


























HSBC HOLDINGS PLC

Notes on the Financial Statements (continued)

Note 38
Issued
2006 2005
US$m US$m
HSBC Holdings ordinary ShAres .............ccocueirieirieiineieiieesietisietee e stesesaesesse e sesesaesesseseesennns 5,786 5,667
Number US$m
HSBC Holdings ordinary shares
At 1JANUATY 2000 ......oviiiiiiiiieieie et 11,333,603,942 5,667
Shares issued in connection with the maturity of HSBC Finance
8.875 per cent Adjustable Conversion-Rate Equity Security Units ...........ccoeeueeninnicccninnenne 3,424,742 2
Shares issued under HSBC Finance share plans ...........cccocoveiiriniiineinenneeceececse e 643,520 -
Shares issued under HSBC employee share plans 75,956,784 38
Shares issued in lieu Of dIVIAENAS .........ccoevveviiiiiiiiiiciicece et 158,578,747 79
At 31 DECemMDET 2000 .......c.eiuiiiiiriiiiciticieiete ettt 11,572,207,735 5,786
At 1JanUary 2005 ......c.oooiiiiiiiieiiie et 11,172,075,550 5,587
Shares issued in connection with the early settlement of HSBC Finance
8.875 per cent Adjustable Conversion-Rate Equity Security Units .........c.ccoeeeeninniceccninnenene 324,726 -
Shares issued under HSBC Finance share plans ...........cccocoveiirinininieineneeeecseecseeseeeeeeees 878,224 -
Shares issued under HSBC employee share plans ..........c.cocoeeeeeirininieicinininneeccnneeeeeseseeienene 56,363,536 28
Shares issued in lieu of diVIAENAS .....c..ooiiiiiiiicie ettt ens 103,961,906 52
At 31 December 2005 ........o.eiuiieieiiririiieiieieiete ettt 11,333,603,942 5,667

All ordinary shares confer identical rights in respect of capital, dividends, voting and otherwise.

Number US$m
HSBC Holdings preference shares
At 1 January 2006 and 31 December 2000 ...........cceiriririeiiueinininieieieennieieseeeseetee et 1,450,000 —
At 1 JanUAry 2005 ...ooveieieiieieteteest ettt ettt ettt sh e b ettt - -
Issue of non-cumulative preference shares of US$0.01 €ach ........cccocoevvveieeiiiininieeieieeeceene 1,450,000 —
At 31 DECemMDBET 20035 ...ttt ettt et e et e et e eaeenaeenae s 1,450,000 —

Dividends on HSBC Holdings non-cumulative dollar preference shares are paid quarterly at the sole and absolute
discretion of the Board of Directors. The Board of Directors will not declare a dividend on the preference shares if
payment of the dividend would cause HSBC Holdings not to meet the applicable capital adequacy requirements of
the FSA or the profit of HSBC Holdings available for distribution as dividends are not sufficient to enable HSBC
Holdings to pay in full both dividends on the preference shares and dividends on any other shares that are scheduled
to be paid on the same date and that have an equal right to dividends. HSBC Holdings may not declare or pay
dividends on any class of its shares ranking lower in the right to dividends than the preference shares nor redeem nor
purchase in any manner any of its other shares ranking equal with or lower than the preference shares unless it has
paid in full, or set aside an amount to provide for payment in full, the dividends on the preference shares for the then-
current dividend period. The preference shares carry no rights to conversion into ordinary shares of HSBC Holdings.
Holders of the preference shares will only be entitled to attend and vote at general meetings of shareholders of HSBC
Holdings if the dividend payable on the preference shares has not been paid in full for four consecutive dividend
payment dates. In such circumstances, holders of preference shares will be entitled to vote on all matters put to
general meetings until such time as HSBC Holdings shall have paid a full dividend on the preference shares. HSBC
Holdings may redeem the preference shares in whole at any time on or after 16 December 2010, with the consent of
the FSA.

The 301,500 non-voting deferred shares were in issue throughout 2005 and 2006 and are held by a subsidiary
undertaking of HSBC Holdings. Holders of the non-voting deferred shares are not entitled to receive dividends on
these shares. In addition, on winding-up or other return of capital, holders are entitled to receive the amount paid up
on their shares after distribution to ordinary shareholders of the amount of £10,000,000 in respect of each ordinary
share held by them.

Details of the options outstanding to subscribe for HSBC Holdings ordinary shares under the HSBC Holdings Group
Share Option Plan, HSBC Holdings Executive Share Option Scheme, the HSBC Share Plan and HSBC Holdings
savings-related share option plans are given in Note 9. In aggregate, options outstanding under these plans is as
follows:
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31 December 2006 ..............cccoceverieieieienienen.

31 December 2005 ......ccoveireeirienieieieeeeeeeeenes
31 December 2004 ........coevveevireiieeiieeeeeiieeeeens

Number of
HSBC Holdings
ordinary shares

267,265,027
6,661,998
270,473

2,932,100

341,281,540
374,369,127

Period of exercise

2007 to 2015
2007 to 2012
2007 to 2012

2007 to 2012

2006 to 2015
2005 to 2014

Exercise price

£5.0160 — £9.642
HK$103.4401
€11.0062
US$13.3290 —
US$14.1621

£2.1727 — £9.642
£2.1727 — £9.642

Following the acquisition of HSBC France in 2000, outstanding employee share options over HSBC France shares
vested. On exercise of the options, the HSBC France shares are exchangeable for HSBC Holdings ordinary shares in
the same ratio as for the acquisition of HSBC France (13 HSBC Holdings ordinary shares for each HSBC France
share).

During 2006, 445,115 (2005: 435,784) HSBC France shares were issued following the exercise of employee share
options and exchanged for 5,786,495 HSBC Holdings ordinary shares, such shares being delivered from The HSBC
Holdings Employee Benefit Trust 2001 (No. 1) (2005: 5,665,192 HSBC Holdings ordinary shares). During 2006, no
options over HSBC France shares lapsed (2005: nil). During 2006, there were no (2005: 1,500) HSBC France shares
previously issued following the exercise of employee share options that were exchanged for HSBC Holdings ordinary
shares (2005: 19,500 HSBC Holdings ordinary shares). There were 1,287,881 HSBC France employee share options
exchangeable for HSBC Holdings ordinary shares outstanding at 31 December 2006 (2005: 1,732,996). At 31
December 2006, The HSBC Holdings Employee Benefit Trust 2001 (No. 1) held 15,316,328 (2005: 21,102,823)
HSBC Holdings ordinary shares which may be exchanged for HSBC France shares arising from the exercise of
options.

HSBC France options effectively outstanding over HSBC Holdings ordinary shares under this arrangement are as
follows:

Number of

HSBC France
shares exchangeable
for HSBC Holdings
ordinary shares

Period of exercise Exercise price

31 December 2006 .................ccoooeviiiiiniininne 1,287,881 2007 to 2010 €37.05 - €142.50
31 December 2005 .... 1,732,996 2006 to 2010 €35.52 - €142.50
31 December 2004 ... 2,170,280 2005 to 2010 €32.78 - €142.50

There also exist outstanding options over the shares of HSBC Private Bank France, a subsidiary of HSBC France
which are exchangeable for HSBC Holdings ordinary shares, the details of which are set out in the Directors’ Report
on pages 271 and 272 and summarised below.

On exercise of options over shares of HSBC Private Bank France, the HSBC Private Bank France shares are
exchangeable for HSBC Holdings ordinary shares in the ratio of 1.83 HSBC Holdings shares for each HSBC Private
Bank France share. During 2006, 194,804 (2005: 473,400) HSBC Private Bank France shares were issued following
the exercise of employee share options and exchanged for 356,472 (2005: 841,291) HSBC Holdings ordinary shares,
such shares being delivered from The CCF Employee Benefit Trust 2001 (Private Banking France). During 2006, no
options over HSBC Private Bank France shares lapsed (2005: 59,875). During 2006, 6,000 (2005: 1,150) HSBC
Private Bank France shares previously issued following the exercise of employee share options were exchanged for
10,980 (2005: 2,104) HSBC Holdings ordinary shares. At 31 December 2006, 8,819 (2005: 14,819) HSBC Private
Bank France shares were in issue and will be exchanged for HSBC Holdings ordinary shares on the fifth anniversary
of the date of the awards of the options. There were 402,856 HSBC Private Bank France employee share options
exchangeable for HSBC Holdings ordinary shares outstanding at 31 December 2006 (2005: 597,660). At

31 December 2006, The CCF Employee Benefit Trust 2001 held 1,085,323 (2005: 1,452,775) HSBC Holdings
ordinary shares which may be exchanged for HSBC Private Bank France shares arising from the exercise of options.

HSBC Private Bank France options (including shares issued but not exchanged) effectively outstanding over HSBC
Holdings ordinary shares under this arrangement are as follows:
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HSBC HOLDINGS PLC

Notes on the Financial Statements (continued)

Note 38
Number of HSBC
Private Bank France
shares exchangeable
for HSBC Holdings
ordinary shares Period of exercise Exercise price
31 December 2000 ...........ccooveueeiininnenecicnnen 411,675 2007 to 2012 €10.84 — €22.22
31 December 2005 612,479 2006 to 2012 €10.84 — €22.22
31 December 2004 1,132,060 2005 to 2012 €10.84 — €22.22

On the acquisition of Banque Hervet in 2001, Banque Hervet shares were held in a Plan d’Epargne Entreprise on
behalf of Banque Hervet employees to vest and be released to employees over a 5 year period. It was agreed to
exchange these Banque Hervet shares, on vesting, for HSBC Holdings ordinary shares in the ratio of 3.46 HSBC
Holdings ordinary shares for each Banque Hervet share. During 2006, 163,369 (2005: 7,670) Banque Hervet shares
were released in connection with the vesting of interests in the Plan d’Epargne Entreprise and exchanged for 565,151
(2005: 26,539) HSBC Holdings ordinary shares, such shares being delivered from The CCF Employee Benefit Trust
2001 (Banque Hervet). At 31 December 2006, The CCF Employee Benefit Trust 2001 (Banque Hervet) held no
(2005: 586,213) HSBC Holdings ordinary shares.

Banque Hervet shares to be exchanged for HSBC Holdings ordinary shares under this arrangement were as follows:

Number of Banque
Hervet shares
exchangeable for

HSBC Holdings

ordinary shares Period of vesting
31 December 2000 ..ot - -
31 December 2005 .....c.ccueuiiriiiiciiieieieieeene ettt 169,416 2006
31 December 2004 ..o 177,086 2005 — 2006

Following the acquisition of HSBC Finance Corporation in 2003, all outstanding options and equity-based awards
over HSBC Finance Corporation common shares were converted into rights to receive HSBC Holdings ordinary
shares in the same ratio as the share exchange offer for HSBC Finance Corporation (2.675 HSBC Holdings ordinary
shares for each HSBC Finance Corporation common share) and the exercise prices per share adjusted accordingly.
During 2006, options over 10,484,937 (2005: 3,563,020) HSBC Holdings ordinary shares were exercised and
9,781,228 (2005: 2,638,816) HSBC Holdings ordinary shares delivered from The HSBC (Household) Employee
Benefit Trust 2003 and the HSBC (Household) Employee Benefit Trust 2003 (No.2) to satisfy the exercise of these
options. During 2006, options over 300,555 (2005: 152,936) HSBC Holdings ordinary shares lapsed. At 31
December 2006, The HSBC (Household) Employee Benefit Trust 2003 and the HSBC (Household) Employee
Benefit Trust 2003 (No.2) held a total of 8,670,335 (2005: 9,173,100) HSBC Holdings ordinary shares and 198,665
(2005: 2,198,829) ADSs, each of which represents five HSBC Holdings ordinary shares, which may be used to
satisfy the exercise of these options and equity-based awards under the HSBC Finance Corporation share plans.

Options and equity-based awards outstanding over HSBC Holdings ordinary shares under the HSBC Finance
Corporation share plans are as follows:

Number of

HSBC Holdings
ordinary shares Period of exercise Exercise price
31 December 2006 ................ccccociuciiiiininininnen 27,322,438 2007 to 2012 nil — US$21.37
31 December 2005 38,107,930 2006 to 2012 nil — US$21.37
31 December 2004 41,823,886 2005 to 2021 nil - US$25.40

Prior to its acquisition by HSBC Holdings, HSBC Finance Corporation issued 8.875 per cent Adjustable Conversion-
Rate Equity Security Units (‘Units”) which included a contract under which the holder agreed to purchase, for US$25
each, HSBC Finance Corporation common shares on 15 February 2006, with an option for early settlement. The
Units which remained outstanding following the acquisition of HSBC Finance Corporation were converted into
contracts to purchase HSBC Holdings ordinary shares. Units exercised at maturity, 15 February 2006, entitled the
holder to receive a number of shares based on the market value of HSBC Holdings ordinary shares at the time, which
was 2.6041 HSBC Holdings ordinary shares for each Unit. During 2006, 3,424,742 (2005: 324,726) HSBC Holdings
ordinary shares were issued in connection with the maturity of 1,315,140 (2005: 124,698) Units.
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The maximum number of Units outstanding over HSBC Holdings ordinary shares were as follows:

Number of Units
exchangeable for
HSBC Holdings
ordinary shares

31 December 2006
31 December 2005
31 December 2004

1,315,140
1,439,838

Period of exercise Exercise price

2006 US$8.00 — US$9.60
2005 to 2006 US$8.00 — US$9.60

Following the acquisition of Bank of Bermuda in 2004, all outstanding employee share options over Bank of
Bermuda shares were converted into rights to receive HSBC Holdings ordinary shares based on the consideration of
US$40 for each Bank of Bermuda share and the average closing price of HSBC Holdings ordinary shares, derived
from the London Stock Exchange Daily Official List, for the five business days preceding the closing date of the
acquisition. During 2006, options over 529,233 HSBC Holdings ordinary shares were exercised (2005: 459,091) and
delivered from the HSBC (Bank of Bermuda) Employee Benefit Trust 2004 to satisfy the exercise of these options.
During 2006, options over 126,854 (2005: 744,421) HSBC Holdings ordinary shares lapsed. At 31 December 2006,
the HSBC (Bank of Bermuda) Employee Benefit Trust 2004 held 2,266,949 (2005: 2,796,182) HSBC Holdings

ordinary shares which may be used to satisfy the exercise of options.

