currency,
reduced the ratio of debt to GDP, ushering in a
virtuous circle of declining risk spreads, growing
confidence and areturn of investment. Thiswas
despite the rekindling of inflationary pressures from
rising commodity prices early in 2004, adjustments
in administered prices and a very rapidly narrowing
output gap. Core inflation remained in excess of 7
per cent throughout the year, and the Central Bank
raised interest rates and tightened monetary policy in
an attempt to avert higher inflation in 2005. The
combined effect of the global slowdown and local
policy restrictions is slowing the Brazilian economy.
Neverthel ess, the short-term outlook remains
encouragingly positive.

In Argentina, the recovery from the crisis of
2001 continued in 2004, helped by the favourable
external environment and the absence of effective
pressure to improve the exchange offer on defaulted
debt. Y ear-on-year GDP growth was 8.8 per cent.
Employment in the formal economy in October was
up by 6.8 per cent on the year before, continuing the
trend of the past two years. By the end of 2004, the
stock market index had surpassed the levels last
achieved in August 2001, and stood almost 12 per
cent above the minimum reached in September 2002,
when the economy began its current expansionary
phase. Inflation appeared to be under control and the
government, buoyed by revenues from exports, was
able to post large fiscal surpluses, with aprimary
surplusin excess of 5 per cent of GDP. By contrast,
the progress on debt restructuring was slow. Though
the rate of investment returned to the pre-crisis level
of 20 per cent of GDP — arguably, too low to sustain
growth in excess of 3 to 4 per cent per annum —it is
likely that the re-investment cycle will falter without
aworkable solution to the debt crisis. To that extent,
the outlook for Argentina remains uncertain.

HSBC's operations in South Americareported a
pre-tax profit of US$415 million, substantially ahead
of the US$115 million achieved in 2003. Excluding
goodwill amortisation, pre-tax profit was
US$444 million compared with US$126 millionin
2003, and represented 2 per cent of HSBC's total
pre-tax profit on this basis. The 2004 results include
thefirst full year’s contribution from the Brazilian
consumer finance company, Losango, acquired in
December 2003, along with contributions from
CreditMatone S.A., acquired in November 2004, and
Vaeu Promotora de Vendas, the consumer finance
operations of Indusval Multistock Group, acquired in
August 2004. Together, these three businesses
contributed US$72 million to pre tax profits before
goodwill amortisation, representing 23 per cent of
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the growth. There were no significant exchange rate
impacts in 2004.

The commentary that follows is based on
constant exchange rates.

Personal Financial Services pre-tax profit,
before goodwill amortisation, of US$47 million
predominantly reflected the Losango consumer
finance business acquired in December 2003, which
contributed US$72 million. It was pleasing to note
that, initsfirst full year in HSBC, Losango’s full-
year profitability doubled compared with 2003.
Excluding Losango at constant exchange rates, the
pre-tax loss before goodwill amortisation improved
by 50 per cent on the previous year.

The integration of Losango progressed
extremely well. There was strong growth across the
product portfolios during the period, notably in store
loans and personal lending products. Good progress
was made in delivering anticipated operational
synergies. Plans to embed Losango branches within
the HSBC Brazil network are well advanced. In the
second half of the year, Losango benefited from the
acquisition of the two consumer finance portfolios
noted above.

Excluding the impact of the acquired businesses,
net interest income grew by 15 per cent, reflecting
good asset growth in Brazil, partly offset by reduced
spreads on credit cardsin Argentina.

Auto finance loans in Brazil grew by 69 per
cent, reflecting the success of a number of initiatives
taken to enhance the distribution channelsin the
branch network, and effective marketing promotions
and incentive campaigns. Market share increased
from 3.1 per cent to 4.1 per cent. The income benefit
arising from the increase in balances was only partly
offset by narrower spreads.

Competitive pricing was used to grow the cards
business to take advantage of strong growth in
consumer spending: this generated an 11 per cent
increase in balances. Growth in demand deposits was
augmented by a widening of spreads. However, the
benefit was partly offset by narrower spreads on
savings accounts, where rates are set by the Brazilian
Government, and on time deposits.

Other operating income rose by 32 per cent, of
which 17 per cent came from Losango and its
consumer lending acquisitions. The remaining 15 per
cent arose principally from growth in fee incomein
Brazil driven by increased lending activity and
higher revenues from the life insurance businessin
Argentina.



Excluding Losango, credit-related fee income
grew by 44 per cent in Brazil, as aresult of growth
in customer lending and the introduction of anew
pricing structure. Greater use of a new automated
collection service and revised fee charging led to a
19 per cent increase in account service fees. Strong
growth in the cards business, where cardsin
circulation rose by 30 per cent, generated a
significant increase in fee income of 27 per cent.
Higher consumer lending also contributed to an
overall increase in brokerage fees from insurance
operations.

Operating expenses, excluding goodwill
amortisation, increased by 38 per cent, of which
25 per cent was attributable to Losango and its
acquisitions. Marketing expenditure increased by
58 per cent as HSBC sought to build and reinforce
brand awareness in Brazil. Transactional taxes
increased by 26 per cent in line with operating
income growth. Prices also increased on the renewal
of anumber of service contracts. Costs in Argentina
were 21 per cent higher, largely from increased staff
costs, notably pensions and labour claims, together
with higher marketing expenditure and regulatory
fees.

The provision for bad and doubtful debts
increased by 88 per cent or US$126 million, of
which US$107 million or 75 per cent arosein
Losango. The remaining increase was driven by the
growth in unsecured lending in Brazil. Credit quality
in both Brazil and Argentinawas relatively stable
throughout 2004 as unemployment and inflation
rates declined and domestic economic growth
strengthened.

Commercial Banking reported pre-tax profits,
before goodwill amortisation, of US$165 million, an
increase of 62 per cent over 2003, due largely to
higher net interest income in Brazil.

Net interest income of US$234 million was
US$59 million or 34 per cent higher than in 2003. In
Brazil, overdraft balances increased by 44 per cent
as aresult of strong growth in the demand for credit
and the introduction of a new pricing structure for
SME customers. This led to a 22 per cent increase in
income despite amarginal fall in spreads and this,
together with strong growth in Giro facil, a
combined loan and overdraft product, contributed
US$26 million of additional income. Total
commercial lending balances increased by 58 per
cent to US$1.4 billion and, following product
development expenditure in 2003, lending backed by
discounted receivables increased by 81 per cent.
Spreads on deposit balances benefited from a
reduction in the compulsory deposit rate and lower

rural loans, while deposit balances increased by

29 per cent, contributing further to the increasein net
interest income. In Argentina, net interest income
declined as the low interest rate environment led to
reduced spreads on deposits.

Other operating income increased by 14 per cent
to US$136 million. In Brazil, the growth in lending
bal ances resulted in higher arrangement fee income,
while current account fees rose by 15 per cent
following the introduction of the new SME pricing
structure. Income in Argentinawas in line with 2003.

Operating expenses of US$203 million were
12 per cent higher than in 2003. In Brazil, growth in
staff numbersin support of business expansion and
increased transactional tax costs contributed to a
17 per cent risein costs. Marketing expenses also
increased reflecting the SME initiatives taken during
the year. In Argentina, cost control initiatives
resulted in a7 per cent reduction in operating
eXpenses.

Provisions for bad and doubtful debtswere
82 per cent lower than in 2003. Recoveries and
releases in Argentina reflected the improved
economic conditions. These were partly offset by
higher specific provisionsraised in Brazil, in line
with growth in the small business portfalio.

Corporate, |nvestment Banking and Markets
reported pre-tax profit, before amortisation of
goodwill, of US$150 million, compared with a small
lossin 2003.

Net interest income of US$165 million
contrasted with a net interest expense in 2003. In
Brazil, sharp fallsin interest rates in the latter part of
2003 and into early 2004 resulted in lower funding
costs, which enabled Global Markets to benefit from
large fixed rate positions taken in anticipation of
interest rate reductions. Argentina also benefited
from asignificant declinein interest rates, as alower
interest expense reflected the reduced cost of
funding non-performing loans.

The more stable political and interest rate
environment led to lower volatility in the value of
the Brazilian real and interest rates, resulting in
fewer opportunities for arbitrage. As a consequence,
other operating income declined, mainly through
reduced dealing profitsin Brazil.

Operating expenses, excluding goodwill
amortisation, increased as transactional taxes rosein
line with improved revenues in Brazil. In addition,
bonuses increased in line with significantly higher
profits.
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There was asmall net release for bad and
doubtful debts compared with a net chargein 2003,
mainly due to lower provisions in the consumer
brands sector and higher releases in the energy and
utilities sector in Brazil.

Amounts written-off fixed assets fell, mainly
due to lower provisions for certain Argentine
government bonds which rose in value as the timing
and nature of the external debt exchange offer were
clarified.

Private Banking reported a pre-tax profit,
before goodwill amortisation, of US$1 million,
compared with asmall loss of US$2 million in 2003.
Anincreasein net interest income was driven by
higher time deposits in Brazil, while operating
expenses, excluding goodwill amortisation, reduced
following a reorganisation of the business.

Other includes the ongoing impact of the
pesification in Argentina. In 2004, higher earnings
from compensation bonds, lower litigation
provisions and increased gains on the sale of
government securities were largely offset by lower
general provision releases.

Year ended 31 December 2003 compared
with year ended 31 December 2002

2003 was a year of recovery across the region
following the economic and political uncertainty
experienced during 2002.

In Brazil, the turnaround in 2003 was
noteworthy. After a difficult start, the new
Government demonstrated prudent control of
macroeconomic policy including, importantly,
inflation. A difficult and costly disinflationary
programme was put into effect with the central
bank’s reference rate reaching 26.5 per cent in June.
The programme was successful within a surprisingly
short time horizon. Inflation fell from 17.3 per cent
to 9.3 per cent, and reference interest rates ended the
year at 16.5 per cent. Actions to reduce Brazil’s two
key vulnerabilities, itsfiscal and external deficits,
were effective. On thefiscal front, Brazil’s Congress
approved public sector social security reforms and
2003 was the fifth consecutive year IMF fiscal
targets were achieved. On the external front, Brazil
is expected to register its first current account
surplusin over a decade.

Buoyed by a surge in exports and large trade
surpluses, the Argentinian economy recovered at a
fast pace. Inflation remained under control and the
Argentine peso appreciated from 3.60 to the US
dollar in May 2002 to 2.93 at December 2003.
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Unemployment fell and tax revenues and collections
increased.

Fundamental legal uncertainty persists,
particularly regarding the position of pension fund
assets following pesification, the ability of utilitiesto
raise prices, and the position of holders of pesified
and defaulted government bonds. Although the
financial system is emerging slowly from near
collapse, questions about the sustainability of the
recovery persist and a resolution of the historic
sovereign debt default is a pre-condition for stability
and sustained new investment.

HSBC's operations in South Americareported a
pre-tax profit of US$115 million, compared with a
loss of US$58 million in 2002. Excluding goodwill
amortisation, pre-tax profit was US$126 million,
compared with aloss of US$34 million in 2002. Key
to thisimprovement was a turnaround in Argentina,
from aloss of US$210 million to amodest profit of
US$48 million. This followed the release of part of
the general provision previously raised against
customer advances, as the economy improved and,
in December 2003, compensation bonds with aface
value of US$109 million were received from the
Argentine government. These have been included at
an estimated fair value of US$63 million in the
results of the Other segment. Goodwill amortisation
at US$11 million was US$13 million lower than in
2002, which included a goodwill write-off relating to
the purchase of insurance subsidiaries.

The commentaries that follow are based on
constant exchange rates.

In Personal Financial Servicesthere was a pre-
tax loss, before goodwill amortisation, of
US$27 million, an improvement against the loss
suffered in 2002. The acquisition of Lloyds TSB
Group'’s businesses and assets in Brazil contributed
US$7 million to this overall improvement. Lending
growth was stronger in Brazil, while higher bad debt
recoveries benefited operations in Argentina.

Net interest income was broadly in line with last
year. The benefit from higher personal lending
balances in Brazil was offset by lower interest
income from the insurance businesses in Argentina,
largely due to lower CER, an inflation adjustment
applied to all pesified loans.

Other operating income of US$316 million was
51 per cent higher than in 2002, largely due to a
strong performance in Brazil. Growth in customer
lending volumes generated an increase in credit-
related fee income and account service fees.
Following strong marketing support, fee income
from cards in Brazil grew by 24 per cent, driven by a



30 per cent increase in cards in circulation to

1.4 million. Other operating income a so improved
in Argentina, reflecting a strong performance in the
insurance business.

Operating expenses, excluding goodwill
amortisation, were broadly in line with 2002. In
Brazil, costs increased by 15 per cent, largely due to
higher staff costs, notably labour claims, together
with higher costs from marketing initiatives taken in
2003 and an increase in the transactional taxation
charge on higher operating income. Costsin
Argentinawere significantly lower than prior year,
mainly due to lower severance costs.

The provision for bad and doubtful debts of
US$138 million was 50 per cent higher than in 2002.
In Brazil, specific provisions increased,
predominantly in the first half of 2003, reflecting the
prevailing economic conditions. High inflation,
interest rates and unemployment reduced customers’
repayment capacity. However, credit quality began to
show signs of improvement in the second half of the
year.

Commercial Banking in South America
contributed pre-tax profit, before amortisation of
goodwill, of US$99 million, 23 per cent higher than
in 2002.

Net interest income increased by 39 per cent, to
US$168 million. In Argentina, net interest income
benefited from lower Argentine peso rates paid on
deposits and recoveries of interest suspended on
non-performing loans. In Brazil, successful
marketing campaigns led to a significant growth in
income from overdrafts and working capital
products. Other growth areas included discounted
receivables and vehicle leasing, supported by the
introduction of pre-approved facilities.

Other operating income increased by 23 per cent
to US$115 million. Credit related feeincomein
Brazil increased, reflecting the expansion in the
current account customer base by 8 per cent. Fees
earned on foreign exchange rose from a higher
volume of transactions. In response to aggressive
pricing by competitors, the introduction of anew fee
pricing structure in the first half of 2003 stimulated
an increase in the volume of loan fees and funds
under management leading to higher fee income.

At US$173 million, total operating expenses,
before goodwill amortisation, were 25 per cent
higher than 2002. The cost increases partly reflected
increased business volumes as well as the impact of
various initiatives which had been delayed pending
evidence of improvement in economic conditions.
These included increased advertising, the

implementation of a sales structure to support
business devel opment, and investment in new
products and delivery channels. These were partly
funded by the centralisation of support processes
which resulted in areduction of associated costs and
reduced the administrative workload for relationship
managers, leaving them more time for their
customers.

Corporate, Investment Banking and M arkets
reported aloss, before amortisation of goodwill, of
US$24 million, broadly in line with 2002, at constant
exchange rates. Profit before tax and amortisation of
goodwill in Brazil was US$49 million, compared
with US$104 million in 2002. Argentina recorded a
loss of US$72 million compared with aloss of
US$143 million in 2002.

Net interest expense was US$51 million, an
increase of 16 per cent compared with 2002. In
Brazil, net interest income decreased due to lower
spreadsin Global Markets, partly offset by the
impact of downward yield curve movements which
alowed the funding of long positions at lower rates.
In corporate banking, alack of attractive risks
restricted lending growth. In Argentina, the lower
cost of funding non-performing assets and a lower
level of suspended interest resulted in a decreasein
net interest expense.

Dealing profits were broadly in line with 2002.
In Brazil, higher dealing profits reflected gains
resulting from afall in interest rates. Brokerage,
custody and clearing businesses also grew
significantly, taking advantage of market
opportunities. These factors were offset in part by
lower foreign exchange income in Argentina.

Staff costs were higher than in 2002, mainly in
Brazil, reflecting improved performance in specific
products.

Provisions for bad and doubtful debtsrosein
difficult market conditions. Higher interest rates,
currency weakness, and areduced availability of
foreign currency funding al contributed to problems
encountered by corporate customersin the first half
of 2003 in Brazil. Although the situation improved
during the year, new specific provisions were raised
against two sizeable corporate accounts as a
consequence of business failure in one case and
fraud in the other.

