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HS5BC GENERAL INSURANCE SERVICES (UK) LIMITED

Directors’ report for the year ended
31 December 2011

Principal activities

The Company s principal activity 1s to carry on the business of a general insurance intermediary providing
household travel motor and protection products 1o the customers of its parent HSBC Bank plc  No change in the
Company s activities 1s anticipated

Business review

The princtpal activities of the Company are set out above The Company s commuission income 15 £20m (16%) below
2010 This decrease 1s pnimanily attributable to the continued dechine 1n mcome from Payment Protection [nsurance
{PPI) following the decision in December 2007 to cease new business activity for the loan and card repayment
protection This was partally offset by increased profit share as claims on Travel and PPl were lower than prior
year

Operating expenses have decreased from 2010 by £4m (11%) reflecting lower commussion payments to HSBC Bank
plc in respect of the Company s preducts due to the decline in PP] business

In 2011, the Competition Commuission published its order of remedies on PPI products  This has a limuted impact on
the Company s PPI business as 1115 no longer selling new business and 15 only affected by the requirement to 1ssue
annual statements on the extant book HSBC Bank plc has responsibility for the PP1 sales process and for the main
costs of remediation

During 2011 our General Insurance propositien has been reviewed based on customer insight, working with the
Bank s Customer Propositions Team and our Insurance Partners It i1s anticipated that developments required will
extend 1n to 2013 Winlst this 1s in progress, the current propositions are being mamtaimed HSBC will also continue
to provide added-value general insurance products as part of the banking propositions

Staff details

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

Stakeholders

The Company has no stakeholders other than its parent company

Risk management

The Company adopts the HSBC Group Risk management framework Risks are reviewed regularly and a summary
of high level nshs are reported to the Board together with mitigation plans Further analysis 1s also provided to
ensure that the Company continues to treat customers tairly The major risk areas are reputation risk following the
PPI referral, credit risk with our insurers, primanly Aviva, and operational risk with both nsourced and outsourced
operational areas Ongoing tssues are managed via the group database until resolved and learnings disseminated

The financial services industry remains closely regulated and the UK regulators may take actions that could result in
changes n industry practices, sales and pncing The industry regulators continue to scrutimise the sate of PPI
producis and Office of Fair Trading regulatory returns will be required from 2012 onwards The Company maintuns
a strong compliance culture and momitors the regulatory environment closely to react proactively to changes and
reduce nsks to the business

Performance

Management consider the key performance indicators (KPIs) to be

KP1 2011 2010
Fees and comnusston receivable £108 5m £1284 m
Operating expenses £34 Im £384m

New Business Volumes
. Home Insurance 32,527 46,904
. Motor Insurance 18,182 37,719

. Cardguard 9,163 25,330




HSBC GENERAL INSURANCE SERVICES (UK} LIMITED

Directors’ report for the year ended
31 December 2011 (continued)

L - - -

Dwidends

The Company s results for the year under review are detaled in the income statement shown 1n these accounts

An imtertim dividend of £46 000,000 was paid on 27 June 2011 i respect of the year ended 31 December 2011 (2010
first interim £98 000,000} A second interim dividend of £20,000,000 was paid on the 28 December 2011 1n respect
of the year ended 31 December 201 (2010 wul)

Going concern basis

The Financial Statements are prepared on a going concern basis, as the Directors are satisfied that the Company has
the resources Lo contnue n business for the foreseeable future In making this assessment. the Directors have
considered a wide range of information relating to present and future conditions

Dtrectors
The Directors who served during the year were as follows
Name Appomted Resigned

S M Coombes

J W R Davies

A K A Ferguson

P C Keenan

R A Lang 1 January 2011
1S J Martin

S Wamnwnight 22 February 2011 11 November 2011

The Articles of Association of the Company provide that in certain circumstances the Directors are enuitled to be
indemnified out of the assets of the Company against claims from third parties in respect of certain liabilities arnsing
in connection with the performance of their functions in accordance with the provisions of the UK Compames Act
2006 Indemnity provisions of this nature have been in place duning the financial year but have not been utilised by
the Directors