Options outstanding over HSBC Holdings ordinary shares under the Bank of Bermuda share plans are as follows:

Number of HSBC

Holdings

ordinary shares

31 December 2006 2,710,368
31 December 2005 3,366,455
31 December 2004 4,569,967

Period of exercise

2007 to 2013
2006 to 2013
2005 to 2013

Exercise price

US$7.04 — US$18.35
US$7.04 — US$18.35
US$3.86 — US$18.35

The maximum obligation at 31 December 2006 to deliver HSBC Holdings ordinary shares under all of the above
option arrangements, together with Performance Share and Restricted Share awards under the HSBC Holdings
Restricted Share Plan 2000 and The HSBC Share Plan, was 404,348,508 (2005: 486,436,966). The total number of
shares at 31 December 2006 held by employee benefit trusts that may be used to satisfy such obligations to deliver

HSBC Holdings ordinary shares was 133,346,569 (2005: 130,812,676).
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HSBC HOLDINGS PLC

Notes on the Financial Statements (continued)

Note 39

"S3UIUIDD PauID}aA JSUIDSD PaZIDYD U22q SpY Uoljj1ul 699 [§S/) Jo 2oupipq 2y "21d yung HGSH fo uon1sInboD 1) UO SUISLID 2ALDSD.A 42421
2y} 1SUID3D Pa3ADYD UOIJIU 69F €§S) Sutpnjoul ‘966 [ Avnupp [ 01 40Ld $2LIDIPISGNS O SUoISINDOD 0 192dSa.4 Ul $2A1252.4 JSUIDSD PI3ADYD U2Dq SDY UON I §€ [ ‘CES/) 01 SUUNOUID []IMPOOTS 2A1DINULIY)

", 2UL0dU1 SUIPD.AJ JON], O UDYD) UOIIJIUL G [/ [$S[] PUD ,dULODUL JS242}U1 JON, O} UdYD] UOIJIUL 6/ F§S ) dPNjoul sa3pay MO]f yspd Jo 10adsa. ul JudwaIpls dulodUl dYJ 0] PaLIISUD.A] SJUNOWLY
"20.4952.4 A2342Ul D S1 UO1D.10d10)) 2oUDUL] DFSH JO
1oadsa. ur uoijjiut 99/ ‘71§51 pup ] Jo 10adsa. ur uoijjut ()67 9$S1 JO 2ouU.42{fip anIpa AIDf Y} SJUNOIID PaIDPIOSU0D S, DGSH U] “AJUO0 dNIDA [DUIOU 412Y] D PIPAL0IDA 2AdM PINSS] S2IDYS Y] PUb £)()7
u1 uonyp.od.0)) 2ouvul,] HGSH puv ()07 Ut 2ound.] DGSH ‘7661 Ul 2jd yuvg HGSH 0 uonisinbov ayy fo 10adsa.r ur uaypy Som CQ6 [ 1o Saruvduio)) ayp o [ €[ U028 4apun fa1]a.4 wniwa.id aavys L£101mpis ¢
“SJPYADP [DQO]D) Ul S2JIAIOD SUIYDUI-12Y.ADUL Y] pup ‘Supjd SNUOq L0 SoUdYIS 2.40YS 22A0]dud 42puUn pa.aaa1jap aq 0} Pajdadxa savys JO JUUIJIIS dY] AOf SIsN.4)
2adojdua urygin sa1.10101fouaq 40 s.iapjoydd1jod Jo j1fouaq ayj 10f spunf juawa.113a.4 Sj1 ‘SSIUISNG dOUDANSUL S, DFSH UIYIIN PJaY Sa.DYS UMo Jo (uoniut /()] ‘7$S1)) 048 €09°SE apnjoul sSutuiva pautvjay g
“upaA 2y} BuLinp paLanoul SS02 anss1 uoljjiul £§S1) fo uoydnpap ayj sapnjoul winiuwa.id 2.4pyg |

8T6VI1 9LS‘9 TSE801 8S0°1C 114 LOEY (Ton) S00°C L6E‘S9 68LL 98L'G Joquiadaq 1€V
6SP 6SP - - - — - - — - - : * oouenssI [eyides pue sjesodsip
‘suonismboe uo SuIsLIe 1S9INUT AJLIOUTUT UT dSBAIOUT JON
- - - - (8¢) SIS 8 (68) Ory'y) - - SIoJsuel],
p) ) (s¢) - - - (X4 (3] (ss€) - - Aynbo woxy paroysues) 10 03 A[JO2IIP USNE) SWAY UO XE],
€T (oD 057 _ She _ z ®) oD _ ettt SIUSWIAOW JOTI0)
ps8 - pss - pS8 - - - - - - : sjuswAed paseq-a1eys pa[nes Aynbo
J0 30adsa1 ur Judwole)s dwooul Y 03 d3Iey))
ﬂw — ﬂc — AMN@V — — — vwc — e sesssssssssssssssssssessessesssiasississisteane mvhﬁgﬁ Ohmﬁ—w Umm: r%o OWMQ‘HOXN
(Tr87) ((44] (0z870) - - - (617°7) (109) - - - e ,HUSUIIEIS SWIODUT ) 0} PALIDJSULI) SJUNOUIY
9€T‘E 79 vLOE - - - 09s‘T PIS‘T - - - Aymbo 0y uoye) sured onfeA areg
SLYY v8 16S°v - 8¢ 97 ® 68 9Py - - ‘ SO0UDIRJIP ATukyoXH
(8L) 4! (z6) - - - - - (T6) - - sue[d J1jousq paulyap Uo (SISSO[)/SUIES [ELIENIOY
0T - 0¢ - - — - - 0¢ - — e saInuaA jurof 10 sejeroosse Jo Aynba oy
ur Ayinbs ur Ap30011p posiugooa1 soFuryd Jo a1eys
A@va _ A@va _ _ _ _ _ Amva _ PPN «COE«mSDuN SaIeys umQ
(rss‘e) (s8L) (69L°8) - - - - - (69L°8) - - : ** SIOP|OYSIBYS 0} SPUSPIAI(]
1L8'OT 780°T 68LST _ _ _ _ _ 68LST _ et 180K 53 103 JOIJ
STST - STST - - - - - 81T (4] 6L {00101} FuIste
SJUNOWe pue SPUSPIAIP JO NI UL PANSST SAILYS
SI0‘T - ST0°T - - - - - - SL6 oF 0 e sue[d a1eys 9oKo[dwo Jopun panssi sareys
977‘86 PoL'S EH°T6 8S0°1C SES‘T #80) €€T POI‘1 €TT9S 9689 L99‘S - Arenuef [ 1y
wgsn wgsn wgsn wgsn wgsn wgsn wgsn wgsn wgsn wgsn wgsn
Aymba SIsaapur Aymba OAIISL AAIISAA AAIISAA ,OAII8 AIISAA SSuruwred  wmmwaad  [epded
®10], Auourpy  sIdpjoy TSI judwAed  JZueydxs  Fuidpay dNeA ATk}  pauIe)dy  dIeys dreys
-daeys paseq usnIoy MO[J yse) J[es-10j dn pafreD
[ejoL -o1eyg -dlqereAy
SIAIISAI 1IYIQ
9007
Aynby 6g

392



"SSUIUIDD PauUIDIaA JSUIDSD PAZIDYD UD2q SDY UOIIJIUL 599 °[§S/) JO 2o0upIpq 2y ] "21d yung HGSH JO UONISINDID Y} UO SUISLID dALDSDL 4DS42UU
2y JsuID3D Pa3IvYd UOIIIM (9% €§S) Supnjoul ‘9661 Avnupp [ 01 40Lid S2LIDIPISGNS Jo SUoISINbOD [0 192dsa. Ul S2A.1252.4 JSUIDSD P23ADYD U22q SDY UOLIUL €T ‘CES/) 01 SUIUNOUID []IMPOOS 2A1IDINULNY)

", 2u0oU1 3upp.A] Ja), 01 UIYD] UOIJJIUL §ES/) PUD  2UL0DU] ]S242]Ul JN, OF UdYD] UOI U [()[§S)) dpNnjoul Sadpay moyf ysvd o 10adsa. ul JuduaIv]s dU0Ul Y] 0] PILIIJSUD.A] SJUNOU G

"2A.4282.1 423.42ul D S1 UO1D.10d.100) 2oUDUL] DGSH fO 102dsa.4

ur uonjjut 99/ 7 [$SQ PUp 2oun.dy DGSH Jo 12adsa. ui uoijiut (67 ‘9§S/1 JO 2oud.43/Jip anjpa Af ayp SUN020 PappI]oSUd S, YGSH U] “AJUO dNIPA |DUILOU A413Y] D PIPA0I2A 242M PINSSI SIADYS dUf) PUD €00
u1 uon.10d.107) 22unul,] DGSH PuUv 0007 Ul 22un.d.f IGSH ‘7661 Ul 21d yupg DGSH Jo uonisinbov ay) Jo 10adsa.a ur uayp) Svm §96 [ 19 saruvduio)) ayj fo [ €[ u0112aS 4apun fo11a.4 winiuia.id 2.avys Li0jnvis
"SIOYADJN [DGOID) Ul SIPIALIID SUIYPUI-]2YADUL DY) puD ‘Sun]d SnUOq 40 S2uldYy IS 2.40Ys da40]duia 4opun pa.iaa1jap aq o) pajdadxa savys Jo JUaWIIAS dY) A0f SISN.A]

dadojduid unyiim sa10121f2uaq 10 S1apjoyddijod Jo j1fouaq ayi 40f spunf jusuia.ija.4 31 ‘SSAUISNG 2oUPNSUl S, DGSE UIYILMN PJay SaADYS UMO JO (uoiiu 6€6°T$S1) 190 60£ Q0T 2pnjoul SSUIUIDD PIUIDIY

o

DA 24} SULINP Pa.LNdUL S]S00 anSS1 Jo uoljuL ()$$S) JO uoINPap ayy sapnjour wniwia.Ld 2.uvys ¢

€007 SIUN0ID pup 110doy [PRUUY dY] Ul SJUDUIIDIS [DIDUDULLT dY] UO Qf DION 22S ‘SOOF Advnupp [ jp JuduSnipp uonISuv.4y SSYJT 24 Jo uoypup|dxa uv 40,4

9786 Y6L'S TEVT6 850°1¢ SES’l (¥82) €€T ¥01°T €TT9S 9689 L99°S

€€T°C €€T°T - - - - - - - - -

- - - - ((29) (L19'¢) 8% |84 6¥i'e - -

LEY 91 k474 - - - (8) 91 L9T - -
(€429 - (zre) - - - - (oov) 8¢ - -

(049 - (149 - (1149 - - - - - -
(8L1) - (8L1) - (18%) - - - €0€ - -
(9%¢€) (49] (zee) - - - (901) (922) - - -
(z6t) (8L) ((487)] - - - (€9) (159) - - -
(Lsty) (zL) (s81°%) - 4! (89¢) (1) (D (67¥°¢) - -
(T18) 8 (028) - - - - - (028) - -

191 - 191 - - - - - 191 - -
(1ew) - (1ew) - LTI - - - (859) - -
(6€t'8) (689) (0sL°L) - - - - - (0sL°L) - -

€L8°S1 6L 180°S1 - - - - - 180°S1 - -

SO¥'T - SO¥'T - - - - - - SO¥'T -

T18°1 - 118°1 - - - - - 1181 () 43

069 - 069 - - - - - - 799 8¢C
(28°8) (LLoon) €571 - - 989 0l 616°1 (zoL'n - -

L6166 SLYET TTsss 850°1¢C 6vE1 S1T'e - - eror 188°% L8S‘S
wgsSN wgsn wgsSN wgsn wgsn wgsSN wgsSn wgsn wgsSn wgsn wgsSN

Kymbo $)SQI0)UI Aynbo ,OAIOsAI QAIOSAI OAIOSOIX OAIOSOI YN T) mmmEan NEEEQE [endeo

[e0L, Kyuourjy s1opjoy J08I10IA juowiked 93ueyox9 Suidpay on[eA Ile}  pauredy a1eys areys

-oIeys paseq ugra104 MO[J yse)  9[es-10j dn poqed
[e0L -areyg -9[qe[TeAY
SOAIASAI IO

§00T

—

........................................................................ 10qUOSA( [€ 1V

.............................................. MUQNSwwm _mumﬁﬂo UCN wﬁmwOa—m_ﬂv
‘suonisiboe uo SuIsLIe 15919)UT AJLIOUTUT UT 9SBAIOUT JON
SIoJsuel],
Kynbo woiy
PaLIaJsueI) 10 0} A[JO2IIP USYe) SW) UO Xe ],
...................................................................... SHUBWISAOW JAIO
.................................... syuowAed paseq-a1eys pafnes Aynbo
J0 10adso1 uT JUSUI)E)S SUWIOOUT J 0} AFIEY)
** spIeme o1eys DGSH JO 9SI0IOXT
......................... JUSLIS)EIS AWODUT A} 0} PALIGSULT) SIUNOWY
.............................................. \AHMS—UO 0] U9Y[B) SISSO[ ON[BA IIB]
............................................................... WOOQOHQMMMﬁ ngwﬂoxm
.................... sue[d 11Jousq pauLjop Uo (SI$SO[)/sured [eLendy
SOINUQA Julof 10 sojeroosse Jo Aynbo oy
ur Aynba ur Ap30011p pasiudooar soFuryd Jo aIeyS
............................................................. HEDEHw—J_.—uN soIRySs UMQ
........................................................ SIOP[OYRIYS 0) SPUSPIALQ
...................................................................... 184 QU 10§ 1§o1g
: /51509 JO JoU ‘paqrLIdsqns [ejides dIeys MON
...................................................................... uoa1oYy) wﬁwmﬁw
SJUNOWE PUE SPUIPIAIP JO NAI| UT PANSST SAIBYS
............................... suefd a1eys 9oKojdwo Jopun panssi sareys
...................... ,S00T Arenuef | je juounsn(pe UONISUEL) SSYAT
* Arenuef [ 1y

393



HSBC HOLDINGS PLC

Notes on the Financial Statements (continued)

Notes 39 and 40
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40 Notes on the cash flow statement

Non-cash items included in profit before tax

Depreciation, amortisation and impairment ...............
Revaluations on investment property .............c.coo......
Share-based payment eXpense ............cccccceeeereeueveeennee
Loan impairment losses gross of recoveries ...............
Provisions for liabilities and charges ..........