Private Banking's pre-tax loss, before goodwill
amortisation, of US$2 million compared with aloss
of US$12 million in 2002. A lower bad debt charge
reflected an improvement in the overall credit
quality of the segment.
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Within the Other customer group, there was a
US$113 million release of the special general
provision raised in respect of Argentina. This release
followed a period of improved market conditions
and collections within the lending portfolios.
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Provisions for contingent liabilities and
commitments reflected court decisions (amparos)
relating to formally frozen US dollar denominated
customer deposits required to be settled at the
prevailing market rate.



Profit/(loss) excluding goodwill amortisation by customer group

Year ended 31 December 2004

Corporate,
Per sonal I nvestment Inter-
Financial Commercial Banking & Private segment
Services Banking Markets Banking Other elimination Total
South America US$m US$m US$m US$m US$m US$m US$m
Net interest income .......c.ccccoeueee. 895 234 165 4 57 - 1,355
Dividend income .........ccoccveeerenene. - - - - 2 - 2
Net fees and commissions .............. 358 119 66 12 (75) - 480
Dedling profits ........ccccc.... 4 5 41 - - - 50
Other income ............... 69 12 22 1 131 (28) 207
Other operating income.................. 431 136 129 13 58 (28) 739
Operating inCome .......cccovvveeneens 1,326 370 294 17 115 (28) 2,094
Operating expenses excluding
goodwill amortisation® .............. (1,010 (203) (135) (16) (108) 28 (1,444)
Operating profit before
ProvViSIONS' ....o.ovveceeeerereerenene 316 167 159 1 7 - 650
Provisions for bad and doubtful
debtS oo (270) 2 2 - 1 - (269)
Provisions for contingent
liahilities and commitments........ 1 - (20) - 39 - 30
Amounts written off fixed asset
INVEStMENtS .....oeoveereecrice - - (2 - (4) - (6)
Operating profit® .......c.ccocveeuennne. 47 165 149 1 43 - 405
Share of operating profit in
BSSOCIAES” ... - - - - 1 - 1
Gainson disposal of  investments
and tangible fixed assets ............ - - 1 - 37 - 38
Profit on ordinary activities
before tax® ......coooeveeeecueeieciennn 47 165 150 1 81 — 444
% % % % % %
Share of HSBC's pre-tax profits® ... 0.2 0.8 0.8 - 0.5 23
Cost:incomeratio® ..o, 76.2 54.9 45.9 94.1 93.9 69.0
US$m USsm US$m US$m USsm US$m
Selected balance sheet data’
Loans and advances to
customers (net) 3,211 1,526 1,854 2 340 6,933
Total assets ........... 5,796 2,408 7,685 34 1,474 17,397
Customer accounts 3,458 2,229 5,150 11 109 10,957
The following assets and liabilities
were also significant to Corporate,
Investment Banking and Markets:
Loans and advances to banks (net) . 1,779
Debt securities, treasury bills and
other eigiblebills ........ccccovuenne 3,004
Depositsby banks ..........ccocccveenee. 549
Goodwill amortisation excluded:
1 from (1) above ....cccccceceveevreenennn. 23 1 5 - - 29
2 from (2) above .. - - - - - -
3 from (3) above .......cccoeerenenene 23 1 5 - - 29

4 Third party only.
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Profit/(loss) excluding goodwill amortisation by customer group (continued)

South America

Net interest income/(expense) ......

Dividend income ..........ccccevevveneenen.
Net fees and commissions ..............
Dedling profits
Other income ........ccoceeveveveveenens
Other operating income...................

Operating inCome .........ccceovevrvenee.

Operating expenses excluding
goodwill amortisation®................

Operating profit/(loss)
beforeprovisions' ............c........

Provisions for bad and doubtful

Provisions for contingent liabilities
and commitments ............ccocveuene

Amounts written off fixed asset
INVESIMENtS ....ccvvveececereeeees

Operating profit/(l0s9)* ................

Share of operating profit in
ASSOCIAES? ....vvevvrreerrniesiessenine

Gaing/(losses) on disposal of
investments and tangible fixed

Profit/(loss) on ordinary activities
beforetax® ......covveerviesisienis

Share of HSBC's pre-tax profits®....
Cost:incomeratio® ..........ccccoeeeeee.

Selected balance sheet data’
Loans and advances to
CUStomMers (NEL) .oovvveevrveereereennnes
Total aSSetS ..ocoovrereeirereese e
Customer acCouNts .........cccevvereereens
Thefollowing assets and liabilities
were also significant to Corporate,
Investment Banking and Markets:
Loans and advances to banks (net) .
Debt securities, treasury bills and
other eigiblebills ........ccccovenee
Depositsby banks ..........ccccevvnenne

Goodwill amortisation excluded:

1 from (1) above ....ccccceeevevrienennn.
2 from (2) above ..
3 from(3) above ......ccccvevvrerennne
4 Third party only.
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Y ear ended 31 December 2003
Corporate,
Personal Investment Inter-
Financial Commercial  Banking & Private segment
Services Banking Markets Banking Other  elimination Total
US$m US$m US$m US$m US$m US$m US$m
499 168 (51) 2 22 - 640
- - - - 3 - 3
245 94 54 14 (69) - 338
2 7 118 1 8 - 136
69 14 36 1 119 (38) 201
316 115 208 16 61 (38) 678
815 283 157 18 83 (38) 1,318
(706) (173) (113) (21) (100) 38 (1,075
109 110 a4 ?3) a7) - 243
(138) (12) (26) 1 116 - (58)
10 - - - a7) - @
(17) - (44) - (1) - (62)
(36) 99 (26) @) 81 - 116
- - 1 - - - 1
9 - 1 - 1) - 9
(27) 99 (24) (2) 80 - 126
% % % % % %
(0.2) 0.7 0.2 0.0 0.6 0.9
86.6 61.1 72.0 116.7 120.5 81.6
US$m uUS$m uUsS$m US$m uUS$m US$m
2,224 852 1,679 16 211 4,982
4,211 1,357 5,505 70 1,406 12,549
2,035 1,429 3,108 61 312 6,945
1,384
1,311
593
4 - 6 - 1 11
4 - 6 - 1 11




South America

Net interest income/(expense) ......

Dividend income .........cccoeveeerenenne.
Net fees and commissions ..............
Dedling profits/(losses) ....
Other income/(expenses) ................
Other operating income...................

Operating inCome .........ccceovevrvenee.

Operating expenses excluding
goodwill amortisation® ..............

Operating profit/(loss) before
ProViSIONS, ..o

Provisions for bad and doubtful

Provisions for contingent liabilities
and commitments ...........cccocveuee.

Amounts written off fixed asset
INVESIMENtS ....ccvvveeeceree e

Operating profit/(l0s9)* ................

Gaing/(losses) on disposal of
investments and tangible fixed

Profit/(loss) on ordinary activities
beforetax® ......coovvmeverirnreeniens

Share of HSBC's pre-tax profits' ...
COSt:iNCOME ratio® .......cvevrvvrernnens

Selected balance sheet data?
Loans and advances to
customers (net) .
Total assets ...........
Customer accounts
The following assets and liabilities
were also significant to Corporate,
Investment Banking and Markets:
Loans and advances to banks (net) .
Debt securities, treasury bills and
other eigiblebills ........cccccovenne
Depositsby banks ..........ccoccereeee.

Goodwill amortisation excluded:
1 from (1) above ....ccccccveevevrienennn.
2 Third party only.

Y ear ended 31 December 2002

Corporate,
Personal Investment Inter-
Financial Commercial  Banking & Private segment
Services Banking Markets Banking Other  elimination Total
US$m US$m US$m US$m US$m US$m US$m
539 126 (5) 6 (21) - 645
- - 1 - 14 - 15
218 87 67 12 (60) - 324
10 9 120 ?3) 11 - 147
11 4 (18) - 135 (22) 110
239 100 170 9 100 (22) 596
778 226 165 15 79 (22) 1,241
(691) (147) (106) a7 (121) 22 (1,060)
87 79 59 2 (42) - 181
(100) - (15) (@) 5 - (117)
(29) - - - (80) - (99)
(1) - (22) - (13) - (36)
(33) 79 22 9) (130) - (71)
- - 10 3 30 - 37
(33) 79 32 (12) (100) — (34)
% % % % % %
(0.3) 0.8 0.3 (0.1) (1.0 (0.3)
88.8 65.0 64.2 1133 153.2 85.4
US$m US$m US$m US$m US$m US$m
1,094 505 1,401 28 - 3,028
2,062 704 4,273 37 1,415 8,491
1,366 934 2,477 14 42 4,863
987
977
609
18 - 4 1 1 24

117




HSBC HOLDINGS PLC

Financial Review (continued)

Critical accounting policies

Introduction

The results of HSBC Holdings are sensitive to the
accounting policies, assumptions and estimates that
underlie the preparation of its consolidated financial
statements. The accounting policies used in the
preparation of the consolidated financial statements
are described in detail in Note 2 in the *Notes on the
Financial Statements' on pages 243 to 356.

When preparing the financial statements, it is
the directors' responsibility under UK company law
to select suitable accounting policies and to make
judgements and estimates that are reasonable and
prudent. Under UK GAARP, Financial Reporting
Standard (‘FRS') 18 ‘ Accounting policies requires
the Group to adopt the most appropriate accounting
policiesin order to give atrue and fair view.

HSBC also provides details of its net income
and shareholders’ equity cal culated in accordance
with US GAAP. US GAAP differsin certain respects
from UK GAAP. Details of these differences are set
out in Note 49 in the ‘ Notes on the Financia
Statements' on pages 322 to 356.

The accounting policies that are deemed critical
to HSBC's UK GAAP results and financial position,
in terms of materiality and the degree of judgement
and estimation involved, are discussed below.

Provisions for bad and doubtful debts

HSBC' s accounting policy for provisions for bad
and doubtful debts on customer loansis described in
Note 2(c) in the * Notes on the Financial Statements’
on pages 244 to 246.

Charges for provisions for bad and doubtful
debts are reflected in HSBC' s profit and loss account
under the caption ‘ Provision for bad and doubtful
debts'. Any increase in these provisions has the
effect of lowering HSBC' s profit on ordinary
activities by a corresponding amount (while any
decrease in provisions or release of provisions would
have the opposite effect).

Specific provisions

Specific provisions are established either on a
portfolio basis or on a case-by-case basis depending
on the nature of the exposure and the manner in
which risks inherent in that exposure are managed.

In addition, provisions for the sovereign risk inherent
in cross-border credit exposures are established for
certain countries; this element is not currently
significant.
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When specific provisions are raised on a
portfolio basis, the most important factorsin
calculating the quantum of the required provision
are

e theroll or loss rates set for each category; and

e the periods embedded in the calculations of roll
and loss rates which are designed to reflect fully
but not excessively losses inherent at the
reporting date and not future losses.

The portfolio basisis applied to overdue
accounts in HSBC Finance Corporation’s consumer
portfolios and to the following portfolios in the rest
of HSBC:

« low vaue, homogeneous small business
accountsin certain jurisdictions;

e residential mortgages less than 90 days overdue;
and

* credit cards and other unsecured consumer
lending products.

When establishing specific provisions on a case-
by-case basis, the most important factors are:

< the Group’'s aggregate exposure to the customer
(including contingent liabilities);

e theviability of the customer’s business model
and capability to trade successfully out of
financial difficulties and generate sufficient cash
flow to service debt obligations;

< thelikely dividend available on liquidation or
bankruptcy;

« theextent of other creditors commitments
ranking ahead of, or pari passu with, the Group
and the likelihood of other creditors continuing
to support the company;

e the complexity of determining the aggregate
amount and ranking of al creditor claims and
the extent to which legal and insurance
uncertainties are evident;

e theamount and timing of expected receipts and
recoveries;

e theredlisable value of security (or other credit
mitigants) and likelihood of successful
repossession;

e the deduction of any costsinvolved in recovery
of amounts outstanding;

e theability of the borrower to obtain and make
payments in the relevant foreign currency if
loans are not in local currency; and,



» where available, the secondary market price for
the debt.

In many cases, the determination of these
factors will be judgemental, because either the
security may not be readily marketable or the
cashflows will require an assessment of the
customer’s future performance or the impact of
litigation. HSBC's practice is to make estimates
against these factors and to review and update them
regularly. If management were to take a more
cautious view of the customer’s future cash flows
(either by being less optimistic of the ahility of the
customer to generate profits or general economic
conditions) or the availability or value of any
security, the provision charge would be higher and
HSBC's profit on ordinary activities would be lower.

This method of determining provisionsis
applied to most corporate loans and, with the
exception of HSBC Finance Corporation, which
utilises portfolio analysis, to residential mortgages
90 days or more overdue.

HSBC has no individual loans where changesin
the underlying factors upon which specific bad and
doubtful debt provisions have been established could
cause amaterial change to the Group'’s reported
results.

General provisions

General provisions augment specific provisions and
provide cover for loans which are impaired at the
balance sheet date but which will not be identified as
such until some timein the future. HSBC requires
each operating company to maintain a general
provision which is determined by taking into account
the structure and risk characteristics of each
company’ s loan portfolios. Provisions held against
homogeneous portfolios of assets which are not
overdue and which have neither been restructured
nor are in bankruptcy are classified as general rather
than specific.

The most important factorsin determining
genera loan loss provisions are;

e historical loss experience in portfolios of similar
risk characteristics, for example, by industry
sector, loan grade or product;

e theestimated period between aloss occurring
and that loss being identified and evidenced by
the establishment of a specific provision against
that loss; and

e management’s judgement as to whether the
current economic and credit conditions are such
that the actual level of inherent lossesislikely to

be greater or less than that suggested by
historical experience.

The main areas of judgement are in determining
the periods during which latent losses emerge and
ng whether current economic conditions are
likely to produce credit default rates and loss
severity in line with historical precedent. These
factors are kept under review based on an analysis of
economic forecasts, industry sector performance,
insolvency and bankruptcy statistics, together with
details of the rate and nature of losses experienced.

If management were to take a more conservative
view of economic conditions or increase the loss
emergence periods, the provisions charged would
increase and HSBC's profit on ordinary activities
would be lower.

Goodwill impairment

HSBC's accounting policy for goodwill is described
in Note 2(f) in the * Notes on the Financial
Statements' on page 247.

Amortisation of goodwill is recorded on
HSBC's profit and loss account under the caption
‘ Depreciation and Amortisation — Goodwill’ . Any
impairments or reductions of goodwill are also
charged to the profit and loss account (hence
reducing HSBC's operating profit on ordinary
activities after tax by a corresponding amount) and
also result in a corresponding reduction of
‘Goodwill’ on the balance sheet.

In accordance with the requirements of FRS 10
‘Goodwill and intangible assets’, HSBC reviews
goodwill which has arisen on the acquisition of
subsidiary undertakings, joint ventures and interests
in associates at the end of thefirst full year after an
acquisition, and whenever thereis an indication that
impairment may have taken place. Impaired
goodwill is accounted for in accordance with FRS 11
‘Impairment of fixed assets and goodwill’.
Indications of impairment include any events or
changes in circumstance that cast doubt on the
recoverability of the carrying amount of goodwill.

If management believes that a possible
impairment is indicated in respect of a particular
entity, the valuations of each of the entity’s relevant
‘Income Generating Units' (‘IGUSs') are compared
with their respective carrying values (including
related goodwill). The IGU valuations are derived
from discounted cashflow models. Significant
management judgement isinvolved in two elements
of the process of identifying and evaluating goodwill
impairment.
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First, the cost of capital assigned to an
individual IGU and used to discount its future cash
flows can have a significant effect on its valuation.
The cost of capital percentage is generally derived
from an appropriate capital asset pricing model,
which itself depends on a number of financial and
economic variables which are established on the
basis of management’s judgement.

Second, management judgement isrequired in
deriving discounted cash flow valuations of IGUs.
These valuations are sensitive to the cash flowsin
theinitial periods for which detailed forecasts are
available, and to assumptions regarding the long-
term sustainable growth rates of cash flows
thereafter. While the acceptabl e range within which
underlying assumptions can be applied is governed
by the requirement for resulting forecasts to be
compared with actual performance and verifiable
economic datain future years, the cash flow
forecasts necessarily reflect management’s view of
future business prospects.

Where management’s judgement is that the
expected cash flows of an IGU have declined and/or
that its cost of capital hasincreased, the effect will
be to reduce the estimated fair value of the IGU. If
thisresultsin an estimated fair value that is lower
than the carrying value of the IGU, an impairment of
goodwill will be recorded and HSBC's profit on
ordinary activities will be lower.

