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HSBC LION FUNDING (UK) LIMITED

DIRECTORS® REPORT FOR THE PERIOD 28 SEPTEMBER 2007 TO 31 DECEMBER 2007

Principal activities
The Company’s principal activaty s to obtain fundimg for fellow group companies.

Business review

The Company changed 1ts accounting reference date to 31 December 2007 On 28 September 2007
E£825m “B™ preference shares 1ssued by the Company that had been sold by the Company’s parent to an
external investor under a repo transaction were acquired at par value by a fellow subsidiary The
Company advanced funds of £825m to 1ts fellow subsidiary to acquire these sharcs Thas was funded by
hquidating the investment portfoho for £327m and recalling deposits with parent entitics and feltow
subsidianes of £270m and £240m respectively

On 19 October 2007 the remaimng loans to fellow subsidiaries of £228 4m plus accrued interest were
repaid and the funds lent to the parent entity

The Company has no employees Services required are provided by fellow HSBC Group companies

Risk management

The financial 1ish management objectives and polictes of the Company, together with an analysis of the
exposure to such nsks are set out in Note 15 of the financial statements

Performance

The Company prepares 1ts non-statutory financial statements 1n accordance with International Financial
Reporting Standards (“IFRS™) as adopted by the Furopean Union (“F11*)

The Company’s results for the period under review arc as detailed in the mcome statement shown n
these accounts

The key performance indicator used by management in assessing the performance of the Company 1s
the monitoring of the net return on each indrvidual underlying transaction the Company enters into
Monthly management accounts are prepared and reviewed by the management of the HSBC business m
which this company resides

Funure developments

As regards the future, the Company will continue to be used to obtain funding for fcllow group
companics, as and when required.

Dividends

The Directors declared and paid dividends of £22,618,142. being £0 027 per share, in respect of the
period ended 31 December 2007 (period ended 27 September 2007 £ml)




HSBC LION FUNDING (UK) LIMITED

DIRECTORS® REPORT FOR THE PERIOD 28 SCPIEMBER 2007 TO 531 DECEMBER 2007
{(continued)

Directors

The Duectors who served during the period were as follows

Resigned
G Owen-Conway
R L H Bencard
K A Singleton
M P J Molloy 5 October 2007

The Articles of Association of the Company provide that in certain circumstances the Directors are
entitled to be indemnificd out of the asscis of the Company against clamns from third partics in respect
of certan habihties ansing 1w connection with the pesformance of then functions, 1n accordance with
the provisions of the UK Compantes Act 1985 and the Companies Act 2006, as 1f those requirements

were to apply Indemmity provisions of this nature have been in place durimg the financial year but have
not been utihised by the Directors

Supplier payment policy

The Company subscribes to the Better Payment Practice Code, the four principles of which are: to agree
payment terms at the outset and stick to them, to explain payment procedures to suppliers, to pay bills in
accordance with any contract agreed with the suppher or as required by law, and to tcll supphicrs
without delay when an invoice 15 contesied and settle disputes quickly Copies of, and information
about, the Code are available from BERR Publications Orderling, Admail 528, London, SW1W 8YT

During the penod, the Company received goods and services from group undertakings only.

)

Statement of Direc nsibilitie -

The following statement, which should be read n comjunction with the auditor’s statement of their

responsibilitics, 15 madc with a view to distingwishing for the sharcholder the respective responsibilities
ol the Directors and of the auditors in relation te the non-statutory financial statements

I he Lhrectors have accepted responsibility for preparing the Dhrectors’ Report and the non-statutory
financial statements in accordance with applicable law and regulations, as if those requirements were to
apply.

The Mirectors have elected to prepare the non-stattory financial statements in accordance with
International Financral Reporting Standards ( IFRSs") as adopted by the EU

The Directors have clected to prepare the non-siatutory financial statements in accordance with the Uk
Companies Act 1985, as 1f those requirements were {0 dpply

In preparing these non-statutory financial statements, the Directors have:

= selected sumtable accounting policies and then applied them consistently,
= made judgements and estimates that are reasonable and prudent,
= stated whether they have been prepared in accordance with IFRSs as adopted by the EU, and

prepared the non-statutory financial statements on the going concemn basis unless 1t is inappropriate
10 presume that the Company will continue in business




LI IN K) LIMITED

DIRECTORS' REPORT FOR_TIHIE PERIOD 28 SEPTEMBLR 2007 TQO 31 DECEMBER 2007
(continucd)

Statement of Directors’ responsibilities in relanion 10 non-staturory financial statements (continued)

The Directors are responstble for heeping proper accounting records that disclosc with reasonable
accuracy at any time the financial position of the Company The Directors have also accepted
responsility for taking such steps as are reasonably open to them to safeguard the assets of the
Company and to prevent and detect fraud and other irregularities