Impairment of financial investments .........

Charge for defined benefit pension schemes ..............
Accretion of discounts and amortisation of premiums

Change in operating assets

Change in loans to HSBC undertakings ....................
Change in prepayments and accrued income .............
Change in net trading securities and net derivatives ..
Change in loans and advances to banks .....................
Change in loans and advances to customers .
Change in financial assets designated at fair value ....
Change in other assets ..........c.coveeerenneeeririnneenene

Change in operating liabilities

Change in accruals and deferred income ....................
Change in deposits by banks ...............

Change in customer accounts ...
Change in debt securities in iSSUE ..........ccceeeeereeueuenne
Change in financial liabilities designated at fair value
Change in other liabilities .......c.cococeeoevreecrcnnnicenne

Cash and cash equivalents

Cash at bank with HSBC undertakings ..
Cash and balances at central banks ...................... .
Items in the course of collection from other banks ....
Loans and advances to banks of one month or less ...
Treasury bills, other bills and certificates of deposit
less than three months .........ccocevivveieieinreiieieenes
Less: items in the course of transmission to other banks

HSBC HSBC Holdings
2006 2005 2004 2006 2005
US$m US$m US$m US$m US$m
2,528 2,213 2,225 - 11
(164) (201) 99) - -
854 540 450 58 13
11,331 8,295 7,104 - -
498 327 1,181 - -
21 - (105) - (11
664 676 825 -
(776) (446) (175) - -
14,956 11,404 11,406 58 13
HSBC HSBC Holdings
2006 2005 2004 2006 2005
US$m US$m US$m US$m US$m
_ . - (1,060) 2,544
(2,478) 7,121 (5,329) 22) (14)
(13,620) 4,940 2,695 (740) 1,052
(11,505) 307 10,825 - -
(132,987) (80,150) (139,072) - -
(4,883) (15,048) - - -
(7,796) (8,923) (2,262) 5) (19)
(173,269) (91,753) (133,143) (1,827) 3,563
HSBC HSBC Holdings
2006 2005 2004 2006 2005
US$m US$m US$m US$m US$m
3,549 (3,810) 2,578 16 a7
28,378 (14,328) 12,187 - -
149,849 46,394 104,877 - -
42,253 (19,047) 52,256 - -
8,382 61,837 - 700 12,448
4,967 1,166 3,605 340 (16,771)
237,378 72,212 175,503 1,056 (4,400)
HSBC HSBC Holdings
2006 2005 2004 2006 2005
USS$m US$m US$m US$m US$m
- - - 729 756
12,732 13,712 9,944 - -
14,144 11,300 6,338 - -
162,998 100,527 117,658 - —
38,237 22,790 32,317 - -
(12,625) (7,022) (5,301) - -
215,486 141,307 160,956 729 756
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Notes 40 and 41

411

Total interest paid by HSBC during the year was US$47,794 million (2005: US$33,974 million; 2004:
US$19,038 million). Total interest received by HSBC during the year was US$85,143 million (2005:
US$65,799 million; 2004: US$49,021 million). Total dividends received by HSBC during the year were
US$1,525 million (2005: US$808 million; 2004: US$640 million).

Contingent liabilities, contractual commitments and financial guarantee contracts

HSBC HSBC Holdings
2006 2005 2006 2005
US$m US$m US$m US$m
Contingent liabilities and financial guarantee
contracts
Guarantees and irrevocable letters of credit
pledged as collateral security’:
— 1year and under .........coeeevevennneeeninnnenne. 42,427 28,152 - -
— OVET | YRAT .ot 34,983 29,323 17,605 36,877
Other contingent liabilities ...........cccoveererverrecne. 330 152 - -
77,740 57,627 17,605 36,877
Commitments
Documentary credits and short-term trade-related
ArANSACIONS ...vevvevieeeviereeee ettt et 9,659 8,090 - -
Forward asset purchases and forward forward
deposits placed ... 2,077 2,179 - -
Undrawn note issuing and revolving
underwriting facilities ..........ccceceevevrvcccrcncninnen 213 468 - -
Undrawn formal standby facilities, credit lines
and other commitments to lend:
— lyearand under ..........ccceceveineenenincnincene 584,167 527,506 2,920 2,517
— OVEr | YT e 118,514 103,398 1,047 1,146
714,630 641,641 3,967 3,663

1 Including financial guarantee contracts.

The above table discloses the nominal principal amounts of third party off-balance sheet transactions, the amounts
relating to other contingent liabilities and the nominal principal amounts relating to financial guarantee contracts.
Contingent liabilities and commitments are mainly credit-related instruments which include non-financial guarantees
and commitments to extend credit. Contractual amounts represent the amounts at risk should contracts be fully drawn
upon and clients default. Since a significant portion of guarantees and commitments are expected to expire without
being drawn upon, the total of the contractual amounts is not representative of future liquidity requirements.

At 31 December 2006, HSBC had US$1,259 million (2005: US$1,218 million) of capital commitments contracted
but not provided for and US$289 million (2005: US$333 million) of capital commitments authorised but not
contracted for.

Guarantees (including financial guarantee contracts)

HSBC provides guarantees and similar undertakings on behalf of both third party customers and other entities within
the HSBC Group. These guarantees are generally provided in the normal course of HSBC’s banking business. The
principal types of guarantees provided, and the maximum potential amount of future payments which HSBC could be
required to make at 31 December 2006, were as follows:
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At 31 December 2006

At 31 December 2005

Guarantees Guarantees
by HSBC by HSBC
Holdings Holdings
Guarantees in in favour of Guarantees in favour of
favour of other HSBC in favour of other HSBC
third parties Group entities third parties Group entities
US$m US$m US$m US$m
Guarantee type
Financial guarantee contracts' ...........c.cccoocoovververenncn. 22,746 17,605 19,080 36,377
Standby letters of credit which are financial
QUATANLEE CONIACES? .....vvveveveveoeveseee e ssessseeeeean 4,535 - 3,649 -
Other direct credit substitutes® 5,514 - 5,302 -
Performance bonds” .............. 8,070 - 6,355 -
Bid bonds® ... 592 - 595 -
Standby letters of credit related to particular
transactions® 7,301 - 6,640 -
Other transaction-related guarantees™ . 28,627 - 15,709 -
Other items 25 - 145 —
77,410 17,605 57,475 36,877

—_

Financial guarantees are contracts that require the issuer to make specified payments to reimburse the holder for a loss incurred

because a specified debtor fails to make payment when due in accordance with the original or modified terms of a debt instrument. The
amounts in the above table are nominal principal amounts.
2 Standby letters of credit which are financial guarantee contracts are irrevocable obligations on the part of HSBC to pay third parties

when customers fail to make payments when due.

3 Other direct credit substitutes include re-insurance letters of credit and trade-related letters of credit issued without provision for the

issuing entity to retain title to the underlying shipment.

4 Performance bonds, bid bonds, standby letters of credit and other transaction-related guarantees are undertakings by which the
obligation on HSBC to make payment depends on the outcome of a future event.

The amounts disclosed in the above table reflect HSBC’s maximum exposure under a large number of individual

guarantee undertakings. The risks and exposures arising from guarantees are captured and managed in accordance
with HSBC’s overall credit risk management policies and procedures. Approximately half of the above guarantees
have a term of less than one year. Guarantees with terms of more than one year are subject to HSBC’s annual credit
review process.

Joint ventures

HSBC and its operations are contingently liable with respect to lawsuits and other matters that arise in the normal
course of business. Management is of the opinion that while it is impossible to ascertain the ultimate legal and
financial liability with respect to these contingencies, their eventual outcome is not expected to materially affect the
Group’s financial position and operations.

In relation to joint ventures, HSBC had no contingent liabilities, incurred jointly or otherwise.

HSBC had no capital commitments incurred jointly or otherwise in relation to its interests in joint ventures.

Post-employment benefit obligations

HSBC had no contingent liabilities relating to post-employment benefits.
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Notes 42, 43 and 44

42 Lease commitments

Finance lease commitments

HSBC leases land and buildings (including branches) and equipment from third parties under finance lease
arrangements to support its operations.

2006 2005
US$m US$m
Total future minimum payments:

— 10 1ater thAn ONE YEAT ....eovviiiiiiiciciciet ettt sttt benene 60 50

— later than one year and no later than five years 145 152

— later than fIVE YEATS .......cccccoirriiiiiiicccre ettt 707 630
912 832
Less: fUture INEreSt CHATZES .....c.evvieieiiieiiietirteieiet ettt st ettt sesseneeseneeseseesenene (205) (193)
Present value of finance lease COMMIMENLES .........c.ccoeriririereerininieieieiiniereecen et 707 639

At 31 December 2006, future minimum sublease payments of US$163 million (2005: US$26 million) are expected to
be received under non-cancellable subleases at the balance sheet date.
Operating lease commitments

At 31 December 2006, HSBC was obligated under a number of non-cancellable operating leases for properties, plant
and equipment on which the future minimum lease payments extend over a number of years.

2006 2005

Land and Land and
buildings Equipment buildings Equipment
US$m US$m US$m US$m

Future minimum lease payments under non-cancellable
operating leases:

— 1o later than one year .........c.coccovevvencenceneenne 789 10 712 32
— later than one year and no later than five years ... 2,290 21 1,730 24
— later than five years .........cccceeeveveverierenieenieerenne 1,198 - 1,452 —
4,277 31 3,894 56

In 2006, US$781 million (2005: US$704 million; 2004: US$588 million) was charged to ‘General and administrative
expenses’ in respect of lease and sublease agreements, of which US$762 million (2005: US$683 million; 2004:
US$567 million) related to minimum lease payments, US$19 million (2005: US$21 million; 2004: US$21 million) to
contingent rents, and nil (2005: nil; 2004: nil) to sublease payments.

The contingent rent represents escalation payments made to landlords for operating, tax and other escalation
expenses.

Finance lease receivables

HSBC leases a variety of assets to third parties under finance leases, including transport assets (such as aircraft),
property and general plant and machinery. At the end of lease terms, assets may be sold to third parties or leased for
further terms. Lessees may participate in any sales proceeds achieved. Lease rentals arising during the lease terms
will either be fixed in quantum or be varied to reflect changes in, for example, tax or interest rates. Rentals are
calculated to recover the cost of assets less their residual value, and earn finance income.
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2006 2005

Total future Unearned Total future Unearned
minimum finance Present minimum interest Present
payments income value payments income value
US$m US$m US$m US$m US$m US$m
Lease receivables:

— no later than one year ...... 2,305 (460) 1,845 2,170 (266) 1,904

— later than one year and
no later than five years .... 7,207 (1,400) 5,807 5,908 (1,329) 4,579
— later than five years ......... 9,206 (2,944) 6,262 8,369 (3,109) 5,260
18,718 (4,804) 13,914 16,447 (4,704) 11,743

At 31 December 2006, unguaranteed residual values of US$212 million (2005: US$68 million) had been accrued, and
the accumulated allowance for uncollectible minimum lease payments receivable amounted to US$28 million
(2005: US$15 million).

During the year, a total of US$59 million (2005: nil) was received as contingent rents and recognised within ‘Other
operating income’.
Operating lease receivables

HSBC leases a variety of different assets to third parties under operating lease arrangements, including transport
assets (such as rolling stock), property and general plant and machinery.