Valuation of securities and derivatives

HSBC's accounting policy for these instruments is
described in Note 2 (d) and Note 2 (1) in the ‘Notes
on the Financial Statements' on pages 246 and 248.

HSBC carries debt and equity securities and
derivatives held for trading purposes at fair or ‘ mark-
to-market’ value. The mark-to-market of afinancial
instrument is defined as the amount at which the
instrument could be exchanged in a current
transaction between willing parties, other thanin a
forced or liquidation sale. For those debt and equity
securities not held for trading purposes, and carried
in the accounts at amortised historical cost,
consideration as to whether any such asset should be
written down to reflect impairment takesinto
account the fair value of the relevant security. Non-
trading derivatives (which are primarily interest rate
swaps) are accounted for on an accruals basis.
Changes in the value of securities and derivatives
held for trading purposes are reflected in ‘ Dealing
profits' and hence directly impact HSBC' s profit on
ordinary activities. Any impairment in the value of
debt and equity securities not held for trading
purposes is reported in * Amounts written of fixed
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asset investments' and hence reduces HSBC' s profit
on ordinary activities.

The mgjority of the Group’sfinancial
instruments held for trading purposes are valued
based on quoted market prices. Where quoted market
prices are not available, the fair value reflects
management’ s assessment of the value of these
financial instruments. This assessment may look to a
valuation of comparable instruments for which an
independent price can be established or use a
discounted cash flow model (particularly for debt
securities and derivatives) or model the valuation of
complex instruments based on a components
approach where independent pricing is available for
the underlying components, including interest rate
yield curves, option volatilities and currency rates.

The main factors which management considers
when applying a cash flow moddl are:

e thelikelihood and expected timing of future
cash flows on the instrument. These cash flows
are usually governed by the terms of the
instrument, although management judgement
may be required in situations where the ability
of the counterparty to service the instrument in
accordance with its contractual termsisin
doubt; and

e an appropriate discount rate for the instrument.
Again, management determines this rate, based
on its assessment of the appropriate spread of
the rate for the instrument over therisk free rate.

When valuing instruments by reference to
comparable instruments management takes into
account the maturity, structure and rating of the
instrument to which the position held is being
compared.

When valuing instruments on amodel basis
using the fair value of underlying components,
management additionally considers the need for
adjustments to take account of counterparty
creditworthiness, model uncertainty and the future
costs of servicing the portfolio. These adjustments
are based on defined policies which are applied
consistently across the Group.

For derivatives where market observable data
are not available, theinitial increasein fair value
indicated by the valuation model, but based on
unobservable inputs, is not recognised immediately
in the profit and loss account. This amount is held
back and recognised over the life of the transaction
in a systematic manner where appropriate, or
released to the profit and loss account when the
inputs become observable, or, when the transaction
matures or is closed out.



For securities carried at amortised cost
impairment may result from changesin their
estimated fair value if management changesits
assumptions regarding the above variables. In such
circumstances, it will also be necessary for
management to exercise judgement as to whether or
not the indicative change in estimated fair value

arising from revisions to the underlying valuation
assumptions are only temporary.

The table below summarises HSBC's trading
portfolios by valuation methodology at 31 December
2004:

Fair value based on:
Quoted market prices
Internal models with significant observable
market parameters
Internal models with significant unobservable
market parameters

Trading assets Trading liabilities
Securities Securities

purchased Derivatives sold Derivatives
% % % %
81.0 6.0 81.0 6.0
18.0 93.0 19.0 94.0
1.0 1.0 — —
100.0 100.0 100.0 100.0

For adiscussion of market risk management, see
Market Risk Management on pages 167 to 172.

UK GAAP compared with US GAAP

2004 2003 2002
Ussm US$m US$m
Net income
US GAAP 12,506 7,231 4,900
UK GAAP 11,840 8,774 6,239
Shareholders’ equity
US GAAP ... 90,082 80,251 55,831
UK GAAP ..o 86,623 74,473 51,765

Differencesin net income and shareholders equity
are explained in Note 49 of the ‘Notes on the
Financia Statements on pages 322 to 356.

Future accounting developments

Transition to International Financial Reporting
Standards

The adoption of International Financial Reporting
Standards (‘IFRS’) from 1 January 2005 is the most
significant accounting development for HSBC.

The European Union (‘EU’) requires that listed
European companies prepare their 2005 financial
statements in accordance with EU-endorsed |FRS.
HSBC’s 2005 interim financial statements will,
therefore, be prepared in accordance with IFRS. The
European Union endorsement process for IFRS is
ongoing but the majority of standards are now
endorsed including IAS 32 ‘Financia Instruments:;
Disclosure and Presentation’ and most of I1AS 39
‘Financial Instruments: Recognition and
Measurement’ with the exception of the deletion of a
limited number of words and paragraphsin IAS 39

including those relating to the use of the ‘fair value
option’ for financial liabilities.

HSBC has substantially completed its transition
to IFRS. The process of refining systems and
processes in order to collect dataon afully IFRS-
compliant basis for 2005 reporting is well advanced.

On 9 December 2004, HSBC filed with the US
Securities and Exchange Commission a summary of
the applicable significant differences between UK
GAAP and IFRS. This should be referred to for
details of the mgjor IFRS effects on HSBC Group,
and is available from http://www.hsbc.com/hsbc/
investor_centre/financial-results.

IFRS will also impact HSBC Holdings'
individual accounts. Investmentsin subsidiary
undertakings will be carried at cost rather than net
asset value, including attributable goodwill, adjusted
for shares held by subsidiariesin HSBC Holdings.
Under IFRS, in addition to the balance sheet, HSBC
Holdings will publish an income statement and other
primary financial statements.

HSBC currently intends to file 2004
comparative data and the 2005 opening balance
sheet on an IFRS basis in the second quarter of 2005.

FRS 27 ‘Life Assurance’ wasissued by the UK
Accounting Standards Board (‘ ASB’) in December
2004. This standard is effective under UK GAAP for
2005 reporting and thus should not ostensibly be
applicable to companies adopting IFRS for 2005.
However, FRS 27 adds to the requirements of IFRS
4 ‘Insurance contracts’ with regard to further
requirements in relation to measurement of realistic
liabilities and disclosure of capital position. HSBC
continues to assess the likely impact of this
accounting standard.
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US GAAP

The Financial Accounting Standards Board
(‘FASB’) (US GAAP) has issued the following
accounting standards, which become fully effective
in future financial statements.

In December 2003, the American Institute of
Certified Public Accountants (' AICPA’) released
Statement of Position 03-3, * Accounting for Certain
Loans or Debt Securities Acquired in a Transfer’
(“SOP 03-3'). SOP 03-3 addresses accounting for
differences between contractual cash flows and cash
flows expected to be collected from an investor’s
initial investment in loans or debt securities acquired
in atransfer if those differences are attributable to
credit quality. SOP 03-3 is effective for loans
acquired in fiscal years beginning after 15 December
2004. Adoption is not expected to have a material
impact on the US GAAP information in HSBC's
financial statements.

In March 2004, the FASB reached a consensus
on Emergent Issues Task Force (‘EITF') 03-1, ‘The
Meaning of Other-Than-Temporary Impairment and
Its Application to Certain Investments'. EITF 03-1
provides guidance for determining when an
investment isimpaired and whether the impairment
is other than temporary. EITF 03-1 also incorporates
into its consensus the required disclosures about
unrealised |osses on investments announced by the
EITF in late 2003 and adds new disclosure
requirements relating to cost-method investments.
The new disclosure requirements are effective for
annual reporting periods ending after June 15, 2004
and the new impairment accounting guidance was to
become effective for reporting periods beginning
after June 15, 2004. In September 2004, the FASB
delayed the effective date of EITF 03-1 for
measurement and recognition of impairment losses
until implementation guidance isissued. In
December 2004, the FASB decided to reconsider in
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its entirety all guidance on disclosing, measuring and
recognising other-than-temporary impairments of
debt and equity securities and requires companies to
continue to comply with existing accounting
literature. Until the new guidanceisfinalised, the
impact on HSBC' sfinancial position and results of
operations cannot be determined.

SFAS 123 (revised 2004) ‘ Share-Based
Payment’ (‘ SFAS 123R’) wasissued in December
2004 to replace SFAS 123 * Accounting for Stock
Based Compensation’ (' SFAS 123'). SFAS 123R
requires afair value method of accounting for stock-
based compensation plans. Under the fair value
method, compensation cost is measured at the date
of grant based on the value of the award and is
recognised over the service period. HSBC had
aready elected to follow the fair value method
encouraged by SFAS 123. Where annual bonuses are
awarded in restricted shares, and the employee must
remain with HSBC for afixed period in order to
receive the shares, HSBC has, to date, interpreted the
service period as being the year to which the bonus
relates. HSBC has fully expensed the share award in
that year under US GAAP, consistent with the UK
GAAP treatment. Under SFAS 123R, the service
period is presumed to be the vesting period, i.e. the
period the employee must remain with HSBC.
Accordingly, for awards granted after the effective
date of SFAS 123R, the expense of such awards will
be spread forward over the vesting period. HSBC
will adopt SFAS 123R from 1 July 2005.

The effect of adopting this new accounting
treatment will be that 2005 bonuses paid in restricted
shares will be excluded from staff costs for 2005 and
instead will be expensed over the vesting period with
a corresponding increase in net income. The amount
of these awards is dependent on 2005 performance.
2004 bonuses that will be paid in restricted shares
were approximately US$130 million.



Average balance sheet and net commercial banks by geographic region with all

interest income other commercial banking and investment banking
balances and transactionsincluded in * Other
Average balances and the related interest are shown operations . Additional information on the basis of
for the domestic operations of HSBC' s principal preparation is set out in the notes on page 130.
Y ear ended 31 December
2004 2003 2002
Average Interest Average Interest Average  Interest
Assets balance income Yield balance  income Yield balance income Yield

Ussm US$m % US$m US$m % US$m US$m %
Short-term funds and loansto banks

Europe HSBC Bank ......ccccoevvvnnene 24,308 672 276 22,534 657 292 16,691 595 356
HSBC Private Banking
Holdings (Suisse) ........ 2,644 89 337 3,394 7 221 5,500 144 262
[ 26,008 960 3.69 17,519 573 327 12,650 647 511
Hong Kong Hang Seng Bank ............... 8,259 219 265 10,172 212 2.08 15,205 409  2.69
The Hongkong and
Shanghai Banking
Corporation ..........cc...... 28,172 538 191 20,735 517 249 17,776 496 279
Rest of Asia= The Hongkong and
Pacific Shanghai Banking
Corporation ..........cc...... 9,180 198 216 6,893 138  2.00 6,686 187 280
HSBC Bank Maaysia....... 1,348 36 267 693 17 245 547 15 274
HSBC Bank Middle East .. 1,619 29 179 1,925 29 151 1,857 39 210
North America HSBC Bank USA ............. 2,323 56 241 1,808 35 194 2,248 63 280
HSBC Bank Canada ......... 2,162 45 208 1,711 31 181 1,291 26 201
HSBC MarketsInc ........... 7,807 91 117 2,535 20 079 3,756 43 128
HSBC Mexico® ......cooonn.. 3,771 227 6.02 4,199 214 510 421 32 760
South America Brazilian operations........... 1,954 237 1213 1,237 242 1956 1,065 177 16.62
HSBC Bank Argentina ... 250 3 120 231 2 087 164 14 854
Other OPErations ........c.ccceeeeeeverererererernennnns 11,201 237 212 7,206 159 221 8,577 328 382

131,006 3637 278 102,792 2921 284 94,434 3220 341

L oans and advances to customers

Europe HSBCBank .....cccoceveuenee 168,175 9298 553 130,178 6,739 518 105456 5865 5.56
HSBC Private Banking
Holdings (Suisse) ........ 4,700 115 245 3,385 79 233 2,881 81 281
CCF e 42,149 1,892 449 37,456 1,897 5.06 29,111 1657 5.69
HSBC Finance
Corporation®.................. 9,310 1,055 11.33 5,934 671 11.31 - - -
Hong Kong Hang Seng Bank ............... 31,234 882 282 29,138 938 322 28,820 1,083 3.76
The Hongkong and
Shanghai Banking
Corporation ................ 41,906 1,406 3.36 41,517 1517 365 39,040 1,713 439
Rest of Asia= The Hongkong and
Pecific Shanghai Banking
Corporation ................ 37,068 1,838 4.96 28,594 1,457 5.10 22,898 1284 561
HSBC Bank Maaysia........ 4,937 279 565 4,567 266  5.82 4,237 251 592
HSBC Bank Middle East .. 7,421 418 5.63 5,725 352 6.15 5,243 366 6.98
North America HSBC Bank USA ............. 61,659 2936 4.76 45,727 2,256  4.93 44,130 2419 548
HSBC Finance
Corporation®.................. 114461 13,146 11.49 81,973 9,631 1175 - - -
HSBC Bank Canada ......... 22,603 1,099 4.86 18,791 982 523 15,631 835 534
HSBC Markets Inc e 9,170 126 137 3,515 24 068 8,975 115 128
HSBC Mexico® ................. 8,095 878 10.85 9,103 862  9.47 913 102 1117
South America Brazilian operations........... 4,758 1569 32.98 2,930 1,044 35.63 2,542 821 3230
HSBC Bank Argentina ..... 905 101 11.16 792 103 13.01 889 261 29.36
Other Operations .........cccccereeerreeeenenenenes 20,400 864 4.24 20,284 627  3.09 16,118 671 4.16

588,951 37,902 644 469,609 29445 627 326884 17524 536

1 Yields annualised on the basis of the period of ownership in the year of acquisition.
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Assets (continued)

Trading securities

Europe

Hong Kong

Rest of Asia

Pacific

North America

South America

HSBC Bank
CCF

Hang Seng Bank

The Hongkong and
Shanghai Banking
Corporation .........c.eeeeee

The Hongkong and
Shanghai Banking
Corporation .........c.eeeeee

HSBC Bank Maaysia

HSBC Bank USA
HSBC Bank Canada
HSBC MarketsInc ............
HSBC Mexico' ..................

Brazilian operations ..........
HSBC Bank Argentina......

Other Operations ..........cceeeerneeceneneseeeenns

Investment securities

Europe

Hong Kong

Rest of Asia
Pacific

North America

South America

HSBC Bank
HSBC Private Banking
Holdings (Suisse) ..........
CCF
HSBC Finance
Corporation® ................

Hang Seng Bank

The Hongkong and
Shanghai Banking
Corporation .........c.eeeeee

The Hongkong and
Shanghai Banking
Corporation ...........cc......

HSBC Bank Mdaysia .......

HSBC Bank Middle East ..

HSBC Bank USA
HSBC Finance
Corporation® ..................
HSBC Bank Canada
HSBC MarketsInc ............
HSBC Mexico! ..................

Brazilian operations ..........
HSBC Bank Argentina.......