Supplier payment policy

The Company does not currently subscribe to any code or standard on payment practice It is the Company s policy,
however, to seitle the terms of payment with suppliers when agreeg the terms of each transaction, to ensure that
suppliers are made aware of the terms of payment and to abide by the terms of payment

1t1s Company practice to organise payment to 1its supphers through a central accounts payable function operated by
HSBC Bank ple  The payment performance of this umt 1s incorporated within the results of that company

Capital management

The Company defines capital as total sharcholders equity

It 15 the Company s pohcy to maintam a strong capital base to support the development of its business and to meet
regulatory capial requirements at all imes




HSBC GENERAL INSURANCE SERVICES (UK} LIMITED

Directors’ report for the year ended
31 December 2011 {continued)
—

Disclosure of information te auditors

Each person who 1s a director at the date of approval of this report confirms that so far as the Director 15 aware there
1s no relevant audit information of which the Company s auditor 1s unaware and the Durector has taken all the steps
that he or she ought to have taken as a director 1n order to make himself or herself aware of any relevant audut
information and to establish that the Company s auditor 15 aware of that information  This confirmation 1s given
pursuant to section 418 of the UK Compantes Act 2006 and should be 1nterpreted in accordance therewith

Auditors
KPMG Audit Plc are deemed to be reappointed in accordance with Section 487(2) of the Companies Act 2006
Statement of Directors’ responsibilittes in respect of the Directors’ report and financial statements

The following statement, which should be read 1in conjunction with the Auditor s statement of their responsibilities
set out 1n their report on page 5, 15 made with a view to distinguishing for the shareholder the respective
responsibilities of the Directors and of the Auditor in relation to the financial statements

The Directors are responsible for prepaning the Directors’ Report and the financial statements in accordance with
applicable law and regulations

Company law requires the Directors to prepare financial statements for each financial year Under that law they have
elected to prepare the financial statements in accordance with International Financial Reporting Standards (*IFRSs’)
as adopted by the EU and applicable law

Under company law the Directors must not approve the financial statements unless they are satisfied that they give a
true and farr view of the state of affairs of the company and of the profit or loss of the company for that pertod [n
preparing these financial statements, the Directors are required to

o select suitable accounting policies and then apply them consistently,
+ make judgements and estunates that are reasonable and prudent,
*  state whether they have been prepared 1n accordance with IFRSs as adopted by the EU, and

+ prepare the financial statements on the going concern basis unless 1t 1s mappropnate to presume that the
company will continue 1n business

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
Company’s transactions and disclose with reasonable accuracy at any time the financial position of the Company and
enable them to ensure that the financial statements comply with the Companies Act 2006 They have general
responsibihty 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 irregulanties

By order of the Board

K E Hudson

Secretary

Date 20 February 2012
Registered Office

8§ Canada Square

London
E14 5HQ




HSBC GENERAL INSURANCE SERVICES (UK} LIMITED

Independent Auditor’'s Report to the Members of HSBC General Insurance Services (UK)
Limited

We have audited the financial statements of HSBC General Insurance Services (UK) Limuted for the year ended 31
December 2011 set out on pages 6 to 18 [he financial reporting framework that has been apphed i their preparation
1s apphicable law and International Financial Reporting Standards (IFRSs) as adopted by the EU

This report 1s made solely to the Company s members as a body 1n accordance with Chapter 3 of Part 16 of the
Companes Act 2006 Our audit work has been undertaken so that we might state to the Company s members those
matters we are required to state to them in an auditor s report and for no other purpose To the fullest extent pernutted
by law, we do not accept or assume responsibility to anyone other than the Company and the Company s members,
as a body, for our audit work, for this report, or for the opimons we have formed