2006 2005

Land and Land and
buildings Equipment buildings Equipment
US$m US$m US$m US$m

Future minimum lease payments under
non-cancellable operating leases:

— no later than one year ............ccoccccceivinciicicnnnne 47 808 71 397
— later than one year and no later than five years ... 17 1,561 160 1,136
— later than five years .........cococevevveereceneieneceens 12 573 153 456
76 2,942 384 1,989

Litigation

HSBC is party to legal actions in a number of jurisdictions including the UK, Hong Kong and the US, arising out of
its normal business operations. HSBC considers that none of the actions is regarded as material, and none is expected
to result in a significant adverse effect on the financial position of HSBC, either individually or in the aggregate.
Management believes that adequate provisions have been made in respect of such litigation. HSBC has not disclosed
any contingent liability associated with these legal actions because it is not practicable to do so.

Related party transactions

The Group’s related parties include associates, joint ventures, post-employment benefit plans for the benefit of HSBC
employees, key management personnel, close family members of key management personnel and entities which are
controlled, jointly controlled or significantly influenced, or for which significant voting power is held, by key
management personnel or their close family members.

Transactions with Directors and other key management personnel

Key management personnel are defined as those persons having authority and responsibility for planning, directing
and controlling the activities of HSBC Holdings, being the members of the Board of Directors of HSBC Holdings
and Group Managing Directors.
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Note 44

Compensation of Directors and other key management personnel

HSBC
2006 2005
USS$m US$m
Short-term employee DENETIS .......c.coueirieririirieiiieiee ettt 76 71
Post-employment DENETIES ........cocoueueuiiriririeieiiiiiiee ettt 3 2
Share-based PAYIMEINL ........c.eirieirieiiiiieieteeet ettt ettt e st et s et ese b esensenesseneesensenan 61 21
140 94

Transactions, arrangements and agreements involving Directors and others

Particulars of transactions, arrangements and agreements entered into by subsidiaries of HSBC Holdings with
Directors and connected persons and companies controlled by them and with officers of HSBC Holdings, disclosed
pursuant to section 232 of the Companies Act 1985, were as follows:

2006 2005
Number of Balance at Number of Balance at
persons 31 December persons 31 December
US$000 US$000
Directors and connected persons and companies

controlled by them' ..................ccccooovvvriiiinean. 85 76
L0ANS .o 407,176 279,297
Credit Cards .......ooeeeeeeveireereee e 317 250
GUATANTEES ..cvveeevievieerieeieeete ettt eae e 21,751 10,622

OFfICErS™ .....ooumiriirereieisreeseeeessseeseeesseeseseseeesees 12 37
L0ANS ..o 16,706 42,857
Credit Cards .....c.ooeeeerieenieirec e 687 352
GUATANTEES ..evenrvieeiireeeeeteeeieteee et eveee e eaens 23 164

Further information on related party transactions, disclosed pursuant to the requirements of IAS 24, is shown below.
The disclosure of the year-end balance and the highest amount outstanding during the year is considered the most
meaningful information to represent the amount of the transactions and the amount of outstanding balances during the
year.

—_

All of the Directors are key management personnel of HSBC Holdings. The aggregate of the highest amounts outstanding during 2006
of loans, credit card transactions and guarantees with HSBC for the Directors and close members of their family and companies that
they control, jointly control or significantly influence, or for which significant voting power is held were US$550,175,512, US$696,444
and US824,929,062 respectively (2005: US$495,990,427, US$617,259 and US$16,775,779 respectively).

2 Included within Officers are non-Director members of the key management personnel of HSBC Holdings. During 2006, 17 non-Director
key management personnel and close members of their family and companies that they control, jointly control or significantly influence,
or for which significant voting power is held entered into loan, credit card transactions and guarantees with HSBC (2005: 13 persons).
The aggregate of the highest amounts outstanding during 2006 of loans, credit card transactions and guarantees with HSBC for the
non-Director key management personnel and close members of their family and companies that they control, jointly control or
significantly influence, or for which significant voting power is held were US$32,429,961, US$941,114 and US$22,747 respectively
(2005: US$30,116,609, US$287,888 and US$20,385 respectively). The aggregate of the balances of loans and credit card transactions
and guarantees with HSBC outstanding at 31 December 2006 for the non-Director key management personnel and close members of
their family and companies that they control, jointly control or significantly influence, or for which significant voting power is held were
US$16,418,110, US$658,890 and US$22,747 respectively (2005: US$20,166,452, US$66,467 and US$20,385 respectively).

For 2006, Officers comprise ten Group Managing Directors, the Group Chief Accounting Olfficer and the Group Company Secretary.
For 2005, Officers comprised six Group Managing Directors, 30 Group General Managers and the Group Company Secretary.

w

Particulars of Directors’ transactions are recorded in a register held at the Registered Office of HSBC Holdings which
is available for inspection by members for 15 days prior to the HSBC Holdings Annual General Meeting and at the
Annual General Meeting itself.

Some of the transactions were connected transactions, as defined by the Rules Governing The Listing of Securities on
The Stock Exchange of Hong Kong Limited but were exempt from any disclosure requirements under the provisions
of those Rules.

The above transactions were made in the ordinary course of business and on substantially the same terms, including
interest rates and security, as for comparable transactions with persons of a similar standing or, where applicable,
with other employees. The transactions did not involve more than the normal risk of repayment or present other
unfavourable features.
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Shareholdings and options of Directors and other key management personnel

At 31 December

2006 2005
(000’s) (000’s)
Number of options over HSBC Holdings ordinary shares made under employee share plans
held by Directors and other key management personnel ............cccccecceevveeeeninneerecrcnneneenenenes 4,563 14,217
Number of HSBC Holdings ordinary shares held beneficially and non-beneficially by
Directors and other key management personnel ............ccooeceveireirieinieineneeeeseeseesee e 20,912 24,304
25,475 38,521

Transactions with other related parties of HSBC
Associates and joint ventures

The Group provides certain banking and financial services to associates and joint ventures. Details of the interests in
associates and joint ventures are given in Note 20. Transactions and balances during the year with associates and joint
ventures were as follows:

2006 2005
Highest Highest
balance during Balance at balance during Balance at
the year' 31 December’ the year' 31 December'
US$m USSm US$m US$m
Amounts due from joint ventures:
— unsubordinated 746 80 539 539
Amounts due from associates:
— subordinated ..........ocoeveiieiieeee e 52 15 63 29
—unsubordinated ...........ccocevievierienine s 586 376 1,133 333
1,384 471 1,735 901
Amounts due to joint VENLUIES ........ccceereereerereererieennns 1,490 58 1,382 1,382
Amounts due to associates 892 506 161 133
2,382 564 1,543 1,515

1 The disclosure of the year-end balance and the highest balance during the year is considered the most meaningful information to
represent transactions during the year.

The above outstanding balances arose from the ordinary course of business and on substantially the same terms,
including interest rates and security, as for comparable transactions with third party counterparties.

Pension funds

At 31 December 2006, US$15.1 billion (2005: US$19.4 billion) of HSBC pension fund assets were under
management by HSBC companies. Fees of US$49 million (2005: US$50 million) were earned by HSBC

companies for these management services. HSBC’s pension funds had placed deposits of US$348 million

(2005: US$252 million) with its banking subsidiaries. The above outstanding balances arose from the ordinary course
of business and on substantially the same terms, including interest rates and security, as for comparable transactions
with third party counterparties.

HSBC Bank (UK) Pension Scheme entered into swap transactions with HSBC to manage the inflation and interest
rate sensitivity of the liabilities. At 31 December 2006, the gross notional value of the swaps was US$14.5 billion, the
swaps had a negative fair value of US$273 million to the scheme and HSBC had delivered collateral of

US$265 million to the scheme in respect of these swaps. All swaps were executed at prevailing market rates and
within standard market bid-offer spreads.

In order to satisfy diversification requirements, the Trustee has requested special collateral provisions for the swap
transactions between HSBC and the scheme. The collateral agreement stipulates that the scheme never posts
collateral to HSBC. Collateral is posted to the scheme by HSBC at an amount that the Trustee is highly confident
would be sufficient to replace the swaps in the event of default by HSBC Bank plc.
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With the exception of the special collateral arrangements detailed above, all other aspects of the swap transactions
between HSBC and the scheme are on substantially the same terms as comparable transactions with third party
counterparties.

HSBC International Staff Retirements Benefits Scheme entered into swap transactions with HSBC to manage the
inflation and interest rate sensitivity of the liabilities and selected assets. At 31 December 2006, the gross notional
value of the swaps was US$1.2 billion (2005: US$1.0 billion), and the swaps had a net positive fair value of
US$14 million to the scheme (2005: US$53 million).

HSBC Holdings

Details of HSBC Holdings’ principal subsidiaries are shown in Note 24.

Transactions and balances during the year with subsidiaries were as follows:

2006 2005
Highest Highest
balance during Balance at balance during Balance at
the year' 31 December' the year' 31 December'
Subsidiaries US$m US$m US$m US$m
Assets
Cash at bank ..........cccoevivieieieieieeceeee s 784 729 756 756
DETIVALIVES ..evovieiceiieeieieieteeteee et 1,599 1,599 1,795 968
Loans and advances .............coccovevevvevveceeeeieereeeeeenns 14,935 14,456 17,282 14,092
Financial investments ............ccccoccvevvevevienievesreeeeeenens 3,426 3,316 6,240 3,256
Investments in SubsSidiaries .............cceevevvevieriesresesnenens 62,356 62,356 58,038 58,038
Total related party assets ..........coeeeererreeeerenneeeeens 83,100 82,456 84,111 77,110
Liabilities
Amounts owed to HSBC undertakings ........c..cccccecennee 4,279 3,100 7,352 4,075
DETIVALIVES vvevieieeiiieiieieieieieteie ettt 385 177 286 286
Subordinated liabilities:
— COSE vttt ettt ettt ettt aeee 3,991 3,991 3,997 3,786
—fair Value .....cooveviieie 4,231 4,231 4,498 4,055

Total related party 1liabilities ..........cccocerveereeerreereinnne 12,886 11,499 16,133 12,202
GUATANTEES ..vveevieeieerieeieeeteeeee ettt e e eve e 36,877 17,605 41,455 36,877

1 The disclosure of the year-end balance and the highest balance during the year is considered the most meaningful information to
represent transactions during the year.

The above outstanding balances arose in the ordinary course of business and are on substantially the same terms,
including interest rates and security, as for comparable transactions with third party counterparties, with no
exceptions in respect of loans and advances to subsidiaries (exceptions in 2005: US$3,296 million), and exceptions of
US$640 million (2005: US$3,235 million) in respect of loans from HSBC undertakings to HSBC Holdings made at
an agreed zero per cent interest.

Some employees of HSBC Holdings are members of the HSBC Bank (UK) Pension Scheme, which is sponsored by a
separate Group company. HSBC Holdings incurs a charge for these employees equal to the contributions paid into
the scheme on their behalf. Disclosure in relation to the scheme is made in Note 7 to the accounts.

45 Events after the balance sheet date

As a consequence of inviting proposals for a sale and leaseback of 8 Canada Square, London, under an operating
lease arrangement, the property has been reclassified as a non-current asset held for sale after 31 December 2006.
This is in accordance with IFRS 5 “Non-current Assets Held for Sale and Discontinued Operations’. The
reclassification was made at carrying value, with no financial impact on the income statement. At 31 December 2006,
the carrying amount of the property, included in ‘Property, plant and equipment’, was US$742 million and the
carrying amount of the long leasehold land, included in ‘Prepayments and accrued income’, was US$210 million.
The building and leasehold interest are included in the assets of the Europe geographical segment and the ‘Other’
customer group segment.
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On 1 March 2007, Ping An Insurance (Group) Company of China Limited (‘Ping An Insurance’), an associate of
HSBC, issued 1,150 million new shares for a total consideration of RMB38,870 million (approximately

US$4,920 million). HSBC did not subscribe for any additional shares and, as a result, its interest in the equity of Ping
An Insurance decreased from 19.9 per cent to 16.8 per cent. While the Group’s interest has reduced, the assets of
Ping An Insurance have substantially increased as a result of this issue. Consequently, it is expected that this
transaction would result in an increase in HSBC’s share of underlying net assets of Ping An Insurance.

A fourth interim dividend for 2006 of US$0.36 per share (US$4,171 million) (2005: US$0.31 per share,
US$3,513 million) was declared by the Directors after 31 December 2006.

These accounts were approved by the Board of Directors on 5 March 2007 and authorised for issue.

UK and Hong Kong accounting requirements

47

The financial statements have been prepared in accordance with IFRSs. There would be no significant differences
had they been prepared in accordance with Hong Kong Financial Reporting Standards.

Differences between IFRSs and US GAAP

The consolidated financial statements of HSBC are prepared in accordance with IFRSs which differ significantly in
certain respects from US GAAP. The following is a summary of the significant differences applicable to HSBC.

Shareholders’ interest in the long-term insurance fund
IFRSs

e JFRS 4 permits entities to continue to account for insurance contracts under previous GAAP until a
comprehensive standard relating to the measurement of insurance liabilities is developed.

e Under UK GAAP and, hence, current IFRSs, the value placed on insurance contracts that are classified as long-
term insurance business and are in force at the balance sheet date is recognised as an asset. The present value of
in-force long-term insurance business is determined by discounting future cash flows expected to emerge from
business currently in force using appropriate assumptions in assessing factors such as future mortality, lapse
rates and levels of expenses and a risk discount rate that reflects the risk premium attributable to the respective
long-term insurance business.

e Movements in the present value of in-force long-term insurance business are included in ‘Other operating
income’ on a gross of tax basis.

US GAAP

e The net present value of future earnings is not recognised. Acquisition costs and fees are deferred and amortised
in accordance with Statement of Financial Accounting Standard (‘SFAS’) 97 ‘Accounting and Reporting by
Insurance Enterprises for Certain Long-duration Contracts and for Realised Gains and Losses from the Sale of
Investments’.

