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£4.6bn

Profit before tax up 22% in 2004

32.95p

Dividend per share up 7%

84.3p

Underlying earnings per share™* up over 76% since 2001
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The presentation of these
results reflects the divisional
structure of HBOS in 2004;
Retail, Gorporate and Treasury,
Insurance & Investment and
International.

These two pages show
the Divisional Highlights.

Profile

* HBOS's multi-brand, multi-channel
Retail banking operations
= branch, telephone and internet banking
* joint venture, affinity and intermediary
relationships
* ostate agency

Retail

Profile

+ Comprehensive range of corporate
products and services
* Operating in large and diverse markels
* Range of specialist financing
« acquisitions and joint ventures
* housing and project
* assets and motor

Corporate
and Treasury

Profile

* Investment, perscnat lines insurance
and asset management
« Distribution and channel diversity
» Bancassurance and wealth management
+ Intermediaries and partnerships
* [nternet and telephone

Insurance &
Investment

Profile

Australia
* Multi-channel retail products
and services
¢ insurance and invesirnent business
* Corporate, Commercial and
Business finance

International

Irefand
+ Business banking
* Range of mortgage products

Key Facts

« Nation's No.1 for retail savings
with an estimated 16% market share
+ Nation's No.1 for mortgages with
an estimated market share of 22%
» New and switchers market share
for bank accounts estimated at 25%
+ 19% estimated markeat share of new
credit card accounts

Key Facts

* Market leader in PFI/PPP

+ Market leader in financing
of MBOs & MBIs

* Expanding geographic reach
in Europe and the USA

« Strong asset finance, leasing
and motor businesses

Key Facts

« Well established in the UK personal
fines markat with an estimated 8.5%
market share

* Leading positions in household and
creditor insurance, with fast growing
motor insurance business

» No.1 investment business in the UK,
with market share of over 12%

« The UK’s leading bancassurer

Key Facts

Australia

* |eading position in banking in
Western Australia

» Successful entry into East Coast with
A$1bn in deposits raised from 10,000
new customers in three months

Ireland
« Growth in Business banking deposits
and lending balances in lreland
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At a glance

Key Financials

* Profit before tax and exceptional
items up 22% to £2,059m

* Totai lending to customers
up 10% to £209.4bn

* Total customer depasits up 7%
to £126.1bn

» Costincome ratio improved
1o 44.1%

Key Financials

* Profit before tax and exceptional

items up 25% to £1,376m in Corporate

and up 8% to £262m in Treasury
* Corporate total lending to customers
up 9% to £78.8bn
Corporate total customer deposits
up 24% to £38.6bn
= Corporate costiincome ratio improved
t0 27.2%
* Treasury non-interest income up
32% to £206m

Key Financials

* Profit before tax and exceptional
iterns up 20% to £1,067m

* Insurance sales up 9% 1o £1.7bn

* Investment sales up 13% to ©1.4bn

* Funds under management up 12%
to £&7bn

Key Financials

* Profit before tax and exceptional
ttemns up 17% to A$506m in Australia
and up 41% to €148m in krefand

« Total lending to customers up 15%
to A$36.30n in Australia and up 59%
to €12.6bn in freland

+ Total customer deposits up 28%
to A$15.1bn in Australia and up 27%
to €5.6bn in lreland

s Costincome ratio improved to 50.0%
in Austrafia and 37.2% in lreland

Objectives

* To deliver value and sirnplicity
to customers

= Long-term market share target
in excess of 15% in all markets
in which we operate

= A disciptined approach to cost
managemesnt

Objectives

* To provide tailored, innovative and
added value solutions for customers

* Focus on controlted asset growth
and improved returns and credit
quality to create sharehotder value

* To further develop our Treasury
products and services

Objectives

+ To deliver value-for-money products
and service to customers

* To attain 15% or greater share
of our chosen investment and
insurance markets

» To generate profitable growth from
a position of financial strength
and efficiency

Objectives

Australia

+ Firmly establish Customer
Champion position

* Embed multi-brand strategy

» Acceferate East Coast market
penetration

{refand

« To be the No.1 Business Bank

* Expand on successful entry into
retail market



What do we mean?

Making growth work harder for
shareholders is all about translating
opportunities for growth into
enduring returns for shareholders.

Since the merger in 2001 HBOS
has seen three years of rapid
growth and achieved a strong track
record of financial performance.

This year’s Annual Report and
Accounts records further progress
in value creation and charts the
next stage of making growth work
even harder for shareholders.



The 2003 Annual Report argued that it woulkd
be wrong to pursue our pravious pace of
growth in all cur businesses, at all times. This
proved to be a sensible cautionary approach
to an environment characterised by a transition
from lower interest rates to something
approaching stability. Last year we therefore
focused on profitability and security ahead

of targeting further aggressive increases

in market share.

Prefits were up 22% to £4,592m with undertying
earnings per share reaching a new high of
84.3p. The Board has therefore decided to
recommend a final dividend of 22.15p bringing
the total dividend per share to 32.95p.

These resuits confinue a sirong track record
of performance during our first three years,
which has seen underlying earnings per share
increase by over 76%, the costincome ratic
fal from 49.2% to 37.9% and our return on
equity increase from 15.1% to 19.7%. This
performance emphasises the scale of the
opportunity created by bringing Halifax and
Bank of Scotland together,

For the vear as a whole, the HBOS share
price increased by 17% to finish the year

at £8.48 ~ the second best performing major
UK bank over the year although the best
performing such bank over the past four
years, We are pleased with this performance
but strongly believe that cur performance and
prospects warrant a premium rating, firstly
amongst UK banks and then amongst the
wider peer group in Europe. In this Annual
Report you will find the evidence and the clear
intent to make this a reality for shareholders,

In cur Retail business, restraint has served
us well with a tight control on costs an
added impetus to earnings as growth has
moderated. As a result profit growth has again
been strong despite some disappointments
in Retail's credit performance where we plan
to do better this year.

Corporate customers have been active during
the year but we have opted to enhance
returns by turning away additional activity that
would otherwise dissipate margins. It is clear
that our long-term relationship driven strategy
best serves cur sharehclders’ interests.

In 2004, we successiully completed the
process of establishing our cwn underwriting
capability for household insurance and general
insurance is now firmly established as a core
HBOS activity producing good growth and
returns. As the stock market picked up duwing
the year so t00 did sales in our Investment
businesses. The prospect of further
improvements in sales from an HBOS business
which has turned itself into a market leader just
as it switches from being a net user to a net
provider of capital is particularly exciting.

Finatly in our International businesses therg
is a buzz of activity as our teams in both
Australia and Ireland strive to take growth
away from incumbent providers. Our
internationat aspirations at the start of 2005
are every bit as strong as we hoped they
would be.

in 2003, we produced our compliance report
one year earlier than required and have again
produced in this report a full review of the
Group’s performance against the requiremants
of the new Combined Code on Corporate
Governance. We have complied with the
Code except in one instance where it was

not practical for us to do so.

We have made prograss in 2004 in the practical
delivery of a Corporate Responsibility Standard
that guides how we do business. Our policy
embraces the responsibilities and standards

you should expect as shareholders, customers,
colieagues and suppliers. Regutar benchmarking
reports are scheduled to show how we are
doing against cur own dermanding criteria,

The regulatory agenda is as demanding

as ever. Regulation represents Society's
permissicn to HBOS to exist and the minimum
standards by which we are judged. We seek
to work ever more effectively with the
Government and our regulator. In particular,
we welccme the FSA's more focused agenda
and its commitrent 1o risk based regulation,
We are only toc congcious that a number

of initiatives emanating from Brussels may
run counter to our own, the Government’s
and the FSA’s objectives. In the midst of such
change it is important that together we strike
a commen agenda 1o best protect the
interests of our industry and our customers.

The provision for endowment compensation
taken in this year's results relates to activity
rmany years ago. Even so it serves to highlight
an important lessen for us. We must always
strive to discharge cur responsibilities

to customers in ways that will stand

the test of time.

In 2004, Philip Yea left to take up the

Chief Executive job at 3i. We were
enormously fortunate to have Philip's

input as a Non-executive Director since

the merger and before that at Halifax.

At the forthcoming AGM Johin Maclean
retires having served nine vears on the HBOS
and Bank of Scotland Boards. John has been
a tireless contributor acress many parts of
the business and | would like to offer my
personal thanks and those of the Board to
nim for the quality of his input to the Boards
and committees on which he has served.

Mike Ellis also anncunced his retirement
in 2004 as Finance Director but typically
stayed ¢n to welcome and work for a period

alongside Mark Tucker as the Group's new
Finance Director. Mike Ellis had served at the
Halifax as Treasurer, before joining the Board in
1997. As an Executive Director of first Halifax
and then HBOS, Mike contributed hugely to
the success of this business and will be sorely
missed by the Board and colleaguss alike. We
welcome Mark Tucker to his new role and the
experience he brings of the broader finangial
services marketplace having spent 17 years
with Prudential, latterly as Chief Executive of
Prudential Corporation Asia Ltd.

Finally this litany of praise and recognition would
not be complete without a huge thank you to
the 70,000 plus HBOS colleagues who tun fine
words into action and hopes into results.

Last summer, as widely reported, we gave
careful consideration to acquiring Abbey
National. On the face of it the chance tc
acquire a major competitor was a unique
opportunity to exploit very considerable
synergies and create value for our
sharehclders, That we judged otherwise

is testament to our confidence in our own
prospects. That confidence was also
instrumentat in your Board’s decisions on
future dividend growth and share buybacks.
Both will play their part in ensuring that we
succeed in making growth work harder for
our shareholders.

Finally on a personal note | am delighted
to have been asked by my Board colleagues
to stay on as your Chairman for a further
three years from July. [t is a huge honour
for me to be a part of the team at HBOS
and | look forward greatly to the next stage
of our success together.

Dennis Stevenson
Chairman
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Chief Executive’s
Statement

Our relentless focus
on shareholder value
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In 2004, good volume growih, tight cost
controt and resilient margins enabled us

to achieve 2C0% plus profits growth and a
significant increase in return on equity (‘RoB’),
just 0.2% short of our 20% target for 2004.

Profit before tax and exceptional items
increased 23% to £4,770m. After charging
£2178m for exceptional items, profit before tax
rose 22% to £4,592m.

Underlying earnings per share increased

23% to 84.3p while basic earnings per share
also increased 23% to 78.1p. The Board is
proposing a finat dividend of 22.15p {up 8%)
taking the full year dividend to 32.85p

(up 7%}. Underlying dividend cover has risen
to 2.6 times (2.2 times in 2003). Having

now reached our target of 2.5 times cover,
dividend growth will match growth in earnings
per share mora closely.

Group Rok increased t0 19.7% {17.7% 2003).
Group Target RoE increased 10 19.5% (17.7%
2003). Allowing for the reduction in profit in
2004 as a result of our move to underwrite
househald insurance, Group Adjusted Target
RoE was just below our 20% target for 2004
at 19.8%.

In the short term, sales and market share
ambitions must be adapted to economic
conditions. As a result, in a number of markets
in 2004 we adopted a steadily more cautious
stance. Even so we delivered good volume
growth. Total loans and advances tc
customers grew 12% to £316.4bn whilst total
customer deposits grew 13% to £105.5bn.
Investiment product sales rose 13% 1o
£1,381m of effective premium income and
insurance sales increased 9% to £1,732m
gross written premiums.

Underlying operating income, after charging
for amounts written off fixed agset
investments, general insurance claims and
operating lease depreciation, rose 13% tc
£9,583m. Net interest income was 9% higher
with non-interest income rising 23%.

Underlying operating expenses, excluding
exceptional items, goodwill amortisation
and operating lease depreciation, grew by
less than 3% to £3,628m.

The ten point gap between income and cost
growth pushed the Group's costiincome ratio
down to 37.9% from 41.6% in 2003.

We will continue to seek further reductions in
our costiincome ratio. But such reductions will
not be achieved at the expense of investment
either in customer service or future growth. Last
year we added around 2,000 new customer
facing jobs. The prospects of certain paris of
our business call for a significant investment in
people and infrastructure. In Bark of Scotland
{Ireland), HBOS Australia and HBOS Treasuiry

Services costs will therefore rise by around
£100m in 2005. Across the rest of the Group,
which accounts for around 90% of costs, we
continue to target year on year productivity
gains by containing cost growth o retail price
inflation regardless of volume growth,

The Group net interest margin fell 7bps to
170bps (177bps full year 2003} although it was
slightly higher in the second half (172bps H2,
168bps H1). The dectine principally reflects the
impact of higher LIBOR relatec funding costs
on the Retail margin as, for most of the vear,
money markets anticipated base rate increases.

As a percentage of closing customer advances
non-performing assets increased to 1.85%
(1.75% end 2003), an increase in Retail being
only partially offset by reductions in Corporate
and International. Closing provisions were
0.79% of closing custormer advances (0.79%
end 2003) with coverage of non-performing
assets 'NPAs') by total closing provisions and
interest in suspense at 45% (48% end 2003).
The Group charge for provisions was £1,201m
(2003 £1,025m) representing 0.40% of average
customer advances (0.39% in 2003).