By order of the Board

6O
| 5/ Registered Office

Walker House, Mary Street
G Owen-Conway George Town, Grand Cayman
Director Cayman Islands
Date 3 June 2008
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HSBC LION FUNDING (UK) LIMITED

INDEPENDENT AUDITOR’S REPORT TO HSBC LION FUNDING (UK) LIMITED

Wc have audited the non-statutory financial statements of HSBC Lion Funding (UK) Linuted (‘the Company”) for the
period 28 Scptember 2007 to 31 December 2007 which comprise the Income Statement, the Balance Sheet, the
Statement of Cash Flows, the Statemcnt of Recegmised Income and Expense and the related notes  These non-statutory
financ:al statcments have been prepared under the accounting, policies set out theremn

Our report has been prepared for the Company, n accordance with the terms of our engagement It has been released to
the Company on the basis that our report shall not be copied, referred to or disclosed, n whole (save for the Company’s
own internal purposes) or in part, without our prior writien consent

Cur report was designed o meet the agieed 1equirements of the Company determmed by the Company’s needs at the
ume Our reporl should not therefore be regarded as suntable to be used or relied on by any party washing to acquire
rights agamst us vther than the Company for any purpose or wn any context Any party other than the Company who
obrans access 10 QuUT Teport or 4 Lupy and chouses to 1ely on our 1eport (or any pan of 1) will do so at ts own nisk To
the fullest extent permutied by law, KPMG Audit Ple will accept ne responsibility or liability n respect of our report to
any other party.

Respective Directors and auditors

The Durectors’ responsibihlies for preparing the Directors” Report and the non-siatutory Financial Statements n
accordance with International Financial Reportuing Standards (1FRSs) as adopted by the EU are set out in the Staternent
of Directors® Responsimhities on pages 2 and 3

Our responsibility 15 to audit the non-statutory financial statements in accordance with the terms of our engagement
tetter dated 31 March 2005 and Internatinnal Standards on Auditing (UK and Ireland)

We report to you our opimon as to whether the non-statutory financial statements give a true and fair view and whether
the non-statutory financial statements have been properly prepared 1 accordance with the Companies Act 1985, as 1f
those requirements were to apply We also repoert to you whether 1n our opinion the information given in the Directors’
Report 15 consistent with the non-statutory financial statements In addition we report to you 1f, 1n our optuon, we have
not received all the information and explanations we require tor our audit

We read the Directors’ Report and consider the imphcations for our report if we become aware of any apparent
nmisstatements within 1t

Basis of audit opinion

We conducted our audit in accordance with Intcrnational Standards on Auditing (UK and Ireland) issued by the
Auditing Practices Doard  An audu includcs cxammnation, on a test basis, of evidence relevant to the amounts and
disclosures n the non-statutory financial statements It also includes an assessment of the sigmficant estimates and
judgments made by the Durcctors in the preparation of the non-statutery financial statements, and of whether the
accounting policies are appropriate to the Company’s circumstances, consistently applied and adequately disclosed

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary

in order to provide us with sufficient evidence to give reasonable assurance that these non-statutory financial statements

are free from matenal misstatement, whether caused by fraud or other uregulanity or error  In forming our opunon we

also evaluated the overall adequacy of the presentation of informauon in the non-statutory financial statements

Opinmon

In our opinion-

* the non-statutory financial statements give a truc and fawr view, i accordance with IFRSs as adopted by the EU, of
the state of the Company’s affairs as at 31 Deeember 2007 and of 1ts profit for the period then ended,

e the non-statutory statements have been properly prepared n accordance with the Compames Act 1985, as if those
requirements were to apply, and

» the information given n the Dhrectors’ Report 1s consistent with the non-statutory financsal siatements

KA Aot Pl
KPMG Audit Plc 3 lune 2008

Char tered Accountants
Regustered Auditor
London




FHSBC LION FUNDING (UK) LIMITED

INCOME STATEMENT FOR THE PERIOD 28 SEPTEMBER 2007 TO 31 DECEMBER 2007

28.9 2007 to 31.82007 to
31122007 279 2007
Notes £ £
Interest income 3 15,959,549 5,486,501
Other operating expenses 4 - (5,121,069
PROFIT BEFORE TAX 15,959,549 365,432
Tncome tax expense 6 (4.787.865) {109.630)
PROFIT FOR THE YEAR 11,171,684 255,802