Impact

e Under US GAAP, shareholders' equity is lower than under IFRSs because the present value of in-force long-term
insurance business is not recognised.

e This effect is partly offset by the treatment of acquisition costs, which are deferred and amortised under US
GAAP but are written off immediately as an expense of long-term insurance business under IFRSs.

Pension costs

IFRSs

e JAS 19 ‘Employee Benefits’ (‘IAS 19”) requires pension liabilities to be assessed on the basis of current actuarial
valuations performed on each plan, and pension assets to be measured at fair value. The net pension surplus or
deficit, representing the difference between plan assets and liabilities, is recognised on the balance sheet.
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e In accordance with IAS 19 (revised 2006), HSBC has elected to record all actuarial gains and losses on the
pension surplus or deficit in the year in which they occur within the ‘Consolidated statement of recognised
income and expense’.

US GAAP

e SFAS 87, ‘Employers’ Accounting for Pensions’, prescribes a similar method of actuarial valuation for pension
liabilities and requires the measurement of plan assets at fair value.

e SFAS 158 ‘Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans — an
amendment of FASB Statements No. 87, 88, 106 and 132(R)’ (SFAS 158), was adopted by HSBC as at
31 December 2006 and aligns the US GAAP balance sheet treatment with IFRSs by requiring the funded status
of HSBC'’s benefit plan (the difference between plan assets at fair value and the plan benefit obligations) to be
recognised on the balance sheet.

e In 2005, when the value of benefits accrued based on employee service up to the balance sheet date (the
accumulated benefit obligation) exceeded the value of plan assets, HSBC recognised an additional minimum
pension liability to the extent that the excess was greater than any accrual already established for unfunded
pension costs.

e SFAS 87 does not permit recognition of all actuarial gains and losses in a statement other than the primary
income statement. As permitted by US GAAP, HSBC uses the 'corridor method', whereby actuarial gains and
losses outside a certain range are recognised in the income statement in equal amounts over the remaining
service lives of current employees. That range is 10 per cent of the greater of plan assets and plan liabilities. The
remaining additional minimum pension liability and the transition to SFAS 158 are recognised directly in Other
comprehensive income (‘OCI’).

Impact

e Net income under US GAAP is lower than under IFRSs as a result of the amortisation of the amount by which
actuarial losses exceed gains beyond the 10 per cent 'corridor'.

Stock-based compensation
IFRSs

e IFRS 2, ‘Share-based Payment’, requires that when annual bonuses are paid in restricted shares and the
employee must remain with the employer for a fixed period in order to receive the shares, the fair value of the
award is expensed over that period.

US GAAP

e For awards made before 1 July 2005, SFAS 123, ‘Accounting for Stock-based Compensation’, (‘SFAS 123°)
requires that compensation cost be recognised over the period(s) in which the related employee services are
rendered. HSBC has interpreted this service period as the period to which the bonus relates.

e For 2005 bonuses awarded in early 2006, HSBC will follow SFAS 123 (revised 2004) ‘Share-based Payment’
(‘SFAS 123R’). SFAS 123R is consistent with IFRS 2 in requiring that restricted bonuses are expensed over the
period the employee must remain with HSBC. However, SFAS 123R only applies to awards made after the date
of adoption, which for HSBC is 1 July 2005.

Impact

e  Some of the bonuses awarded in respect of 2002, 2003 and 2004 were recognised over the relevant vesting
period and were, therefore, expensed in ‘Net income’ under IFRSs during 2005 and 2006. Under US GAAP,
these awards were expensed in the years for which they were granted. 2005 and 2006 bonuses will be expensed
over the vesting period under both IFRSs and US GAAP. Net income was, therefore, higher under US GAAP in
2005 and 2006.

e IFRSs and US GAAP are now largely aligned and this transition difference will be eliminated over the next few
years.
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Goodwill, purchase accounting and intangible assets

IFRSs

Prior to 1998, goodwill under UK GAAP was written off against equity. HSBC did not elect to reinstate this
goodwill on its balance sheet upon transition to IFRSs. From 1 January 1998 to 31 December 2003, goodwill
was capitalised and amortised over its useful life. The carrying amount of goodwill existing at 31 December
2003 under UK GAAP was carried forward under the transition rules of IFRS 1 from 1 January 2004, subject to
certain adjustments.

IFRS 3 ‘Business Combinations’ requires that goodwill should not be amortised but should be tested for
impairment at least annually at the cash generating unit level by applying a test based on recoverable amounts.

Quoted securities issued as part of the purchase consideration are valued for the purpose of determining the cost
of the acquisition at their market price on the date the transaction is completed.

US GAAP

Up to 30 June 2001, goodwill acquired was capitalised and amortised over its useful life, which could not
exceed 25 years. The amortisation of previously acquired goodwill ceased with effect from 31 December 2001.

Quoted securities issued as part of the purchase consideration are fair valued for the purpose of determining the
cost of acquisition at their average market price over a reasonable period before and after the date on which the
terms of the acquisition are agreed and announced.

Impact

Total goodwill and shareholders’ equity are both higher under US GAAP than under IFRSs because, under US
GAAP, (i) pre-1998 goodwill is included on the balance sheet and (ii) the amortisation of goodwill ceased on
31 December 2001 compared with 31 December 2003 under IFRSs.

However, goodwill on the acquisition of HSBC Finance in March 2003 is lower under US GAAP than under
IFRSs. This is principally the result of differences in the accounting for securitisations and intangibles. Under
IFRSs, previously recognised gains on the sale of assets to securitisation vehicles are eliminated and the
securitised assets are recognised on balance sheet. However, because HSBC elected not to restate business
combinations prior to 1 January 2004 on transition to IFRSs, a significant amount of intangible assets arising on
acquisition were not recognised for IFRSs purposes. Under US GAAP, recognition of these assets was required.

Offsetting this was the recognition of a deferred tax liability under US GAAP in respect of these intangibles and
gains on sale of securitised assets.

The effect of these items was further offset by the higher value under US GAAP of HSBC shares issued as part
of the purchase consideration. The HSBC share price fell between the time of the announcement of the
acquisition in November 2002 and its completion in March 2003, so the average price under US GAAP
exceeded the price on the date of acquisition under IFRSs.

Derivatives and hedge accounting

IFRSs

Derivatives are recognised initially, and are subsequently remeasured, at fair value. Fair values of exchange-
traded derivatives are obtained from quoted market prices. Fair values of over-the-counter derivatives are
obtained using valuation techniques, including discounted cash flow models and option pricing models.

In the normal course of business, the fair value of a derivative on initial recognition is considered to be the
transaction price (that is the fair value of the consideration given or received). However, in certain circumstances
the fair value of an instrument will be evidenced by comparison with other observable current market
transactions in the same instrument (without modification or repackaging) or will be based on a valuation
technique whose variables include only data from observable markets, including interest rate yield curves, option
volatilities and currency rates. When such evidence exists, HSBC recognises a trading gain or loss on inception
of the derivative. When unobservable market data have a significant impact on the valuation of derivatives, the
entire initial difference in fair value indicated by the valuation model from the transaction price is not recognised
immediately in the income statement but is recognised over the life of the transaction on an appropriate basis, or
when the inputs become observable, or the transaction matures or is closed out.
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e Derivatives may be embedded in other financial instruments; for example, a convertible bond has an embedded
conversion option. An embedded derivative is treated as a separate derivative when its economic characteristics
and risks are not clearly and closely related to those of the host contract, its terms are the same as those of a
stand-alone derivative, and the combined contract is not held for trading or designated at fair value. These
embedded derivatives are measured at fair value with changes in fair value recognised in the income statement.

e Derivatives are classified as assets when their fair value is positive, or as liabilities when their fair value is
negative. Derivative assets and liabilities arising from different transactions are only netted if the transactions are
with the same counterparty, a legal right of offset exists, and the cash flows are intended to be settled on a net
basis.

e The method of recognising the resulting fair value gains or losses depends on whether the derivative is held for
trading, or is designated as a hedging instrument and, if so, the nature of the risk being hedged. All gains and
losses from changes in the fair value of derivatives held for trading are recognised in the income statement.
When derivatives are designated as hedges, HSBC classifies them as either: (i) hedges of the change in fair value
of recognised assets or liabilities or firm commitments (‘fair value hedge’); (ii) hedges of the variability in highly
probable future cash flows attributable to a recognised asset or liability, or a forecast transaction (‘cash flow
hedge’); or (iii) hedges of net investments in a foreign operation (‘net investment hedge’). Hedge accounting is
applied to derivatives designated as hedging instruments in a fair value, cash flow or net investment hedge
provided certain criteria are met.

Hedge accounting

— Itis HSBC’s policy to document, at the inception of a hedge, the relationship between the hedging
instruments and the hedged items, as well as the risk management objective and strategy for undertaking the
hedge. The policy also requires documentation of the assessment, both at hedge inception and on an ongoing
basis, of whether the hedging instruments, primarily derivatives, that are used in the hedging transaction are
highly effective in offsetting changes in fair values or cash flows of hedged items attributable to the hedged
risks. Interest on designated qualifying hedges is included in ‘Net interest income’.

Fair value hedge

— Changes in the fair values of derivatives that are designated and qualify as fair value hedging instruments
are recorded in the income statement, together with changes in the fair values of the hedged assets or
liabilities or groups thereof that are attributable to the hedged risks.

— If the hedging relationship no longer meets the criteria for hedge accounting, the cumulative adjustment to
the carrying amount of a hedged item is amortised to the income statement based on a recalculated effective
interest rate over the residual period to maturity, unless the hedged item has been derecognised, in which
case it is released to the income statement immediately.

Cash flow hedge

—  The effective portion of changes in the fair values of derivatives that are designated and qualify as cash flow
hedges are recognised in equity within the cash flow hedging reserve. Any gain or loss relating to an
ineffective portion is recognised immediately in the income statement.

— Amounts accumulated in equity are recycled to the income statement in the periods in which the hedged
item will affect profit or loss. However, when the forecast transaction that is hedged results in the
recognition of a non-financial asset or a non-financial liability, the gains and losses previously deferred in
equity are transferred from equity and included in the initial measurement of the cost of the asset or liability.

—  When a hedging instrument expires or is sold, or when a hedge no longer meets the criteria for hedge
accounting, any cumulative gain or loss existing in equity at that time remains in equity until the forecast
transaction is eventually recognised in the income statement. When a forecast transaction is no longer
expected to occur, the cumulative gain or loss that was reported in equity is immediately transferred to the
income statement.
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Net investment hedge

— Hedges of net investments in foreign operations are accounted for in a similar way to cash flow hedges. A
gain or loss on the effective portion of the hedging instrument is recognised in equity; a gain or loss on the
ineffective portion is recognised immediately in the income statement. Gains and losses accumulated in
equity are included in the income statement on the disposal of the foreign operation.

Hedge effectiveness testing

— To qualify for hedge accounting, IAS 39 requires that at inception of the hedge and throughout its life, each
hedge must be expected to be highly effective (prospective effectiveness), and demonstrate actual
effectiveness (retrospective effectiveness) on an ongoing basis.

—  The documentation of each hedging relationship sets out how the effectiveness of the hedge is assessed. The
method HSBC entities adopt for assessing hedge effectiveness will depend on their risk management
strategies.

— For prospective effectiveness, the hedging instrument must be expected to be highly effective in offsetting
changes in fair value or cash flows attributable to the hedged risk during the period for which the hedge is
designated. For actual effectiveness to be achieved, the changes in fair value or cash flows must offset each
other in the range of 80 per cent to 125 per cent for the hedge to be deemed effective.

Derivatives that do not qualify for hedge accounting

— All gains and losses from changes in the fair value of derivatives that do not qualify for hedge accounting
are recognised immediately in the income statement. These gains and losses are reported in ‘Net trading
income’, except where derivatives are managed in conjunction with financial instruments designated at fair
value, in which case gains and losses are reported in ‘Net income from financial instruments designated at
fair value’, other than interest settlements on derivatives managed in conjunction with issued debt securities
designed at fair value which are reported in ‘Interest expense’. All other gains and losses on these
derivatives are reported in ‘Net income from financial instruments designated at fair value’.

From 1 January 2004 to 31 December 2004

Derivative financial instruments comprised futures, forward, swap and option transactions undertaken by HSBC
in the foreign exchange, interest rate, equity, credit derivative, and commodity markets that were held off
balance sheet. Netting was applied where a legal right of set-off existed.

Accounting for these instruments was dependent upon whether the transactions were undertaken for trading or
non-trading purposes.

Trading transactions

Trading transactions included transactions undertaken for market-making, to service customers’ needs and for
proprietary purposes, as well as any related hedges.

Transactions undertaken for trading purposes were marked to market and the net present value of any gain or
loss arising was recognised in the income statement as ‘Net trading income’, after appropriate deferrals for
unearned credit margins and future servicing costs. Derivative trading transactions were valued by reference to
an independent liquid price where this was available. For those transactions with no readily available quoted
prices, predominantly over the counter transactions, market values were determined by reference to
independently sourced rates, using valuation models. If market observable data was not available, the initial
increase in fair value indicated by the valuation model, but based on unobservable inputs, was not recognised
immediately in the income statement. This amount was held back and recognised over the life of the transaction
where appropriate, or released to the income statement when the inputs became observable, or when the
transaction matured or was closed out. Adjustments were made for illiquid positions when appropriate.