Bespite good asset growth, the total capital
ratio increased to 11.8% (11.1% end 2003)
and the Tier 1 capital ratio rose to 8.1%
{7.6% end 2003). Retained earnings, the key
indicator of our capacity to finance growth,
rose 41% to £1,734m.

At the interim stage we reported that the
targest run rate for merger synergies had been
achieved. The exceptional costs arising from
the merger amounted to £48m {2003 £119m).

Industry-wide, last year saw a significant
increase in the volume of mortgage endowment
complaints as the media, the Financiai Services
Authority and companies themselves werg
more successful in encouraging customers

to come forward. As a conseguence we have
set asitle an exceptional amount of £130m

to provide compensation for customers

with a valid complaint.

in December we presented cur assessment
of the anticipated impact for HBOS of the
change in accounting from UK GAAP to IFRS.
In May we will repart comparative figures for
2004 on an IFRS basis. Since December we
have not changed our view of the likely impact
on capital or earnings of the change to IFRS.

Divisional Performance

Retail

Erofit before tax and exceptional items in Retail
increased 22% to £2,059m as the division's
consumer credentials and multi-brand strategy
continue 10 be major drivers of value creation
in HBCS. Our increasingly cautious approach
to the morigage market and the credit
experience in parts of our unsecured lending
book saw us tighten lending criteria

appreciably. Even so, Retail achieved good
growth in both customer lending {10%) and
customear deposits (7%).

The Retail net interest margin for the year
as a whole fell to 183bps (192bps 2003),
just above the 182bps achieved in the first
half. Product margins were stable and the
deciing was wholly attributable to higher
LIBOR related wholesale funding costs.

Net interest income grew 8% and driven
primarily by asset growth and related fee
income, non-interest income rose 24%.
Together they produced an 11% increase

in total cperating income. Total operating
expenses were virtually unchanged compared
to the previous year. The gap between revenue
and cost growth widened to over 10%.

As a result the Retail costiincome ratio fell

to 44.1% (48.7% 2003).

Last year our market share of UK net
mortgage lending was 17% (25% 2003).
Throughout the year our pricing strategy was
designed to target lower loan to value {ETV')
ratios. The average LTV for our entire book of
mortgages fell again to 41% (43% end 2003}
and the proportion of loans above 85% LTV fell
to 7% (10% end 2003). In the current climate
we will continue to manage down LTVs and
target a market share of new lending between
15 and 20%.

The increasing maturity of our lending and

a change in business mix largely account for
the increase in non-performing assets which,
as a percentage of closing customer advances,
rose to 2,16% (1.81% end 2003}. Bt the
credit performance of parts of cur unsecured
lending book written in 2002 and 2003 was
also a contributery factor. Through tightening
lending criteria we have taken corrective action
which we believe has been effective. The
provisions charge as a percentage of average
agdvances increased to 0.33% (0.30% 2003)
with coverage of NPAs by total provisions
{inciuding interest in suspense) now standing
at 37% (40% end 2003).

Taken together, savings balances and credit
balances in bank accounts increased by
£8.4bn (£10.8bn 2003) generating a small
increase in HBOS's estimated share of UK
Household Sector Liquid Assets 1o 15.9%
{15.7% 2003}.

With 1 millicn new bank accounts {estimated
25% of the new and switchers market) and
1.2 milion new credit cards {estimated 19%
of new credit cards), we continued to gain
market share in basic banking products.
Bank account credit balances and credit
card outstandings grew by 12% and 30%
respectively.

Good pregress is also being made in servicing
the small business banking market where
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Chief Executive’s
Statement continued

competitors” pricing continues to present us with
the opportunity to grow at their expense. In
2004 we acquired 29,000 new customers which
enabled us to grow depaosit batances by 21%.

Cowporate and Treasury

In Corporate, profit before tax and exceptional
items grew by 25% to £1,376m as Corporate
converted controlled asset growth into
improved credit quality and better returns for
shareholders. The division’s franchise in its key
markets continues to strengthen. Last year
the integration of the Corporate and Busingss
barking divisions also yielded eariy cost savings,

Increased compedition in a better trading
environment reinforced our determination

not to compromise our lending criteria.

This, together with greater success in sell
down activity as we sought to drive up returns
and higher repayments, resulted in net lending
to customers rising 9%. The Corporate net
interest margin was little changed at 198bps
(196bps 2003) and net interest income
therefore grew by 1G%.

Cur clear focus on growing fees and commissions
together with increased investment gains saw
nan-interest income rise 23%. Deaspite such
gains the embedded profit in our investment
portfolic increased during the year.

Corporate continued to expand its resources
and infrastructura at pace but cperaticnal
efficiencies arising from the integration of our
Corporate and Business banking divisicns
saw costs, excluding operating lease asset
depraciation, just 6% higher than in 2003.

The ten point gap between the growth

in underlying operating income {16%) and
underlying operating expenses (6%) meant
that the Corporate cost:income ratio feil
to 27.2% (29.8% 2003).

6 HBOS plc Annual Report and Accounts 2004

Throughout the year we saw improvements in
credit quality performance indicators and NPAs
as a percentage of closing advances fell to
1.45% (1.81% 2003). The provisicning charge
as a % of average advances of 0.69% (0.66%
2003} resulted in coverage of NPAs by total
provisions (including interest in suspense) of
71% (65% end 2003).

In Treasury, profit before tax and exceptional
iterns rcse 8% 1o £262m, as Treasury's clear
focus on the developmeant of Group customer
revenues continued to generate high quality
earnings for HBOS.

Despite a strong performance from our
structured investment portfolio, net interest
income reduced by 8% as we chose 10 lengthen
the maturity profie of our whelesale funding
liabilities. Conversely, as a result of increased
sales of Treasury products to the Group and its
custormers, non-interast income grew by 32%.
Overall, total operating income rose 11%.

Total operating expensas increased 20%

as we continued {o invest in the capability
and infrastructure reguired to support our
businesses internationally, address regulatory
change and extend our ability to service our
customers’ needs. The costiincome ratio
therefore rose to 28.8% (27.8% 2003).

Credit quality was such that no provisions
for bad debts were requirad.

Insurance & Investment

HBOS's multi-brand multi-channel strategy
enabled our Insurance & Investment businesses
to deliver profits before tax and exceptional
items 20% higher at £1,067m. After allowing

for the reduction in profit due to the
commencement of household insurance
underwriting in January 2004, which defers profit
recognition, the increase in profits was 29%.

Reported insurance profits fell 8% to £409m
but profits rose 9% after allowing for the
household insurance adjustment. Generaily
favourable underwriting experience and tight
cost control allowed sales growth to feed
directly through to profits.

Repayment insurance sales were 2% higher.
Major new contracts enabled us to achieve an
18% increase in third party sales of repayment
insurance which more than offset the 4%
reduction in Group sales. Household insurance
sales rose 8%, and for the first time, non-
mortgage related sales exceeded morigage
related sales. With the successful launch of
First Alternative, motor insurance sales rose
34% as esure itself moved into profit.

Benefiting from positive short term fluctuations
in irvestment returns, investment profits rose
48% to £658m. Profits based on long term
assumptions also increased by 489%. Increased
new business volumes, efficiency gains and
favourable experience were the key factors.

Strong growth in overseas sales (up B4%)
and improved margins in the UK caused

new business profitability in the intermediary
channel to rise from 18% to 25% of effective
premiurn income. This was largely responsible
for the overall irmprovermnent in new business
profitability to 28% of effective premium
incorme {25% 2003).

All three investment product channels showed
good sales growth with bancassurance

up 12%, intermediary sales up 11% and

St James’s Place up 19%. Overall, UK sales
of investment products grew 8% to £1,240m
effective premium income increasing our
market share to 12.2%. And for the first time
this made HBOS the UK's No.1 provider of
such products on this measure.
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international

In both Australia and Ireland we have set
about exporting HBOS strategies with

a proven track record of success in the

UK, designed to capture business from
incumbents. Profit before tax and exceptional
itemns grew by 21% to £312m from our
combined operations in Australia and Ireland.
Profit before tax and exceptional items in
Australia rose 17% to AS506m and in Ireland
rose 41% to €148m.

Competitively priced product offerings with
aggressive advertising has seen encouraging
new business growth in Australia where we
achieved advances growth of 15% alongside
28% growth in customer deposits. As a
consequence of the product mix and higher
funding costs, margins declined by 10bps

to 212bps (222bps 2003} Tight cost control
necessary during a period of growth and
integration saw underlying cost growth
contained at 8% with the cost:income ratio
at 50.0% (50.3% 2003). Credit quality
remained good with the provisions charge
as a percentage of average advances falling
to 0.13% {0.24% 2003). NPAs reduced to
0.45% of closing advances (0.72% 2003).

In ireland where we consciously adopted
the consumer champion positicning that has
served us well in the UK, we also saw good
growth, with customer lending up 59% and
deposits up 27%. The 21% increase in
underlying operating expenses is inclusive
of Retait investrnent initiatives and the

re-engineering of the Venture Capital business.

The costincome ratio nevertheless improved
to 37.2% (39.2% 2003). Credit quality
improved with the total provisions charge

as a percentage of average advances at
0.17% (0.29% 2003). NPAs fell to 1.53%
(1.86% 2003).

Qutlook and Prospects

In 2005 we expect the UK economy to return
to its trend rate of growth. Whilst consumer
spending has slowed the prospects for
employment remain bright and the trends in
business investment appear healthy. Against
this background we anticipate little change in
the overall credit perforrmance of our lending.

The housing market has seen a healthy shift
in sentiment. Housing transactions have come
back from last year's peak but prices remain
underpinned by strong employment and
interest rates that are at or close to a peak.

In slower growth markets, Retail's momentum
and rigorous cost discipline will continue to
be a key source of advantage to HBOS.

Good levels of activity in our Corporate
lending markets coupled with our continued
commitment to controlled asset growth
provide an encouraging backdrop for value
creation in Corporate, In Treasury, through
further extending our capability to mest the
needs of both the Group and its customers,
we are continuing to invest in the generation
of a quality earnings stream.

Sentiment in stock markets is better than
for some time as is already reflected in the
performance of our investment businesses.
As a market leader with particutarly strong
multi-channel distribution we are well placed
to exploit the opportunities presented by the
new “Sandler” products and depolarisation.

We do not anticipate significant shifts

in underwriting experience across our
personal lines businesses and we plan further
investment in extending cur distribution
reach in order to gain market share.

In Australia and lreland we are set to make
good progress as we invest in the people and
infrastructure we need to mount a serious
challenge to the incumbents in each market.

Since the capital raising in early 2002
underlying earnings per share have increased
by 76% and dividend cover has risen just
above our target of 2.5 times, This has
resuited in a near fourfold increase in retained
earnings transforming our capacity to finance
our own growth. This year we expect asset
growth to moderate further and we also intend
to adjust the balance between equity and
preference capital in our balance sheet.

At the end of last year our Tier 1 and total
capital ratios were above their targets. We
are therefore instigating a share buy back
programme and in 2005 this will amount

to up to £750m.

In HBOS's first three years, we have gained
market share, achieved much improved
efficiency and established higher shareholder
returns. Our consumer credentials, our multi-
brand strategy and the distinctive skills of our
corporate team will ensure that we continug
to deliver the growth necessary to achieve cur
15 — 20% market share targets. Even with the
merger behind us and recognising a slower
growth environment, we can and will achieve
further efficiency gains. But most important of
all, we will also consolidate the gains we have
made in shareholder returns. Central to this
ambition are our cost discipline, dividend
policy and capital management programme.
Through thern we wilt make growth work
harder for shareholders.

James Croshy
Chief Executive
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Retail
Making growth

work harder for shareholders

ional Chief Executive: Andy Hornb

Profits
up 22%




‘We continue to see
attractive growth
prospects in all of our
main Retail businesses’
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Retail
continued

Focus on service

supports sales delivery

Retail

In 2004 we have once again delivered an
impressive sales performance together with
strong growth in profitability. Our commitment
to deliver value, simplicity and transparency
to consumers continues to drive bottom line
growth with profit before tax and exceptionals
22% higher than 2003 at £2,059m.

Highlights of our operating performance

include:

* Net mortgage lending share of 17%

* 1.0m new bank accounts

* 1.2m new credit card accounts

# £8.4bn growth it savings and hanking
credit balances

* Year on year growth in operating
expenses of only 0.5%.

Strong growth in incorme combined with
tight cost control resulted in a further
improvement in cur costiincome ratio
10 44.1% {down from 48.7%).

Asset growth was the key driver behind an
8% increase in net interest income to £3,719m
(2003 £3,448m). With non-interest income
24% higher at £1,0208m (2003 £827m), total
operating income grew by 11% year on year.