Other Operations .........c.cceeeernreeereneneeeens

1 Yields annualised on the basis of the period of ownership in the year of acquisition.
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Y ear ended 31 December
2004 2003 2002

Average Interest Average  Interest Average Interest
balance income Yield balance income Yied balance income Yied
US$m US$m % Ussm UsSsm % US$sm Ussm %
23,093 846 3.66 24,758 945 3.82 25,104 1,084 4.32
13,662 365 267 7,043 236 3.35 10,435 235 225
336 1 327 536 15 280 569 18 316
11,209 298 266 11,351 334 294 11,915 432 3.63
2,487 101 4.06 2,823 124 4.39 2,452 112 457
145 5 345 377 1 292 309 9 291
5,447 115 211 4,236 102 241 4,294 140 3.26
1,177 25 2.12 774 17 2.20 755 18 2.38
11,543 421  3.65 8,837 303 343 16,768 752 448
2,957 173 5.85 4,303 261 6.07 346 27 7.80
842 129 1532 - - - 34 - -
19 1 526 7 1 1429 2 - -
10,239 511  4.99 4,115 138  3.35 1,818 84 462
83,156 3,001 361 69,160 2487  3.60 74,801 2,911  3.89
28,572 1,145 401 16,449 659 4.01 13,071 623  4.77
10,828 303 280 14,298 397 278 14,454 503 348
6,957 239 344 3,365 210 6.24 2,052 141 6.87
55 1 182 231 2 087 - - -
20,356 479 235 16,458 460 2.79 10,629 375 353
33,798 779 2.30 31,774 829 2.61 29,945 955 3.19
15,902 537 3.38 13,906 487 3.50 10,534 448 4.25
1,156 40 346 1,101 37 336 981 34 347
1,104 27 2.45 873 24 2.75 760 30 3.95
18,213 884 4.85 18,753 894 4.77 17,795 927 521
4,153 87 209 3,370 59 175 - - -
2,814 65 2.31 2,681 75 2.80 2,440 78 3.20
18 1 556 17 1 588 17 1 588
3,822 395 10.33 2,041 254 1244 175 14 8.00
1,380 301 2181 1,323 250 18.90 1,470 314 21.36
164 12 7.32 120 13 10.83 185 34 1838
9,748 196 201 8,056 345 428 7,117 323 454
159,040 5491 345 134,816 4996 371 111,625 4800 430



Y ear ended 31 December

2004 2003 2002
Average Interest Average  Interest Average  Interest
Assets (continued) balance income Yield balance income Yied balance income Yied
US$m US$m % US$m US$m % US$m US$m %
Other inter est-ear ning assets
Europe HSBC Bank..........cccueueee. 8,522 351 4.12 6,190 173 2.79 10,384 198 1.91
HSBC Private Banking
Holdings (Suisse) ........ 7,611 146 1.92 5,420 102 1.88 3,964 119 3.00
CCF v 7,534 63 0.84 3,276 34 1.04 2,701 56 2.07
Hong Kong Hang Seng Bank ............... 701 10 143 1,097 25 228 1,158 33 285
The Hongkong and
Shanghai Banking
Corporation ..........c...... 16,927 316 1.87 12,680 264 2.08 9,128 238 2.61
Rest of Asia=  The Hongkong and
Pacific Shanghai Banking
Corporation ..........c...... 5,697 117 2.05 4,511 81 1.80 4,349 87 2.00
HSBC Bank Malaysia ....... 153 1 065 22 1 455 25 1 400
HSBC Bank Middle East .. 200 11 550 491 9 183 744 17 228
North America HSBC Bank USA ............. 784 26 3.32 371 17 4.58 320 24 7.50
HSBC Finance
Corporation®.................. 651 63 9.68 484 23 475 - - -
HSBC Bank Canada ... 234 8 3.42 170 10 5.88 1 1 100.00
HSBC MarketsInc ..... 683 12 1.76 159 4 2.52 64 2 3.13
HSBC Mexico® .......co.oun.. 336 5 149 74 3 405 - - -
South America Brazilian operations .......... 284 36 1268 162 27 16.67 196 24 1224
HSBC Bank Argentina ..... 30 - - 44 2 4.55 53 6 11.32
Other Operations .........cocceeerererenesesieseneens (48,195) (993) (33,113 (656) (32,082) (666)
2,152 172 7.99 2,038 119 584 1,005 140 1393
Total interest-ear ning assets
Europe HSBC Bank .........cccueueee. 252,670 12,312 4.87 200,109 9,173 4.58 170,706 8,365 4.90
HSBC Private Banking
Holdings (Suisse) 25,783 653 2.53 26,497 653 2.46 26,799 847 3.16
CCF v 96,310 3,519 3.65 68,659 2,950 4.30 56,949 2,736 4.80
HSBC Finance
Corporati Ot e 9,365 1,056 11.28 6,165 673 10.92 - - -
Hong Kong Hang Seng Bank ............... 60,886 1,601 2.63 57,401 1,650 2.87 56,381 1,918 3.40
The Hongkong and
Shanghai Banking
Corporation ................. 132,012 3337 253 118,057 3461 293 107,804 3834 356
Rest of Asia= The Hongkong and
Pecific Shanghai Banking
Corporation .........c.c...... 70,334 2,791 397 56,727 2,287 4.03 46,919 2,118 451
HSBC Bank Maaysia........ 7,739 361 4.66 6,760 332 491 6,099 310 5.08
HSBC Bank Middle East .. 10,344 485 4.69 9,014 414 4.59 8,604 452 5.25
North America HSBC Bank USA ............. 88,426 4017 454 70,895 3304 4.66 68,787 3573 519
HSBC Finance
Corporati N, 119,265 13,296 11.15 85,827 9,713 11.32 - - -
HSBC Bank Canada ... 28,990 1242 4.28 24,127 1115 462 20,118 958  4.76
HSBC MarketsInc ..... 29,221 651 223 15,063 352 234 29,580 918  3.10
HSBC Mexico® ................. 18,981 1,678 8.84 19,720 1,594 8.08 1,855 175 9.43
South America Brazilian operations .......... 9,218 2,272 24.65 5,652 1563 27.65 5,307 1,336 25.17
HSBC Bank Argentina ..... 1,368 117 8.55 1,194 121 10.13 1,293 315 24.36
Other Operations ..........occceveeeenreeeenenenenes 3,393 815 24.02 6,548 613  9.36 1,548 740 47.80
964,305 50203 521 778415 39,968 513 608,749 28595 4.70
Summary
Total interest-earning assets .........coceeeeeveene 964,305 50,203 5.21 778,415 39,968 5.13 608,749 28,595 4.70
Provisions for bad and doubtful debts ......... (12,992) (12,816) (7,809)
Non-interest earning assets .......c.ccovevveeennns 218,143 192,251 132,227
Total assets and interest income .................. 1,169,456 50,203 4.29 957,850 39,968 4.17 733,167 28,595 3.90

1 Yields annualised on the basis of the period of ownership in the year of acquisition.
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Assets (continued)

Distribution of average total assets

Europe HSBCBank .......cccccevueuens
HSBC Private Banking
Holdings (Suissg) ..........
CCF e
HSBC Finance
Corporation ..........cc......

Hong Kong Hang Seng Bank ................
The Hongkong and
Shanghai Banking
Corporation .........c.ceeeeee

Rest of Asa  The Hongkong and
Pacific Shanghai Banking
Corporation ...........cc......
HSBC Bank Madaysia .......
HSBC Bank Middle East ..

North America HSBC Bank USA .............
HSBC Finance

Corporation .........c.ceeeeee

HSBC Bank Canada .........

HSBC MarketsInc ............

HSBC Mexico ......cccuvuenene

South America Brazilian operations ..........
HSBC Bank Argentina......

Other operations (including consolidation
adjustmeNts) ......cccoevveeiieneeee
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Y ear ended 31 December
2004 2003 2002
% % %
275 27.8 28.7
24 3.0 38
10.5 9.3 9.7
1.0 0.7 -
5.6 6.4 7.9
15.9 16.7 18.6
6.9 6.8 7.1
0.7 0.7 0.8
1.0 1.0 12
9.4 9.6 11.5
11.6 10.2 -
26 2.6 2.8
35 2.6 5.3
18 21 0.3
1.0 0.9 11
0.1 0.1 0.2
(1.5 (0.5 1.0
100.0 100.0 100.0




Liabilitiesand shareholders funds

Deposits by banks'

Europe HSBC Bank .......cccccuennee.
HSBC Private Banking
Holdings (Suisse) ..........
CCF e
HSBC Finance
Corporation®..................

Hong Kong Hang Seng Bark ...............
The Hongkong and
Shanghai Banking
Corporation ..........c......

Rest of Asia=  The Hongkong and
Pacific Shanghai Banking
Corporation .........c.......
HSBC Bank Maaysia........
HSBC Bank Middle East ..

North America HSBC Bank USA .............
HSBC Bank Canada ...
HSBC MarketsInc .....
HSBC Mexico? .................

South America Brazilian operations ..........
HSBC Bank Argentina .....

Other Operations .........cocceeeerererenieesieseneens

Customer accounts'

Europe HSBCBank .......cccoeuenee
HSBC Private Banking
Holdings (Suisse) .........
[0
HSBC Finance
Corporation®..................

Hong Kong Hang Seng Bank ...............
The Hongkong and
Shanghai Banking
Corporation ..........c......

Rest of Asia= The Hongkong and
Pacific Shanghai Banking
Corporation ......c...c......
HSBC Bank Maaysia........
HSBC Bank Middle East ..

North America HSBC Bank USA .............
HSBC Bank Canada .........
HSBC Markets Inc
HSBC Mexico? ................

South America Brazilian operations ..........
HSBC Bank Argentina .....

Other Operations .........cocceeerenerereeesieeeneens

Y ear ended 31 December

1 Further analysisis given on pages 180 and 181.
2 Costs annualised on the basis of the period of ownership in the year of acquisition.

2004 2003 2002

Average Interest Average  Interest Average  Interest
balance expense Cost balance expense  Cost balance expense  Cost
ussm us$m % usS$m usS$m % ussm usS$m %
27,687 415 1.50 19,898 404 203 18,259 376 2.06
1,446 27 1.87 1,865 28 1.50 1,976 60 3.04
22,161 525 2.37 12,594 398 3.16 13,456 596 4.43
243 2 082 734 31 422 - - -
685 14 2.04 161 2 124 83 1 1.20
3,139 39 1.24 2,358 28 1.19 2,066 35 1.69
3,505 9%5 271 2,599 81 312 2,683 103 384
98 2 2.04 121 3 248 113 3 2.65
1,104 23 208 764 16 209 531 15 282
3,833 74 1.93 3,915 39 100 4,216 46 1.09
392 8 2.04 501 11 2.20 679 26 3.83
4,367 76 1.74 2,191 22 100 3,190 44 138
914 48 525 1,039 59 568 213 11 516
914 57 6.24 527 93 17.65 693 79 11.40
140 8 571 176 14 7.95 164 69 42.07
6,201 128 2.06 5,346 80 150 4,772 122 256
76,829 1541 201 54,789 1309 239 53,094 1586 299
170,262 4010 236 134421 2,741 204 106,301 2551 240
17,339 377 217 19,238 401  2.08 20,476 549 268
22,072 575 261 17,435 606 348 11,841 593 501
87 2 230 412 28 6.80 - - -
50,948 291 057 49,492 289 058 48,074 448  0.93
92,586 392 042 86,836 379 044 82,535 616 0.75
42,625 891 2.09 35,933 719 2.00 29,965 705 2.35
5,744 151 263 4,796 142 2.96 4,347 131  3.01
5,978 60 1.00 5,863 61 1.04 6,176 106 1.72
52,813 680 1.29 44,986 553 1.23 45,438 860 1.89
18,192 351 1.93 15,775 326 207 13,708 257 187
11,544 165 143 4,915 52 1.06 6,972 112 161
11,157 377 3.38 11,542 408 3.53 1,032 51 4.94
5,786 842 1455 3,888 755 1942 3,066 491 16.01
898 27 301 778 57 7.33 757 217 2867
44,054 741 168 29,130 510 1.75 25,917 653 252
552,085 9,932 1.80 465,440 8,027 1.72 406,605 8,340 2.05
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Liabilitiesand shareholders funds

(continued)

CDsand other money market instruments*

Europe

Hong Kong

Rest of Asia

Pacific

North America

South America

HSBC Bank
CCF

Hang Seng Bank

The Hongkong and
Shanghai Banking
Corporation ...........cc......

The Hongkong and
Shanghai Banking
Corporation ...........cc......

HSBC Bank Madaysia .......

HSBC Bank USA
HSBC Finance
Corporation? ..................
HSBC Bank Canada
HSBC Mexico?

Brazilian operations ..........
HSBC Bank Argentina......

Other Operations .........ccceeevrerieeeneneseeeens

L oan capital

Europe

Hong Kong
Rest of Asia
Pacific

North America

South America

HSBCBanK ......ccoovevvuvnns

CCF

HSBC Finance
Corporation?.................

The Hongkong and
Shanghai Banking
Corporation .........c.ceeeeee

The Hongkong and
Shanghai Banking
Corporation ...........cc......

HSBC Bank USA
HSBC Finance
Corporation? ..................
HSBC Bank Canada
HSBC Mexico?

Brazilian operations ..........
HSBC Bank Argentina......

Other Operations .........c.cceeeerrrecenneneeeens

1 Further analysisis given on page 182.
2 Costs annualised on the basis of the period of ownership in the year of acquisition.
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Y ear ended 31 December
2004 2003 2002
Average Interest Average Interest Average Interest
balance expense Cost balance expense  Cost balance expense  Cost
UsS$m US$m % US$m US$m % uUS$m US$m %
12,427 424 341 5417 151 279 2,088 83 398
9,885 214 2.16 5,739 162 2.82 4,856 201 4.14
1,266 30 2.37 1,399 36 257 2,150 65 3.02
9,565 357 3.73 8,257 321 3.89 5,331 258 4.84
4,489 183 4.08 3,163 121 3.83 1,659 69 4.16
261 8 307 263 8 304 148 7 473
1,755 26 148 1,604 26 162 2,286 62 271
11,441 188 1.64 5,522 60 1.09 — - —
4,028 89 221 3,132 84 268 2,168 56 258
3,566 134 3.76 4,052 169 4.17 318 22 6.92
102 15 1471 63 12 19.05 53 14 26.42
- - - - - - 105 7 667
2,029 106 522 1,479 59 399 763 16 210
60,814 1,774 292 40,090 1,209 3.02 21,925 860 3.92
10,523 579 550 8,790 466  5.30 7,053 463  6.56
6,365 219 344 5,686 187 3.29 3,941 164 4.16
3,485 161 462 2,230 111 498 - - -
1,632 80 4.90 1,796 80 4.45 1,786 83 4.65
713 42 5.89 270 17 6.30 151 12 7.95
9,370 350 374 3,284 178 542 3,39 214 6.30
101,269 2,751 272 71,346 1,779 249 - - -
1,967 76  3.86 1,288 66 512 1,014 65 641
- - - 188 13 691 19 2 1053
258 49 18.99 205 46 2244 271 44 16.24
95 7 7.37 353 30 8.50 319 62 1944
104 (22) (21.15) 9,324 133 143 7,148 167 234
135,781 4292 316 104,760 3,106 2.96 25,098 1276 508



Liabilitiesand shareholders funds
(continued)

Other interest bearing liabilities

HSBCBank .......ccceeuenee
HSBC Private Banking
Holdings (Suisse)
CCF e
HSBC Finance
Corporation® ..................

Hang Seng Bank ...............

The Hongkong and
Shanghai Banking
Corporation

Europe

Hong Kong

Rest of Asia
Pacific

The Hongkong and
Shanghai Banking
Corporation

HSBC Bank Maaysia........

HSBC Bank Middle East ..

HSBC Bank USA
HSBC Finance
Corporation®..................
HSBC Bank Canada .........
HSBC Markets Inc
HSBC Mexica! .................

North America

South America Brazilian operations ..........

HSBC Bank Argentina .....

Other Operations .........cocceeeeeererereeesieseniens

Total interest bearing liabilities

HSBC Bank ......cccccvvvvnnces
HSBC Private Banking
Holdings (Suisse)
[
HSBC Finance
Corporation®..................

Hang Seng Bark ...............

The Hongkong and
Shanghai Banking
Corporation

Europe

Hong Kong

Rest of Asia
Pacific

The Hongkong and
Shanghai Banking
Corporation

HSBC Bank Malaysia. .......

HSBC Bank Middle East ..

HSBC Bank USA
HSBC Finance
Corporation®..................
HSBC Bank Canada .........
HSBC Markets Inc
HSBC Mexico! .................

North America

South America Brazilian operations ..........

HSBC Bank Argentina .....

Other Operations..........cocceerereeenerenieenennnnenes

Summary

Total interest-bearing liabilities

Non interest-bearing current accounts

Shareholders' funds & other non interest-
bearing liabilities ........ccoevereiniiine

Total liabilities & interest expense ..............