Respective respansibilities of Directors and Auditors

As explained more fully in the Directors' Responsibilitses Statement set out on page 4 the Directors are responsible
for the preparation of the financial statements and for being sausfied that they give a true and fair view Qur
responsibility 1s to audit, and express an opinion on, the financial statements 1n accordance with applicable law and
International Standards on Auditing (UK and Ireland) Those standards require us to comply with the Auditing
Pracuices Board's (APB's) Ethical Standards for Auditors

Scope of the audit of the financial statements

A description of the scope of an audit of financial statements is provided on the APB's web-site at
www frc org uk/apb/scope/private «fm

Opinton on financial statements
In our opinton the financial statements

+ give atrue and fair view of the state of the Company’s affairs as at 3} December 2011 and of 1ts profit for the
year then ended,

* have been properly prepared in accordance with [FRSs as adopted by the EU and
« have been prepared tn accordance with the requirements of the Compares Act 2006
Opimion on other matter prescribed by the Companies Act 2006

In our opinton the information given in the Directors’ Report for the financial year for which the financial statements
are prepared 1s conststent with the financial statements

Matters on which we are required to report by exception

We have nothing to report 1n respect of the following matters where the Compames Act 2006 requires us to report to
you tf 1n our opinion

+ adequate accounting records have not been kept, or returns adequate for our audit have not been received from
branches not visited by us or

¢ the financial statements are not 1p agreement with the accounting records and returns or
»  certain disclosures of directors’ remuneration specified by law are not made or

* we have not received all the information and explanations we require for our audit

NS

N B Priestley (Semior Statutory Auditor)
for and on behalf of KPMG Audit Plc, Statutory Auditor

Chariered Accountants
15 Canada Square
London E14 5GL

Date 4t February 2012




HSBC GENERAL tNSURANCE SERVICES (UK) LIMITED

Financial Statements

Income statement for the year ended 31 December 2011

2011 2010
Notes £'000 £000
Revenue
Commission income 4 108,520 128 386
108,520 128 386
Other operating expenses 3 (34,094) {38,384y
Finance income
Interest income 3 300 431
Operating profit 74,726 90,433
Profit before tax 74,726 90,433
Tax expense 7 (19,799} (25,309}
Profit for the year 54,927 65,124

The accounting policies and notes on pages 10 to 18 form an integral part of these financial statements

Statement of comprehensive income for the year ended 31 December 2011

There has been no comprehensive income or expense other than the profit for the year as shown above (2010 Nil)




HSBC GENERAL INSURANCE SERVICES (UK) LIMITED

Financial Statements (continued)

Statement of financial position as at 31 December 2012

2011 2010
Notes £000 £000
ASSETS
Non-current assets
Trade and other recervables 10 2,858 177
Deferred tax assets 8 15 19
2,873 196
Current assets
Cash and cash equivalents held with other group undertakings 9 34,503 52,658
Trade and other receivables 10 43,928 43 925
78,431 96 583
Total assets 81,304 967719
LIABILITEES AND EQUITY
Current habilities
Other financial habilities H 5,935 5497
Accruals and deferred mcome 1,390 2272
Current tax habulittes 10,149 12,456
17,474 20,225
Non-current rabilities
Provisions for liabilihes and charges 12 2,341 3,992
2,341 3,002
Total Lhabihities 19,815 24217
Equity
Called up share capital 13 - -
Retained earnings 14 61,489 72,562
Total shargholders” equity 61,489 72,562
Total equity and habilsties 81,304 96 779

The accounting policies and notes on pages 10 to 18 form an mtegral part of these financial statements

These financial statements were approved by the Board of Directors on 20 February 2012 and were signed on 1ts
behalf by

SN GO G

S M Coombes
Director

Company Registered Number 1798474




HSBC GENERAL INSURANCE SERVICES (UK) LIMITED

Financal Statements (continued)