Our continued focus on stringent cost control
and the successful defivery of merger cost
synergy targets resulted in year on year
operating expense growth of only 0.5%. The
combined impact of strong income growth and
effective cost management disciplines drove a
reduction in the cost:income ratio, for the third
successive yeer since the merger, to 44.1%.
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Financial Performance
Profit and Loss Account

Year Yoar

ended ended

31122004 31.12.2003

£m £

Net interest income 3,719 3.448
Non-interest income 1,029 827

Mortgages & savings 757 678
Banking 318 301
Business banking 19 19
Personal loans 38 28
Credit cards 209 179
Other 69 64
Fees and commissions recaivable 1,410 1,269
Fees and commissions payable (434) 451)
Cther operating income 53 9
Operating income 4,748 4275
Operating expenses” {2,083 (2,083
Staff 879} (938)
Accommodation,
repairs and maintenance {12} {50)
Technology {75) {66)
Marketing and communication {195) {234)
Depreciation:
Tangible fixed assets {64) {58)
Other {140} {130)
Sub total (1,465} {1.474)
Recharges:
Technology 267} (266)
Accommaodation {250} (238)
Other shared senvices (111} (105)
Operating profit before provisions* 2,655 2,192
Provisions for bad & doubtful debts:
Specific {610) {479)
Gerneral (43) 59)
Share of profits of associates
and joint ventures 34 33
Profit on sale of fixed assets 23 -
Profit before tax and
exceptional items 2,659 1,687
Bad debt charge as a %
of average advances™ 0.33% 0.30%
Costincome ratio” 441%  48.7%

* Exciuging exceptional items

™ Certain loans and advances o customers have been
gecunitised. A “linked prasentaticn” fomat is used for the
statutory balance shest presentation of these assets and the
associated non-returnable finarce. These ratios are calculated
before deduction of average loans and advances subject to
nen-retumatle finance.

The non-performing assat {'NFA) profile

of our mertgage book has inevitably shifted
with the increase in specialist lending
business written in recent years. This,
coupled with slower balance sheet growth
in 2004, has had a marked effect on our
key NPA measures, but does not signal

an equivalent deterioration in credit quality.
Whilst the overall level of NPAs has increased
by 31% to £4,519m {2003 £3,442m), the
strong coverage provided by the average
loan to value {('LTV"} profile of the mertgage
bock does not result in a corresponding
increase in provisioning levels.

Secured NPAs increased by 34% to £2,758m
(2003 £2,056m), representing 1.43%

{2003 1.17%) of closing advances. This
growth was driven by two key factors:

+ Our decision to slow asset growth which
has resuited in a net lending share of only
17% in 2004. As expected, this sfower asset
growth has contributed to an increase in
NPAs as a percentage of closing advances.

+ Our deliberate pelicy to continue to source
approximately 30% of new business from the
specialist lending (i.e. buy-tc-let, near prime
and self-certified) markets and our confidence
that the higher level of expected loss
associated with this lending is more than
compensated for by higher product margins.



2000

extra colleagues

Maintaining the
best levels of
service in the face
of over one million
new customers
has placed an
unprecedented
demand on our

colleagues in
call-centres and
branches alike.

We have taken

on and trained over
2,000 new frontline
colleagues to serve
our customers.

Recent independent research has placed
the Halifax as Britain's Favourite bank, while
banking gurus Lafferty have made us their
Retail Banker of the Year.

Still the _
popuiar choice

Whilst we expect secured NPAs to increase
further in 2005, we remain confident that
this wilt not lead to a significant increase
in the provisicning requirement because:

* the loss emergence on specialist
lending business remains well within
our expectation at this stage of the
portfolio life cycle.

* NPAs are very well covered by assets.

* the LTV profile of our mertgage portfolio
continues to improve.

Unsecured NPAs were 27% higher at
£1,761m {2003 £1,386m). Whilst the vast
majority of this increase reflects the maturity
profile of the increased volume of business
written in the period since the merger, we
have continued 1o experience credit
performance issues in specifiic segments of
unsecured lending written in 2002 and 2003.
Having taken corrective action by tightening
lending criteria across all unsecured products,
we are now seeing the benefit in terms of
improved early arrears performance and are
confident that lending originated in 2004 and
2005 will perform satisfactorily.

Overall, the credit quality of the retail balance
sheet remains very strong - NPAs represent
only 2.16% (2003 1.81%; of closing advances
and 92% (2003 92%) of customer loans and
advances are secured on residential property.

Net Interest Margins and Spreads

Year Year
ended ended
3122004 31122003
£m m
Net Interest Income:
Interest receivable 11,682 9,574
interest payabls (8,175)  (6,346)
Capital earnings 212 220
3,719 3,448
Average Balances:
Interest earning assets
- securitised 22,221 10,219
- other 181,452 169,566

203,674 178,785

Movement in Margin Basis Points

Net imerest margin for the year

ended 31 December 2003 192
Mortgages & savings 1
Banking T
Businass banking 1
Personal lending )
Credit cards )
Product Spreads 1
Wholesale funding ©
Capital eamnings 4]

Net interest margin for the

year ended 31 December 2004 183

Interest bearing liabilities

- deposits 126,286 114,965

- securitised 22,221 10,219

- other 55,167 54,601

203,674 179,785

Average Rates: %o %
(Gross yield on interest

earning assets 573 533

Cost of interest bearing liabilties 401} 13.53)

Net Interest Spread 1.72 1.80

Capital earnings 0.11 012

Net Interest Margin 1.83 1.92

Certain loans and advances to customers have been
securitised. A “linked presentation” format is useg for the
statutory balance sheet presentation of these assets and the
associated non-retumable finance. In the calculation of net
interest margin above average balances are stated before
deduction of non-returnable finance.

The net interest margin declined by Sbps
for the full year to 183bps (2003 192bps).
The key movements were as follows:

The increased cost of LIBOR refated wholesale
funding relative to Base Rate resulted in
narrower spreads for each of cur asset based
businesses, and the launch of our “One card”,
with an introductory interest free period,
caused further dilution in credit card spreads.
These factors were, however, more than offset
by improved deposit spreads in our Savings
and Banking businesses and, overall, product
spreads improved by 1bp when compared to
2003. Our increased requirement for wholesale
funding resulted in a 9bps reduction in the
margin and the benefit from earnings on
capital was 1bp lower at 11bps.

Whilst the margin fell by 9bps over the full
year, we delivered a 1bp improvement in
the second half year compared to the first
hatf. Improved deposit spreads were the key
factor behind an overall 6bps improvement
in product spreads, offset by an increased
requirement for wholesale funding which
reduced the margin by 6bps. The benefit
from capitat earnings was tbhp higher.
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Retalil
continued

Awards recognise success

Non-Interest income

Our focus on growth in fee income combined
with gains from the disposal of certain non-
core assets saw non-interest income advance
by 24% to £1,029m (2003 £827m). fees and
cormmissicns receivable were £141m higher at
£1,410m (2003 £1,268m) reflecting solid
growti in each of our principal product lines,
notwithstanding a reduction in mortgage
redemption penalty fee income compared to
2003. Fees and commissions payable were
£17m lower at £434m (2003 £451m). Other
operating income was £44m higher at £53m
{2003 £8m} mainly reflecting gains on non-core
asset disposals in our credit card business.

Operating Expenses

Continued focus on effective cost management
coupled with the delivery of merger cost
synergy targets enabled us to achieve a cost
outturn well withiny our 3% annual growth target.
Annual cost growth was only 0.5% and
operating expenses were just £10m higher at
£2,093m {2003 £2,083m). The analysis of
operating expenses by cost type in 2004
reflects changes te the classification of direct
and recharged expenditure. The total costs of
the division are unaffected by these changes
and comparative figures have not been
restated. Plans are already in place to deliver
further efficiency gains to enable us to maintain
our record of low single digit cost growth,
notwithstanding growth in balances and
transaction numbers and our commitment to
invest in both product development and brand.

Provisions

The total provisions charge as a percentage
of average ioans and advances was 0.33%
compared to 0.30% in 2003. The provisions
charge increased by 21% to £653m (2003
£538m) and comprised £631m (2003 £488m)
for unsecured lending and £22m {2003 £50m)
“tor secured lending. Closing provisions as a
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percentage of period end loans and
advances increased to 0.75% (2003 0.69%).
Total provisions {inctuding interest in suspense)
coverage of NFAs fefl to 37% (2003 40%),
reflecting the benefit of continued house price
inflation which means the growth in secured
NPAs does not result in a substantially
increased provisioning requirement.

Profit on Sale of Fixed Assets

The £23m profit on sale of fixed assets
represents the gain arising in the period ¢

31 December 2004 on the disposal of cash
machines situated in locations remote from the
Group’s bank branches.

Balance Sheet and
Asset Quality Information
As at As at
21122004 31122003
£bn tta

Loans & advances to customers
Loans and advances

to customers 209.4 190.6
Less: non-returnable finance {28.1) (15.6)
181.3 175.0
Bad debt provisions: £m £
Specific 1,162 o414
General 414 370
Total 1,576 1,314
Provisions as % of loans
and acvances 0.75%  0.69%
Classification of loans
and advances: Yo %
Home mortgages 1)1 [£3]
Cther personal lending:
Secured 1 1
tUnsecured 4 4
Credit cards 3 3
Banking 1 1
Total 100 100
Non-performing assets £m £m
Secured 2,758 2,056
Unsecured 1,761 1,386
Total 4,519 3.442
Interest in suspense £77m £70m
NPAs as a % of closing advances 2.16%  1.81%

£105.2bn  £99.5bn
£126.1bn £117.7bn

Total risk weighted assets
Total customer deposits

Total batance sheet provisions increased by
£262m to £1,576m analysed as follows:
As at Ag al

31.12.2004  31.12.2003
£m

Ciosing provisions

Secured 428 407
Unsecured 1,148 907
Total 1,576 1,314

Closing provisions as a percentage of period
end inans and advances were 0.75%
{December 2003 0.69%) as shown below:

As at As at
31,12.2004  31.12.2003
%

Secured 0.22 .23
Unsecured 7.20 626
Total 0.75 0.69

Balance sheet provisions coverage of NPAs fell
to 37% (December 2003 40%):

As at As at

31.12.2004 31.12.2003
£m % of £m % o
NPAs NPAS
Specific 1,162 26 944 27
General 414 9 370 1
Interest in suspense 77 2 70 2
Total 1,653 37 1,334 40

Operational Performance

Mortgages

As previously indicated in our 2004 interim
results announcement, we have tightened our
lending underwriting criteria and consequently
reduced our market share of new mortgage
lending. Gross Mortgage lending of £68.1bn
(2003 £71.8bn) represented an estimated
market share of 23% (2003 26%). We have
grown the Retail mengage book by £18.5bn
to £193bn of assets in 2004 (after transferring
£1.4bn of balances in respect of the Irish
residential mortgage book to the International
division), delivering a net lending market share
of 17% (2003 25%).



People prefer
HBOS

Halifax scooped

the hat-trick in the
Daily Mirror Money
awards 2004 — we
were voted Best
Bank, Best Mortgage
Provider and Best
Savings Provider.

This shows that we
continue to lead the
way in providing the
crucial, high profile
financial services that
really matter to core
retail customers.

‘Lender of the Year’

No1

since 2001

Mortgage Lender of the Year

Halifax has been voted Mortgage Lender of the Year again in 2004
keeping us at the top since 2001. Birmingham Midshires was
acknowledged in the recent Your Mortgage Awards for 2004,
winning no less than four awards. In awarding them Best Specialist
Lender, Your Mortgage said, ‘Yet again, Birmingham Midshires

has proved its commitment to borrowers, regardless of their

specialist requirements or financiat situation.’

The reduction in the net to gress ratio of our
lending performance has been driven by the
maturing profile of cur portfolio following three
years of strong growth, cormbined with a
reduction in new lending, to maintain the risk
profile of our portfolio. In the second half of
2004 we introduced a new approach to
retention. As a result, cur principal repaid
market share run rate has fallen in the final
quarter of 2004 and we expect to see a
reduction in both the absolute amount and
market share of principal repaid in 2005.

Throughout 2004 and across all lendling
segments our pricing strategy was designed to
target further improvernents in the LTV profile of
the morigage portfolio. Based on house prices
at the end of December 2004, the average LTV
for the portfolio was 41%, down from 43% at
the end of 2003 and the average LTV of our
new mortgage lending was 58%, down from
61% for 2003, underlining our commitment to
maintaining asset quality. Only 7% of the
mortgage portfolio was above 85% LTV, down
from 10% a year ago and our average income
multiple remains prudent at 2.5 times.
Throughout 2004, we have significantly
tightened our specialist lending underwriting
criteria, with only 4% of new specialist lending
with an LTV above 85%, down from 9% last
year. Based on end of December 2004 house
prices, the LTV of our specialist book was 61%,
down from 66% at the end of 2003,

The total number of cases in arrears fell by 2%
10 32,732, representing 1.13% (Decernber
2003 1.15%j} of total mortgages. However, the
totat value of mortgage cases in arrears
increased to £2,652m representing 1.4%
(December 2003 1.1%) of the value of the total
porticlio. This trend has been driven by the
controlled growth of higher margin specialist

Cases 000s Total Mortgages% Value of Debt* £m Total Mortgages%

AITears Dec Oec Dec Osc Dec Dec Dec Dac
04 03 04 03 04 03 04 03

Mainstream 26.9 3G9 1.06 119 1,700 1,601 12 1.1
Specialist 5.8 26 1.57 0.92 952 400 2.1 1.1
Total 327 335 113 1.15 2,652 2,00 1.4 1.1

"Value of debt represents total book value of mortgages in arrears

lending. We continue to scurce around 30%

of our lending from the specialist sectors as

the higher expected loss associated with this
lending is more than compensated for by higher
marging. We therefore believe it is appropriate
to disclose the split of cur arrears analysed

as between mamstream and specialist lending.