Assets, including gains, resulting from derivative exchange rate, interest rate, equities, credit derivative and
commodity contracts which were marked to market were included in ‘Derivatives’ on the asset side of the
balance sheet. Liabilities, including losses, resulting from such contracts, were included in ‘Derivatives’ on the
liability side of the balance sheet.
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Non-trading transactions

Non-trading transactions, which were those undertaken for hedging purposes as part of HSBC'’s risk
management strategy against cash flows, assets, liabilities or positions, were measured on an accrual basis.
Non-trading transactions included qualifying hedges and positions that synthetically altered the characteristics
of specified financial instruments.

Non-trading transactions were accounted for on an equivalent basis to the underlying assets, liabilities or net
positions. Any gains or losses arising were recognised on the same basis as those arising from the related assets,
liabilities or positions.

To qualify as a hedge, a derivative was required effectively to reduce the price, foreign exchange or interest rate
risk of the asset, liability or anticipated transaction to which it was linked and be capable of designation as a
hedge at inception of the derivative contract. Accordingly, changes in the market value of the derivative were
required to be highly correlated to changes in the market value of the underlying hedged item at inception of the
hedge and over the life of the hedge contract. If these criteria were met, the derivative was accounted for on the
same basis as the underlying hedged item. Derivatives used for hedging purposes included swaps, forwards and
futures. Interest rate swaps were also used to alter synthetically the interest rate characteristics of financial
instruments. In order to qualify for synthetic alteration, a derivative instrument had to be linked to specific
individual, or pools of similar, assets or liabilities by the notional principal and interest rate risks of the
associated instruments, and had to achieve a result that was consistent with defined risk management objectives.
If these criteria were met, accruals based accounting was applied, i.e. income or expense was recognised and
accrued to the next settlement date in accordance with the contractual terms of the agreement.

Any gain or loss arising on the termination of a qualifying derivative was deferred and amortised to earnings
over the original life of the terminated contract. Where the underlying asset, liability or position was sold or
terminated, the qualifying derivative was immediately marked to market and any gain or loss arising was taken
to the income statement.

US GAAP

The accounting under SFAS 133 “Accounting for derivative instruments and hedging activities’ is generally
consistent with that under IAS 39, which HSBC has followed in its IFRSs reporting from 1 January 2005, as
described above. However, specific assumptions regarding hedge effectiveness under US GAAP are not
permitted by IAS 39.

The requirements of SFAS 133 have been effective from 1 January 2001.

During 2006, HSBC’s US operating subsidiaries discontinued the use of the ‘shortcut method’. The US GAAP
‘shortcut method’ permits an assumption of zero ineffectiveness in hedges of interest rate risk with an interest
rate swap provided specific criteria have been met. IAS 39 does not permit such an assumption, requiring a
measurement of actual ineffectiveness at each designated effectiveness testing date.

However, IFRSs allow greater flexibility in the designation of the hedged item. Under US GAAP, all contractual
cash flows must form part of the designated relationship, whereas IAS 39 permits the designation of identifiable
benchmark interest cash flows only.

Certain issued structured notes are classified as trading liabilities under IFRSs, but not under US GAAP. Under
IFRSs, these notes will be held at fair value, with changes in fair value reflected in the income statement. Under
US GAAP, if the embedded derivative would otherwise require bifurcation, an irrevocable election may be made
to initially and subsequently measure the entire issued note at fair value, with changes in fair value recognised
through income. This election is made under US GAAP when the underlying issued notes are classified as
trading liabilities under IFRS. If the embedded derivative is clearly and closely related to the host contract, the
issued note will be held at amortised cost in its entirety, with changes in the amortised cost reflected in the
income statement.

Under US GAAP, derivatives receivable and payable with the same counterparty may be reported net on the
balance sheet when there is an executed ISDA Master Netting Arrangement covering enforceable jurisdictions.
These contracts do not meet the requirements for offset under IAS 32 and hence are presented gross on the
balance sheet under IFRSs.
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Impact

Prior to 2006, HSBC’s North American subsidiaries followed the ‘shortcut method’ of hedge effectiveness
testing for certain transactions in their US GAAP reporting. Alternative hedge effectiveness testing
methodologies were sought under IFRSs for these hedging relationships.

Apart from certain subsidiaries in North America, HSBC has chosen not to adopt hedge accounting for US
GAAP purposes as this would require a designated hedged item inconsistent with the approach adopted under
IFRSs. Qualifying IAS 39 hedging derivatives have been measured at fair value with the gain or loss recognised
in net income for US GAAP purposes.

Designation of financial assets and liabilities at fair value through profit and loss

IFRSs

Under IAS 39, a financial instrument, other than one held for trading, is classified in this category if it meets the
criteria set out below, and is so designated by management. An entity may designate financial instruments at fair
value where the designation:

— eliminates or significantly reduces a measurement or recognition inconsistency that would otherwise arise
from measuring financial assets or financial liabilities or recognising the gains and losses on them on
different bases; or

— applies to a group of financial assets, financial liabilities or a combination of both that is managed and its
performance evaluated on a fair value basis, in accordance with a documented risk management or
investment strategy, and where information about that group of financial instruments is provided internally
on that basis to management; or

— relates to financial instruments containing one or more embedded derivatives that significantly modify the
cash flows resulting from those financial instruments.

Financial assets and financial liabilities so designated are recognised initially at fair value, with transaction costs
taken directly to the income statement, and are subsequently remeasured at fair value. The designation, once
made, is irrevocable in respect of the financial instruments to which it relates. Financial assets and financial
liabilities are recognised when HSBC enters into the contractual provisions of the arrangements with
counterparties, which is generally on trade date.

Gains and losses from changes in the fair value of such assets and liabilities are recognised in the income
statement as they arise, together with related interest income and expense and dividends, within ‘Net income
from financial instruments designated at fair value’, except for interest on own debt issued by HSBC, and related
derivatives, which is reported in ‘Interest expense’.

US GAAP

Generally, for financial assets to be measured at fair value with gains and losses recognised immediately in the
income statement, they must meet the definition of trading securities in SFAS 115 ‘Accounting for Certain
Investments in Debt and Equity Securities’ (‘SFAS 115°). Financial liabilities are usually reported at amortised
cost under US GAAP.

Since 1 January 2006, HSBC has accounted for hybrid financial instruments under the provisions of SFAS 155
‘Hybrid Financial Instruments’. Hybrid financial instruments used that contain an embedded derivative that
would otherwise require bifurcation are, where so designated through an irrevocable election, initially and
subsequently measured at fair value, with changes in fair value recognised through income.

Impact

HSBC has principally used the fair value designation option in the following cases:

—  for certain fixed rate long-term debt issues whose interest rate characteristic has been changed to floating
through interest rate swaps as part of a documented interest rate management strategy. In 2006,
approximately US$56 billion (2005: US$51 billion) of the Group’s debt issues have been accounted for
using this option. The movement in fair value of these debt issues includes the effect of changes in own
credit spread and any ineffectiveness in the economic relationship between the related swaps and own debt.
Such ineffectiveness arises from the different credit characteristics of the swap and own debt coupled with
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the sensitivity of the floating leg of the swap to changes in short-term interest rates. In addition, the
economic relationship between the swap and own debt can be affected by relative movements in market
factors, such as bond and swap rates, and the relative bond and swap rates at inception. The size and
direction of the accounting consequences of changes in own credit spread and ineffectiveness can be volatile
from period to period, but do not alter the cash flows envisaged as part of the documented interest rate
management strategy.

— certain financial assets held by insurance operations and managed at fair value to meet liabilities under
insurance contracts (in 2006, approximately US$6 billion; 2005: US$4 billion of assets);

— financial liabilities under investment contracts and the related financial assets, when the change in value of
the assets is correlated with the change in value of the liabilities to policyholders (in 2006, approximately
USS$12 billion; 2005: US$8 billion of liabilities and related assets).

Under US GAAP, debt issues are generally reported at amortised cost. There are circumstances, by virtue of
different technical requirements and the transition arrangements to IFRSs, where derivatives providing an
economic hedge for an asset or liability, and so designated under IFRSs, are not so treated under US GAAP,
thereby creating a reconciliation difference and asymmetrical accounting between the asset and liability and the
offsetting derivative. Such derivatives result in an adjustment that is included in the reconciliations below, within
‘Derivatives and hedge accounting’.

Prior to 1 January 2006, debt issues which had embedded derivatives were also reported at amortised cost with
any embedded derivatives bifurcated where required by SFAS 133.

From 1 January 2006, as described above, the Group’s hybrid debt issues that contain an embedded derivative
that would otherwise require bifurcation are accounted for in a consistent manner under both IFRSs and US
GAAP, where such instruments are designated to be measured at fair value. On the US GAAP balance sheet,
such instruments are reclassified as ‘Financial liabilities designated at fair value’.

Under US GAAP, assets held to meet insurance/investment contracts are reported as available-for-sale, with
gains and losses taken directly to ‘Other comprehensive income’. When the corresponding liability is reported at
fair value, with movements reported immediately in net income, this also results in asymmetrical accounting
being reflected in US GAAP net income.

All these adjustments are included as ‘Derivatives and hedge accounting’ in the reconciliations below.

Available-for-sale securities

IFRSs

Treasury bills, debt securities and equity shares intended to be held on a continuing basis are classified as
available-for-sale securities unless designated at fair value (see above) or classified as held-to-maturity.

Available-for-sale securities are initially measured at fair value plus direct and incremental transaction costs.
They are subsequently remeasured at fair value. Changes in fair value are recognised in equity until the securities
are either sold or impaired. On the sale of available-for-sale securities, cumulative gains or losses previously
recognised in equity are recognised through the income statement and classified as ‘Gains less losses from
financial investments’. Interest income is recognised on such securities using the effective interest rate method,
calculated over the asset’s expected life. When dated available-for-sale securities are purchased at a premium or
a discount, the premiums and discounts are included in the calculation of the effective interest rate.

If an available-for-sale security is determined to be impaired, the cumulative loss (measured as the difference
between the acquisition cost, net of any principal repayments and amortisation, and the current fair value, less
any impairment loss on that financial asset previously recognised in the income statement) is removed from
equity and recognised in the income statement. If, in a subsequent period, the fair value of a debt instrument
classified as available-for-sale increases and the increase can be objectively related to an event occurring after
the impairment loss was recognised in the income statement, the impairment loss is reversed through the income
statement. Impairment losses recognised in the income statement on equity instruments are not reversed through
the income statement.
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e Foreign exchange differences on available-for-sale monetary items, such as debt securities, denominated in
foreign currency are recognised in net income to the extent that they relate to the translation of the amortised cost
of the security.

1 January 2004 to 31 December 2004

e Debt securities and equity shares intended to be held on a continuing basis were classified as financial
investments and included in the balance sheet at cost less provision for any permanent diminution in value.
Other participating interests were accounted for on the same basis. Premiums or discounts on dated investment
securities purchased at other than face value were amortised through the income statement over the period from
date of purchase to date of maturity and included in ‘Interest income’. Any gain or loss on realisation of these
securities was recognised in the income statement as it arose and included in ‘Gains less losses from financial
investments’.

e Foreign exchange differences on foreign currency-denominated monetary items, including securities, were
recognised in the income statement.

US GAAP

e Available-for-sale securities are measured at fair value with unrealised holding gains and losses excluded from
earnings and reported net of applicable taxes and minority interests as a separate component of shareholders’
funds.

e A decline in fair value below the cost of an available-for-sale or held-to-maturity security is treated as a realised
loss and included in earnings if it is considered ‘other than temporary’. The reduced fair value is then treated as
the cost basis for the security. A decline in fair value is generally considered other than temporary when
management does not intend or expect to hold the investment for sufficient time to enable the fair value to rise
back to the original cost of the investment.

e  Foreign exchange differences on available-for-sale securities denominated in foreign currency are excluded from
earnings and recorded as part of a separate component of shareholders’ funds.

Impact

e In 2005, certain assets have been reported at fair value for IFRSs purposes (see above). Under US GAAP, equity
shares that do not have a readily determinable fair value as defined in SFAS 115 are recorded at cost rather than
at fair value under IFRSs.

e Foreign exchange differences on available-for-sale securities denominated in foreign currency are recognised in
‘Net income’ under IFRSs. Under US GAAP, they are not reflected in net income but are deferred and
recognised on maturity or sale of the security.

Unguoted equity securities

HSBC holds certain equity securities whose market price is not quoted on a recognised exchange, but for which the
fair value can be reliably measured either through an active market, comparison to similar equity securities which are
quoted, or by using discounted cash flow calculations.

IFRSs

e Under IAS 39, equity securities which are not quoted on a recognised exchange, but for which fair value can be
reliably measured, are required to be measured at fair value. Accordingly, such securities are measured at fair
value and classified as either available-for-sale securities, with changes in fair value recognised in equity, or as
trading securities with changes in fair value recognised in the income statement.

US GAAP

e Under SFAS 115, equity securities that are not quoted on a recognised exchange are not considered to have a
readily determinable fair value and are required to be measured at cost (less any provisions for impairment).
Unquoted equity securities are reported within ‘Other assets’.
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Impact

e  Changes in fair value of equity securities for which IFRSs require recognition of the change in fair value and US
GAAP requires the securities to be held at amortised cost, affect net income and shareholders’ equity when the
security is classified as trading under IFRSs and affect shareholders’ equity when the security is classified as
available-for-sale under IFRSs.