Statement of cash flows for the year ended 31 December 2011

201t 2010
Notes £'000 £'000
Cash flows from operating activities
Profit before tax 74,726 90,433
Adjustments for
~ Interest income (300) (431)
— Change 1n operating assets (2,691) 8,421
— Change n operaung habilities (444) (940)
— Provistons rmised/(released) (1.652) {13,288)
— Tax pad {22,102) {27,590)
Net cash generated from operating activities 47,537 56,605
Cash flows from investing actrvities
[nterest recetved 308 423
Net cash from investing activities 308 423
Cash flows from financing activities
Dividends pand {66,000y {98,000)
Net cash outflow from financing acuvities (66,000) (98,000)
Net decrease in cash and cash equivalents (18,155) (40,972)
Cash and cash equivalents brought forward 52,658 93,630
Cash and cash equivalents carmied forward 14 34,503 52,658

The accounting policics and notes on pages 10 to 18 form an integral part of these financial statements



HSBC GENERAL INSURANCE SERVICES {UK) LIMITED

Financial Statements (continved)

1 . —_—

Statement of changes in equity for the year ended 31 December 2011

Called up share

Retaned earmings

Total shareholders’

capital equity
£000 £'000 £7000

Year Ended 31 December 2011
At ] lanuary 2011 - 72,562 72,562
Profit for the year - 54,927 54,927
Total comprehensive income for the year - 54,927 54,927
Dividends to shareholders - (66,000) {66,000)
At 31 December 2011 - 61,489 61,489

Called up share capstal

Retained earnings

Total shareholders’

equity

£000 £000 £000
Year Ended 31 December 2010
At 1 January 2010 - 105,438 105,438
Profit for the year - 65124 65124
Total comprehensive mcome for the year - 65,124 65124
Divadends to shareholders - (58,000) (98 000)
At 31 December 2010 - 72 562 72,562

The accounting policies and notes on pages 10 to 18 form an integral part of these financial statements

Sharehclders equity 1s wholly attributable to equity shareholders




HS5BC GENERAL INSURANCE SERVICES {UK} LIMITED

Notes on the Financial Statements
|

1

Basis of preparation

(a)

(b)

©

(d)

Compliance with Internationat Financial Reporting Standards
The financial statements are presented 1n sterling and have been prepared on the historical cost basis

The Company has prepared 1ts financial statements in accordance with International Financial Reporting
Standards ( IFRSs ) as 1ssued by the International Accounting Standards Board { [ASB ) and as endorsed by the
European Union ( EU ) EU-endorsed IFRSs may differ from IFRSs as 1ssued by the IASB if, at this pomnt m
time new or amended IFRSs have not been endorsed by the EU At 3t December 2011, there were no
unendorsed standards effective for the year ended 31 December 2011 aftecting these financial statements and
there was no difference between IFRSs endorsed by the EU and IFR Ss issued by the [ASB 1n terms of their
applicatien to the Company Accordingly, the Company’s financial statements for the year ended 31 December
2011 are prepared in accordance with [FRSs as 1ssued by the IASB

IFRSs compnse accounting standards i1ssued by the TASB and uts predecessor body as well as interpretations
1ssued by the International Financial Reporting Interpretations Commuittee (‘IFRIC ) and 1ts predecessor body

During 2011, the Company adopted a number of standards, interpretations and amendments thereto which had an
insigmificant effect on the financial staternents

Future accounting developments

At 31 December 2011 a number of standards and tnterpretations, and amendments thereto, had been 1ssued by
the IASB, which are not effective for the Company s financial statements as at 31 December 2011 None of the
standards or iierpretations available for early adoption are expected to have a significant effect on the results or
net assets of the Company when adopted

The accounting policies set out below have been applied consistently to all periods presented in these financial
statements, except where stated otherwise

Going concemn

As shown n note 14 the capttal position 1s strong  As a consequence the Directors believe that the Company 18
well placed to manage its business risks successfully despite the current uncertain economic outlook For this
reason, they continue to adopt the going concern basis 1n preparing the accounts

General information

HSBC General Insurance Services (UK) Limited 1s a company domiciled and incorporated in England and
Wales

Summary of significant accounting policies

@)