In our secured lending book arrears closely
approximate to NPAs. Mainstream mortgage
arrears at the end of 2002, 2003 and 2004 were
the lowest in the last 20 years. NPAs continue

to be well covered by assets. The average LTV
of the secured NPA portfolio is 53%, with the
equivalent figures for mainstream and specialist
lending being 48% and 67% respectively.

The implementation of FSA Mortgage
Regulation on 31 October saw some upheaval
in the UK mortgage market but HBOS
successfully delivered this significant change
programme across all five brands. As a resullt,
HBOS was able to take advantage of a
competitive environment in which the key
mortgage intermediary channel has relied

on lenders whe demonstrated their ability

to maintain service levels.

In the final quarter of the year, the UK
mortgage market weakened significantly with
the totai market value of mortgage offers falling
24% from the same quarter a year eariier.
However, HBOS started 2005 with a very

strong pipeline of £11.6bn of mortgage offers,
in line with the position a year ago.

The overalt success of the five brand strategy
was again acknowledged in 2004. Both
Perscnal Finance Magazine and The Daily
Mirror recognised the guality and success of
our mortgage business by awarding 'Best
Mortgage Provider’. In addition, at the recent
Your Mortgage’ awards, the Halifax was
acknowledged ‘Lender of the Year’ for the third
consecutive year and Birmingham Midshires as
‘Best Specialist Lender'.

Bank Accounts

We have opened over one milion new bank
accounts for the third successive year since
merger. Our market leading current accounts
combining attractive interest rates and value
added features, backed up by aggressive
marketing, have allowed HBOS to sustain its
attack on the incumbents in the UK banking
market. The strong sales performance delivered
since 2001 has been maintained with the
estimated HBOS share of the new and
switchers market being 25%. In the important
full facilittes current account market the share
of switchers to HBOS is estimated at 23%. We
will continue to attack the traditional high street
banks' dominance cf the full facilities current
account market by developing attractive new
full fachities barking preducts. Our Moneyback
current account launched in February 2005 will
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Retail
continued

Products lead the way

be the first account in Europe to offer
cashback on debit card transactions.

New account openings and attractive interest
rates have contributed to the strong growth in
credit balances to £15.5bn (December 2003
£13.8bn). Debit balances were slightly down at
£1.0bn {December 2003 £1.1bn). Provisions as
a percentage of period end loans and
advances have increased to 4.8% from 3.5%
at end 2003, and NPAs have increased broadly
in line with expectations to 7.4% of period end
loans and advances (December 2003 5.3%).

Bank account customers have continued to
migrate to fower cost distribution channels.
Internet registered users have grown by 34%
to 2.9m and the number of online transactions
has increased by 57% in the last 12 months.

Credit Cards

The HBOS credit card business continues

to benefit from an extensive multi-branded
product range coupled with the broadest
distribution base of any UK Retail bank (ranging
from branches to direct mail and our broad
collection of partnership and affinity
arrangements}. The launch of the "One card”

in both the Halifax and Bank of Scotiand brands
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with a nine month 0% introductery period,
cashback and a go to APR which incorporates
our assessment of customers’ inherent risk,
has been particularly successful. We acquired
1.2m new accounts (1.6m including those
acquired thraugh our joint venture partners)
during 2004, resulting in an estimated HBOS
market share of 19% of new credit card
accounts (25% ncluding joint ventures). The
launch of the "One card” is consistent with our
strategy of seeking growth in the higher quality
segments of the UK credit card market. There
is alse strong evidence to suggest that the
accounts acquired following the launch of the
“Cne card” wil show loss rates significantly
lower than the market average.

We constantly monitor forward leading credit
inchicators, which have shown a modest
improvement overall since December 2003,
as the following table illustrates:

As at As at

31.12.2004 31.12.2003

% %

Credit utilisation® 17.8 1841
Overdrawn limits™ 5.9 5.9
Armears roll rates™ 451 48.4

' percentage of total available credit lines which are drawn down
“z percentage of accounts in excess of credit limit

= percentage of credit card balances in arrears which have
warsenad in the period

HBOS balances have increased by 30% to
£6.1bn (December 2003 £4.7bn} and NPAs
have increased to 9.9% {December 2003
9.4%) of period end loans and advances.

Perscnal Lending

HBOS unsecured loan balances have grown by
5% compared to a market growth of 10%. This
decline in market share has been driven by
strong competition and a cautionary tightening
of our lending criteria. We have continued to
make substantial gains in customer retention,
with the percentage of accounts closing
improving by 13% on last year.

Balance sheet provisions as a percentage of
period end loans and advances increased to
8.1% (2003 7.5%). NPAs as a share of bock
debt have increased to 13.6% (2003 11.8%).
This has been driven by the performance of
certain segments of lending written in 2002
and 2003 being worse than anticipated, plus
lower book debt growth. Lending criteria were
tightened at the end of 2003 and we are
confident that new lending in 2004 and 2005
will perform satisfactorily.

Business Banking
Following the HBOS reorganisation in 2003,
Retail is now responsible for servicing the



Introducing our
Regular Saver

Innovation in the
savings market pays
off with Regular
Saver. It seems that
saving is a habit that
is easy to break —
but not o easy to
start up again. With
low but rising rates
we thought the
market would

welcome a practical,
easy to use regular
saving scheme that
rewarded customers
for getting into good
habits. This new
scheme has helped
340,000 people start
saving regularly
since the launch

in 2004.

One card phenomenal success

The new One credit card
is both innovative and
has proved a popular
success for both Halifax
and Bank of Scotland
customers. The card
offers attractive
introductory rates and

competitive rates after
that and an assessment
of each individuat
customer’s credit
standing. The success
of One card has helped
HBOS acquire 1.2m
new credit cards.

Over a million new
bank accounts
We have topped one million new

customer accounts for the third
year running since merger.

small business banking market (typically
businesses with a turnover of less than £1m).
We believe the Business Banking market in
England and Wales is uncompetitive and
presents an excelient opportunity to deliver
growth by offering small businesses a fresh
alternative to the Big Four. In 2004 we
acauired 29,000 new customers, 79%

of which were in England and Wales where
we cortinue to gain market share. This
enabled us to grow deposit balances

by 21% to £3.4bn (2003 £2.8bn).

Te exploit this growth opportunity, further
enhancements to the service provided through
our Halifax branch network in England and
Wales are being introduced in 2005, These
investments include additional Business
Banking Managers in the branch network,

the introduction of Bank of Scetland branding
to all Halifax branches and the launch of a
branch based current account and counter
service for small businesses.

Provisions as a percentage of pericd end
loans and advances increased to 4.6%
{December 2003 4.0%) whilst NPAs fell
to 6.19% (Decernber 2003 6.5%j] of pericd
end loans and advances.

Savings

Against a background of low but rising interest
rates, we have continued tc deliver market
share gains without detriment to the Savings
margin. During 2004 we have continued to
use our multi-brand strategy to once egain
deliver strong savings inflows of £6.2bn

{2003 £5.9bn). Our innovative “Regular Saver”
account, which rewards customers for getting
hack into the habit of saving, resulted in
340,000 new accounts being opened, of which
over 94,000 were new-to-franchise customers.

Across ail brands, we increased our
estimated share of Household Sector Liquid
Assets to 15.9% (2003 15.7%). This has
been achieved at the same time as our
continued focus on growing and supporting
our long term savings business. Collectively
these actions have continued to reinforce our
position as the Nation’s No.1 for retail savings
and No.1 bancassurer.

Prospects

Retail’s performance in 2004 continues to
confirm that our strategy, based on delivering
value and simplicity to customers combined
with & disciplined approach to cost
management, drives real shareholder value.

With income growth at 11% and costs only
0.5% higher we delivered a positive “jaws” of
more than 10%, which has resutted in a further
reduction in the costiincome ratio to 44.1%
down from 48.7% for 2003,

The housing market is slowing but there is
still low unemployment, good affordability
and a shortage of housing stock. Against
this background we have continued to
tighten our lending criteria and we will target
to achieve between 15% and 20% net
lending share in 2005.

In the long term we continue to see attractive
growth prospects in all of owr main Retail
businesses and we believe that our uniquely
strong sales and distribution model will allow
us to achieve long term market shares above
15% in all markets in which we compete.
Whilst we anticipate more difficult markets

in both secured and unsecured lending,

we remain confident that our consumer

led strategy and our credit discipline backed
by stringent cost control will enable us to
continue to outperform our Retail banking

pesr grotup.
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Corporate and Treasury

Making growth
work harder for shareholders

Divisional Chief Executive: George Mitchel

Corporate
Profits up 25%

Treasury
Profits up 8%
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‘Our reputation for working
closely with our customers...
Is supported by highly
talented, experienced

and committed colleagues’




Corporate and Treasury

continued

Corporate has
a head for business

Corporate

Corporate has delivered ancther set

of excellent results with profit before tax

and exceptionat items increasing by 25%

to £1,376m. Our focus on controlled asset
arowth, improved returns and credit quality,
combined with owr ability to develop and
sustain strong relationships with our ever-
widening customer base continues to create
significant and sustainable shareholder value.
During the year the integration of our Corporate
Divisicn and most of our Business SBanking
Division was successfully completed and has
delivered considerable cross-selling and
efficiency benefits.

The strong rise in non-interest incorne
resuited from a sustained focus on fees

and commissicns across all areas of the
business and from a number of investrment
gains from our integrated product portfolio.
These investrment gains and profits from our
numerous joint ventures are a core part of
our business and notwithstanding the equity
realisations achieved in 2004, the embedded
profit in our investment book was higher at
the end of the year than it was at the
beginning. An increase in redemptions during
the year saw a commensurate rise in related
fees and the 12% increase in operating lease
rental income reflected the continued success
of our asset finance operation.

Cost efficiency continues to be a cornerstone
of our philosophy. Operational improvements
arising from the integration of our previous
Corporate and Business Banking Divisions
have limited expenses growth, excluding
operating lease depreciation, to 6% compared
to our underlying income growth of 16%. Thig
has defivered positive “jaws” of 10% and
further reduced our costiincome ratio which
fell from 29.8% to 27.2%.
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Financial Petformance
Year ended  Year ended
31122004 31.12.2003

fm £
Net interest income 1,520 1377
Non-interest income 1,306 1,133
Arrangement fees m
Commitment fees 75 a9
Guarantee fees 28 37
Redemption fees 90 33
internaticnal services 28 23
Transaction fees 102 72
Cther itr 105
Fees and commissions receivable 766 549
Fees and commissions payable {131 zn
Profit on sale of
investment securities M 47
Operaling lease rental income 598 535
Other operating income 72 26
Operating income 2916 2,510
Operating expenses” {1,071} {978
Staff 1367) {334}
Accommaodation, repairs
and maintenance 8} (30)
Technology {21} (37)
Mearketing and communication {28} (23)
Depreciation:
Tangible fixed assets (21) (19
Operating lease assets (391) (340)
Other 886) (71}
Subtotal (922} 854)
Recharges:
Technology @an 65
Accommodation {41) (15
Other shared services {61) 45)
Armncunts written off fixed
asse! investments 27) 26
Operating profit before provisions™ 1,818 1,505
Provisicns for bad & doubtfut debts:
Specific {518) {428}
General - (15)
Share of profits of associates

and joint ventures

Profit before tax and
exceptional items

76 39

Net interest margin™ 1.96% 1.96%
Net interest spread*® 1.72%  1.70%
Bad debt charge as a %

of average advances™ 069% 0.66%
Costincome ratio** 27.2% 29.8%

Excluding exceptional tams.

- Certain loans and advances to customers have been
securitised. Where a “linked presentation” format is used in
the statutory balance sheet presentation of these assets and
the asscciated non-retumable finance, these ratios are
calcuated before deduction of average loans and advances
subject to non-returnable finance.

™ Costincome ratio has been calculated excluding exceptionat
iterns and after netting operating lease depreciation and
amounts written off fixed asset investrments against
operating income.

1,376 1.0

As at As a
31122004 31.12.2003
£bn
Loans and advances to customers
Loang and advances to customers!  78.8 72.2
Less: non-returnable finance {0.7) (1.4)
781 70.8
Bad debt provisions: £m £m
Specific 424 449
General 335 335
Total 759 784
Provisions as a % of foans
and advances 0.96% 1.09%
Classification of loans and advances™ % %
Agriculture, forestry and fishing 1 1
Energy 1 2
Marnefacturing industry 6 7
Construction and property:
Property investment 21 20
Property developmert 5 5
Housing associations 3 4
Housebuilders 3 3
Other property 2 1
Hotels, restaurants and
wholesale and retall frade 9 9
Transport, storage and communication 6 5
Financial 10 9
Other senvices 18 18
Individuals 3 2
Overseas residents 12 14

Total 100 106

£1,144m £1,308m
£49m £62m
1.45% 1.81%

Non performing assets (NPAg)
Interest in suspense

NPAs as a % of closing advances
Provisions including interest

in suspense as a % of NPAs % B85%
£92.9bn £83.5bn

Total customer deposits £38.6bn 1£31.2bn
* Before provisions and after deducting nen-returnabie finance.