The notes on pages 9 to 21 tonm part of the non-statutory financial statemnents




HSBC LION FUNDING (UK) LIMITED

STATEMENT O RECOGNISED INCOME AND EXPENSE FOR THE PERIOD 28 SEP1 EMBER

2007 TO 31 DECEMBER 2007

2892007 to 3182007 to
31 12.2007 27 5.2007
Notes £ £
Change n fair value of debt securities available for
sale in the peniod net of amounts recycled o ithe
income statement - 1,380,580
Less associated tax - (414,174)
Net income recognised directly n eguity - 966,406
Profit for the vear 11,171,684 255,802
Total rccogniscd income and cxpensc for the year 12 11,171,684 1,222 208

The notes on pages 9 1o 21 form part of the non-statutory financial statements




HSRC LION FUNDING (1K) LIMITFD

BALANCE SHEET AT 31 DECEMBER 2007

31122007 2792007
Notes £ £

ASSETS
CURRENT ASSETS
Financial investments 8 - .
Recevables 9 1,070,460,930 1,084,661,407
Cash and cash equivalents 10 1,461 593
TOTAL CURRENT ASSETS 1,070,462.391 1,084,662 000
TOTAL ASSETS 1,070,462,3191 1,084 662,000
EQUITY AND LIABILITIES
EQUITY
Share capital 11,12 8,501 8,501
Share prermum account V2 1,065,568,629 1,066,091,499
Retained carnings 12 - 10,923,588
TOTAL EQUITY 12 1,065,577,130 1,077,023,58%
CURRENT LIABILITIES
Current taxation 4,885,261 7,638,412
TOTAL CURRENT LIABILITIES 4,885,261 7,638,412
TOTAL LIABILITIES 4,885,261 7,638112
TOTAL EQUITY AND LIABILITIES 1,070,462,391 1,084,662,000

Approved by the hoard and signed on its behalf on 3 June 2008

K A Swmgleton
Director

‘The notes on pages 9 1o 21 form pan of the non-statutory financial statements




HSBC LION FUNDING (UK) LIMITED

SIATEMENT OF CASH FLOWS FORTTHE PERIOD 28 SEPTEMBER 2007 10 31 DECEMBER

2007

Notes
CASH FLOWS FROM OPERATING ACTIVITIES
Profit before tax
Adjustments for
Interest income
Losscs from financial investments 4
Losses from cross currency swaps 4
Amortisation of premiums 8

QOperating profit before changes in working capital
and provisions
Increase m receivables

Cash generated from cperations
Income tax paid

NET CASH FROM OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES

Interest recerved

Decrease/(increase) in amounts owed by group undertakings
Decrease in amounts owed to group undertakings

Proceeds from sale of financial investments

NET CASH FROM INVESTING ACTIVITIES

CASH FLOWS FROM I'INANCING ACTIVITIES
Dividends paid

NET CASH FROM FINANCING ACTIVITIES

Net increase in cash and cash cquivalents
Openming cash and cash equivalents

CASH AND CASH EQUIVALENTS AT PERIOD
END 10

The notes on pages 9 1o 21 form part of the non-statutory financial statements

28.9 2007 to 31.82007 to
31122007 27 92007
£ £
15,959,549 365,432
(15,959,549) (5,503,094)
- 149,003
- 4,972,066
- 16,593
(2,367) -
(2,367) .
(7.541,016) -
(7,513 ,383) :
18,491,263 14,631,489
11,671,130 (342,371,726)
- (6,964,085)
- 334,704,509
30,162,393 187
(22,618,142) .
(22.618,142) -
868 187
593 406
1,461 593




HSBC LION FUNDING (UK) LIMITED

NOTES_TO_ THE NON-STATUTORY FINANCIAL STATEMENTS FOR THE PERIOD 28
SCPTEMBER 2007 TO 31 DECEMBER 2007

1 Basis of preparation

HHSBC Lion Funding (UK} Limited (‘the Company’}, a company ncorporated i the Cayman
Islands. has prepared itts non-statutory financial statements n accordance with International
Financial Reporting Standards (‘TFRSs’) as endorsed by the Furopean Umton (‘E1)) EU-
endorsed IFRSs may differ from IFRSs as published by the International Accounting Standards
Board (‘LASB) if, at any point in time, new or amended IFRSs have not been endorsed by the
EU At 31 December 2007, there were no unendorsed standards cffective for 31 December 2007
aftecting these non-statutory financial statements, and there was no differcnce between IFRSs
endorsed by the EU and IFRSs 1ssued by the IASE 1n terms of their application to the Company

IFRSs comprise accounting standards 1ssued by the IASB and its predecessor body as well as
mterpretations 1ssued by the International Financial Reporting [nterpretations Committee
(" IFRIC’) and 1ts predecessor body.