(b

Revenue
Commussion Income

Comnussions recerved or receivable which do not require the Company to render further service are recognised
as revenue by the Company on the effective commencement or renewal dates of the related policies
Commussion recervable on contracts extending greater than a year, 15 recogmsed at the point of sale A refund
provision 1s held for these policies where 1t ts possible for the customer to cancel early and receive a refund

Profit share commussion 1s accrued relating to the business earned in the current year
Income Tax
Income tax compnises current and deferred tax and 1s recogmsed mn the income statement

Current tax 15 the tax expected to be payable on the taxable profit for the year, calculated using tax rates enacted
or subsiantively enacted by the end of the reporting period and any adjustment to tax payable 1n respect of
previous years Current tax asscts and habihues are offset when the Company intends to settle on a net basis and
the legal right to offset exists

pie]




HSBC GENERAL INSURANCE SERVICES (UK) LIMITED

Notes on the Financial Statements (continued)

(©)

(d)

(e)

H

@

(h)

Deferred tax 1s recognised on temporary differences between the carrving amounts of assets and habilities n the
statement of financial position and the amounts attributed to such assets and Liabihities for tax purposes Deferred
tax habilities are generally recogmised for all taxable temporary differences and deferred tax assets are
recogmsed to the extent that it 1s probable that future taxable profits will be available against which deductible
temporary differences can be utilised

Deferred tax 1s calculated using the tax rates expected to apply in the periods in which the assets will be reahsed

or the halities settled, based on ax rates and laws enacted, or substantively enacted, by the end of the reporting
period Deferred tax assets and habilities are offset when they arise 1n the same tax reporting group and relate to

income taxes levied by the same taxation authonty, and when the Company has a legal nght to offset

Financial assets and habifities
Cash and cash equivalents

Cash and cash equivalents comprise cash balances and call deposits  Bank overdrafts that are repayable on
demand and form an integral part of the Company s cash management are included as a component of cash and
cash equivalents for the purpose of the statement of cash flows

Impairment

The carrying amounts of the Company’s assets are reviewed at each statement of financial position date to
determuine whether there 1s any indrcation of impairment  If any such indication extsts, the carrymng value 15
reduced to the estimated recoverable amount by means of a charge to the income statement

An impairment loss 15 reversed 1f there has been a change 1n the estimates used to deterrmine the recoverable
amount  An impairment loss 1s reversed only to the extent that the asset’s carrymng amount does not exceed the
carrying amount that would have been determined, net of depreciation or amorttsatron 1f no impairment loss had
been charged

Provisions for habilities and charges

Commusston receivable in respect of sales of the Company’s lending protection products s paid in the form of an
up-front single payment Shouid the policy be cancelled at any point during its term, a refund of prermum will
be paid to the customer equivalent to the proportion of risk not yet covered The Company 1s required to return
commuission in relation to the corresponding participation in the original premium A provision 18 held for future
refunds of commission relating to business sold to date Movements in this are recorded 1n the income statement
as part of commission income

Employee benefits

The Company does not employ any staff All staff undertaking work on behalf of the Company are employed by
the Company s parent HSBC Bank plc, which makes recharges to this company for the services provided

Share capital

Shares are classified as equity when there is no contractual obligation to transfer cash or other financial assets
Incremental costs directly attributable to the 1ssue of equity instruments are shown in equity as a deduction from
proceeds net of tax

Dividends payable i relation to equity shares are recognised as a habiltty in the period m which they are
declared

Use of assumptions and estimates

The Company makes estimates and assumpttons that affect the reported amounts of assets and habilities within
the nexi financial year

Accrued profit share commission

The estimation of future profit share relating to business transacted or earned 1n the financial vear, 1s the
Company s most critical accounting estimate  The estimate uses the insurers latest information and histonic data
to model the expected vear-end position An allowance for variation 15 included in the estimate

Were the claims value n the year to differ by 10% from the management s estimate, the income would increase
or decrease by £4 2m (2010 £5 6m)