Y ear ended 31 December

2004

2003

2002

Average Interest
balance expense

US$sm US$m
24,557 736
2,505 38
20,118 602
4,337 260
1,161 22
10,495 170
13,175 227
195 2
407 13
12,618 324
263 25
937 20
12,652 460
195 15
566 47
320 4
(58,260)  (1,325)
46,241 1,640
245,456 6,164
21,290 442
80,601 2,135
8,152 425
54,060 357
117,417 1,038
64,507 1,438
6,298 163
7,489 96
80,389 1,454
112,973 2,964
25,516 544
28,563 701
15,832 574
7,626 1,010
1,453 46
(5,872 372
871,750 19,179
871,750 19,179
56,141
241,565
1,169,456 19,179

Cost
%

3.00

152
2.99

5.99
1.89

1.62

172
1.03
3.19

257

9.51
213

7.69

8.30
125

3.55

251

2.08
2.65
521
0.66

0.88

223
2.59
1.28

181

2.62
213
245
3.63

13.24
3.17

2.20

2.20

164

Average  Interest
balance expense

US$m US$sm
21,502 213
1,509 26
12,994 327
1,359 65
639 15
8,178 136
10,732 202
246 3
335 9
10,317 240
2,077 7
691 16
7,680 276
296 48
346 16
(49,719 (880)
29,182 719
190,028 3,975
22,612 455
54,448 1,680
4,735 235
51,691 342
107,425 944
52,697 1,140
5,426 156
6,962 86
64,106 1,036
78,945 1,846
21,387 503
14,786 350
16,821 649
4,979 954
1,653 117
4,440 (98)
694,261 14,370
694,261 14,370
44,233
219,356
957,850 14,370

1 Costsannualised on the basis of the period of ownership in the year of acquisition.

Cost
%

0.99

172
2.52
4.78
2.35

1.66

1.88
1.22
2.69

2.33

0.34
2.32
3.59

16.22
4.62

2.46

2.09

201
3.09
4.96
0.66

0.88

2.16
2.88
1.24

1.62

234
2.35
2.37
3.86

19.16
7.08

207

207

150

Average  Interest
balance expense

US$m Us$sm
21,006 253
1,645 37
10,725 154
684 19
7,753 179
8,744 195
51 1
179 6
9,545 280
415 15
19,141 832
467 79
299 (5)
(47,127) (972)
33,527 1,073
154,707 3,726
24,097 646
44,819 1,708
50,991 533
99,471 1,171
43,202 1,084
4,659 142
6,886 127
64,881 1,462
17,984 419
29,303 988
1,582 86
4,550 707
1,644 350
(8,527) (14)
540,249 13,135
540,249 13,135
40,220
152,698
733,167 13,135

Cost
%

1.20

2.25

2.78

231

2.23
1.96
3.35

2.93

3.61
4.35

16.92
(1.67)

3.20

241

2.68
381

1.05

1.18

251
3.05
1.84

2.25
2.33
3.37

15.54
21.29

243

243

179
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Y ear ended 31 December
2004 2003 2002
% % %
Net interest margin
Europe HSBCBank........cccccuenneee 243 2.60 272
HSBC Private Banking
Holdings (Suisse) ......... 0.82 0.75 0.75
CCF e 144 185 181
HSBC Finance
Corporation® ..... 6.74 7.10 -
Hong Kong Hang Seng Bank 2.04 2.28 2.46
The Hongkong and
Shanghai Banking
Corporation .........c.c...... 1.74 213 247
Rest of Asia=  The Hongkong and
Pacific Shanghai Banking
Corporation .........c.c...... 192 2.02 220
HSBC Bank Maaysia ....... 2.56 2.60 2.76
HSBC Bank Middle East ... 3.76 3.64 3.78
North America HSBC Bank USA ............ 2.90 3.20 3.07
HSBC Finance
Corporation® .................. 8.66 9.17 -
HSBC Bank Canada ......... 241 254 2.68
HSBC MarketsInc ... (0.17) 0.01 (0.24)
HSBC Mexico® .........eenne. 5.82 4.79 4.80
South America Brazilian operations .......... 13.69 10.77 11.85
HSBC Bank Argentina....... 5.19 0.34 (2.711)
Other OpErations? ...........oeveeeverreesesnessnenens 2.20 1.96 1.86
3.22 3.29 2.54

1 Net interest margins annualised on the basis of the period of ownership in the year of acquisition.
2 Excludes eliminations (see note (iii)).

Notes
(i) Average balances are based on daily averages for the principal areas of HSBC' s banking activities with monthly or less frequent
averages used elsewhere.

(if) ‘Loans accounted for on a non-accrual basis' and ‘' Loans on which interest has been accrued but suspended’ have been included in
‘Loans and advances to banks' and ‘Loans and advances to customers'. Interest income on such loansisincluded in the
consolidated profit and loss account to the extent to which it has been received.

(iii) Balances and transactions with fellow subsidiaries are reported gross in the principal commercial banking and consumer finance
entitieswithin ‘ Other interest-earning assets and ‘ Other interest-bearing liabilities' as appropriate and the elimination entriesare
included within * Other operations' in those two categories.

(iv) Other than as noted in (iii) above, ‘ Other operations’ comprise the operations of the principal commercial banking and consumer
finance entities outside their domestic markets and all other banking operations.

(v) Non-equity minority interests are included within shareholders' funds and other non interest-bearing liabilities and the related
coupon payments are included within minority interestsin the profit and loss account.
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Analysis of changes in net interest income

The following table allocates changes in net interest

income between volume and rate for 2004 compared

I nterest income

Short-term funds and loansto banks
Europe HSBCBank ......ccceceveiniriiinne
HSBC Private Banking Holdings
(Suisse) ... .
CCF o

Hong Kong Hang Seng Bank ..........ccccoeeneee
The Hongkong and Shanghai
Banking Corporation ..............

Rest of Asia= The Hongkong and Shanghai
Pacific Banking Corporation .
HSBC Bank Maaysia.........

HSBC Bank Middle East

North America HSBC Bank USA .........ccccoeveee
HSBC Bank Canada ...................
HSBC MarketsInC ........ccceuenee.
HSBC MEXiCO .....ccovvvereeriene

South America Brazilian operations ....................
HSBC Bank Argentina ...............

Other OPErations .........c.ceeerirereeeerereneeieeseseeee s

L oans and advances to customers

Europe HSBCBank ......ccceceveienieniiinne
HSBC Private Banking Holdings

(SUISSE) e

CCF ....... .

HSBC Finance Corporation ........

Hong Kong Hang Seng Bank .........cccccoeennee.
The Hongkong and Shanghai
Banking Corporation ................

Rest of Asia= The Hongkong and Shanghai
Pecific Banking Corporation ................
HSBC Bank Maaysia.....
HSBC Bank Middle East ...

North America HSBC Bank USA ..............
HSBC Finance Corporation
HSBC Bank Canada .......... .
HSBC MarketsInc ........ccceuenee.
HSBC MEXICO ...coevvrrreirieeeenne

South America Brazilian operations ....................
HSBC Bank Argentina ..............

Other OPErations ...........ceererereeeereninieeeseseeeeesenens

with 2003, and for 2003 compared with 2002.
Changes due to a combination of volume and rate are
allocated to rate.

2004 compar ed with 2003 2003 compared with 2002
I ncr ease/(decr ease) Increase/(decrease)

2004 Volume Rate 2003 Volume Rate
Ustm USSm  US$m Ussm USsm  US$m
672 52 (37) 657 208 (146)
89 a7 31 75 (55) (14)
960 278 109 573 249 (323)
219 (40) a7 212 (135) (62)
538 185 (164) 517 83 (62)
198 46 14 138 6 (55)
36 16 3 17 4 )
29 (5 5 29 1 (11)
56 10 11 35 (12) (16)
45 8 6 31 8 ©)
o1 42 29 20 (16) (12)
227 (22) 35 214 287 (105)
237 140 (145) 242 29 36
3 - 1 2 6 (18)
237 88 (10) 159 (52) (117)
3,637 802 (86) 2,921 285 (584)
9,298 1,967 592 6,739 1,375 (501)
115 31 5 79 14 (16)
1,892 238 (243) 1,897 475 (235)
1,055 382 2 671 671 -
882 67 (123) 938 12 (157)
1,406 14 (125) 1,517 109 (305)
1,838 432 (51) 1,457 320 (147)
279 22 9 266 20 (5)
418 104 (38) 352 34 (48)
2,936 786 (106) 2,256 88 (251)
13,146 3,817 (302) 9,631 9,631 -
1,099 199 (82) 982 169 (22)
126 39 63 24 (70) (21)
878 (95) 111 862 915 (155)
1,569 651 (126) 1,044 125 98
101 15 (17) 103 (28) (130)
864 4 233 627 173 (217)
37,902 7,483 974 29,445 13240 (1,319)

2002
Ussm

595

144
647

409

496

5,865

81
1,657

1,083

1,713

1,284
251
366

2,419
835
115
102

821
261

671

17,524
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I nter est income (continued)

Trading securities

Europe

Hong Kong
Rest of Asia-
Pacific

North America

South America

HSBCBank ......ccooveinivinicne
CCF i

Hang Seng Bank ........cccccvevnenene
The Hongkong and Shanghai
Banking Corporation ..............

The Hongkong and Shanghai
Banking Corporation ..............
HSBC Bank Maaysia .....

HSBC Bank USA. .......
HSBC Bank Canada ...
HSBC MarketsInc ...... .
HSBC MEXICO ......cocevvevrerreerrenee

Brazilian operations ...........c..c....
HSBC Bank Argentina

Other Operations ...........coeeereeecenreecisseeeeneeas

Investment securities

Europe

Hong Kong

Rest of Asia-
Pacific

North America

South America

HSBC Bank ......cccvvereriiiiciens
HSBC Private Banking Holdings

(Suisse) .. .
CCF ot .
HSBC Finance Corporation ........

Hang Seng Bank ........ccccceeevrunene
The Hongkong and Shanghai
Banking Corporation ..............

The Hongkong and Shanghai
Banking Corporation ..............

HSBC Bank Maaysia .

HSBC Bank MiddleEadt ............

HSBC Bank USA .......cccceevieene
HSBC Finance Corporation ........
HSBC Bank Canada ..........
HSBC MarketsInc ......

HSBC Mexico ..........

Brazilian operations ... "
HSBC Bank Argentina................

Other Operations ........c.ccoeeereerererenesieiese e
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2004 compar ed with 2003 2003 compared with 2002
I ncr ease/(decr ease) Increase/(decrease)

2004 Volume Rate 2003 Volume Rate
UStm  USPm  US$m Ustm USSm  US$m
846 (64) (35) 945 (15) (124)
365 222 (93) 236 (76) 77
11 (6) 2 15 @) 2
298 (4) (32) 334 (20) (78)
101 (15) 8) 124 17 (5)
5 ) 1 11 2 —
115 29 (16) 102 ) (36)
25 9 1) 17 - e
421 93 25 303 (355) (94)
173 (82) (6) 261 309 (75)
129 - 129 - - -

1 2 2 1 - 1
511 205 168 138 106 (52)
3,001 503 1 2,487 (219)  (205)
1,145 486 - 659 161 (125)
303 (96) 2 397 (5) (101)
239 224 (195) 210 90 (21)
1 @) 1 2 2 -
479 109 (90) 460 206 (121)
779 53 (103) 829 58 (184)
537 70 (20) 487 143 (104)
40 2 1 37 4 (1)
27 6 ?3) 24 4 (10)
884 (26) 16 894 50 (83)
87 14 14 59 59 -
65 4 (14) 75 8 (12)

1 - - 1 - -

395 222 (81) 254 149 91
301 11 40 250 (31) (33)
12 5 (6) 13 (12) (9)
196 72 (221) 345 43 (21)
5,491 898 (403) 4,996 903 (707)

2002
US$sm

1,084
235

18

432

2,911

623

503
141

375

955

34
30

927
78
14

314

323
4,800



Interest expense

Deposits by banks
Europe HSBCBank ......cccccceveinienieinnne
HSBC Private Banking Holdings
(Suisse)
CCF e .
HSBC Finance Corporétion ........
Hong Kong Hang Seng Bank
The Hongkong and Shanghai
Banking Corporation ..............
Rest of Asia=  The Hongkong and Shanghai
Pacific

North America

South America

Banking Corporation ..............
HSBC Bank Maaysia..... .
HSBC Bank Middle East

HSBCUSA INC. .covvvveerveeene
HSBC Bank Canada ... .
HSBC Markets InC .......ccccevvennee
HSBC MEXICO ...ooevrrreeeereeeeenne

Brazilian operations ....................
HSBC Bank Argentina ...............

Other Operations ..........ccceeeerereeierenesesereseseeeseens

Customer accounts

Europe

Hong Kong

Rest of Asia

Pacific

North America

South America

HSBCBank ......cccceeveinienicinne
HSBC Private Banking Holdings

(Suisse)
CCF e .
HSBC Finance Corporétion ........

Hang Seng Bank
The Hongkong and Shanghai
Banking Corporation ..............

The Hongkong and Shanghai
Banking Corporation ..............

HSBC Bank Maaysia..................

HSBC Bank Middle East ............

HSBC USA INC. .ceevveeeeieeeene
HSBC Bank Canada ...
HSBC MarketsInc .....
HSBC Mexico ............

Brazilian operations ....
HSBC Bank Argentina

Other OPErations ...........ceerrerieeererenieeeseseeee s

2004 compar ed with 2003 2003 compared with 2002
I ncr ease/(decr ease) Increase/(decrease)
2004 Volume Rate 2003 Volume Rate
USSm US$m  USSm USsm UStm  USHm
415 158 (247) 404 19 9
27 6 5 28 3 (29)
525 302 (175) 398 (38) (160)
2 (21) (8) 31 31 -
14 7 5 2 1 -
39 9 2 28 5 (12)
95 28 (14) 81 3) (19)
2 0] - 3 — -
23 7 - 16 7 (6)
74 0] 36 39 3 (4)
8 2 €N 1 (M )
76 22 32 22 (14) (8)
48 7 (4) 59 43 5
57 68 (104) 93 (19) 33
8 3) (3) 14 5 (60)
128 13 35 80 15 (57)
1,541 527 (295) 1,309 57 (334)
4,010 731 538 2,741 633 (443)
377 (40) 16 401 (33) (115)
575 161 (192) 606 280 (267)
2 (22) @) 28 28 -
291 9 (7 289 13 172)
392 25 (12) 379 32 (269)
891 134 38 719 140 (126)
151 28 (19) 142 14 (3)
60 1 @) 61 (5) (40)
680 96 31 553 9  (298)
351 50 (25) 326 39 30
165 70 43 52 (33) 27
377 (14) (17) 408 519 (162)
842 369 (282) 755 132 132
27 9 (39) 57 6 (166)
741 261 (30) 510 81 (224)
9,932 1,494 411 8,027 1,202 (1,515)

2002
Ussm

376

60
596

35

103

15

46
26

11

79
69

122
1,586

2,551

549
593

616

705
131
106

860
257
112

51

491
217

653
8,340
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CDsand other money mar ket instruments

Europe HSBCBank .......ccoceoevveieneiene
CCF o

Hong Kong Hang Seng Bank ........ccccevevnnenene
The Hongkong and Shanghai

Banking Corporation ..............
Rest of Asia=  The Hongkong and Shanghai

Pacific Banking Corporation ..............
HSBC Bank Malaysia .................
North America HSBC USA INC ......cceeviveenicinene
HSBC Finance Corporation
HSBC Bank Canada ..........

HSBC Mexico ..........

South America Brazilian operations .... "
HSBC Bank Argentina................

Other Operations ..........ccoeereerererenenieese e

L oan capital

Europe HSBC Bank ..
CCF o .
HSBC Finance Corporation ........

Hong Kong The Hongkong and Shanghai
Banking Corporation ..............

Rest of Asia=  The Hongkong and Shanghai

Pacific Banking Corporation ..............
North America HSBC USA Inc ..................
HSBC Finance Corporation

HSBC Bank Canada .......... .

HSBC MEXiCO ...c.ovveeruiieeiiiine

South America Brazilian operations ....................
HSBC Bank Argentina................