Standards and Interpretations issued by the [ASB and endorsed by the EU

e IFRS 8 ‘Operating segments’ was issucd on 30 November 2006 and 1s effective for periods
commencing on or after I January 2009 This standard will have no impact on the Company
when adopted with eftect trom 1 January 2009

At 31 December 2007, the Company had adopted all ITRSs and Interpretations that had been
issued by the 1ASB and IFRIC, and endorsed by the EU Except as stated above, there are
currently no IFRSs or interpretations that have been 1ssued by the IASB and endorsed by the EU
which become effective after 31 December 2007 that have not already been adopted by the
Company

The principal currency in which the Company’s business 15 conducted (which 1s its functional
currency) 1s Sterhing These accounts are therefore presented in that currency

The accounting policies sct out below have becn applied consistently in the period presented in
these non-stattury financial statements.

General information

HSBC Lion Funding (UK) Limited 1s a Company domiciled and incorperated n the Cayman Islands

Comparative period

The comparative period information 1s for the period 31 August 2007 to 27 September 2007,
whilst the current period information s for the period 28 September 2007 to 31 December 2007




HSBC LION FUNDING (UK) LIMITLD

NOTES TQO THE NON-STATUTORY FINANCIAL STATEMENTS FOR THE PERIOD 28

SEPTEMBER 2007 TO 31 DECEMBER 2007 (continued)

2 Principal accounting pohicies

(2}

(b)

{c)

Accountmg for fureign currencies

transactions in toreign currencies are recorded usmng the rate of exchange ruling at the
date of the transaction Cross currency contracts are accounted for as derivative contracts
at fair value throueh profit or loss.

Monetary assets and hatwhhes denominated in foreigh currencies are translated using the
rate of exchange ruling at the balance sheet date and the gains or losses en translation are
included 1n the income statement Non-monctary assets and hiabihtics that are measured n
terims of histornical cost an a futeign cmrency are translated into the functional currency
using the rate of exchange at the date of the intnial transacriion Non-monetary assets and
habilities measured at fair value in a foreign currency are translated into the functional
currency using the rate of exchange at the date the fair value was determined

Interest income

Interest mcome for all interest bearmg financial mstruments is recognised in ‘Interest
mcome’ 1n the income statement using the effective interest method The effective interest
method is a way of calculating the amortised cost of a financial assct or financial hability
and of allocauny the interest 1ncome or interest expense vver the relevant period.

The ettective mterest rate 1s the rate that exactly discounts estimated future cash receipts
or payments through the expected life of the financial instrument or, where appropriate, a
shorter period, to the net carrying amount of the financial asset or financial hability When
calculating the effective interest rate, the Company estimates cash flows considering all
contractual terms of the financial instrument but not future credit losses The caleulation
includes all amounts paid or recerved by the Company that are an integral part of the
effective interest rate of a financial instrument, including transaction costs and all other
premums or discounts

Financial investments

Debt securities held as available for sale are disclosed as “financial mvestments® and are
ininially measured at fair value plus direct and incremental transaction costs They are
subsequently remeasured at fair value The change n fair value attributable to foreign
exchange 1s recogmised i the income statement, other changes in fair value are recognised
m equity in the ‘Fair value reserve’ (see Note 12) until the securities are either sold or
tmpaired When available for sale sccunties are sold, cumulative gains or losscs
previously recognised 1n equity are recognised in the imcome statement as “(Losses) less
gains from financial investiments * Purchases and sales are accounted for at trade date

At each balance sheet date an assessment is made as to whether there 1S any objective
evidence of impairment, being circumstances where an adverse impact on estimated future
cash flows of the financial asset or group of assets can be reliably estimated

If a secunty is considered to be mmpaired, the cumulative loss {(measured as the difference
between the acquisition cost and the current farr value. less any impainment loss on that

Nnancial asset previously recognised in the wmeome stalement) 1s removed from cguity and
recognised in the income statement

10




HSBC LION FUNDING (UK) LIMITED

NOTES_TO THE NON-STATUTORY FINANCIAL STATEMENTS FCGR THE PERIOD 28

SEPTLMBLER 2007 TO 31 DECEMBER 2007 (continucd)

2

Principal accounting policies {(continued)

(c)

(d)

()

)

(g)

Financial investments (continued)

If, in a subsequent period, the fair value of a debt nstrument classified as available for
sale increases and the increase can be objectively related to an event oceurring after the
impairment loss was recognised in the mcome statement, the impairment loss s reversed
through the income statement Imparment losses recogmsed in the income statement on
equity nstruments are not reversed through the income stdlement

Determination of tair value

AH financial instruments are recognised mmtally at fair value The fair value of a

financial nstrument on nitial recoghition 1s normally the transaction price, 1 e the fair
value of the eonsideration given or received

Subscquent to 1mtal recognition, the fair value of financial instruments measured at fair
value that are quoted 1n active markets are based on bid prices for assets held and offer
prices for habilities  Where independent prices are not available, fair values may be
determined using valuation technques with reference to observable market data These
include comparison to similar mstruments where market observable prices exist,
discounted cash flow analysis, option pncing models and other valiation techmques
commonly used by market participants

Denvatives

Denvatives are recognised imtially, and arc subscquently remeasured, at far valuc Fair
values are obtained using valuation techniques, including discounted cashflow models

Denivatives are classed as assets when their fair value s positive or as liabilities when their
fair value is negative Derivative assets and liabilities ansing from different transactions are
only offset if the transacticns are with the same counterparty, a legal right of set-off exists,
and the cash flows are intended to be settled on a net basis

All gans and losses from changes 1n the far value of derivatives held for trading are
recognised n the income statement within ‘other operating expenses’.