Total risk weighted assets

A 10% increase in net interest income and an
even stronger 23% increase in non-interest
income saw our total operating income
increasing by 16% to £2,916m. Cur net
interest spread and our net interest margin
both improved by 2 basis points.

Movement in Margin Basis Points
Net interest margin for the

year ended 31 Decarmber 2003 196
Drive Financial Senvices lending margin 3
Wholesale funding {1
Net interest margin for the

year ended 31 December 2004 198

Fully consolidated with effect from 1.11.2004




Bringing in the
Business

Bringing the majority  aligned with our

of Business Banking customars. The
Division inta our consolidation has
Corporate Division resulted in operating
has freed up efficiencies that have
resources and given helped to improve
us a structure that Corporate’s cost:

is more closely income ratio.

21 years in Newcastle

To celebrate the opening of the Newcastie
Corporate office 21 years ago, Bank of
Scotland Corporate invited 250 customers,
prospects and introducers to an evening of
fine food and fireworks at BALTIC.

Entrepreneurial
Spirits

In 2004 our Joint Ventures team set up a
company with a group of entrepreneurs to
successfully acquire and fease back 220 pubs
frorm Spirit Group, retaining a 31% stake.

Our overall provisicning experience was
satisfactory. The total charge for bad and
doubtful debts was £518m, equivalent to
0.69% of average advances. Excluding the
impact of the change in status of Drive
Financial Services from an associate to a
subsidiary, this was in line with the previous
year's figure of 0.66%. We are continuing to
see an improving trend in credit quality with
NPAs as a percentage of closing advances
falling from 1.81% to 1.45%. Qur provisions
including interest in suspense as a percentage
of NPAs increased from 65% to 71%.

We continued to attract a strong flow of new
business which saw our loans and advances
grow by 9% to £78.8bn. This net growth was
slower thart in recent years, partly as a resuit
of redemptions and partly because we
continued to actively sell-down underwritten
positions in order to deliver better returns and
to ensure we are self financing in terms of
capital generation.

The largest overall concentration in our
lending book continues to be in property.

This consists of property investment 21%,
property development 5%, housing associations
3%, housebuilders 3% and other property
2%. Qur property investment facilities are
backed by rental streams from a wide range
of covenants and cur property development
exposure is fargely supported by pre-lets,
pre-sales or additional security.

Custormer deposits continued te grow strongly,
increasing by 24% to £38.6bn and further
improving our self-funding ratio to 48%.

Risk Management

We have a conservative approach to credit risk
management and are constantly driving for
improved credit quality. We continuously
review our credit risk strategies and policies,
levels of portfolio exposure and fending
parameters by industry sector. During the year

we successfully launched a new risk rating
systern which provides comprehensive
information on cur overall risk exposure and
credit quality as well as better management
information for fending decisions. We operate
a rcbust sanctioning process, which includes
a vertically delegated approach to tending
authorities, separaticn between the originating
and sanctioning functions, use of scorecards
and cther approval mechanisms. The strength of
these risk management procedures is key 1o our
chjective of continucusly improving credit quality.

Operational Performance

The markets in which Corporate operates are
farge and diverse and have the potential to
deliver sustainable profitable growth for many
years to come. We provide a comprehensive
and ever growing range of products and
services, principatly in the United Kingdom,
but we are increasingly extending our core
competencies and expertise to the European
and North American markets.

We continue to lead the market in many areas.
Qur integrated, joint veriture, structured and
acquisition finance businesses, often providing
a “one-stop” mix of mezzanine and equity in
addition to traditional senior debt and working
capital, continue to attract large volumes of
business whilst at the same time optimising
our return on capital. In the public/private
partnership arena, we continue to work clasely
with the public sector in the provision of social
and economic infrastructure.

Qur asset finance business covers the whole
range of secured debt and leasing from high
vejue aircraft, rail and marine financing 1o high
volume office equipment financing. We also
have a strong performing motor business,
including our highly successful joint ventures
with Renault and the RAG.

QOur presence in the England and Wales market
place continues to grow. We are enhancing our

local infrastructure in 2005, including the
infrodluction of Bank of Scotland branding to
ali our Halifax branches, so that our Corporate
¢ustomers can access cash and counter
services at a far greater number of locations.

We target carefully selected opportunities

in Europe and North America from our

11 overseas offices. Cur recently restructured
European network consists of offices in Paris,
Frankfurt, Madrid and Amsterdam where we
aperate in sectors such as acquisition finance,
corporate finance, commercial real estate,
project finance, Public Private Partnership
(PPP) and deposit gathering. Our North
American network of 7 offices is primarily
focused on continuing 1o deliver profitable
growth through emphasis on lending to niche
sectors such as ol & gas and across the
regional banking and other financial sectors.
Additionally, in November we increased to
64.5% our shareholding in Drive Financial
Services, & highly succassful motor finance
business based in Dalias.

The geographic business mix shows 90%
of our country risk exposure is in the United
Kingdom, 4% in the USA, 5% in mainiand
Europe and 1% elsewhere, Our key focus
remains on arcas of the world that enjoy

a stable poftical, economic and legal
environment. We do not enter unfamiliar
geographic areas with untested products.

Customer Service

The bringing together of the Corporate Division
and most of the former Business Banking Division
to create an enlarged Corporate Division has
given us a structure that is more closely aligned
with our customers and thig has already
delivered sigrificant cross-seling benefits.

We continue io challenge, consolidate and
redesign our back office operations to improve
customer service and drive down costs.
Systems improvements are key to these
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Corporate and Treasury

continued

Corporate all fired up

initiatives and 2004 saw the successful
migration of accounts to “Core Banking”,
our real time relationship banking system.

The year also saw the roll-cut of Corporate
Internet Banking, our enhanced and market-
leading on-line banking platform. Cur Strategic
Motor Sclution which has dramatically
increased the speed of the decision making
process in our Motor business is currentty
being adapted for our other asset finance
businesses. We have also begun a 3 year
systems integration programme which wilt
deliver significant business benefits.

Prospects

Qur reputation for working closely with our
customers and introducers to provide
tailered, innovative and added vaiue sclutions
for their financing needs continues to grow
and is supported by highly talented,
experienced and committed colleagues.

The outlock for the corporate sector looks
encouraging with sustained economic growth
and a favourable interest rate climate creating
a positive background for corporate lending.
Cur work in progress levels rernain strong
and our share of our core markets continues
to increase. With credii quality improving we
are confident in the outicok for 2005,

Treasury

Profit before tax and exceptional iterms
increased by 8% to £262m {2003 £242m).
Asgset quality remains high, and no credit
provisions were required in the period.

Interest Income

Net interest income decreased 8% to £165m
(2003 £179m). The reduction in net interest
income is due to the extensive lengthening of the
maturity profile of wholesale funding liabilities
which has ocourred over the last year, in line with
our funding plans. The reduction in net interest
income was mitigated by increased contribution
from our Structured Investment Portiolio, which
invests in high credit quality liquid securities.
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Non-interest Income

Nor-interest income increased 32% o £206m
{2003 £156m). Our sales function contributed
strongly 1o the growth in revenues as a result of
increased sales of treasury products to the
Group and its customers. The enhancement of
the Division’s customer flow income remains a
key strategic priority and progress continues to
extend the product range, improve cur
customer information and develop doser links
with our Group colleagues and their customers.
Other income includes income from derivative
structuring transactions, which also increased
in the period.

Financial Performance

Year Year
ended ended
81.12.2004  51.12.2003
£m £m
Net interest income 165 179
Nen-interest income 206 156
Dealing profits 194 61
Fees receivable 4 -
Fees payable (16} {19)
Cther incorne 24 14
Operating income In 335
Operating expenses* (112} 93)
Staff 63} (53)
Technology 6} 18
Marketing and commurication (1} -
Oepreciation - tangible fixed assets - 1)
Other {32) 20)
Subtotal {102) 82)
Recharges:
Technology 3 3
Accommodation (6) {71
Other shared services i1} 1)
Amounts written off fixed
asset investments 3 -
Profit before tax and
exceptional tems 262 242
Met interest margin (bps)™ g 13
Caostincome ratio™” 29.9% 27.8%

Total risk weighted assets £14.8bn £14.0bn

Excluding exceptional items,

* Net interest margin has been caoulated as nét intérest income
divided by average interest eaming assets excluding securities
dlassified as trading assets but including lending to other
members of the Group.

** Costincome ratio has been caloulated excluding exceptional
items and after netting amounts written off fixed asset
investiments against operating incorme.

Costs

Costs for the period were £112m, up 20%
on 2003 (2003 £93m), reflecting investment
in the business and its infrastructure. The rise
in staff and other costs is due to increased
rasources required to support new business
initiatives, including the initial phases of the
implementaticn of a new Treasury branch
office in Australia, the full year effect of our
investment in the New York office and
establishing the Securitisation team. The cost
increase also includes project spend to meet
the requirements of the changing regulatory
envircnment, in particular, the implementation
of International Financial Reporting Standards
and Basel ll.

Asset Quality

Treasury maintains a cautious policy to avoid
sub-investment grade investments, reflected
by the continued high quality of our interbank
and Structured Investment Paortfclios with
99.0% of totat assels rated A or above. During
the period no credit provisions were required.
In addition, £3m was recovered in relation to
a fixed asset investment previcusly written off,

Operational Performance

Business Overview

Treasury provides and manages prudential and
regulatory liquidity and wholesale multi-curcency
funding for the HBOS Group. Treasury is also
responsible for arranging the Group's debt
capital fssuance and asset securitisation
programmes. In addition, a range of treasury
sarvices is provided to SMEs and large
corporate customers of Corporate. The Sales
function within Treasury works with customers
to develop risk managernent solutions tailored
to meet their specific needs. Sales revenues
cf Treasury products to the HBOS Group and
its custamers continue to grow strongly. We
rernain focused cn delivering high quality
business which is principally derived from both
internal and external customer flow business.



North Sea Deal

fn December 2003 provided ENS with
Energy North Sea £145m integrated
{ENS) acquired debt and equity
Shelft's non-operated  funding package
minority interests in  for the acquisition.
the MONARB and BoS took a 35%
West of Britain oil share as part of
fields in the North the transaction and
Sea in a complex subsequent disposal
and groundbreaking  after just 10 months
deal. Bank of resulted in a
Scotland Corporate  significant profit.

SAGA deal complete

HBOS recently completed a deal in which it
suppaorted Charterhouse Private Equity in their
acquisition of Saga. As well as underwriting
the debt alongside Lehmans and Merriil Eynch,
we co-invested with Charterhouse and will
retain a minority stake.

Treasury grows

Profit before tax and exceptionat items
increased 8% to £262m. Sales of treasury
products to the Group and its customers
increased strongly. in 2004 we established a
branch of HBOS Treasury in New York and are
progressing plans to open a Treasury branch
office in Sydney.

During the first half of the year Treasury
astablished a branch of HBOS Treasury
Services plc in New York. This is part of

our strategy to diversify our sources of funding
and seek new pools of investors, by utilising
the US market as a long term and reliable
source of funding for the HBOS Group.

We have also expanded our capital markets
business to manage the origination of own
asset backed and third party transactions,
where some form of securitisation is required,
as well as working closely with our Corporate
colleagues and their customers to provide
capital market soluticns.

Funding

In addition to arranging securitisation issues
and co-ordinating and executing HBOS plc
subordinated debt issues, a key Treasury
responsibility is 1o provide wholesale funding
and liquidity for the Group. In support of this
rote Treasury continued to diversify the range
and sources of funding during 2004.

The Group maintains a number of programmes
in order to meet the continuing growth in
wholesale funding. In April the US and Euro
Medium Term Note ('MTN'} programmes were
increased in size to US$B5bn, The Group also
operates the following programmes; US$15kn
LS Commercial Paper (*CP’), €15bn Euro CR,
€5bn French Domestic CP and C$4bn
Canadian Certificate of Deposit ('CD').

All operate in the name of HBOS Treasury
Services plc. Elsewhere in the Group BOS
internaticnal (Australia) Limited operates
A$10bn domestic and US$10bn programmes.
BankWest continues to source funding in

the domestic CD market.

Further io these programmes, HBOS launched
two additional initiatives to build and diversify
its investor base. In March we commenced
rading in the name of HBOS Treasury Services

New York branch to improve access to US
investors and in June we widened the range
of products available in MTNs to open up a
new investor base.

HBGS continues to achieve its aims of investor
diversification and the lengthening of its
liabilities through the use of securitisation

and covered bonds. The mortgage backed
covered bond programme established in July
2003 was supplemented in December 2004
with a new covered bond programme backed
by sccial housing leans. The issuance from
these programmes in 2004 were €5.25bn and
£1bn with average lives of 9 and 15 years
respectively. There were also a further three
securitisation transactions from the Permanent
Master Trust mortgage programme raising
approximately £14bn,

Cther notable bongd issues in 2004 include
£€2bn Floating Rate Notes due 2007, JPYEObn
0.25% Fixed Rate Notes dus 2008, US$2.5bn
Extendibte Floating Rate Notes due 2008 and
LIS$750m 4% Fixed Rate Notes due 2009.

Prospects

In 2005 we intend to consolidate the treasury
operations of BankWest and BOS International
(Australia) Limited into a single branch of HBOS
Treasury Services, based in Sydney, which will
support the Group's Australian activities.