11




HSBC GENERAL INSURANCE SERVICES (UK) LIMITED

Notes on the Financial Statements (continued)

—mTy e

In addition, for contracts longer than one year an esumate of the premium to be eamned in that year needs to be
made These estimates are based on the insurer s most recent management information, adjusted by the
Company s experience of recent events, and knowledge gamed from the mdustry

Were the insurer s eamed premium estimated for the year to differ by 10% from the management’s estimate, the
commission inconte would increase or decrease by £1 8m (2010 £2 4m)

3 Financeincome

2011 2010
£'000 £000
Interest income from parent undertahings 297 431
Other inferest income 3 .
Interest ncome 300 431
4 Fees and commission mcome
2011 2010
£'060 £000
Commission mcome
Agency commission 44,977 62,832
Profit share 63,543 65,554
108,520 128,386
5 Other operating expenses
2011 2010
£000 £000
Group recharges - staff costs 1,243 1062
Group recharges - Others 2,374 2,522
Premises and equipment 21 52
Bad debts - (1}
Admunistrative expenses 1,348 1,205
Auditors remuneration - audit services 45 45
- other services pursuant o legistation 6 5
Commission payable to group companies 29,057 33,494
Total other operating expenses 34,094 38,384
6 Directors’ emoluments
2011 2010
£'000 £000
Directors’ emoluments for services to the Company 336 270
Company contributions to money purchase pension plans 28 24
364 294
Highest paid director
Emacluments 124 102
Pension scheme contributions 6 14
130 116

One director {2010 No directors) exercised share options in HSBC Holding ple ordinary shares of US30 50 each in
the penod

The Company does not have any direct employees The directors and staff are all employees of other Group
undertakings

12



HSBC GENERAL INSURANCE SERVICES {UK) LIMITED

Notes on the Financial Statements (continued)

Retirement benefits are accruing to the directors under schemes operated by their emploving companies No
retirement benefits are accrumng to directors under defined benefit schemes and to five directors under money
purchase schemes at 31 December 2011 (2010 none and five respectively) The Directors are members of retirement
benefit schemes operated by HSBC Bank plc Details of these schemes can be found 1n the Annual Report and
Accounts of HSBC Bank plc The Company does not receive any explicit charges in respect of the costs of
contrnibutions to the retirement benefit schemes for the directors and staff It has no Liability in respect of any deficit
within the scheme, although any surplus or deficit may affect the level of costs charged to the Company in future
perieds

7 Taxexpense

2011 2010
Nores £000 £'000
Current tax
UK Corporation tax
— on current year profit 19,795 25,303
— adjustments in respect of prior years - {1
Total current tax 19,795 25,302
Deferred tax
Onigmation and reversal of temporary differences 4 19
Effect of changes 1n tax rates 1 1
Adjustment i respect of priot years (U] {13
Total deferred tax 8 4 7
Tax expense 19,799 25,309

The UK corporation tax rate applying to the Company was 26 5 per cent (2010 28 per cent)

The following table reconciles the tax expense

2011  Perceniage of overall 2010 Percentage of
profit before tax overall profit
before tax
£'000 Y £000 %

Taxation at UK corporation tax rate of 26 5%

65

(2010 28%) 19,802 P 25,321 280
Adjustments i respect of prior years [0))] - (i4) -
Amounts not deductible for tax purposes 1 - 1 B
Changes 1n tax rates 3 - 1 -
Overall tax expense 19,799 265 25309 280

The UK Government announced that the main rate of corporation tax for the year beginmng 1 April 2011 will reduce
from 28% to 26%, to be followed by further 1% reductions per annum to 23% for the year beginning 1 April 2014
This results in a weighted average of 26 5% for 2011 (2010 28%}) It1s not expected that the proposed future
reductions will have a significant effect on the net UK deferred tax position at 31 December 2011 as per note 8

8 Deferred tax assets

2011 2010
£1000 £000
Al | Japuary 19 26
Income statement charge ) [€)]
At 3] December 15 19