Other Operations ...........ceceereeecenneeeeirneeeeneneas
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2004 compared with 2003 2003 compared with 2002
I ncr ease/(decr ease) Increase/(decrease)
2004 Volume Rate 2003 Volume Rate
UStm USPm  US$m Ustm USSm  US$m
424 195 78 151 132 (64)
214 117 (65) 162 37 (76)
30 ) ©) 36 (23) (6)
357 51 (15) 321 142 (79)
183 51 11 121 63 (11)
8 - - 8 5 @
26 2 ) 26 (18) (18)
188 64 64 60 60 -
89 24 (29) 84 25 3
134 (20) (15) 169 258 (1112)
15 7 (4) 12 3 (5)
—_ — —_ — (7) —
106 22 25 59 15 28
1,774 625 (60) 1,209 556 (207)
579 92 21 466 114 (1112)
219 22 10 187 73 (50)
161 62 (12) 111 111 -
80 ) 7 80 - ©)
42 28 (©) 17 9 4)
350 330 (158) 178 @) (29)
2,751 746 226 1,779 1,779 -
76 35 (25) 66 18 a7
- (13) - 13 18 @)
49 12 9) 46 (12) 13
7 (22) @) 30 7 (39)
(22 (132 (23) 133 51 (85)
4,292 920 266 3,106 2,199 (369)

2002
US$sm

83

201
65

258

69

62

56

14

16

860

463
164

83

12
214

65

62
167

1,276



Risk management

All HSBC's activitiesinvolve analysis, evaluation,
acceptance and management of some degree of risk
or combination of risks. The most important types of
risk are credit risk (which includes country and
cross-border risk), liquidity risk, market risk,
reputational risk and operational risk. Market risk
includes foreign exchange, interest rate and equity
pricerisks.

HSBC's risk management policies are designed
to identify and analyse these risks, to set appropriate
risk limits and controls, and to monitor the risks and
limits continually by means of reliable and up-to-date
administrative and information systems. HSBC
continually modifies and enhances its risk
management policies and systems to reflect changes
in markets and products and in best practice risk
management processes. Training, individua
responsibility and accountability, together with a
disciplined, conservative and constructive culture of
control, lie a the heart of HSBC's management of
risk.

The Group Management Board, under authority
delegated by the Board of Directors, formulates high
level Group risk management policy. A separately
constituted Risk Management Meeting monitors risk
and receives reports which allow it to review the
effectiveness of HSBC's risk management policies.

Credit risk management

Credit risk isthe risk that financial loss arises from
the failure of a customer or counterparty to meet its
obligations under a contract. It arises principally
from lending, trade finance, treasury and leasing
activities. HSBC has dedicated standards, policies
and procedures to control and monitor all such risks.

Within Group Head Office, a separate function,
Group Credit and Risk, is mandated to provide high-
level centralised management of credit risk for
HSBC worldwide. Group Credit and Risk is headed
by a Group General Manager who reports to the
Group Chief Executive, and its responsibilities
include the following:

e Formulating credit policies. These are embodied
in HSBC standards with which al HSBC's
operating companies are required to comply in
formulating and recording in dedicated manuals
their own more detailed credit policies and
procedures. All such credit policies and
procedures are monitored by Group Credit
and Risk.

e Establishing and maintaining HSBC's large
credit exposure policy. This policy sets controls

over the maximum level of HSBC's exposure to
customers, customer groups and other risk
concentrations in an approach which is designed
to be more conservative than internationally
accepted regulatory standards. All operating
companies within HSBC are required to adopt
this approach.

Issuing lending guidelines to HSBC's operating
companies on the Group's attitude towards, and
appetite for lending to, inter alia, specified
market sectors, industries and products. Each
HSBC operating company and major business
unit is required to base its own lending
guidelines on HSBC's standards, regularly
update them and disseminate them to al credit
and marketing executives.

Undertaking an independent review and
objective assessment of risk. Group Credit and
Risk assesses all commercia non-bank credit
facilities originated by HSBC's operating
companies in excess of designated limits, prior
to the facilities being committed to customers.
Operating companies may not confirm credit
approval without this concurrence. Renewals
and reviews of commercial non-bank facilities
over designated levels are subject to the same
process.

Controlling exposures to banks and other
financial institutions. HSBC's credit and
settlement risk limits to counterpartiesin the
finance and government sectors are approved
centrally to optimise the use of credit
availability and avoid excessive risk
concentration. A dedicated unit within Group
Credit and Risk controls and manages these
exposures globally using centralised systems
and automated processes.

Controlling cross-border exposures. Country
and cross-border risk is managed by a dedicated
unit within Group Credit and Risk using
centralised systems, through the imposition of
country limits with sub-limits by maturity and
type of business. Country limits are determined
by taking into account economic and political
factors, and applying local business knowledge.
Transactions with countries deemed to be high
risk are considered case-by-case.

Controlling exposures to selected industries.
Group Credit and Risk controlsHSBC's
exposure to the shipping and aviation sectors,
and closely monitors exposures to other
industries such as telecommunications,
automobiles, insurance and real estate. Where
necessary, restrictions are imposed on new
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business, or exposure within HSBC's operating
companies is capped.

e Maintaining and developing HSBC's facility
grading process in order to categorise exposures
into meaningful segments and facilitate focused
management of the identified risks. Historically,
HSBC's grading framework involved a
minimum of seven grades, the first three of
which are applied to differing levels of
satisfactory risk. Of the four unsatisfactory
grades, grades 6 and 7 are non-performing
loans. For banks, the grading structure involves
ten tiers, six of which cover satisfactory risk. A
more sophisticated grading framework, based on
default probability and loss estimates and
comprising up to 22 categories, is being
progressively implemented across the HSBC
Group and is already operative in several major
business units. This new approach will
increasingly allow a more granular analysis of
risk trends. Grading methodology is based upon
awide range of financial analytics together with
market data-based tools which are core inputs to
the assessment of counterparty risk. Although
automated grading processes areincreasingly in
use for the larger facilities, ultimate
responsibility for setting facility grades rests
with the final approving executive in each case.
Facility grades are reviewed frequently and
amendments, where necessary, are implemented
promptly.

» Reviewing the performance and effectiveness of
operating companies credit approval processes.
Regular reports are provided to Group Credit
and Risk on the credit quality of local portfolios
and corrective action is taken where necessary.

»  Reporting to certain senior executives on
aspects of the HSBC loan portfolio. These
executives, as well as the Group Management
Board, the Risk Management Mesting, the
Group Audit Committee and the Board, receive
avariety of regular reports covering:

- risk concentrations and exposure to industry
sectors;

- large customer group exposures;
— emerging market debt and provisioning;

- large non-performing accounts and
provisions;

- specific segments of the portfolio: real
estate, telecommunications, automobiles,
insurance, aviation and shipping, as well as
ad hoc reviews;
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— country limits and cross-border exposures;
and

— causes of unexpected loss and |lessons
learned.

e Managing and directing credit-related systems
initiatives. HSBC has a centralised database of
large corporate, sovereign and bank facilities
and is constructing a database comprising all
Group credit assets. A systems-based credit
application process for bank lending is
operational in all jurisdictions and a common
electronic corporate credit application systemis
deployed in al of the Group’s major businesses.

e Providing advice and guidance to HSBC's
operating companiesin order to promote best
practice throughout the Group on credit-related
matters such as:

— regulatory developments;

— implementing environmental and social
responsibility policies;

— scoring and portfolio provisioning;
- new products;

— training courses; and

— credit-related reporting.

e Acting on behalf of HSBC Holdings as the
primary interface for credit-related issues with
external partiesincluding the Bank of England,
the UK FSA, rating agencies, corporate analysts,
trade associations and counterpartsin the
world’s major banks and non-bank financial
institutions.

Each operating company is required to
implement credit policies, procedures and lending
guidelines which conform to HSBC Group
standards, with credit approval authorities delegated
from the Board of Directors of HSBC Holdings to
the relevant Chief Executive Officer. In each major
subsidiary, management includes a Chief Risk
Officer (or Chief Credit Officer) who reports to the
local Chief Executive Officer on credit-related
issues. All Chief Credit/Risk Officers have a
functional reporting line to the Group General
Manager, Group Credit and Risk.

Each operating company is responsible for the
quality and performance of its credit portfolios and
for monitoring and controlling all credit risksin its
portfolios, including those subject to central
approval by Group Credit and Risk. Thisincludes
managing its own risk concentrations by market
sector, geography and product. Local systemsarein



place throughout the Group to enable operating
companies to control and monitor exposures by
customer and counterparty.

Special attention is paid to problem loans. When
appropriate, specialist units are established by
HSBC's operating companies to provide customers
with intensive management and control support in
order to help them avoid default wherever possible
thereby maximising recoveries for HSBC.

Regular audits of operating companies’ credit
processes are undertaken by HSBC's Internal Audit
function. Audits include consideration of the
completeness and adequacy of credit manuals and
lending guidelines, an in-depth analysis of a
representative sample of accounts, an overview of
homogeneous portfolios of similar assets to assess
the quality of the loan book and other exposures, and
adherence to Group standards and policiesin the
extension of credit facilities. Individual accounts are
reviewed to ensure that facility grades are
appropriate, that credit and collection procedures
have been properly followed and that, where an
account or portfolio evidences deterioration,
adequate provisions are raised in accordance with
the Group's established processes. Internal Audit
will discuss with management facility gradings they
consider to be inappropriate, and their subsequent
recommendations for revised grades must then be
assigned to the facilities concerned.

Provisions for bad and doubtful debts

ItisHSBC's policy that each operating company
make provision for bad and doubtful debts promptly
when required and on a consistent basisin
accordance with established Group guidelines.

HSBC's grading process for credit facilities
extended by members of the Group is designed to
highlight exposures requiring greater management
attention based on ahigher probability of default and
potentia loss. Management particularly focuses on
facilities to those borrowers and portfolio segments
classified below satisfactory grades. Amendments to
facility grades, where necessary, are required to be
undertaken promptly. Management also regularly
evaluates the adequacy of the established provisions
for bad and doubtful debts by conducting a detailed
review of the loan portfolio, comparing performance
and delinguency statistics to historical trends and
assessing the impact of current economic conditions.

Two types of provision arein place: specific and
general. These are discussed below.

Specific provisions

Specific provisions represent the quantification of
actual and inherent losses from homogeneous
portfolios of assets and individually identified
accounts. In addition, specific provisions for the
sovereign risk inherent in cross-border credit
exposures are established for certain countries.
Specific provisions are deducted from loans and
advancesin the balance sheet.

Portfolios

Where homogeneous groups of assets are reviewed
on aportfolio basis, for example credit cards, other
unsecured consumer lending, motor vehicle
financing and residential mortgage loans, two
aternative methods are used to calculate specific
provisions:

e When appropriate empirical informationis
available, the Group utilisesroll rate
methodology (a statistical analysis of historical
trends of the probability of default and amount
of consequential loss, assessed at each time
period for which payments are overdue), other
historical data and an evaluation of current
economic conditions, to calculate an appropriate
level of specific provision based on inherent
loss. In certain highly developed markets,
sophisticated models also take into account
behavioural and account management trends
such as bankruptcy and restructuring statistics.
Roll rates are regularly benchmarked against
actual outcomes to ensure that they remain

appropriate.

e When the portfolio sizeislessthan
US$20 million or when information is
insufficient or not sufficiently reliable for arall
rate methodology to be adopted, the Group uses a
formulaic method which allocates progressively
higher loss ratesin line with the period of time
through which a customer’sloan is overdue.

The Group intends to extend the use of the roll
rate methodol ogies to all homogeneous portfolios of
assets (for calculating specific provisions) as
information becomes available.

The portfolio approach is applied to accountsin
the following portfolios:

« low vaue, homogeneous small business
accountsin certain jurisdictions;

e residential mortgages less than 90 days overdue;
and

* credit cards and other unsecured consumer
lending products.
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These portfolio provisions are generally
reassessed monthly and charges for new provisions,
or releases of existing provisions, are calculated for
each separately identified portfolio.

Individually assessed accounts

Specific provisions on individually assessed
accounts are determined by an evaluation of the
exposures case-by-case. This procedureis applied to
all accounts that do not qualify for, or are not subject
to, a portfolio-based approach outlined above. In
determining such provisions on individually assessed
accounts, the following factors are considered:

» the Group's aggregate exposure to the customer
(including contingent liabilities);

» theviahility of the customer’s business model
and capability to trade successfully out of
financial difficulties and generate sufficient cash
flow to service debt obligations;

» thelikely dividend available on liquidation or
bankruptcy;

» the extent of other creditors' commitments
ranking ahead of, or pari passu with, the Group
and the likelihood of other creditors continuing
to support the company;

» the complexity of determining the aggregate
amount and ranking of all creditor claims and
the extent to which legal and insurance
uncertainties are evident;

» theamount and timing of expected receipts and
recoveries;

» theredlisable value of security (or other credit
mitigants) and likelihood of successful
repossession;

» thededuction of any costsinvolved in recovery
of amounts outstanding;

» theability of the borrower to obtain and make
payments in the relevant foreign currency if
loans are not in local currency; and,

» where available, the secondary market price for
the debt.

Group policy requires areview of the level of
specific provisions on individual facilities above
materiality thresholds at |east half-yearly, or more
regularly where individual circumstances require.
Thiswill normally include areview of collateral held
(including re-confirmation of its enforceability) and
an assessment of actual and anticipated receipts. For
significant commercia and corporate debts,
specialised loan ‘work-out’ teams with experiencein
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insolvency and specific market sectors are used. This
expertise enables likely losses on significant
individual exposures to be assessed more accurately.
Releases on individually calculated specific
provisions are recognised whenever the Group has
reasonable evidence that the established estimate of
loss has been reduced.

Cross-border exposures

Specific provisions are established in respect of
cross-border exposures to countries assessed by
management to be vulnerable to foreign currency
payment restrictions. This assessment includes
analysis of both economic and political factors.
Economic factors include the level of external
indebtedness, the debt service burden and access to
external sources of funds to meet the debtor
country’ s financing requirements. Political factors
taken into account include the stability of the country
and its government, potential threats to security and
the quality and independence of the legal system.

Provisions are applied to al qualifying
exposures within these countries unless these
EXpOosUres:

e areperforming, trade-related and of lessthan
one year’s maturity;

e aremitigated by acceptable security cover which
is, other than in exceptional cases, held outside
the country concerned; or

e arerepresented by securities held for trading
purposes for which aliquid and active market
exists, and which are marked to market daily.

General provisions

Genera provisions augment specific provisions and
provide cover for loans which are impaired at the
bal ance sheet date but which will not be individually
identified as such until sometimein the future.
HSBC requires each operating company to maintain
ageneral provision which is determined after taking
into account:

e historical loss experiencein portfolios of similar
risk characteristics, for example, by industry
sector, loan grade or product;

e theestimated period between aloss occurring
and that loss being identified and evidenced by
the establishment of a specific provision against
that loss; and

e management’s judgement as to whether the
current economic and credit conditions are such
that the actual level of inherent lossesislikely to
be greater or less than that suggested by



historical experience.

The estimated period between aloss occurring
and itsidentification (as evidenced by the
establishment of a specific provision for thisloss) is
determined by local management for each identified
portfolio. In general, the periods used vary between
four and twelve months.

In normal circumstances, historical experience
is the most objective and accurate framework used to
assess inherent loss within each portfolio. Historical
loss experience is generally benchmarked against the
weighted average annual rate of losses over afive-
year period.

In certain circumstances, economic conditions
are such that historical loss experience provides
insufficient evidence of the inherent lossin agiven
portfolio. In such circumstances, management uses
its judgement, supported by relevant experience
from similar situations, to determine an appropriate
general provision.

The basis used to establish the general provision
within each reporting entity is documented, and is
reviewed by senior Group credit management for
conformity with Group policy.

Suspended and non-accrual interest

For individually assessed accounts, loans are
designated as non-performing as soon as
management has doubts as to the ultimate
collectibility of principal or interest, or when
contractual payments of principal or interest are
90 days overdue. When aloan is designated as non-
performing, interest is not normally credited to the
profit and loss account and either interest accruals
will cease (‘ non-accrual loans') or interest will be
credited to an interest suspense account in the
balance sheet which is netted against the relevant
loan (‘ suspended interest’).

Within portfolios of low value, high volume,
homogeneous loans, interest will normally be
suspended on facilities 90 days or more overdue. In
certain operating subsidiaries, interest income on
credit cards may continue to be included in earnings
after the account is 90 days overdue, provided that a
suitable provision is raised against the portion of
accrued interest which is considered to be
irrecoverable.

The designation of aloan as non-performing and
the suspension of interest may be deferred for up to
12 monthsin either of the following situations:

» cash collateral is held covering the total of
principal and interest due and the right of set-off

islegally sound; or

e thevalue of any net realisable tangible security
is considered more than sufficient to cover the
full repayment of all principal and interest due
and credit approval has been given to the
rolling-up or capitalisation of interest payments.