Loan origination
IFRSs
From 1 January 2005

e Certain loan fee income and incremental directly attributable loan origination costs are amortised to the income
statement over the life of the loan as part of the effective interest calculation under IAS 39.

1 January 2004 to 31 December 2004

e Prior to 1 January 2005, fee and commission income was accounted for in the period when receivable, except
when charged to cover the costs of a continuing service to, or risk borne for, the customer, or was interest in
nature. In these cases, income was recognised on an appropriate basis over the relevant period. Loan costs
associated with origination were generally expensed as incurred.

US GAAP

e  Certain loan fee income and direct but not necessarily incremental loan origination costs, including an
apportionment of compensation and related benefit costs, are deferred and amortised to the income statement
account over the life of the loan as an adjustment to interest income (SFAS 91, ‘Accounting for Non-refundable
Fees and Costs Associated with Originating or Acquiring Loans and Initial Direct Costs of Leases’.)

Impact

e More costs are deferred and amortised under US GAAP, such as an apportionment of base salaries, than under
IFRSs. Base salaries are written off in the period they are incurred under IFRSs. This difference in treatment
results in increased net income and shareholders’ equity under US GAAP because, in the years presented, the
extra cost deferral under US GAAP exceeds the amortisation of previously deferred costs.

Securitisations
IFRSs

e The continued recognition of securitised assets is governed by a three-step process, which may be applied to the
whole asset, or, in certain circumstances, a part of an asset:

—  If the rights to the cash flows arising from securitised assets have been transferred to a third party, and
substantially all the risks and rewards of the assets have been transferred, the assets concerned are
derecognised.

— If] subject to certain detailed criteria, the rights to the cash flows are retained by HSBC but there is a
contractual obligation to pay them to another party, substantially all the risks and rewards of the assets have
been transferred, and the securitised assets concerned are derecognised.

— If some significant risks and rewards of ownership have been transferred, but some have also been retained,
it must be determined whether or not control has been retained. If control has been retained, HSBC
continues to recognise the assets to the extent of its continuing involvement; if not, the assets are
derecognised.

US GAAP

e SFAS 140, ‘Accounting for Transfers and Servicing of Finance Assets and Extinguishments of Liabilities’,
requires that receivables that are sold to a special purpose entity (‘SPE’) and securitised can only be
derecognised and a gain or loss on sale recognised if the originator has surrendered control over the securitised
assets.

e  Control is surrendered over transferred assets if and only if all of the following conditions are met:
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—  The transferred assets are put presumptively beyond the reach of the transferor and its creditors, even in
bankruptcy or other receivership.

— Each holder of interests in the transferee (i.e. holder of issued notes) has the right to pledge or exchange
their beneficial interests, and no condition constrains this right and provides more than a trivial benefit to the
transferor.

—  The transferor does not maintain effective control over the assets through either an agreement that obligates
the transferor to repurchase or to redeem them before their maturity, or through the ability to unilaterally
cause the holder to return specific assets other than through a clean-up call.

If these conditions are not met the securitised assets continue to be consolidated.

When HSBC retains an interest in securitised assets, such as a servicing right or the right to residual cash flows
from the special purpose entity, HSBC recognises this interest at fair value on sale of the assets to the SPE.

Impact

Gains on sale of assets to securitisation vehicles are recognised under US GAAP in cases when no such gain is
recognised under IFRSs. This results in higher US GAAP net income in periods in which there is significant
securitisation activity.

Since early 2004, HSBC has reduced securitisation activity that results in ‘gain on sale’ accounting under US
GAAP. As aresult, net income is lower under US GAAP because the amortisation of HSBC’s retained interest
in previous securitisations exceeds the gains on new transactions where a gain is recognised. The new
transactions largely replenish short-term loan assets held by existing vehicles.

Note (1) on page 430 gives further details of transactions during the year where assets are derecognised under US
GAAP.

Loan impairment

IFRSs

When statistical models, using historic loss rates adjusted for economic conditions, provide evidence of
impairment in portfolios of loans, their values are written down to their net recoverable amount. The net
recoverable amount is the present value of the estimated future recoveries discounted at the portfolio’s original
effective interest rate. The calculations include a reasonable estimate of recoveries on loans individually
identified for write-off pursuant to HSBC’s credit guidelines.

US GAAP

When the delinquency status of loans in a portfolio is such that there is no realistic prospect of recovery, the
loans are written off in full, or to recoverable value where collateral exists. Delinquency depends on the number
of days payments is overdue. The delinquency status is applied consistently across similar loan products in
accordance with HSBC’s credit guidelines. When local regulators mandate the delinquency status at which
write-off must occur for different retail loan products and these regulations reasonably reflect estimated
recoveries on individual loans, this basis of measuring loan impairment is reflected in US GAAP accounting.
Cash recoveries relating to pools of such written-off loans, if any, are reported as loan recoveries upon
collection.

Impact

Under both IFRSs and US GAAP, HSBC’s policy and regulatory instructions mandate that individual loans
evidencing adverse credit characteristics which indicate no reasonable likelihood of recovery, are written off.
When, on a portfolio basis, cash flows can reasonably be estimated in aggregate from these written-off loans, an
asset equal to the present value of the future cash flows is recognised under IFRSs.

No asset for future recoveries arising from written-off assets was recognised in the balance sheet under IFRSs
prior to 1 January 2005.
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Interest recognition
IFRSs

e The calculation of effective interest rates under IAS 39 requires an estimate of all fees and points paid or
received between parties to the contract that are an integral part of the effective interest rate be included.

US GAAP

e FAS 91 also generally requires all fees and costs associated with originating a loan to be recognised as interest
but, when the interest rate increases during the term of the loan, it prohibits the recognition of interest income to
the extent that the net investment in the loan would increase to an amount greater than the amount at which the
borrower could settle the obligation.

Impact

e When HSBC provides introductory incentives in the form of either a low or nil interest rate for the early period
of a loan, interest income on such products is recognised under IFRSs on the basis of the overall effective
interest rate over the expected life of the product. No interest income is recognised during the incentive period
under US GAAP.

Mortgage servicing rights
IFRSs

e Intangible assets that have a finite useful life, such as mortgage servicing rights, are stated at cost less
amortisation and accumulated impairment losses and are amortised over their estimated useful lives. Estimated
useful life is the lower of legal duration and expected economic life.

US GAAP

e  SFAS 156 ‘Accounting for Servicing of Financial Assets’ was issued by the FASB in March 2006. SFAS 156
amends SFAS 140 ‘Accounting for Transfers and Servicing of Financial Assets and Extinguishments of
Liabilities’ with respect to the accounting for separately recognised servicing assets and liabilities. SFAS 156
requires that all separately recognised servicing assets and liabilities be initially measured at fair value with
subsequent measurement at either fair value, with changes in fair value reported in the income statement when
they occur, or using the amortisation method. At the date of adoption, SFAS 156 permits a one-time
reclassification of available-for-sale securities to trading securities where those securities are identified as
offsetting exposure to changes in the fair value of servicing assets and liabilities that have been elected to be
subsequently measured at fair value. HSBC elected to adopt SFAS 156 from 1 January 2006.

e From 1 January 2006 HSBC elected to subsequently measure at fair value certain classes of mortgage servicing
rights held by its US subsidiaries.

Impact

e Prior to 1 January 2006 the amortisation method was used to account for mortgage servicing rights under US
GAAP and, therefore, no difference with IFRSs arose.

e Upon adoption of SFAS 156 the cumulative effect adjustment to US GAAP retained earnings, representing the
difference between the fair value and cost less amortisation of mortgage servicing rights, was immaterial.

e At 1 January 2006 an election was made to reclassify certain securities used by one of HSBC’s US subsidiaries
to offset changes in the fair value of mortgage servicing rights from available-for-sale financial investments to
trading assets. At 31 December 2005 those securities had a cost of US$115m and a fair value of US$111m.
This resulted in a transfer out of US GAAP other comprehensive income of the accumulated loss of US$4m at
1 January 2006, with an offsetting amount recorded as a cumulative effect adjustment to retained earnings.

e In 2006 the net difference between the fair value adjustment of the mortgage servicing asset and the offsetting
changes in the fair value of mortgage servicing rights classified as trading assets is recorded as an adjustment to
US GAAP net income.
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Unearned commission income
IFRSs

e JFRS 4 permits entities that issue insurance contracts to continue their insurance accounting policies under their
previous GAAP. Under UK GAAP, certain sales commissions were regarded as a separate service and
recognised once the sale was made, taking into account expectations of policy terminations.

US GAAP

e Under Staff Accounting Bulletin No. 104 (SAB 104), revenue should be recognised when, along with other
criteria, the seller’s price to the buyer is fixed or determinable. Commissions which are earned when the
customer has the right to cancel and receive a proportionate refund are not considered to be fixed and
determinable under US GAAP until the cancellation privilege expires. Cancellation privileges generally expire
rateably over the contract.

e Under the American Institute of Certified Public Accountants (‘AICPA’) Audit and Accounting Guide for
Deposit and Lending Institutions; insurance commissions received from an independent insurer should be
deferred and systematically amortised to income over the life of the related insurance contract.

Impact

e The difference between recognising revenue based on the likelihood that future services will be rendered and
rateably over the life of the policy creates a timing difference in the recognition of revenue under IFRSs and US
GAAP. Net income under US GAAP will generally be lower, but would be higher if new commission revenue
decreased below the level of commissions earned from prior years policies.

e The liability for customers fees which have not been earned under US GAAP, net of amounts deferred under
IFRSs, decrease shareholders’ net assets under US GAAP.

Interests in own shares held
IFRSs

e In accordance with IAS 32, long positions in HSBC Holdings’ shares are deducted from shareholders’ funds. No
gains or losses are recognised on own shares held.

e IAS 32 also applies to derivatives over HSBC’s own shares, when they meet the definition of an equity
instrument, and HSBC shares held to meet liabilities under insurance and investment contracts.

US GAAP

e AICPA Accounting Research Bulletin 51, ‘Consolidated Financial Statements’ (‘ARB 51°), requires a reduction
in shareholders’ equity for own shares held. The rules in ARB 51 do not extend to derivatives over own shares.

e AICPA Accounting Research Bulletin 43 ‘Restatement and Revision of Accounting Research Bulletins’ also
requires a reduction in shareholders’ equity for own shares held. HSBC shares held as long-term insurance assets
attributable to policyholders are classified as an asset when the criteria for classification as ‘separate accounts’
are met.

Impact

e Certain HSBC insurance operations hold shares in HSBC as part of policyholder funds that qualify for
classification as ‘separate accounts’. These shares represent an addition to shareholders’ equity for US GAAP
purposes and are reported within ‘Other assets’ with gains and losses during the period reported in ‘Other
income’, where they are matched with corresponding movements in the amounts attributable to policyholders.
No such gains and losses are recognised under IFRSs and the cost of the shares is deducted from shareholders’
equity.

415



HSBC HOLDINGS PLC

Notes on the Financial Statements (continued)

Note 47

Revaluation of property
IFRSs

e As allowed by the transition rules of IFRS 1, HSBC elected to adopt the value of all its properties held for its
own use as at 1 January 2004 as their ‘deemed cost’ at that date. Assets are carried at cost less any accumulated
depreciation and impairment losses. Freehold land is not depreciated.

e Investment properties are carried at current market values with gains or losses thereon recognised in the income
statement for the period. Investment properties are not depreciated.

US GAAP

e US GAAP does not permit revaluations of property, including investment property, although it requires
recognition of asset impairment. Any realised surplus or deficit is, therefore, reflected in net income upon
disposal of the property. Depreciation is charged on all properties based on cost.

Impact

e Under IFRSs, the value of property held for own use reflects revaluation surpluses recorded prior to 1 January
2004. Consequently, the values of tangible fixed assets and shareholders' equity are lower under US GAAP than
under IFRSs.

e There is a correspondingly lower depreciation charge and higher net income under US GAAP, partially offset by
higher gains (or smaller losses) on the disposal of fixed assets.

e For investment properties, net income under US GAAP does not reflect the gain or loss recorded under IFRSs
for the period.

Restructuring provisions
IFRSs

e In accordance with IAS 37, ‘Provisions, Contingent Liabilities and Contingent Assets’, provisions are made for
any direct costs arising from a business that management is committed to restructure, sell or terminate; has a
detailed formal plan and has raised a valid expectation of carrying out that plan.

US GAAP

e SFAS 146, ‘Accounting for Costs Associated with Exit or Disposal Activities’, requires that the fair value of a
liability for a cost associated with an exit or disposal activity be recognised when the liability is incurred.
Accordingly, provisions are recognised upon the implementation of the restructuring plan.

Impact

e The recognition of costs associated with plans to restructure and streamline operations is earlier under IFRSs
than under US GAAP, for example, where there is a time lag between developing and communicating a formal
plan, and putting it into practice. This resulted in marginally higher net income and shareholders’ equity under
US GAAP in 2005.

Consolidation of special purpose entities or variable interest entities

IFRSs

e Under the IASB’s Standing Interpretations Committee (‘SIC”) Interpretation 12 (‘SIC-12"), a special purpose
entity (‘SPE’) should be consolidated when the substance of the relationship between an enterprise and the SPE
indicates that the SPE is controlled by that entity.