13




Notes on the Financial Statements (continued)

HSBC GENERAL INSURANCE SERVICES (UK) LIMITED

2011 2010
£7000 £'000
Deferred tax assets
Property, plant and equiprment 15 19
| 5] 19
g Cash and cash equivalents
2011 2010
£'000 £'000
Bank and cash balances 741 721
Group wreasury deposiis 29,000 45,000
Call deposits 4,750 6,917
Accrued mterest 12 20
Cash and cash equivalents 34,503 52 658
Maturity analysis
Maturity within 1 Maturity between t and
month 3 months
£'000 £000
Bank and cash balances 741 -
Group treasury deposits 9,000 20,000
Call deposits 4,750 -
Accrued nterest 11 1
14,502 20,001
The interest rate range for the financial year was from 0 25% to 0 74%
10 Trade and other receivables
2011 2010
£'000 £000
Analysis of other assets
Non Current Assets
Profit share due from insurers - greater than | year 2,787 38
Profit share due from group undertakings - greater than | year 71 139
Total don Current Assets 2,858 177
2011 2010
£'000 £000
Current Assets
Profit share due from group undertakings - current year 789 1,255
Profit share due from insurers - current year 40,137 39,486
Commussion due from insurers 2,612 2,951
Commuission due from group undertakings 95 142
Premium due from insurers 205 8
Premium due from group undertahings [ 8
Other debtors 84 75
Total Current Assets 43,928 43,925
46,786 44 102

14




H5BC GENERAL INSURANCE SERVICES (UK) LIMITED

Notes on the Financial Statements (continued)

Other financial habilities

11
2011 2010
£000 £'000
Amounts due to parent undertakings 3402 2218
Amounts due to other group undertahings 6 ki
Amounts due to insurers 2,527 3,272
5,935 5,497
12 Prowvisions for habilities and charges
Provision for contingent hiability 1n respect of indemnity commission
2011 2010
£'000 £'000
At ] January 3,992 17,280
Income statement credit (661) (10,810)
Utilised during the year (990) (2,478)
At 3] December 2.341 3,992
13 Share capntal
2011 2010
£ £
AHotted, called up and fully paid
100 Ordinary shares of £1 each 100 100
100 100
The holders of ordinary shares are entitled to receive dividends as declared from time to time and are entitled to one
vote per share at meetings of the Company All shares rank equally with regard to the repayment of capital
14 Otherreserves
2011 2010
£'000 £000
Retamned earmings 61,489 72,562
The retained earmings balance represents the amount available for drvidend distribution to the equuty shareholders of
the Company except for £5,426,000 (2010 £6,738,000), which 1s not distributable and must be kept in comphance
with the FSA solvency capital regulations that the Company 1s subject to All such regutations were comphied with
duning the period
The Company’s capital policy 1s to retain sufficient capital to meet future anticipated regulatory and business
requirements Surplus capital 1s distributed to the Company’s parent through dividend payments
15 Dmvidends
2011 2011 2010 2010
£000 Total per share £000 Total per share
First interim 46,000 460,000 98,000 980,000
Second ntenm 20,000 200,000 - -
66,000 660,000 98 000 980 000

15
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H5BC GEMERAL INSURANCE SERVICES {UK) LIMITED

Notes on the Financial Statements (continued)
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16 Risk Management

17

The Company has exposure 1o the following types of risk ansing from 1ts use of financial instruments credit nsk
hquidity nsh and market rish

Exposure to credit rish, liquidity nish and market nisk anses in the normal course of the Company s business The
Company s rish management policies are consistent with the HSBC Group s sk management policies

As part of that process, the Business management will review the monthly management accounts of the Business
There were no changes 1n the Company s approach to risk management during the year
Crednt nisk management

The Company has exposure to credit risk which 1s the risk that a counterparty will be unable to pay amounts in full
when due This 15 managed by penodically reviewing the counterparties’ financial strength and credit ratings The
main areas where the Company has a net exposure to credit risk 1s the default risk of HSBC Bank ple in respect of the
Company s deposit holding and with insurers 1n respect of commissions and profit shares receivable