On receipt of cash (other than from the
realisation of security), the overall risk isre-
evaluated and, if appropriate, suspended or non-
accrual interest is recovered and taken to the profit
and loss account. Amounts received from the
realisation of security are applied first to the
repayment of outstanding indebtedness, with any
surplus used to recover specific provisions and then
suspended interest.

Charge-offs

Loans (and the related provisions) are normally
charged off, either partially or in full, when thereis
no realistic prospect of recovery of these amounts
and when the proceeds from the realisation of
security have been received. Unsecured consumer
facilities are charged off between 150 and 210 days
overdue. In the case of HSBC Finance, this period is
generally extended to 300 days overdue (270 days
for real estate secured products). There are no cases
where the charge-off period exceeds 360 days except
for the UK where certain consumer finance accounts
are still deemed collectible beyond this point. In the
case of bankruptcy, charge-off can occur earlier.

US banks typically write off problem lending
more quickly than is the practice in the UK. This
means that HSBC's reported levels of credit risk
elements and associated provisions are likely to be
higher than those of comparable US banks.

Restructuring of loans

Restructuring activity is designed to manage
customer relationships, maximise collection
opportunities and avoid foreclosure or repossession,
if possible. Following restructuring, an overdue
consumer account will normally be reset to current
status. Restructuring policies and practices are based
onindicators or criteriawhich, in the judgement of
local management, evidence the probability that
payment will continue. These policies are
continually reviewed and their application varies
depending upon the nature of the market, the product
and the availability of empirically based data. Where
empirical evidence indicates an increased propensity
to default on restructured accounts, the use of roll
rate methodol ogies for the calculation of provisions
results in the increased default propensity being
reflected in provisions.
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Restructuring activity is used most commonly
within consumer finance portfolios. The largest
concentration is domiciled in the USin HSBC
Finance Corporation. The magjority of restructured
accounts relate to secured lending.

In addition to restructuring, HSBC's consumer
lending businesses, principally HSBC Finance
Corporation’s, use other account management
techniques on amore limited basis, such as extended
payment arrangements, approved external debt
management plans, deferring foreclosure,
modification, loan rewrites and/or deferral of
payments pending a change in circumstances. When
using such techniques, accounts may be treated as
current, although if payment difficulties are
subsequently experienced they will be re-designated
as delinquent.

At 31 December 2004, the total value of
accounts which have been either restructured or
subject to other account management techniquesin
HSBC Finance was US$15 billion, representing 12
per cent of the HSBC Finance loan book, compared
with US$18 hillion or some 15 per cent at 31
December 2003.

Gross loans and advances to customers

Per sonal

Residential MOrtgages ........coceevveerveereeiesereseseeseseeenes
Hong Kong Government Home Ownership Scheme .....
Other Personal ..o

Assets acquired

Assets acquired in exchange for advancesin order to
achieve an orderly realisation continue to be reported
as advances. The asset acquired is recorded at the
carrying value of the advance disposed of at the date
of the exchange and subsequent provisions are based
on any further deterioration in value.

Loan portfolio

Loans and advances to customers are well spread
across the various industrial sectors, as well as
geographically.

At constant exchange rates, loans and advances
to customers (excluding the finance sector and
settlement accounts) grew by US$101.4 billion or 20
per cent, during 2004. On the same basis, personal
lending comprised 63 per cent of HSBC's loan
portfolio and over 72 per cent of the growth in loans
in 2004 related to personal and consumer lending.

Overall, including the finance sector and
settlement accounts, personal lending represented 57
per cent of total advancesto customers at
31 December 2004,

Total personal

Corporate and commer cial

Commercial, industrial and international trade .............
Commercial real estate
Other property-related
GOVEINIMENT ...t eneens
Other COMMErGial® .......ooovveeeeeeeeeeseeeeeeee s

Total corporate and commercial ...........ccoeeeeereeiercninnens

Financial
Non-bank financial institutions ...........ccccceeeeeveveieeeenns
Settlement accounts ...

Total financial ........cccoeeeeeeeveieieceeerece e

Total gross loans and advances to customers ..

Constant Under-

currency lying
2003 effect change 2004
US$m US$m uUS$m US$m
165,464 5,634 51,367 222,465
6,290 8) (880) 5,402
134,145 2,935 22,926 160,006
305,899 8,561 73,413 387,873
85,668 4,686 10,987 101,341
35,088 1,596 6,699 43,383
17,140 584 2,924 20,648
9,590 223 400 10,213
44,030 2,325 6,955 53,310
191,516 9,414 27,965 228,895
37,091 1,878 13,271 52,240
8,594 267 4,973 13,834
45,685 2,145 18,244 66,074
543,100 20,120 119,622 682,842

1 Other commercial includes advancesin respect of agriculture, transport, energy and utilities.
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The commentary below is on a constant currency
basis.

Residential mortgages increased by 28 per cent
to US$227.9 billion and comprised 33 per cent of
total gross loansto customers at 31 December 2004.
Growth was particularly strong in North America
where residential mortgages rose by 44 per cent to
US$112.9 hillion. A combination of low
unemployment and low interest rates encouraged
both growth in new lending and the refinancing of
existing mortgages. HSBC Finance aso introduced a
number of new products and activated a new
correspondent relationship in the first half of the
year. Residential mortgages in Europe increased by
26 per cent, predominantly in the UK, reflecting the
success of anumber of marketing initiatives,
competitive pricing and continued buoyancy in the
housing market. Mortgage balances in Hong Kong
were marginally lower than in 2003 as a 14 per cent
fall in GHOS, which remained suspended during the
year, offset asmall rise in non-scheme mortgages. In
the rest of Asia-Pacific, residential mortgages grew
by US$2.0 billion, or 16 per cent, with particularly
strong growth in China, the Middle East, India,
South Korea, Taiwan and Singapore.

Other personal lending, which represented 23
per cent of total gross loans to customers at
31 December 2004, increased by 17 per cent to
US$160.0 billion. Excluding the impact of the
acquisition of M&S Money in the UK in November
2004, the increase was 13 per cent. In Europe,
excluding this acquisition, other personal lending
grew by 18 per cent as consumer expenditure
remained strong, particularly in the UK, while

lending to European Private Banking clients rose by
22 per cent as customers took advantage of low
interest rates to finance higher returning securities.
Hong Kong and the rest of Asia-Pacific also
benefited from improved consumer sentiment and
other personal lending in Hong Kong increased by
23 per cent. In the rest of Asia-Pacific, an expansion
of consumer credit and growth in the credit cards
base contributed to a 25 per cent increase in other
personal lending while the US benefited from strong
growth in both the cards base and balances, and an
expansion of auto finance lending.

Loans and advances to the large corporate sector
remained subdued but commercial lending in Hong
Kong and in the rest of Asia-Pacific expanded as
regional trade volumes grew. International trade
balances in Hong Kong increased by 26 per cent to
US$7.8 hillion, as economic expansion in mainland
China, and buoyant consumer spending in the US
encouraged business expansion. Inter-regional trade
volumes also grew across the rest of Asia-Pacific and
trade finance lending in the region increased by 30
per cent with particularly strong growth in the
Middle East, where oil producing countries benefited
from high global oil prices, Singapore, Korea and

Japan.

The following tables analyse |oans by industry
sector and by the location of the principal operations
of the lending subsidiary or, in the case of the
operations of The Hongkong and Shanghai Banking
Corporation, HSBC Bank, HSBC Bank Middle East
and HSBC Bank USA, by the location of the lending
branch.
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Customer loans and advances by industry sector

At 31 December 2004

Grossloans
Gross by customer
Rest of loansand typeasa
Hong Asia- North South advancesto % of total
Europe Kong Pacific America America  customers grossloans
ussm US$m US$m USsm USsm USsm %
Per sonal
Residential mortgages.................. 70,552 24,040 14,799 112,866 208 222,465 32.6
Hong Kong Government Home
Ownership Scheme .........c....... - 5,402 - - - 5,402 0.8
Other personal .......c.ccocceeveieenene 57,920 9,104 9,075 80,463 3,444 160,006 23.4
Total persona .........cccovvvrerenene. 128,472 38,546 23,874 193,329 3,652 387,873 56.8
Corporate and commercial
Commercial, industrial and
international trade ................... 54,438 14,138 19,178 11,599 1,988 101,341 14.8
Commercial readl estate ................ 18,827 10,391 4,232 9,798 135 43,383 6.4
Other property-related .. 6,750 5,959 3,349 4,518 72 20,648 3.0
Government ........cccoceeeeieeinenenne 3,663 615 1,432 3,868 635 10,213 15
Other commercial®...........coooovnnen. 31,626 7,294 7,023 6,448 919 53,310 7.8
Total corporate and commercial .. 115,304 38,397 35,214 36,231 3,749 228,895 335
Financial
Non-bank financial institutions ... 30,809 1,932 2,297 17,090 112 52,240 7.7
Settlement accounts ...........cc.c..... 4,491 596 305 8,431 11 13,834 2.0
Total financia .........cocovvvvrenene. 35,300 2,528 2,602 25,521 123 66,074 9.7
Total grossloans and advances to
CUSIOMENS...oovveavsieseisesiss 279,076 79,471 61,690 255,081 7,524 682,842 100.0
Percentage of Group loans and
advances by geographical
(=0 Lol o FER 40.9% 11.6% 9.0% 37.4% 1.1% 100.0%
Non-performing loans*............... 6,065 773 1,180 4,583 658 13,259
Non-performing loans as a
percentage of gross loans and
advances to customers™ .......... 2.2% 1.0% 1.9% 1.8% 8.7% 1.9%
Specific provisions outstanding
against loans and advances ..... 4,036 331 791 4,420 522 10,100
Specific provisions outstanding
as a percentage of non-
performing loans®.................. 66.5% 42.8% 67.0% 96.4% 79.3% 76.2%

Other commercial includes advances in respect of agriculture, transport, energy and utilities.

Included within thistotal is credit card lending of US$56,222 million.

Net of suspended interest.

Included in North America are non-performing loans of US$3,782 million and specific provisions of US$3,443 million in HSBC
Finance; excluding HSBC Finance, specific provisions outstanding as a per centage of non-performing loans was 54.6 per cent.

A WNPF

Included in gross loans and advances to customers are the following numbers in respect of HSBC Finance, 92
per cent of which relate to North America:

2004 2003

US$m ussm

RESIAENLIAl MOMJBGES ....veueeveeeiirieieiereee ettt ettt sttt e b bbbttt sae b s et e et eseenesbe e e be e enesnans 60,829 46,057
MOtOr VENICIEFINGNCE ..o e 10,237 8,868
MasterCard/ViSa Credit CAIOS .........eccuieiuieieeeeie ettt et ste e e s ae e et e e be e beeebeeeaeeeareenneenneenns 22,225 21,207
Private label cards ........cccccoveeveennenne . 15,891 15,413
Other unsecured personal lending 32,677 30,130
Corporate and commercial lending 44 101
TOLAl .ot 141,903 121,776

142



Per sonal

Residential mortgages..................

Hong Kong Government Home
Ownership Scheme .........c.......

Other personal .........ccccceveveeeeennne

Total personal ........cccovveererenencne

Corporate and commer cial

Commercial, industrial and
international trade ...................

Commercial real estate .....

Other property-related ..

GOoVErNMENt .......ccoevevreeeiienrennns

Other commercial®........cooeviennee

Total corporate and commercial ..

Financial
Non-bank financial ingtitutions ...
Settlement accounts ...........cc..e....

Total financial ........ccccceevvvveinenene

Total grossloans and advances to

Percentage of Group loans and
advances by geographical

Non-performing loans as a
percentage of gross loans and
advancesto customers®............

Specific provisions outstanding
against loans and advances .....

Specific provisions outstanding
as a percentage of non-
performing loans.....................

Net of suspended interest.

A WN P

At 31 December 2003

Gross |oans
Gross by customer
Rest of loans and typeasa
Hong Asia North South  advancesto % of total
Europe Kong Pecific America America  customers gross loans
ussm ussm ussm UsS$m UsS$m UsS$m %
51,721 23,664 12,101 77,754 224 165,464 30.3
- 6,290 - - - 6,290 12
42,041 7,420 7,135 75,173 2,376 134,145 24.7
93,762 37,374 19,236 152,927 2,600 305,899 56.2
49,468 10,966 14,892 8,907 1,435 85,668 15.8
15,517 8,548 3,149 7,785 89 35,088 6.5
5,416 5,075 2,597 3,994 58 17,140 32
2,462 927 1,450 4,104 647 9,590 18
24,239 6,754 5,735 6,619 683 44,030 8.1
97,102 32,270 27,823 31,409 2,912 191,516 354
21,226 4,921 2,027 8,839 78 37,001 6.8
3,068 556 188 4,767 15 8,594 1.6
24,294 5477 2,215 13,606 93 45,685 84
215,158 75,121 49,274 197,942 5,605 543,100 100.0
39.7% 13.8% 9.1% 36.4% 1.0% 100.0%
5,701 1,671 1,538 5,444* 696 15,050
2.6% 2.2% 3.1% 2.8% 12.4% 2.8%
3,554 629 981 5,184* 530 10,878
62.3% 37.6% 63.8% 95.2%" 76.1% 72.3%

Other commercial includes advancesin respect of agriculture, transport, energy and utilities.
Included within thistotal is credit card lending of US$48,634 million.

Finance, specific provisions outstanding as a percentage of non-performing loans was 69.2 per cent.

Includes non-performing loans of US$4,380 million and specific provisions of US$4,448 million in HSBC Finance; excluding HSBC
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HSBC HOLDINGS PLC

Financial Review (continued)

Customer loans and advances by industry sector (continued)

At 31 December 2002
Gross |oans
Gross by customer
Rest of loans and typeasa
Hong Asia- North South  advancesto % of total
Europe Kong Pecific America America  customers  grossloans
US$m US$m US$m US$m US$m US$m %
Personal
Residential mortgages ................. 38,719 23,839 7,507 26,666 253 96,984 26.9
Hong Kong Government Home
Ownership Scheme .........c....... - 7,255 - - - 7,255 2.0
Other personal ...........ccovevvvevreene. 26,748 7,066 5,900 7,836 1,012 48,562 134
Total persona ........ccccceveerennnne. 65,467 38,160 13,407 34,502 1,265 152,801 42.3
Corporate and commercial
Commercial, industrial and
international trade ................... 44,424 10,173 12,582 10,773 1,063 79,015 21.8
Commercid real estate ................ 11,887 8,336 2,701 6,297 46 29,267 81
Other property-related .. 3,970 4,805 2,031 4,515 26 15,347 4.2
GOVENMENE . 2,164 719 933 4,575 562 8,953 25
Other commercial®..........ccc.evvnn. 22,712 6,612 5,950 4,835 565 40,674 112
Total corporate and commercial .. 85,157 30,645 24,197 30,995 2,262 173,256 47.8
Financial
Non-bank financial institutions ... 15,221 2,055 931 9,231 49 27,487 7.6
Settlement accounts ..............c..... 2,622 347 192 5,224 - 8,385 23
Total financial ........cccoceeeeceennnn 17,843 2,402 1,123 14,455 49 35,872 9.9
Total grossloans and advances to
CUSLOMES oo 168,467 71,207 38,727 79,952 3,576 361,929 100.0
Percentage of Group loans and
advances by geographical
FEJION. ...t 46.5% 19.7% 10.7% 22.1% 1.0% 100.0%
Non-performing loans® ................ 4,495 1,724 2,055 1,773 476 10,523
Non-performing loans as a
percentage of gross loans and
advances to customers®............ 2.7% 2.4% 5.3% 2.2% 13.3% 2.9%
Specific provisions outstanding
against loans and advances ..... 2,774 688 1,321 1,482 341 6,606
Specific provisions outstanding
as a percentage of non-
performing l0ans’ ..........c.c....... 61.7% 39.9% 64.3% 83.6% 71.6% 62.8%

1 Other commercial includes advancesin respect of agriculture, transport, energy and utilities.
2 Included within thistotal is credit card lending of US$9,950 million.
3 Net of suspended interest.
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Per sonal

Residential mortgages .................