The strategy for 2005 aims to develop even
further our product services and the provision
aof treasury related advice to the Group and its
customers, to securs and improve on the
current year's perforrance whilst maintaining
asset quality. Our position within the Group
and increased sales penetration means that
we can continue to benefit from the growth
potential of Group businesses.
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Insurance & Investment

Making growth
work harder for shareholders

Divisional Chief Executive: Phil Hodkinson

Profits
up 20 %

“Profits betore tax and exceptional tems




‘Our multi-brand
multi-channel strategy...
provides a sound basis
on which to build on the
strong results reported
in 2004’




Insurance & Investment

continued

Strong sales growth

Insurance & Investment

Reparted profit before tax and exceptional
iterns for Insurance & Investrment increased
by 20% to £1,067m. After adjusting

for the negative £76m timing impact

from commencing household insurance
underwriting from the start of the year,
profit increased by 29% to £1,143m.

Reported Insurance profits, before the
household insurance adjustment, fell by 8%

o £409m whilst Insurance profits, after this
adjustment, increased by 2% tc £485m.
Reported Investment profits increased by 48%
to £658m and Investment profits based on long
term investrment return assumptions, i.e. after
eliminating the effect of short term fluctuations
in investment returns and changes to economic
assumptions, also increased by 48% to £E618m.

The momenturmn of the Insurance Business
was maintained in 2004 with sales up by 9%
cverall, Of particular note was the performance
of motor insurance, where sales increased by
34% against the previous year, and household
insurarice where sales advanced by 8%.
Repayment insurance sales increased by 2%.

Cverall sales for the Investment Business
were 13% ahead of 2003 and in the UK sales
were 8% ahead. We are now the number one
investrent business in the UK, based

on 2004 effective premium income ("EPL).
Bancassurance continued to build on its
strong growth in recent years with sales

up by 12%, Wealih Management recovered
strongly with sales increasing by 19%

and Intermediary sales grew by 11%.
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Financia! Performance

Year Year
ended endect
31322004 31.12.2003
£m fm
Met interest income B6 55
Non-intesest income 1,460 1,190
Income from long temm
agsurance business 714 626
General insurance
premium income 585 360
QEIC/Unit trust
management income 107 91
Fund management income 64 57
Other fees and
commissions receivable 230 376
Fees and commissions payable (246) 224)
Other operating income 6 5
Operating income 1,546 1.245
Operating expenses*® {256) (250)
Staff {86} ©3)
Accommodation, repairs
and maintenance {1} 3
Technology (11) ©)
Marketing and cormmunication (20} (16}
Depreciation:
Tangitte fixed assels ¥} (3]
Other (88} 7N
Sub total (213} (204}
Recharges:
Technology (18} @2
Accornmodation 19 (20}
Other shared services ) 4}
General insurance claims payable (214} {99)
Amounts written off fixed
asset investments 1 3
Operating profit* 1,077 899
Share of losses of associates
and joint ventures (10} (12)
Profit before tax and
exceptional items 1,067 887

Excluding exceptional itlems.

Insurance Business

Oy Insurance businesses manufacture and
distribute household, repayment and maotor
insurance products, each of which again grew
in 2004. Cur mutti-brand partfolio includes
Halifax for home insurance, St Andrew’s for
repayrment insurance, and esure and First
Alternative for motor ingurance. As a result of

cur low cost access to the Group’s retail
customer base, excellent products and
customer service, and a growing range of
parinerships and affinity relationships, cur
insurance Businesses have now established

a major multi-brand, multi-channel presence in
the UK personal lines market with an
estimated 8.5% market share.

Financial Performance

Reported profit before tax and exceptional
items for the Insurance Business fell by 8%
to £409m before adjusting for the £76m
timing impact from commencing househeld
insurance underwriting from the start of 2004,
Profit after this adjustment increased by 9%
to £485m. As a resuli of commencing
underwriting household business, premium
incorne, net interest income and claims
payable are all higher in 2004, whilst broking
commigsion income is lower, Operating
expenses fell in the year as a result of a
continued strong focus on cost control,

Year Year
endled endied
31122004 21122003
m £m
Net interest income 48 22
Non-interest income 689 640
Income from long term
assurance business 100 81
General insurance prermium
incorme 585 360
Cther fees and commissions
receivable 180 361
Fees and commissions payable {179) {165}
Other operating income 3 3
Operating income 737 662
Operaling expenses” (103) o7
General insurance claims payable {214} (99)
Operating profit* 420 456
Share of losses of associates
and joint veritures (k)] 13
Profit before tax and
exceptional items 409 443

Excluding exceplional items



three businesses
to receive a 5 star
rating from Money
Management for
both single and
regular premium
pension products.
We also received

With sales up 12%
on last year we have
recorded growth in
our bancassurance
business in every
year since its
formation in 1995.
Cur success in 2004

is due to our simple, independent
transparent, value-  accreditation under
for-money products  the Raising

and good quality Standards Quality
advice. Halifax Life  Mark Scheme.

was ong of only

Number One in
investment sales

esure accelerates!

esuire is believed 1o have achieved the fastest ever growth for a
new maotor insurer. This has heiped esure maove into profitability

during 2004.

St James’s Place
from strength to strength

Sales at wealth management business

St James’s Place were up 19% in 2004 to
£177m, showing the renewed confidence of
higher net worth customers. With partner
productivity up 18% and a continuing
improvement in partner quality, the trend
looks set to continue into 2005.

Operational Performance

Insurance sales increased 9% to £1,732m gross
written premiums in 2004 and the number of
poticies in-force rose to approximately 10 million.

Insurance Sales

Gross Written Number of
Premiums In-force Palicies
Year Year Year Year
ended ended ended enced
204 31203 31204 311203
£m £m 000's 000's
Repayment —
Group business 610 638 2,637 2,561
Third party 276 234 853 757
Househeld 483 448 2,570 2463
Motor 282 21t 910 713
Cther 81 63 2977 1836
Total 1,732 1,594 9987 8330
Repayment

Sales of repayment insurance increased

by 2% to £886m, with 18% growth in third
party sales, achieved primarily frorn new third
party relationships, more than offsetting

a 4% fall in Group business, lower unsecured
lending volumes and changes in channel

mix being the most significant factors. Strong
customer service and claims management
are key strengths that have helped us acguire
naw third party clients, including MBNA, BMW
and Argos, which are expected to contribute
significanity to sales in 2005.

Household

Sales of household insurance increased by 8%
to £483m. The growth in non-mortgage refated
sales, which now account for 53% of all sales,
is a significant achievement and is an important
aspect of our strategy for increasing market
share in the househcld insurance sector. This
success was reinforced by a 5 star product
rating from Defaqta together with a number

of ‘Best Direct Horne and Contents Insurance
Provider' awards.

The commencement of household
underwriting from the start of 2004 went very
smoothly, with no disrupticon to customer

service or retention rates. Claims experience
in 2004 was favourable as a result of benign
weather conditions, our exposure 1o significant
claim events being protected by a catastrophe
reinsurance programrne.

Motor

Sales of motor insurance increased by 34%
to £282m. esure is believed to have achiaved
the fastest growth ever for a new UK motor
insurance business, with sales increasing for
the fourth consecutive year of trading. As a
result, esure moved into profitability during 2004,
contributing £4m to profits (2003 loss £11m).
Following the launch of the First Alternative
brand in April 2004, sales to customers who
fall outside of esure’s “safer driver” customer
segment totalled £46m for the year.

Other insurances

Sales of other personal lines insurance, such
as legal protection, home emergency anc
annuat travel, continuted to grow strongly, with
a 29% increase in 2004. These insurances are
value added additions to our mainstream
personal lines products and overall make an
impartant contribution to profits,

Investment Business

Our investment businesses have delivered
impressive growth i profit and sales in 2004
based on our multi-brand, multi-channe!
approach fo the market which delivers wide
consumer reach and scale, and is able to
leverage that scale to its advantage through
low cost administration from a shared service
platform. Qur bancassurance business
manufactures and distributes products
principally through Halifax branded personal
financial advisers to our Retail branch
customer base and through specialist Bank of
Scotland branded financial advisers to our high
net worth and business banking customers,
Clerical Medical investrent and pension
products are distributed in the UK and in

Europe through intermediaries. St James's
Place is & wealth managemerit business
providing advisory services to high net worth
individuals through its unique netwark of seif
employed Partners. Insight Investment is a
ieading UK investment manager, as well as
being the Group’s in house fund manager.

Financial Performance

Reported profit before tax and exceptional
itemns for the Investment Business increased
by 48% to £658m. This growth in profits was
driven by increased new business volumes,
further efficiency improvements and favourable
experience. Short term fluctuations in
investment returns were alsc positive in the
year reflecting growth in the values of both
equities and fixed interest securities.

Year Year

ended ended

31122004 31.12.2003

fm

Net interest income 38 33
Non-interest incorme 7 550

Income from leng term
assurance business

OEIG/Unit trust management
income

Fund management income
Other fees and commissions
receivable

Fees and commissions payable
Other operating income

Operating income 809 583
Operating expenses” {153} (143)
Arnounts written off fixect

asset investments 1 3
Operating profit® 657 443
Share of profits of associates

and joint ventures 1 1
Profit before tax and

exceptional items 658 A44

Excluding exceptional itemns.

Profit for the Investment Business based on
iong term assumptions, i.e. after eliminating the
effect of short terms fluctuations and changes
to economic assumptions, increased by 48% to
£618m (2003 £418m).
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Insurance & Investment

continued

Year Year Year Yoar

ended ended ended ended

31122004 31.12.2003 31122004 31.12.2003

£m £m % %

Reported profit before taix 6858 Ad4 Discount rate (net of 1ax} 8.0 85

Effect of short term fluctuations Equity return inet of tax credits) 7.5 75

in investment returns (40) 46 Gilt return {gross of tax) 5.0 50

Changes 10 sconomic assumptions - 72} Expense inflation 3.0 3.0

Profit based on long

torm assumptions 518 _ 48 Modified Statutory Sclvency Basis

Long Term Assurance Business

The sources of income from long term
assurance business on an embedded value
basis are set out below.

Year Year
ended ended
31322004 31122003
£m £m
Cantribution from existing business 279 238
Contribution from new business 282 162
Investment earnings using
long term assumptions 113 99
Changes to economic assumptions - 72
Short term fuctuations
in investment retums 40 @8}
Income before tax from
long tenm assurance 714 525
Comprising: Investment Business 614 444
Insurance Business 100 81

The contibution 1o profits from new business
increased substantially compared to 2003 as
a result of our focus on growing margins as
well as volume in the UK market, further
improvements to unit costs, and the strong
recovery at St. James's Place and in our
European Intermediary business. The
contribution from existing business is also
higher than 2003, in particular reflecting
further favourable experience against
agsumptions and a £58m positive adjustment
relating to a tax agreement with the Inland
Revenue. The table below provides further
analysis to explain the favourable variance.

Year ear
ended ended
31.12.2004  31.12.2003
£m m
Expected contribution from existing
business 219 201
Efficiency improvernents 52 25
Development expenditure 74 {55)
Profit on disposal of
Life Assurance Holdings Corporation 13 -
Other expenience {including tax in 2004) 69 &7
Actual contribution from
existing business 279 238

The embedded value of long term assurance
business was £4,426m {2003 £3,950m; of
which 45% (2003 43%) was shareholder
funds and the balance was the value of in-
force business.

The economic assumptions used in the
embedded value calcuiation are unchanged
from those used at the end of 2003. The
discount rate containg an allowance for
investment risk which is set at a level to ensure
that, in accordance with ASB FRS 27, the
embedded value excludes any amount that
relates to expected future investment margins
above the risk-free rate.
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Profits calculated using the modified statutory
solvency basis {MSSB’) use the same long term
assumptions as required 1o assess regulatory
solvency but with certain prescribed accounting
adjustments, e.g. the deferral of acquisition
expenses. Because of the conservative nature of
these regulatory solvency requirements, new
business is normally reported as a loss in the
year of sale. This depresses the MSSB result for
businesses enjoying healihy sales and does not
reflect the future value of such new business.

The consolidated MSSB result for our long term
assurance business compared to the embedded
value reporting basis is set out below.

Reporting Basis Comparison
for Long Tenm Assurance Business

2004 2008
fm £m
Income reported on modified
statutory solvency basis before tax 228 213
Income reported on embedded
value basis before tax 714 525

New Business Profitability

New business profitability on an achieved
profits basis of 28% EPl was well ahead of our
medium term target of 25%. New husiness
profitability on an achieved profits basis is
higher than the contribution from new business
10 embedded value profits because it includes
collective investment schemes, and allocates
expenses on a directly attributable new
business basis.

The overall improvernent in profitability came, in
the main, from Intermediary business where
profitability increased from 18% EFI to 25%
EPI. A continued focus on increasing marging
and controfing costs generated 4% of this
increase, with the remainder arising from the
recovery in overseas sales.