Cash and cash equivalents

For the purpose of the cash tlow statement, cash and cash equivalents include highly liquid
investments that are readily convertible 1o known amounts of cash and which are subject to
an msignificant rish of change in value Such investments are normally those with tess than
three months’® matunty from the date of acquisition, and include cash

Cash flow statement

"The cash flow statement has been prepared on the basis that movements i balances with
group undertakings are shown under the heading of °Invesung acuvities’ Such
movements arnis¢ ulimately from the Company’s mvesting activities, through which the
Company will acquire resources intended to gencrate future mcome and cash flows

11




HSBC LION FUNDING (UK) LIMITED

NOTES _TO THE NON-STATUTORY FINANCIAL STATEMENTS FOR THE PERIOD 28

SEPTEMBER 2007 TO 31 DECEMBER 2007 (continued)

2 Principal accounting policies (continued)

(h)

0]

Income 1ax

Income tax on the profit for the period comprises current tax Income tax 1s recognised n
the income statement except to the extent that it relates to items recognised directly in
equity, in which case it 1s recogmised 1n equity.

Current tax is the expected tax payable on the taxable income for the peniod, and any
adjustment to tax payable in respect of previous periods

Deferred tax 1s recognsed on temporary differences between the carrymng amounts of
assets and habihities n the balance sheet and the amounts attributed to such assets and
labilities for tax purposes Deferred tax habihties are generally recognised for ali taxable
temporary differences and deferred tax assets are recognised to the extent it 1s probable that

future taxable profits wall be available against which deductible temporary differences can
he utilised.

Deferred tax 1s calculated nsing the tax rates expected to apply in the periods in which the
assets will be realised or the liabihities settled Deferred tax assets and habihities arc offset
when a legal night to set off exists in the entity

Deierred tax relating to tair value remeasurement of available for sale investments which
are charged or credited to equity, 15 also credited or charged directly to equity and 1s
subsequently recognised in the income statement when the deferred fair value gain or loss
is recognised mn the income statement

Loans and receivables

Loans and receivables tnclude loans and recevables ongmated by the Company which are
not classified erther as held for trading or designated at fair value Loans and receivables
are recognised when cash 1s advanced to borrowers. They are derecognised when ernther
borrowers repay their obligations, or the loans are sold or written off, or substantaily all
the risks and rewards of ownership are transferred. They are initially recorded at fair value
plus any directly attrsbutable transaction costs and are subsequently measured at amortised
cost using the effective mterest method, less impairment losses

Financial habihues {excludmg denvatives)

Fmancial habihues are miially valued at far value plus any transacuon costs that are
directly attributable 1o the purchase or issue Financial habihties are recogmised if the
Company becomes party to the contractual provisions of the hability instrument. The
Company derecognises the financtal hability 1f the Company’s obhigations specified in the
contract eapire. are discharged or cancelled Subsequent to imtial recognition financial
hatwlinies are measured at amortised ensr nsing the effective interest rate method




HSBC LION FUNDING (UK) LIMITED

NOTES__TC THE NON-STATUTORY FINANCIAL STATCMONTS IFOR_TIIEC PCRIOCD 28

SEPTEMBER 2007 YO 31 DECEMBER 2007 (conuinued)

2 Principal accounting policies (continued)

(k) Share capital

0y

Shares are classified as equity when there 15 no contractual obligation to transfer cash or
other financial assets Incremental costs directly atiributable to the issue of equity
mstrunents are shown i equaty as a deduvction fiom proceeds, net of tax.

Dividends payable 1n relation to equity shares are recogmised as a liabihity in the period in
which they are declared.