Hong Kong Government Home
Ownership Scheme .........c.......

Other personal ...........cccceeveeeeeenene

Total personal ........ccoeeeenerenens

Corporate and commer cial

Commercial, industrial and
international trade ...................

Commercial real estate .....

Other property-related ..

GovernMENt .......cccoveeeveeveieeniennans

Other commercial®.......ccooeuvivnee

Total corporate and commercial ..

Financial
Non-bank financial ingtitutions ...
Settlement accounts .........c.ccveee..

Total financial .........ccccoeevveeennnne

Total gross loans and advances
10 CUSLOMES? ...

Percentage of Group loans and
advances by geographical

Non-performing loans as a
percentage of gross loans and
advancesto customers® ............

Specific provisions outstanding
against loans and advances .....

Specific provisions outstanding
as a percentage of non-
performing loans® ....................

At 31 December 2001

Gross |oans
Gross by customer
Rest of loans and typeasa
Hong Asia North South  advancesto % of total
Europe Kong Pecific America America  customers  grossloans
ussm ussm ussm UsS$m UsS$m UsS$m %
27,282 23,125 5134 22,126 548 78,215 24.7
- 8,123 - - - 8,123 26
21,065 6,227 4,616 6,273 1,280 39,461 12.3
48,347 37,475 9,750 28,399 1,828 125,799 39.6
38,476 9,662 11,226 9,018 1,720 70,102 22.1
9,475 8,474 2,395 5,877 77 26,298 8.3
3,630 4,710 2,169 4,011 69 14,589 4.6
2,393 543 900 728 775 5,339 17
20,510 6,349 5,457 4,230 617 37,163 11.7
74,484 29,738 22,147 23,864 3,258 153,491 48.4
11,329 1,546 752 12,572 118 26,317 8.3
2,361 223 189 8,984 4 11,761 37
13,690 1,769 941 21,556 122 38,078 12.0
136,521 68,982 32,838 73,819 5,208 317,368 100.0
43.0% 21.7% 10.3% 23.3% 1.7% 100.0%
3,682 2,028 2,723 672 544 9,649
2.7% 2.9% 8.3% 0.9% 10.4% 3.0%
2,204 856 1,786 289 365 5,500
59.8% 42.2% 65.6% 43.0% 67.1% 57.0%

1 Other commercial includes advancesin respect of agriculture, transport, energy and utilities.

2 Included within thistotal is credit card lending of US$8,289 million.

3 Net of suspended interest.
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HSBC HOLDINGS PLC

Financial Review (continued)

Customer loans and advances by industry sector (continued)

At 31 December 2000
Gross loans
Gross by customer
Rest of loans and typeasa
Hong Asia- North South  advancesto % of total
Europe Kong Pecific America America  customers  grossloans
US$m US$m US$m US$m US$m US$m %
Per sonal
Residential mortgages ................. 24,048 23,121 3,723 19,931 809 71,632 24.0
Hong Kong Government Home
Ownership Scheme .........c....... - 7,353 - - - 7,353 25
Other personal ..........cccceeveeeeeeene. 20,537 4,923 4,110 6,847 1,364 37,781 12.5
Total personal .......ccccoevevnerenens 44,585 35,397 7,833 26,778 2,173 116,766 39.0
Corporate and commer cial
Commercial, industrial and
international trade ................... 38,012 9,584 11,583 9,274 2,803 71,256 239
Commercial real estate................. 10,053 8,293 2,749 6,915 77 28,087 94
Other property-related .. 3121 3,850 1,815 4,072 156 13,014 44
GOVErNMENt ......cccevereeeererineeenenns 2,572 130 574 715 50 4,041 14
Other commercial®....................... 19,570 7,459 5,406 3,753 937 37,125 12.4
Total corporate and commercial .. 73,328 29,316 22,127 24,729 4,023 153,523 515
Financial
Non-bank financial institutions ... 10,374 1,664 629 8,629 152 21,448 7.2
Settlement accounts ...........c.c..... 3,946 142 361 2,464 41 6,954 23
Total financial .......cccoceeeeririnnnnne 14,320 1,806 990 11,093 193 28,402 9.5
Total gross loans and advances
10 CUSEOMENS oo 132,233 66,519 30,950 62,600 6,389 298,691 100.0
Percentage of Group loans and
advances by geographical
FEJION. ..t 44.3% 22.3% 10.4% 20.9% 2.1% 100.0%
Non-performing loans® ............... 3,376 2,521 3,081 684 710 10,372
Non-performing loans as a
percentage of gross loans and
advancesto customers® ............ 2.6% 3.8% 9.9% 1.1% 11.1% 3.5%
Specific provisions outstanding
against loans and advances ..... 2,135 1,241 1,929 278 482 6,065
Specific provisions outstanding
as a percentage of non-
performing loans® .................... 63.2% 49.2% 62.6% 40.6% 67.9% 58.5%

1 Other commercial includes advancesin respect of agriculture, transport, energy and utilities.
2 Included within thistotal is credit card lending of US$7,604 million.
3 Net of suspended interest.
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Customer loans and advances by principal area within rest of Asia-Pacific and South America

L oans and advances to customers
(gross)
Austraiaand New Zedland ..........cc.c.....

JAPAN ..o
Mainland China .

MaAl@YSia ..ccooeeeeieeceee e
Middle EaSt ..o
SINQEPOIE ..ot
SOUth KOF€a. ...
Taiwan

1 =74 |

L oans and advances to customers
(gross)
Austraiaand New Zedland ....................

JAPAN ..o

Malaysia .
Middle East .....ccoeererereeiice
SINQAPOIE ..ot
South Korea
Taiwan ...
Thailand ..

1 =74 | S

At 31 December 2004

Commercial,

international

Residential Other Property- tradeand
mortgages personal related other Total
US$m US$m US$m US$m US$m
5,871 635 2,580 3,761 12,847
778 371 56 1,440 2,645
12 166 9 769 956
12 106 689 3,532 4,339
256 10 794 3,329 4,389
2,029 670 407 2,611 5,717
129 1,976 1,414 6,326 9,845
2,139 3,027 1,263 2,259 8,688
1,834 189 6 1,559 3,588
1,509 762 - 805 3,076
28 178 75 1,135 1,416
202 985 288 2,709 4,184
14,799 9,075 7,581 30,235 61,690
37 69 21 1,061 1,188
170 3,374 158 2,433 6,135
1 1 28 171 201
208 3,444 207 3,665 7,524

At 31 December 2003

Commercial,

international

Residential Other Property- trade and
mortgages personal related other Total
uUS$m US$m US$m uUS$m US$m
5,436 497 1,835 3,460 11,228
424 305 10 1,329 2,068
13 135 20 670 838
13 75 613 2,731 3,432
78 6 614 1,887 2,585
1,837 518 311 2,501 5,257
61 1,660 923 4,726 7,370
1,521 2,420 1,142 2,219 7,302
1,430 81 - 847 2,358
1,073 506 - 852 2,431
32 129 82 743 986
183 803 196 2,237 3,419
12,101 7,135 5,746 24,292 49,274
47 62 16 975 1,100
176 2,313 122 1,715 4,326
1 1 9 168 179
224 2,376 147 2,858 5,605
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HSBC HOLDINGS PLC

Financial Review (continued)

Analysis of loans and advances to banks by geographical region

Provisions
Gross for bad
Rest of loansand and
Hong Asia- North South  advances  doubtful
Europe Kong Pacific  America  America  tobanks debts
ussm Us$m UsS$m US$m UsS$m ussm ussm
31 December 2004 ........covveveeereeeneienenennns 55,876 45,300 14,783 24,176 2,597 142,732 av)
Suspended INterest ........occcveeveeenerenienieens [©)]
TOA o 142,729
31 December 2003 ........cccooeeriereeneneneeneenes 51,806 38,639 12,948 11,885 1,922 117,200 (24)
Suspended INterest ........cocccveeveeenerenenieens 3
TOAl e 117,197
31 December 2002 .... . 39,398 33,359 10,708 10,391 1,665 95,521 (23)
Suspended interest (2
TOA e 95,519
31 December 2001 ......ccceverererereneieiereeennens 40,665 42,516 11,253 7,979 2,252 104,665 (22)
@
104,663
31 December 2000 ........ccceeeerereenerereeneenes 45,072 57,154 11,197 9,441 3,200 126,064 (30)
Suspended INterest ........occoveeveeereneneneens 2
TOAl e 126,062
Provisions against total loans and advances
Year ended 31 December 2004
Specific General Total
ussm us$m ussm
At 1 JaNUAIY 2004 ...t 10,902 2,813 13,715
AMOUNES WIEEEN OFf ... (8,896) - (8,896)
Recoveries of advances written off in previouS YEars ..........cccovveeennccnenenn 912 - 912
Charge/(credit) to profit and loss account 6,793 (436) 6,357
AcquiSItion Of SUDSIAIAIES .......ccceuiiueiriiieiee s 219 37 256
Exchange and Other MOVEMENLS ............c..ovuecueeeereereeeeeeesseesesseseeesessesaessensenes 187 155 342
At 31 DECEMDEN 2004 ....oooovererrrerereresmassmssamsssssnssssssssssssssssssssssssssssssssssssss 10,117 2,569 12,686
— HSBC Finance 3,672 616 4,288
— Rest of HSBC 6,445 1,953 8,398
Provisions against loans and advances to customers
2004 2003 2002 2001 2000
% % % % %
Total provisionsto grosslending'
SPECIfiC ProviSioNS .......c.cvevrereeeeereneeieenns 1.58 211 194 1.90 217
General provisions
Additional general provisions held
against Argentinerisk ........ceceevveeeverennns - - 0.04 0.21 -
Oher oo 0.40 0.54 0.70 0.71 0.75
Total ProviSions .........cccvveerenereerecnenenenes 1.98 2.65 2.68 2.82 2.92

1 Net of suspended interest, reverse repo transactions and settlement accounts.
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The following tables show details of the movements years. A discussion of the material movementsin the
in HSBC' s provisions for bad and doubtful debts by charge for provisions by region follows these tables.
location of lending office for each of the past five

Year ended 31 December 2004

Rest of
Hong Asia- North South
Europe Kong Pacific America America Total
ussm US$m uUS$m US$m uUsSsm US$m
Provisionsat 1 JanUary ........c.cccceeeereneeereeienenens 4,435 1,055 1,181 6,461 583 13,715
Amounts written off:
Commercial, industrial and international trade (298) (35) (165) (72) (65) (635)
REAl ESLALE ....cveieieieeieee s (30) (55) a7 3) ?3) (108)
Non-bank financial institutions .. 14 ) Q) (©)] - (20)
Other commercial .....cooevevveeveeeeerceeereeeens (211) (33) (42) (206) (29) (516)
Residential mortgages ..........ccoveeerenereriniennnne (20 (52) 8) (493) ?3) (566)
Other personal ..........ccccevveeienneecnneeeneens (768) (161) (179) (5,640) (303) (7,051)
Total amounts written off .........c.ccoccevencenene. (1,331) (338) (412) (6,417) (398) (8,896)
Recoveries of amounts written off in previous
years:
Commercial, industrial and international trade 27 10 4 73 4 118
Real €StAte ..o 3 - 10 4 - 17
Non-bank financial institutions .. 3 - - - - 3
Other commercial .......cccceevenee 6 3 9 34 30 82
Residential mortgages . 1 12 1 18 - 32
Other persond ...... 97 21 41 455 46 660
Total FECOVENIES ..o 137 46 65 584 80 912
Net charge to profit and loss account™:
BanKS ..o @ - @ - @) (20)
Commercial, industrial and international trade 181 (56) 49 (44) 47 177
Real €StAte ..o 21 (15) (29) (€] 1 (23)
Non-bank financial institutions .. 19 (©)] @ - - 15
GOVEMNMENES ..vveveeeeerieeeie e eseesee e seee e 0] - - 1 - -
Other commercial .....ocoevevveeeeveescesereeees (68) (29) (18) 37) (38) (190)
Residential mortgages . 4 (12) 4 485 4 485
Other personal ..........cocoevveeeienneeecnneeenees 1,037 116 144 4,783 259 6,339
General ProvisSions ..........cceeerreeecnnieieenenens (161) (224) (48) (1) (2) (436)
Total Charge .....ccceveereereeee e 1,025 (223) 100 5,186 269 6,357
Foreign exchange and other movements ............. 547 (7) 15 (1) 44 598
Provisions at 31 December ..........cccveveirenenennne 4,813 533 949 5,813 578 12,686
Provisions against banks:
SPECIfiC ProviSIONS ......cccceeeeerenirerieereneeeene 14 - 3 - - 17
Provisions against customers:
SPECifiC ProviSIONS .......ceeeererereeieiinieeceenes 4,036 331 791 4,420 522 10,200
General ProviSioNS” ......c.coeeveeeeeceeeeeeeeerereneenes 763 202 155 1,393 56 2,569
Provisions at 31 December ..........cccccvveeceirinnnes 4,813 533 949 5,813 578 12,686
Provisions against customers as a percentage
of loans and advances to customers: % % % % % %
SPECifiC ProviSiONS ........cceererereeuecnirieeeeenes 1.45 0.42 1.28 1.73 6.94 1.48
General ProviSIONS ......ccoeceeeeereeneeerieese e 0.27 0.25 0.25 0.55 0.74 0.38
TOEl e 1.72 0.67 1.53 2.28 7.68 1.86

1 Seetable below ‘Net charge to the profit and loss account for bad and doubtful debts'.

2 General provisions are allocated to geographical segments based on the location of the office booking the provision. Conseguently, the
general provision booked in Hong Kong may cover assets booked in branches |ocated outside Hong Kong, principally in the Rest of
Asia-Pacific, aswell asthose booked in Hong Kong.
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Financial Review (continued)

Y ear ended 31 December 2003
Rest of
Hong Asia North South
Europe Kong Pacific America America Total
US$m US$m uUS$m uUS$m uUS$m US$m
Provisionsat 1 January ......c.ccccoceeevenueereeneenrennes 3,668 1,143 1,496 2,356 477 9,140
Amounts written off:
Commercial, industrial and international trade (338) (71 (201) (337) (69) (1,016)
Real 6State ...ovvvvveeeceeee e (3D (12) (18) (113) 5) (179)
Non-bank financial institutions ... 3 (13) (21) (30) - (67)
GOVENMENES ... (0] - (0] - - 2
Other commercial ......cooveveevveieeereerescerenes (54) (65) (42) (104) (30) (295)
Residential mortgages .. 4) (121) (16) (529) 5) (675)
Other personal .........ccccoeeeeneniseieneneeeeenieene (471) (302) (146) (4,225) (78) (5,222)
Total amountswritten off ... (902) (584) (445) (5,338) (187) (7,456)
Recoveries of amounts written off in previous
years:
Commercial, industrial and international trade 25 16 18 20 3 82
Real 6StAE .....ovceeieiceee e 3 - 4 2 - 9
Non-bank financial institutions ... 2 - 5 4 - 11
Governments ..... - - - - - -
Other commercial ..... 49 4 11 10 7 81
Residential MOrtgages .......ccoceevvevveiereereserennens 1 6 1 4 1 13
Other personal .........cccceeeeereseieneniseeseseeens 62 16 35 295 6 414
Total FECOVENIES vt 142 42 74 335 17 610
Net charge to profit and loss account®:
BanKS ..o (6) - 3 - - 3
Commercial, industrial and international trade 286 ©)] (45) 78 60 376
Real 6StA ....c.oveeecieiceec e 15 (18) 8) @ 1 (12)
Non-bank financial institutions.............c.cccuee.. 0] 1 a7 5) D (23)
GOVENMENES ..o - - 1 - - 1
Other commercial .......ccoeeeeeneeieniireeeee e 216 78 4) 55 (6) 339
Residential mOrtgages ........c.ccoveeveeereenenennenens - 102 23 421 6 552
Other personal 482 271 116 3,992 122 4,983
General Provisions .........ccccceeeveeeeeienesieeenne (118) (31 16 136 (124) (121)
Total Charge ...oovveeeeeeeseeeeseee e 874 400 85 4,676 58 6,093
Foreign exchange and other movements? 653 54 (29 4,432 218 5,328
Provisions at 31 December .........ccccvevevveieinrenne. 4,435 1,055 1,181 6,461 583 13