Year Year

ended ended

31122004 31122008

%EPI" %ERr

Bancassurance 28 27
Intermediary 25 18
Wealth Management 42 41
Tatal 28 25

* EP1 = effective premium inGome = anhial sremiums piug 10%
of single premiums

Long Term Assurance Business Capital
Sclvency requirements for long term assurance
business are now subject to the Integrated
Prudential Sourcebook. This has introduced
the resilience test for changes in market
conditicns as a capital requirement (rather than
as a reserve) and, for with-profit funds, the

“twin peaks” test which involves a comparison
of the regulatory capital requirement with a
realistic assessment of the capital required.

At 31 December 2004, Clerical Medical's
with-profit fund realistic assessment produced
a lower capital requirernent than the regulatory
assessment, and accordingly it is the latter
that has determined the totai capital required.
Information regarding the capital surplus of
Clerical Medical’s with-profit fund on & realistic
basis is disclosed on page 28.

The free asset ratio of Clerical Medical as at 31
December, before the capital requirement, is
estimated to be 11.8% (3t December 2003
8.7%). The comparative for 2003 has been
restated to treat the resilience test as a capital
requirernent in accordance with the regulatory
changes referred to above.

An alternative measure of financial strength is the
amount of cover afforded by cur available capital
in refation to required capital. At 31 December
2004 this cover for Clerical Medical was
estimated to be 239% (31 December 2003
202%). The estimated capital position of a the
Group’s long term business in aggregate is set
out in the table below.

Yaar Year

ended ended

31122004 31122003

£m m

Total capital available 2,759 2,235
Total capital required 1,124 1,089
Surplus capital 1,635 1.166

Operational Performance

Investrrent safes detailed in the talble on page 27
increased by 13% 1o £1,381Tm EPL. UK sales
grew by 8% to £1,240m EFY, ahead of the overall
market growth of 5.4% reported by the ABI, and
as aresult our market share increased to 12.2%.
We are now the number ong investment business
in the UK based on sales as measured by EPI.

Bancassurance

Bancassurance sales increased by 12% to
£685m EPt. This increase follows three years
of strong performance well in excess of overall
market growth and as a consequence we
remain the UK’s leading bancassurer.

Our strategy of offering simple, transparent,
value-for-money products is closely aligned
with the Government’s recently announced
plans for stakeholder investment products. By
offering a full range of products with no initial
or exit charges, and with annual charges
already compliant with the 1.5% per annum
Sandler charging “cap”, our business is in a
strong position to maintain its leading position
with further cpportunities to grow profitability.
As further confirmation of cur approach, the
Halifax brand received independent
accreditation for its investrment products and
customer service under the Raising Standards
Quality Mark Scherme during 2004, In addition,
Halifax Life was one of only three businesses



Bring the
benefits home

Cur highly successful
home insurance products
were recently recognised
with a prestigious 5 Star
Praduct rating from
independent financial
services experts Defagto.
We also won a host of
other '‘Best Direct Home
and Contents Insurance
Provider’ awards this
year. Showing that, even
with household insurance
sales up 8% to £483m,
and growing non-
mortgage related sales,
we have maintained our
service quality while
increasing market share.

Cierical Medical wins acciaim

The Guardian Consumer Finance Awards recognised
Clerical Medical with their Best Pensions provider
award in 2004, They were one of only three businesses
selling in the IFA market to receive a 5 star rating from
Money Management for their single premium pensions
products. We have shown significant reduced costs
and sales outside the UK are up by £64m.

to receive a 5 star rating from Money
Management for both single and regular
premium pension products.

Intermediary

Overall intermediary sales increased by 11% to
£519m, with a 84% increase in overseas sales
more than offsetting a fall in UK intermediary
sales, which reduced by 3% to £378m.

in the past two years, our focus in the UK
Intermediary market bas been on profitability,
not just volume and as a result the overall
contributicn frorm new business continues to
grow. Our position as a leading plaver in the
individual pensions {FA market was reinforced
by winning ‘Best Pensions Provider” in the
Guardian Consurner Finance Awards and also
a 5 star rating from Moriey Management. On
the multi-tie front, our stance of competing for
panel positions in the intermediary secior only
where the economics are expected to be
sound for both parties has so far resulted in us
gecuring two ties (one of which has been
anncunced) out of the four major positions
that have so far been decided.

Sales outside the UK increased by 84% to
£141m, driven by strong performance in
Germany in the second half of the year as a
result of changes in tax legislation and
achisved despite exiting a number of less
profitable overseas markets earlier in the year.
This, together with our focus on managing for
profitability in the UK business, resulted in a
further increase in the new business
profitability of Intermediary business in 2004.

Investment Sales

Wealth Management

Sales at St. James’s Place ('SJP') were 19%
higher at £177m EPI confirming & return in the
confidence of higher net worth investors.
Partner productivity rose by 18% and Partner
numbers rose by 1%, the latter reflecting
management's continued focus on replacing
lower preductivity advisers with those of higher
productivity, Funds under management
increased to £9bn at 31 December 2004
(2003 £8bn). The disposal of SJP's interest in
Life Assurance Holdings Corporation to Swiss
Re was completed in July.

Investment Management

Insight Investment’s funds under management
increased by 11% to £78bn aided by a strong
market recovery, by the successful launch of
four new property products, including the
Insight Foundation Property Trust and the
Insight Property Portfolio Fund, and by winning
a significant number of fixed income
mandates. For the second calendar year
running, the Insight Liguidity Fund (£3bn) was
the top performing fund in its secter.

During 2004, Insight developed its investrment
capability beyond traditional benchmark products
to include the absdlute return and liability driven
salutions increasingly demanded by institutionat
clients in the current climate. Furtherrore, a
number of business partnerships were
established with major distributors to use our
multi-manager range. Insight is in the process
of putsourcing its middle and back office
operations which will further improve
operational efficiency and flexibility.

Year Year Year Year Year Year Year Year

ended ended ended ended ended ended ended endled

31.12.04 N.a2.04 31.12.04 31.12.04 311203 31.12.03 311203 31.12.03

Single Annual Total Total EPL Single Annual Total Tota EPI

£m £m £m £m fm m m fm

Life 4,718 184 4,902 656 4,684 S0 4,774 559
Pensions 1,975 218 2,194 416 1,999 197 2,196 397
Mutual funds 1,571 15t 1,722 309 2,141 57 2,198 271
Total 8,264 554 8,818 1,381 8,824 344 9168 1,227
Bancassurance 4,651 220 4,871 635 4832 129 4961 612
Intermediary 2,397 278 2,675 519 3,008 165 3,173 466
Wealth Management 1,116 56 1,272 177 a84 50 1,034 149
Total 8,264 554 8,818 1,381 8,824 344 9,168 1,227

Total funds under management, including
assets managed by 3t James's Place,
increased by 12% to £87bn at 31 December
2004 {31 December 2003 £78bn).

Prospects

The UK insurance and investment markets

are experiencing a period of unprecedented
regulatary and legislative change. Our
multi-brand, multi-channet strategy, Tow cost
access 1o banking customers and efficient
administration provide a sound basis on which
to build on the strong results reported in 2004,

A key objective for cur Insurance business in the
medium term is to profitably target market share
of 15% or above. To achieve this, our strategy
will be 1o continue to provide value for money
products and excelient customer service 1o
Group customers and to complement this by
expanding our distribution beyond our traditionat
bank-based channels into new partnership
arrangements and by growing telephone sales.
This strategy wil be complemented by the
continued growth of esure and First Alternative.

[ our investment business, the size of the UK
market, coupled with demographic pressures
and the increasing awareness of the savings
gap, presents a significant opportunity to grow
both sales and shareholder returns, again
targeting 15% or greater market share in the
medium term. As a leading player in the UK
pensions and investment markets, we are well
placed for the launch of Stakehclder products,
selective opportunities arising from the
introduction of depolarisation and the
implementation of pensions ‘A day’
sirmplification. Our Imvestment businass

is able to pursue its strategy from a position
of financial strength and efficiency. Indeed

the significant move away from with-profit
sales in recent years means that the business
is expected to be in a position to generate
surplus capital in the coming years without
compromising on its plans to grow new
business or profits.
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Insurance & Investment
Supplementary information

Memorandum of Understanding concerning
FRS 27 (Life Assurance}

Introduction

FRS 27 Life Assurance was published in
December 2004 and the Accounting
Standards Board (ASB} has accepled that it
would be unrealistic to mandate full
compliance for financial periods ending on 31
December 2004. Accordingly, certain
modifications to the disclosure requirements of
the Standard have Deen agreed for this year.
The modified disclosure requirerments are set
out in a Memorandum of Understanding to
which the ASB and representatives of the life
insurance industry, including HBOS, ars
signatories. As part of the agreement, HBOS
and the other signataries to the Memorandum
have committed to complying in full with the
requirements of FRS 27 for financial periods
ending in 2005 onwards.

The life assurance business of the Group,
which is transacted within the long term funds
of approved insurance companies, comprises
unit-linked, cther non-profit business and with-
profit business, Several companies within the
Group transact either unit-linked and / or other
nen-profit business, but all with-profit business
is underwritten by Clerical Medical Investrment
Group Ltd (Clerical Medical), part of HBOS
Financial Services.

The key assumptions used in the measurermert
of insurance fabilities are determined by the
respective Board of Directors of each insurance
company on advice from the Head of Actuarial
Function of the relevant company. All such
values have been determined in accordance
with the requirements of the FEA's Integrated
Prudential Sourcebook for Insurers.

With-profits Business

Clerical Medical underwrites two main types of
with-profits business: conventional with-profits
business and unitised with-profits business.

With-profits business is now subject to the
“twin peaks” test under the FSA's prudential
reporting regime. The capital requirement is
based on the higher ¢f the regulatery position
and the realistic position. At 31 December
2004 the regulatory peak of the Clerical
Medical with-profits fund exceeded the realistic
peak in the “twin-peaks” test. This was due to
the nature of the liabilities and the level of
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prudence assumed in determining the
regulatory value of those liabilities.

The regulatory reserve for conventional with-
profits policies is calculated using a
prospeciive vaiuation of future cashfiows,
taking account of any excess of guaranteed
bengfits over premiums, and using prudent
assumptions for investment return, expenses
and mortality. The regulatory reserve for
unitised with-profits policies is determined by
comparing a projection of the cashflows on
the contracts, allowing for guaranteed benefits,
with the lower of the value of the with-profits
units held and the surrender value payable at
the valuation date. The higher of the two
values is taken as the reserve.

The realistic reserve for with-profits business is
based on the asset share. In addition many
with-profits contracts feature options and
guarantees whose potential value is affected
by the behaviour of certain financial variables.
These options and guarantess are reserved for
at fair value or a value using models that
reflect market conditions at the valuation date.

Specifically, several classes of With-profit Bonds
allow withdrawals ta be taken without penalty
and the bonds to be encashed at specific dates
on guaranteed minimum terms. Also, certain
penslon contracts contain the option to vest the
contracts at any time betwesn the 60th and
75th birthday on annuity rates that were
guaranteed at the outset of the contract.

A comparison of the provisional reafistic assets
and provisional realistic liabilities of the with-
profit fund is set out in the table bslow. For this
purpose, the amount of the realistic fiabilities
(including options and guarantees) has been
adjusted to eliminate the shareholders’ share
of future bonuses, as required by FRS 27,

With-profits Business £m
Provisionat amount of realistic assets 17,883
Provisional amount of realistic liabifities 17,278
Provisional excess of realistic

assets over redlistic liabilities 605

Unit-linked and Non-profit Business

For unit-inked pclicies, the liability is equal to
the sum of the value of the assets to which the
contracts are linked, plus an additional reserve
taking account of the risks and uncertainties

for each separate class of business, subject 1o
an overall minimum cof the surrender value.

For other non-profit policies, the liability is equai
to the discounted value of any excess of
contractual benefits over premiums, taking
account of expenses and the risks and
uncertainties for each separate class of business.

Key Assumptions used in determining
Regulatory Liabilities

The following mortality assumptions and
interest rates were used for the key product
lines to value the regutatory liabilities.

Business Mortality Interest
Unit-linked Poiicies
Life assurance 70-150% 2.6% -
AMFO2™M 3.75%
Pengions 70-150% 3.25% -
AM/FO2u 4.75%
Non-profit Policies
Pension Annuities
Maleg 95% Matching
PiASZme assets
Females 80% Matching
PFAQ2 assets
Term Assiurances
Males 43-145%
TMO27 26% - 4%
Femnales 55-160%
TFo2% 3% - 4%
With-profit
Life agsurance 70-100%
AM/F92 3% - 3.75%
Pensions 70-100%
AMEG2 3.75%

Nete 1 With age adjusiments for some Classes of busingss.
Note 2 An AIDS uplift to monality is assumed in kne with FSA guidance.

Mortatity and morbidity assumptions are
determined following comparisen of market
data with the actual experience over a period
of up to 5 years and contain a margin for
prudence. For annuities, future improvements
in mortality are based on standard projections
from the Continuous Mortality Investigation
Bureau; in particular, for males, the medium
cohort projection is used. The valuation rates
of interest for annuities are closely linked to
market returns on the matching assets;
allowance is made for credit risk on corporate
bonds by considering historic default rates.
Expense assumptions are based on company
experience together with a prudent margin,
and confracts are assumed to remain in force
until their natural expiry.