Impairment of financial assets

Financial assets, other than those at fair value through the profit and loss, are assessed for
mdicators of impairment at each balance sheet date Financial assets are impawred where
there 1s objective cvidence that as a result of onc or morc cvents that occurred aficr the
mnitial recogmiton of the asset the estimated future cash flows of the asset have been
impacted

The Company considers evidence of impairment at both a specific asset and collecuve
level All inchividually significant financial assets are assessed for specific impairment All
sigmficant assets found not to be specifically impaired are then collectively assessed for
any impairment that has been wncurred but not yet identified  Assets that are not
ndividually significant are then collectively assessed for impairment by grouping together
financial assets (carricd at amortised cost) with similar nsk characteristics

Objective evidence that financial assets are impaired can include default or delinquency by
a borrower, restructuring of a loan or recetvable by the Company con terms that the
Company would not otherwise consider, indications that a borrower or issuer will enter
into bankruptcy, the disappearance of an active market for a secunty, or other observable
data relating to a group of assets such as economtc condihions that correlate with defaults
tn the group




HSBC LION FUNDING (UK) LIMITED

NOTES_TO THE NON-STATUTORY FINANCIAL STATEMENTS FOR THE PERICD 28
SFPTEMBFR 2007 TO 31 DFCFMBFER 2007 (continned)

3 Interest income
2892007 to 31 8.2007 to
3112 2007 27 92007
£ £
Interest income from parent entities 3,243,029 1,492.590
Interest income from fellow subsidiaries 12,709,959 2,412,542
Interest income from financial nvesiments - 1,505,160
Interest income from cross currency swaps -
parent entities - 76,209
Interest income from third parties 6,561 -
15,959,549 5,486,501
4 Other operating expenses
2892007 1o 3182007 to
31.12.2007 2792007
£ £
(Losses) less gamns from financial investments - (149.003)
(Losses} less gains from cross currency swaps
with parent entities - (4.972,066)
- (5,121,069)
5 Profit before tax

Certain expenses, including auditor’s remuneratnon, have been borne by a fellow group
undertahing and are therefore not charged in arriving at the profit before tax

The amount of auditor’s remuneration borne by fellow group undertakings on behalf of HSBC
Lion Funding (UK) Limited for the period was £4.300 (period to 27 September 2007 £7.750)
There were no non audit fees incurred during the period (period to 27 September 2007 2007

£l

The Company had no employces during the period {period to 27 September 2007 nil).




HSBC LION FUNDING (UK) LIMITED

NOTES TO THE NON-STATUTORY FINANCIAL STATEMENTS FOR _THE PERIOE 28
SEPTEMBER 2007 TO 31 DECEMBER 2007 (continued)
6 Income tax expense
(a) Analysss of tax charge for the period
28 902007 1o 3182007 to
31 12 2007 279.2007
Current lax expemne £ £
Corporation tax payable 4,787,865 109,630
Total income tax expense for the period 4,787,865 109,630

The effective tax rate 18 30% (27 September 2007 30%) which 15 also the standard rate of

corporation tax Therefore, no reconciliation required

7 Directors® emoluments

No emoluments were received or are receivable by any ot the Dhrectors in respect of their

services to the Company duning the penod (period to 27 Scptember 2007 £mil)

8 Financial investments

28.9.2007 to 31.8 2007 to
3112.2007 279 2007

£ £

Opening balance - 341,418,352
Additions _ ]
Disposals and redemptions - (340,554,998)

Fair value adjustment through equity - 1,380,580
Movement in net coupons recewable - (2,227,341)
Amortisation of premiums - (16,593)

Closing balance .

All of the above investments are histed and are available for sale




HSBC LION FUNDING (UK) LIMITI'D
NOTES TO THE NON-STATUTORY FINANCIAL STATLMENTS FOR THE PERIOD 28

SEPTEMBER 2007 TO 31 DECEMBER 2047 (continued)

10

11

Recervables

Current
Amounts owed by group undertakings
- parent entitics
- fellow subsidianies
Interest recewvable on leans to group undertakings
- parent entities
- lellow subsidianies
Other debtors

Cash and cash equivalents

Amounts held with parent entities

Share capital

3112 2007 792007

£ £
244 085,143 612,371,726
825,000,000 468,384,547
1,209,550 1,492,593
163,870 2,412,541
2,367 -
1,070,460,930 1,084,661,407

31 12.2007 2792007

£ £
1,461 593

Authorised Issued and fully paid up
31 12 2007 2792007 31.12 2007 27 9.2007
£ £ £ £
240,000 "A" Ordinary
sharcs of £0 0001 cach 240 240 240 240
826,100 "B" Preference
shares of £0 01 each 8,261 8,261 8,261 8,261
8,501 8,501 8.501 8.501

There are no shares i1ssued and not fully pard

During 2005, 240,000 A" Ordinary sharcs of £0.001 cach werc authorised and 240,000 1ssued
and fully paid up “A Ordmary sharcholders have voting nights amd are entitled to a

discretionary dividend

During 2005, 826.100 B’ Preference shares of £0 01 were 15sued at a premium of £999.99 per
share The * B” Preference shareholders do not have voting rights and are paid a floaung
cumulative preferential dividend at 88 1% of LIBOR less 1 87 basis points  The ~B™ preference
shares do not have a fixed redemption date and are redeemable at the discretion of the Company
Dividends are declared at the discretion of the Company
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SEPTEMBER 2007 TO 31 DECEMBER 2007 (continued)