US GAAP

e FASB Interpretation No. 46 (revised December 2003), ‘Consolidation of Variable Interest Entities’ (‘FIN 46R’),
requires consolidation of variable interest entities (‘VIE’s) in which HSBC is the primary beneficiary and
disclosures in respect of all other VIEs in which it has a significant variable interest.

e A VIE is an entity in which equity investors hold an investment that does not possess the characteristics of a
controlling financial interest or does not have sufficient equity at risk for the entity to finance its activities.
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HSBC is the primary beneficiary of a VIE if its variable interests absorb a majority of the entity’s expected
losses. Variable interests are contractual, ownership or other pecuniary interests in an entity that change with
changes in the fair value of an entity’s net assets exclusive of variable interests. If no party absorbs a majority of
the entity’s expected losses, HSBC consolidates the VIE if it receives a majority of the expected residual returns
of the entity.

Impact

When HSBC is deemed the primary beneficiary under US GAAP, but does not consolidate the vehicle under
IFRSs, the assets and liabilities of that vehicle are consolidated on the US GAAP balance sheet. This results in a
grossing up of the balance sheet but does not have a material impact on net income for the period or on
shareholders’ equity.

When HSBC is deemed not to be the primary beneficiary under US GAAP of a vehicle that is consolidated under
IFRSs, the assets and liabilities of that vehicle are de-consolidated in the US GAAP balance sheet. This results in
a reclassification in the 2004 balance sheet but does not have a material impact on shareholders' equity or on net
income for 2004 or 2005.

Long-term insurance assets and liabilities

IFRSs

Long-term insurance fund assets, excluding own shares held, are classified in accordance with IAS 39, for
example, available-for-sale securities, or financial instruments designated at fair value. The accounting for these
financial assets is consistent with other holdings of similar assets.

Liabilities attributable to policyholders under insurance contracts are recognised in accordance with IFRS 4 and
appropriate actuarial principles as ‘Liabilities under insurance contracts issued’. Liabilities attributable to
policyholders under linked investment contracts are recognised as financial liabilities designated at fair value and
classified under ‘Financial liabilities designated at fair value’.

US GAAP

Under the Statement of Position issued by the AICPA 03-1 (‘SOP 03-1°), ‘Accounting and Reporting by
Insurance Enterprises for Certain Non-traditional and Long-duration Contracts and for Separate Accounts’,
which became fully effective in 2004, when long-term insurance assets qualify for separate accounting they are
measured at fair value and are reported in the financial statements as a summary total, with an equivalent
summary total for related liabilities. Otherwise, assets that do not qualify for separate accounting and that
represent policyholders’ funds are accounted for and recognised as general account assets, that is consistent with
other holdings of similar assets. Any related liability is accounted for as a general account liability.

Impact

Long-term insurance assets that are recorded in accounts meeting the definition of ‘separate accounts’ in SOP
03-1 are measured at fair value through net income and disclosed in a single line, ‘Other assets’, in the US
GAAP balance sheet.
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Reconciliation of net income and shareholders’ equity under IFRSs and US GAAP

The following tables summarise the significant adjustments to consolidated net income and shareholders’ equity
which would result from the application of US GAAP:

Year ended 31 December

2006 2005 2004
US$m US$m US$m
Net income
Profit attributable to shareholders of the parent company
OF HSBC (IFRSS) 1.ttt ettt 15,789 15,081 12,918
Shareholders’ interest in long-term insurance fund ........c.ccccceceveennreccnnnnn. (532) 88 (102)
PENSION COSES .vviieniiinietiieteieie ettt ettt et se bbbt ese e s aesensesesens (209) (175) (125)
Stock-based COMPENSALION .......c.cccoveirueuiuiniririeieeieeeeeceee e 119 225 (83)
INtaNGIDIE ASSELS ..e.veuiiieieieiiieietc ettt (264) (325) (323)
Purchase accounting adjustments ............ccooeeiveeieieieierieerieereeseeeeeeeeeiene (303) (520) (1,239)
Derivatives and hedge accounting 514 (2,144) 244
Foreign exchange differences on available-for-sale securities . 1,203 2,235 1,069
L0an OrigINAtION ......cevveeieieeieieieeeieieteteiee et . 156 249 143
SECUTTEISAtIONS ..ottt ee 57) (237) (33)
Loan impairment ..........ccoeeeierieinieineeneesee ettt 36) 20 -
Interest rECOZNITION ....c.evieuiuiuiirieieieiiirieiet ettt ettt 2 (131) -
Mortgage Servicing rights .........ccoovviieirieirieereeeeee e 14 - -
Unquoted equity securities ... (45) - -
Unearned commission income . . (291) - -
Oher ..o . 92 (44) 74
Taxation, including taxation on reconciling items ...........ccceeeerererereeeneennens 81 578 77
Minority interest in reconciling items ........c.covveveueereririereerennieieeeereseereenens 125 (197) 40
Net income (US GAAP) ..ottt 16,358 14,703 12,506

Year ended 31 December

2006 2005 2004
US$ US$ US$
Per share amounts (US GAAP)
Basic earnings per ordinary Share ............ocooeeeeennneeeninnneeeenneeeenens 1.45 1.33 1.15
Diluted earnings per ordinary Share ............ccccoeeiveerieieieerieenieeneeseeeeeenens 1.44 1.32 1.13

At 31 December

2006 2005
US$m US$m
Shareholders’ equity
Total shareholders’ equity (IFRSS) ....c.coieiriiiriiiieireecec et 108,352 92,432
Shareholders’ interest in long-term insurance fund . (1,678) (1,077)
Pension costs ............... - 1,585
Unquoted equity shares . (1,311) (597)
GOOAWIIL . 1,246 1,048
ReVAlUAtION O PIOPEILY ...vveviuiitiieiieieieeie ettt bttt sttt s ettt eae st eseebenene (1,490) (1,530)
Purchase accounting adjuStMENtS .........c.co.eoieuerieirieireieeeeee ettt sttt 18 155
TNEANGIDIE ASSELS ...vveviieiiteiiietieteeeiet ettt ettt ettt bbb s e be e e s et e s et et e b et e b eneene s eneeseneebenene 1,845 2,127
Derivatives and hedge aCCOUNTING ........coveuirieuiiieirieieieeeeeeete ettt 1,129 (58)
L0AN OTIZINATION ...ttt et b ettt sa ettt b et b e et a et e st seebenene 916 717
Securitisations 101 158
Loan IMPairmENt .........c.cuciiirieirieieeiieteteiete ettt ettt et (372) (327)
TNEETESt TECOZMILION ...euviuitiiiitiniitirt ettt ettt ettt b e bttt sttt b et b et eae et seebenene (257) (259)
Unearned COMMISSION TNCOMIE ......c.erueuirreriererieteierertesieteseeteseeseseesesesessesesseseesessesessesesseneeseseesensesensene (291) -
MOTtage SETVICING TIZNES ...eoviieiiiieiieiiieieiet ettt sttt ettt st ea et seebenene 16 -
OBRET . oottt 79 112
Taxation including taxation on recoNCiling It€MS ...........cecveerveririerirerirerieirieresiee et ee e eeseens 51 (1,213)
Minority interest in reCONCILING IEIMNS ........c.cciriruiueuiuiirieieietceieeietcieee ettt 288 251
Total shareholders’ equity (US GAAP) .....coioiiriieiiiiieietet ettt 108,540 93,524
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Movement in shareholders’ equity (US GAAP)
Balance brought forward (as previously published) .........cccocooeeinnnivcncnnnn
Adoption of SFAS 155 at 1 January 2000 .........cccoeeeivieinreenrenieenieereeieeenns

Balance brought forward (restated) ..........cocooeveoerenirenneeeeeeeeene
NEEINCOME ..ot
Dividends .........
Share options .................
Shares issued in lieu of dividends ..........
New share capital subscribed net of COSS ......c.covvireeirirrinieiirrreccrreee
Other, including movements in own shares held ..............ccccccoviiiinnncee.
Net change in net unrealised losses on available-for-sale securities,

net 0f tax effeCt ......ovovviiiiiiii e
Net change in net unrealised gains on derivatives classified as cash flow

hedges, net of tax effect ........ococoveiriiniiic e
Minimum pension liability adjustment, net of tax effect
SFAS 158 transition adjustment, net of tax ..
Exchange differences and other movements ............cccoeceveenenneneeneeneenne

Total other comprehensive INCOME .......ccveverieerieirieieieieieieereee e

At 31 DECEMDET ...cevieivieiieiieiieiieiesiete ettt ettt ettt saesaesbeeseeneeneas

419

2006 2005 2004
US$m US$m US$m
93,524 90,082 80,251

467
93,991
16,358 14,703 12,506
(8,769) (7,750) (6,932)
735 450 234
2,525 1,811 2,607
- 1,405 581
567 94 (148)
(450) (2,716) (837)
(255) 1 (349)
340 (236) (195)
(1,406) - —
4,904 (4,320) 2,364
3,133 (7,271) 983
108,540 93,524 90,082
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Consolidated US GAAP balance sheet

The following table provides an estimated summarised consolidated balance sheet for HSBC which incorporates the
adjustments arising from the application of US GAAP.

At 31 December

2006 2005
US$m US$m
Assets
Cash and balances at Central DANKS ...........cccocevvievieiiiiiieieiei ettt ea e esn e 12,725 13,712
Items in the course of collection from other banks .. 14,626 11,300
Hong Kong Government certificates of indebtedness . 13,165 12,554
TTAINE ASSELS ..vvviuveeiietitetietetietet et et e et et ettt e st ete st ese st et estese s et e beseeseneesentesenseseseseeseneenesseseasesesenene 325,149 235,964
DIETIVALIVES ...eveuieiiieiiteiietei ettt ettt ettt et e ettt e st es b e st e se e es e st e s et es e b e st ebenseneeseneeseneabenene 43,083 29,295
Loans and advances to banks 185,081 125,751
Loans and advances t0 CUSTOMETS .......c..ccueovuiieuieieeeeeeeeeeeeteeeteeeteeeteeeaeeeaeeereeeteeeaeeeneeeneeeneeeneeaseenseaneeas 798,534 689,414
Financial iNVESTIMENTS .......eciueiiuirieiirieiieteiieteiet ettt ettt ettt ettt be st e st sseneeseneeseneebenene 212,233 188,637
Interest in associates and JOINt VENTUIES .......c.ccoerurueueueiriririetesiirinieteteieereeteses ettt seees 7,915 7,163
Goodwill and INtANGIDIE ASSELS ......c.evvevirierieieiieieieeriee ettt ese sttt sestesesaeseeseseesenene 39,003 35,081
Property, plant and equipment ............ccceeueeeerireerercenennnns 13,580 14,891
Other assets (including prepayments and accrued INCOME) .......coovveueveeeriririerererinirieiereenreieneeneeenen 47,533 43,182
TOTAL @SSELS .vuveverieuietiesieteste et e st eteeteete et et e b e besteebeeseeseeseessessessessesseseeseessessessessensessansessseseeseensenseneenen 1,712,627 1,406,944
Liabilities
Hong Kong currency notes in CirCulation ..........ooeeecriririeueiininieieiccnineieieeeseetee e 13,165 12,554
DEPOSIts DY DANKS ......ccoveiiiiiiiieicicici ettt et 99,089 69,895
CUSTOIMET ACCOUNTS ....vviviiieiieeteetieeteeetteeteeette et e eteeateeteeteeeateeaeeaseesseeaseeaseenseenseenseenseenseenseenseenseenseenreas 846,647 704,647
Items in the course of transmission to other banks 12,625 7,022
Trading HADILTIES ......cocveveuiiiiicicce ettt 164,744 148,451
DIEIIVALIVES ....viieviiieete ettt ettt ettt ettt e et e et e ete e eteeeteeeteeeseeeaeeeaeeeaeeeteeeaeeeaeeeaeeeaseenseeaseenseeneean 40,837 29,410
DEbt SECUITLIES TN ISSUE ....vviviieiiiiiiitietiete ettt ettt et et e et et eveete e ete et e s esseeseeseeseeseeaeeteesseasensensenns 279,859 225,681
Financial liabilities designated at fair Value ............c.ccoorieiciininiciicceee e 28,368 -
Retirement benefit liabilities 5,555 3,217
Other liabilities (including accruals and deferred INCOME) ......c.coovvvveueiiininieieiiinircccecces 27,993 39,385
Liabilities under insurance coNtracts iSSUCM ..........ecvvueieerieririetirieirieieieieeeesesee e sesaenene 17,672 14,157
Provisions ........cccceeveeeveeeeeevieeieeieeeeeens 16,601 4,285
Subordinated liabilities 45,031 45,612
TOLAl HADILIEIES .vevievieeeeiietieieietete sttt ettt ettt e et e st et e etesbeeseeseessessessessessesessesseesesaesseeseeseesseneenen 1,598,186 1,304,316
Equity
Total Shareholders” EQUILY ........ccceeiririeiiueiiinieeeccte ettt 108,540 93,524
IMINOTIEY TIEETESES ...eviuveiiteuietentetert ettt ettt et ettt ettt ettt b et bt st se ettt e bt ebe st e st saentsee st etesenbenene 5,901 9,104
TOLAL EQUILY +.veveveiieietieieietetetet ettt ettt ettt sttt ettt e et es s ete s ese st eseeseseeseneebensesessenesseneeseneesenene 114,441 102,628
Total equity and HADITIES .....c.eoveiiiiiirieieiiiet ettt 1,712,627 1,406,944

Net assets arising due to reverse repo transactions of US$45,019 million (2005: US$24,754 million),
US$18,755 million (2005: US$14,610 million) and US$74,344 million (2005: US$51,125 million) are included in
‘Loans and advances to banks’, ‘Loans and advances to customers’ and ‘Trading assets’ respectively.

Net liabiliti