Liquidity nsk management

Liquidity nsk 1s the nsk that the Company will not be able to meet its financial obligations as they fall due The
Company has to meet daily calls on its cash resources notably payment of commissions and management expenses
There 1s therefore a nsh that cash will not be available to settte liabilities when due

The Company holds sufficient level of cash balances at all times, such that normal operational cash flows can be met
Surplus cash 1s held on deposit for varying lengths of time dependant on cash flow forecasts This lakes into
consideration known cash out flows such as expenses, taxes and dividends Contingency arrangements are also
available to the Company to ensure that short-term liquidity can be maintained in any extreme or unforseen
circumstances

Market risk management

Market nisk 15 the misk that movements in market risk factors, including foreign exchange rates and interest rates will
affect the Company s income The Company has exposure to the economic environment with respect to claims
impacting profit share income Whilst this 1s reviewed, modelled and plans adjusted, there 1s htile the Company can
do to control this risk

Related party transactions

The company 1s controtled by HSBC Bank ple (incorporated 1in England and Wales) which owns 100% of the
Company’s shares The ultimate parent company 1s HSBC Holdings ple (incorporated in England and Wailes)
Assoctated companies include all HSBC companies The consolhidated accounts of these groups are available to the
public and may be obtained from the registered office at 8 Canada Square London E14 5HQ

Transactions with related parties are summarised as follows

a}) Income
2011 2010
£0600 £000
Interest receivable
- Parent 297 431
Fees and commission recelvable
- other group companies 1362 2,887
1,659 3318

Income from related party transactions anses from
- nterest receivable on cash balances deposited with the Company’s parent
- commission recervable for the referral of business to associates, and

- a share of the profits earned by the associates on the general insurance products
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HSBC GENERAL INSURANCE SERVICES {(UK) LIMITED

Notes on the Financial Statements (continved)

b) Expenditure

2011 2010
£'000 £000
Recharges of staff costs
- Parent 1,243 1,062
Adminisiration expenses
- Parent 31,431 36,016
32,674 37078

Expenditure from related party transactions arises from

- Admmistration expenses payable to the Company s parent and associates in relation to
sales of the Company s products The Company’s products are marketed and sold
primarily by HSBC Bank plc through its sales channels The rate used to determine the
admunistration expense 1s set at a level to cover the cost incurred by HSBC Bank plc in
marketing and selling the preducts

- Costs charged to the Company for the provision of management servtces These include
product management, customer services nsk management, actuarial, finance, human
resources property services and IT The Company 15 recharged for the actual costs
incurred in undertaking these activities

¢} Key management compensation

2011 2010
£000 £'000
Salartes and other short-term employee benefits 336 270
Post-employment benefits 28 24
364 294
d) Year-end balances with related parties
2011 2010
£000 £000
Assets
Cash and cash equivalents
- Parent 34,503 52,658
Prepayments and accrued come
- other group companies 961 1,544
35,464 54 202
Liabilities
Other payable
- Paremt 3402 2218
- other group companies & 7
3,408 2225

The ultimate parent undertaking {which 1s the ultimate controlling party) and the parent undertaking of the largest
group of undertakings for whrch group financial statements are drawn up and of which the Company 1s a member is
HSBC Holdings plc

The result of the Company 1s included n the group financial statements of HSBC Holdings plc
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HSBC GENERAL INSURANCE SERVICES (UK) LIMITED

Notes on the Financial Statements (continued)

TR

Copies of the group financial statements ot HSBC Holdings plc may be obtained from the following address

HSBC Holdings plc
8 Canada Square
London

Ei14 5HQ

www hsbe com

18 Contingent habilities

There were no contingent habihties at 31 December 2011 (2010 nil)

19 Subsequent events

There are no subsequent events requiring disclosure in the financial statements
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