12 Capital and rcserves

Reeonciliation of movement in capital and reserves

Share Fair value Retamed
capital Share premiurm reserve L3ATNINGS Total equity
£ £ £ £ £

At 30 August 2007 8,501 1,066,091,499 (966,406) 10,667,786 1,075,801,380
1 otal recognised
mcome and expense 966,406 255.802 1,222.208
DBalance at 27
September 2007 8,501 1,066,0v1,499 - 10,923,588 £,077,023,588
Total recognisecd
income and expense - - - 11,171,684 11,171,684
Davidends - (522.870) - {22.095,272) (22,618,142)
Balance at 31
December 2007 8.501 1,065,568,629 - - 1,065,577.130

The fair value reserve includes the cumulative net change in the fair value of available for sale
mvestments (excluding any change attributable to foreign exchange) until the investment 1s
derecognised, net of attrnibutable taxation

Capital management

The Company defines capital as total shareholders’ equity, excluding the fair value reserve The
Company’s capital resource policy 15 to matntain a strong capital base It seeks to mantamn at all
umes a prudent relationship between total capital and the varied risks of 1ts business  There were
no changes n the Company’s approach to capital management duning the period  The Company

15 not subject to externally imposed capital requirements

Dhvidends

For the period ended 31 December 2007 a total dividend of £22,618,142 was declared and paid,
hesng £0 (027 per share (period ended 27 September 2007 £ml) Subsequent to period end a
dividend of £10,831,125 was declared on 31 March 2008, being £0 013 per share, of which

£119,023 related to the period ended 31 December 2007

13 Segmental analysiy

The Company operates i one business segment being the raising and provision of fundmg and one
geographical segment, United Kingdom.
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Analysis of finapcial assets and financial habilihes by mmeasurement basis

Financial assets and tinancial habilities are measured on an ongoing basis either at tair value or at
amortised cost The principal accounting pohcies in Note 2 describe how the classes of financial
instruments arc measured, and how income and expenses, including fair value gains and losses,
arg¢ recognised. The followng table analyses the financial assets and liabilitics 1in the balance
sheet by the class of financial mmstrument to which they are assigned, and therefore by the
measurement basis There are no financial habilities at 31 December 2007 (27 September 2007

£nil)

As at 31 December 2007. Loansand Fmancial assets at

receivables amortised cost Total
Assets £ £ £
Amounts owed by group undertakings 1,069,085,143 - 1,069,085,143
Interest recervable on loans to group
undertakings 1,373,420 - 1,375,420
Cash and cash equivalents - 1,461 1,461
Total financial assets 1,070,458,563 1,461  1,070,460,024
Total non-financial assets 2,367
Total assets 1,070,462,391

. Loans and Financial assets at

Asat2? Septernber 2007: recervables amortised cost 1otal
Assets £ £ £
Amounts owed by group undertakings 1,080,756,273 - 1,080,756,273
Accrued interest on loans to group
undertokings 3,905,134 - 3,905,134
Cash and cash equivalents - 593 5393
Total financial assets 1,084,661,407 593  1,084,662,000
Total non-financial assets -
Total assets 1,084,662,000

Risk management

The Company has exposure to the following types of nsh ansing from its use ot tinancial
instruments, crecht nisk, hquiduy nisk and market sk Market risk includes foreign exchange and
interest rate nisk

The management of all risks which are sigmificant, 1ogether with the quantitative disclosures not
already included elsewhere n the financial statements, is described 1n this note

The Company participates n transactions to which other HSBC gioup companies are also paity

The HSBC business in which these companies reside (the * Business™ has an established risk
management process which considers the risks at the outset and on an ongoing basis in relation to
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SEPILMBLR 2007 10 31 DECEMBER 2007 (continured)

Risk_management {continued)

each transaction from the Business’ perspective — this will consnhdate the nisks of partcipating
compames and, as such, offsetting risks will be eltminated To the extent there 15 any residual
nish, management will mitigate this by implementing the appropriate instruments and these will
reside in the relevant company  As part of that process, the Business’ management will review
the monthly management accounts of the Business There were no changes m the Company’s
approach to nsk management during the penod

Credit nsk management

Credit nsk s the risk that financial loss arises from the faillure of a counterparty to meet its
obligations under a contract, and arises principally from amounts owed by group undertakings.

The Business manages credit risk for this entity as described above for risks goncrally

The Company’s exposure to credit risk s minimised because amounts receivable from fellow
group undertakings form all of the Company’s financial assets Such group undertakings arc
wholly owned substdianies of HSBC Holdings plc, and are part of the Business described above
Such counterparties have no history of default and have been able to meet their liabilities as they
fall due The Company considers the amounts due to be fully recoverable

There has been no significant change 1n the credit quahity of financial assets during the period

The maximum exposure to credit nsk is represented by the carrying amount of each financial
asset, including derivative financial nstruments, n the balance sheet

Liguidity nisk management

Liquidity nisk 15 the risk that the Company will not be able to meet its financial obligations as
they fall due The Company monitors its cash flow requirements on a monthly basis and will
compare expected cash flow obligations with expected cash flow receipts to ensure they are

appropriately ahgned In hght of this the Company will borrow funds as and when required from
parcnt entities. Interest 1s calculated with reference to LIBOR

The Busmess manages liquidity risk for this entaty as described above for risks generally

Market risk management

Market risk 1s the rish that movements 1in market nisk factors. including foreign exchange rates
and mterest rates will affect the Company’s mcome or the value of its heldings of financial
mvestments The company 1s not exposed to foreign exchange rate risk

Interest on the amounts owed by group undertahings 1s recervable at both fined and floating rates
with reference 10 3 month LIBOR. Amounts with group undertakings have a matunty of less than
one year Management Keep the iterest rate exposwre under review and, where decmed
appropnate, will climinate this wholly or partly through nterest rate swaps
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Risk management {continucd)

Sensutrvity analysis nterest rate risk

A change of 100 basis pomnts in (nterest rates at the reporting date would have
ncreased/(decreased) profit or loss by the amounts shown below. This analysis assumes that all
other vanables, tn particular foreign exchange rates, remain constant The analysis 15 performed
on the same basis for 27 September 2007

Profit or loss
100 bps increase 100 bps decrease

As at 31 December 2007: £ £
Financial assets

[ pans and recewvables 502,799 (502,799)
Total increase / (decrease) 502,799 (502,799)

Profit or loss
100 bps increase 100 bps decrease

As at 27 September 2007: £ £
T'tnancial assets

Loans and receivables 584,075 (584,075)
Total increase / (decrease) 584,075 (584,075)

Fair value of financial assets and ltabilities

For all financial instruments their fair valie 1s equal to their carrying value in the balance sheet at
reporting date

Short-teim receivables and payables are excluded [rum these disclosures because the camymg
amount 15 a reasonable approximation of fair value

The methods used to determine fair values for financial instruments for the purpose of
measurement and disclosure are set out in Note 2. All financial nstruments measured at fair
value are valued using quoted marhet prices or valuation techmiques based on assumptions that
are supported by observahle market data

Related party transactions

The ulumate parent company, and the parent undertahing of the largest and swmallest group of
undertakings for which group accounts are drawn up and of which the Company 1s a member, is
HSBC Holdings ple

HSBC Rase Funding (1JK) Holdings, its immediate parent company, 1s the Company’s direct
controtling party and HSBC Holdings ple 1s the Company’s ultimate controlling party
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20.

Related party transactions {continued)

Copies of the financial statements of HSBC Holdings ple may be obtained from

HSBC Holdings ple
8 Canada Square
London

k14 SHQ

www hsbc com

Particulars of transactions, arrangements and agreements involving related parties not otherwise
disclosed elsewhere 1n the financial statements are as follows

Parent

A1 31 December 2007 £1,100,000 (27 September 2007 £826,100,000) of “B* Preference shares
were owned by the parent company Dividends paid dunng the period were £10,864,921 (period
to 27 beptember 2007: £ml)

Fellow subsidiary

At 31 December 2007 £825,000,000 (27 September 2007 £nil) of “B” Preference shares were

owned by a fellow subsidiary, Dividends paid during the penod were £11,753,223 (period to 27
September 2007 £mil)

Contingent habilities

There were no contingent liabihties at 31 December 2007 (27 September 2007 £mil)

Subsequent events

There arc no subscquent events requinng disclosure in the non-statutory financial statements

Accounting estimates and |udgements

I'he results of the Company are sensitive to the accounting polictes, assumptions and cstimates
that underlie the preparation of the financial statements The significant accounting pohicies used
in the preparation of the financial statements are as described in detail n Note 2

The foir value of debt securiies 1s based on quoted market prices at the balance sheet date
without any deduction for transaction costs Cross currency swaps are faw valued to penoed ond
marhet rates

Where market prices are not avajlable a discounted cash flow techmique 15 used Estimated {uture
cash flows are based on management’s best estimates and the discount rate 1s a market related

rate for a sumilar instrument at the balance sheet date Where other pricing models are used.
mputs are based on market related data at the balance sheet date
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