Capital Position Statemment as at 31 December 2004

Halitax
Assurance
HBOS Financia!l Services St. James's Place Capital Ireland
£m Uk UK QOverséas UK Qverseas COverseas Total
With-prohit Norr-proft Non-profit Norr-profit Non-profit Mon-profit Sharehoiders” Grand
Fund Fund Fund Fung Fund Fund Funds Total
Embedded Value 1,273 131 73 41 31 2,827 4,426
Less Present Vaiue of Inforce Business 2437 2437
Embedded Value Net Assets 1,273 131 73 41 81 390 1,988
Adiustrnents 1o Net Assets
With-profit Fund Surplus Capital (Note 1) 410 410
Loan Capital {Note 2} 533 479 1,012
Other (Note 3) {205) 84) 20 {2} 271)
Total Capital Available before
Consolidation Adjustments 410 1,601 47 73 41 101 867 3,140
Consolidation Adjustments
Enhanced Capital Beguirement (178) (152) {330)
Investment in subsidiary )] (s1)
Total Capital Available 410 1,423 47 73 41 1M 664 2,759
Note 1 Note 2 Note 3

The with-profit fund surplus capital represents the excess
of its assets over the valua of its liabilities to policyholders

Capital Resources available within the
Group’s Life Assurance Businesses

The Capital Position Staterment shown above
dermonstrates how Shareholders’ funds in the
life assurance businesses relate to the total
capital available to meet regulatory
reguirements, Within the fong term business
fund, capital available to meet the regulatory
requirements has been determined by
deducting the regulatory value of insurance and
other liahilitles from the market value of assets.

On the regulatory basis, the with-profit fund
sensitivity to changes in market conditions arises
from the movement in the Fund for Future
Appropriations, which is one elerment of the
capital resources. If asset values increase
significantly the “twin peaks” test could result

in the realistic peak kiting. For unit-linked and
non-profit policies, changes in market conditions
have minimal impact on Shareholders’ funds as
assets and labilities are closely matched.

The toan capital includes a contingent loan from the parent
in the HBOS FS UK non-profit fund and subordinated

1 inr f closur
debtin the eholders’ funds £167m in respect of closure reserve

£75m for dividend payable
£14m for inadmissible assets
£7m for deferred tax adiustments
£8rn for other

Each insurance company regularly reviews
its capital adequacy position to ensure that
sufficient capital exists to cover its regulatory
requirements,

Restrictions apply to the transfer of assets
from any long term fund. At all times each long
term fund must maintain an excess of assets
over fiabilities, Transfers of assets from a long
term fund must be made on terms that are

no less thar fair to the policyholders. Transfers
of assets from Clerical Medical's with-profits
fund are subject to & number of additional
restrictions, including the terms of the scheme
of demutualisation effected in 1996 and the
conditions contained in the Principles and
Practices of Financial Management of the
with-profits fund that were published in 2004.

Other adjustments o net assets inciude the fallowing:
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International
Making growth

work harder for shareholders

Divistonal Chief Executive: Colin Matthew

Australia
Profits up17%

Ireland
Profits up 41%

444444




‘HBOS Australia is now
positioned to achieve
significant growth’

‘2004 marked another year
of record success for Bank
of Scotland (Ireland), with
strong growth in Business
and Retail banking’

Peopie are key to New frish Martgage of the
: in Al
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International
continued

Excellent results confirm

international status

International ™

In sterling terms the combined resuits for
Australia and Ireland disclosed a strong
increase in profit before tax and exceptionat
items of 21% to £312m {2003 £257m),
this despite the unfavourable movement

Financiat Performance Yearended  vear ended

3922004 31.12.2003

of the Australian Dollar during 2004. The
performance of Australia and Ireland in local
currency terms is described on pages 32 to
35, to remove the distortions created by
fluctuations in exchange rates.

As at Asal
22004 31122003
fhn

om £bn
MNet interest income 450 400 Loans and advances to customers
Non-interest income 196 181 Loans and advances to customersy 23.5 189
Feas and commissions recaivable | 168 169 Less: fon-relurnabls finance 01 01
Fees and comimissions payable 21) 22) 234 18.8
Operating lease rental income 20 B T T o
Other operating income 29 28 Basd d‘?ﬁbg provisions: E;g %r;
Operating income 646 581 General 84 87
Operating expenses” (3086) (274) Total ﬂ
?fcf:)mm odation, reairs 051) {148) Provisions as a % of loans
. ) P and advances 068% 081%
and maintenance {20) (19}
Technology {6) 6) Classification of loans
Marketing and communication 22) {19) and advances®: % %
Depreciation: Agricuiture, forestry and fishing 2 2
Tangible fixed assets {i6) 16 Energy 2 3
Operating lease assats {17} y Manufactuning industry 5 5
Other {74) {62) Construction and property 21 22
General insurance claims payable {1} - :ﬁﬁ; ;zs;lg?g:jlatnr:de 12 14
Amounts written off fixed
- Transpoxrt, storage
asset investments 2 &)} et
Operating profit before provisions® 341 301 and communication A z
Provisions for bad & doubtff debts: Other services etc 8 11
gpeg‘f; (30} (?ﬁ Inclviduals: '
en - 7 .
Share of profits of associates gg]n;?:;o?g;g?ndm 3; 23
andl joint ventures ! - Overseas residents 4 2
Profit before tax and TS
exceptional items 312 257 190 100
ool 208%  228%  Nonperforming assets (NPAS)  £203m  £200m
geasa e o Interest in suspense £12m  £16m
of average advances 014%  0.27% NPAs as a % of closing advances  0.86%  1.06%
Costincome ratio™* 459%  47.3% Provisions including interest i ’
" Bxcluding exceptional flems. in suspense as a % of NPAs 84% 85%

" Certain foans and advances to customers have been
securitised. Where a "linked presentation” format is used for
the statutory balance sheet presentation of these assets and
the associated non-returnable finance, these ratios are
caicuiated before deduction of average loans and advances
Subject to non-returnable finance.

~ Cost:income ratio has been calculated excluding exceptional
iterns and after netting operating lease depreciation, amounts
written off fixed asset investrments and generd insurance
claims payable against operating income.
(1) The results of our overseas businesses are converted at
the spot exchange rate at the end of the respective
acsounting period.

The closing exchange rates used in the conversion of the

results were:

31122004 31.12.2003
£1; Australian Dollar 2.48007 2.37560
£1: Buro 1.41848 141617
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Total risk weighted assets £20.5bn  €£17.7bn
Total customer deposits £10.0bn  £8.1bn

- Before provisions and after deducting non-returnable finance.

Australia
Financial Performance Year Year
ended et
31122004 31122005
ASm Agm
Net interest income: 740 670
MNon-nterest income 363 342
Feas and commissions receivable 328 315
Fees and commissions payable {42) {35)
Operating lease rental income 16 15
Other operaling income 61 47
Operating income 1,103 1,012
Operating expenses™ (557} {514)
Staff {267) (268
Accornmodation, repairs
antt maintenance {37 {33)
Technology fin ©
Marketing and communication 1) {33)
Depreciation:
Tangible fixed assets B30 (29)
Operating lease assets {12) (10
Other (159) (134)
General insurance claims payable {2) -

Operating profit before provisions* 544 498
Provisions for bad & doubtfuf debts:

Specific (45) 53
General - (16}
Share of profits of
associates and joint ventures 7 5
Profit before tax and
excoeptional items bo6 434
Net interest margin™ 212%  2.22%
Bad debt charge as a %
of average advances™ 0.13% 0.24%
Costincome ratio™* 50.0%  50.3%

Exciuding exceptional items.

* Certain loans and advances to customers have been
securitised. Where a “linked presentation” format is used for
the statutory balance sheet presentation of these assets and
the associated non-refurnable finance these ratios are
calculated before deduction of average loans and advances
subject to non-returnable firance.

- Costincome ratio has been calculated exciuding exceptional
items and after netting operating lease depreciation and
general insurance claims payable against operating incorme.

In a year of consolidation and considerable
investrnent, our Australian operatichs
performed strongly. Profit before tax and
exceptional items of A$506m increased

by 17% {2003 A$434m).




Australian success

Bank at faunch.

The exclusive use
of internet and
telephone banking,
no necessity to staff

The entry into the
Australian market
by HBOS in retarl
through BankWest,
has caused a shift in
attitudes. BankWest  and run costly high-
caused something street branches

of a furore by offering  and the use of

a savings rate almost aggressive but

a full 19 higher than effective marketing
anything offered by  has quickly made
the big four - CBA,  BankWest a force
Westpac, ANZ and  to contend with

Rebel yell

HBOS Australia’s ‘rebel’ marketing
campaign saw the creation of high impact,
memorable advertising that made the most

National Australia Down Under. of our outstanding rates.
a1 m‘;;;: stz ;50 aal The key movements in margin werg as follows: increase of 54% on the previous year led by
CAsbe _ agba " L in Marai Basis Point the Specialist Deposit Services unit which
Loans and advances to customers N;Y:ttr:; l:r‘:arg:?c]:the asiS TOIS. was creatad in the second half of the year.
i . .
Loans and advances to customers| 36,3 3t6 year ended 31 Decermnber 2003 222 An |ncreas§ n Staﬁ,and deve:lopment ,Of new
Less: non-returnable finance 0.2) 0.3 Lending margin ) products will help drive deposit growth in 2005.
361 arg  vholesale funding ©  The overall self-funding ratic now stands at 44%.
- v Net interest margin for the
Bad deht provisions: Afm AT . .
Specific P 75 g4 yearended 31 December 2004 212 Advances growth of 15% was achieved with
General 150 150 ) ) ) rowth particutarly strong in the residential
——————  Non-interest income increased by 6% ?nort ape book vs\(rhich ir?crease 4 17% 1o
Total % 21 ieflecting growth in the underlying business 929 ’ ’

Provisions as a % of loans

and advances 0.62%  0.68%
Classification of loans
and advances™: % %
Agriculture, forestry and fishing 3 3
Energy 3 3
Marufacturing industry 3 4
Construction and property 21 21
Hotels, restaurants and
wholesaie and retail trade 8 8
Transport, storage and communication 2 2
Financial 7 2
Other services etc. 8 10
Individuas:
Home mortgages 7 38
CGther personal lending 7 8
Cverseas residents 1 1
100 100
Nor-performing assets {NPAsY  A$165m  AS226m
Interest in suspense AS16m  AF21m
NPAs as a % of closing advances  0.45%  0.72%
Provisions includling interest
in suspense as & % of NPAs 146% 104%
Total risk weighted assets A$30.2bn A$28.1bn

Total customer deposits A$15.1bn A%11.8bn

* Before provisions and after deducting non-returnable finance.

Total operating income rose 9%. Net interest
income increased 10%, which was the result
of 15% growth in advances offset by a fali

in net interest margin to 2.12% (2003 2.22%).
The margin for 2004 was negatively impacted
especially in the first half of the year by the
combination of unfavourable wholesale funding
rates and lengthening funding maturities.

particularly in relation to housing and asset
finance as well as insurance related
underwriting fees.

The continued focus on controfling costs, while
also pursuing growth and integration initiatives,
restricted expenses growth (excluding operating
lease asset depreciation) to 8% with the
costincome ratio improving to 80.0% (2003
50.3%). The main areas of growth in operating
expenses were driven by increased business
demand frorn our technology services joint
venture, investment in a variety of strategies
initiated during the period and as part of a two
year programme to improve internal processes,
IT infrastructure and regulatory compliance.

Customer deposits grew 28% to A$15.1bn
during the vear, with significant growth in the
fourth quarter largely as a result of a new retail
depoesits initigtive, which includes two high
interest direct deposit products under the
BankWest brand. While stilt in the early stages,
these products have been well received by the
target market and exceeded key targets.

For example, launched under the ‘Rebal’ therne
in October, the iniiative raised over AS1hn of
deposits from more than 10,000 customers in
13 weeks. The marketing campaign associated
with this strategy improved BankWest’s brand
recognition in the East Coast considerabty,
rising from 1% to 12% in 13 weeks, which

will assist future growth initiatives.

in addition to the retail deposit inftiative, we
successiully grew commercial deposits, which
totalled A$3.4bn at December 2004, an

A$14.7bn. The commercial book increased
by 14% to A$20.6bn which has largely been
the result of growth in asset finance.

The spread of the HBOS Australia loan
portfolic gecgraphically throughout Australia
and across the retail, SME and corporate
banking markets continues to be a significant
strength and the quality of the bock is high,
evidenced by the reduction in non performing
assets to 0.45% of closing advances o
customers (2003 0.72%;) and a reduced
charge for bad debt provisions to 0.13% of
average advances to customers (2003 0.24%).

Operational Performance

The formation of HBOS Australia, the new
holding company overseeing the integrated
operations of HBOS plc’s Australian subsidiaries
BankWast, Capital Finance, BOS International
(Australia) Uimited (‘BOSIALY} and St Andrew's
Insurance, and business integration was
substantially completed during the year.
Restructuring of the BarkWast Treasury
business to ensurg integration with other parts
of HBOS Treasury is scheduled for 2005 and,
from 1 January 2005, the BankWest Treasury
profits will be reported through HBOS Treasury.

The process of integrating the businesses of
these subsidiaries, which operate in the areas

of retall, corporate, commercial and asset finance
and insurance and investment, presented a
major challenge as the teams sought to maintain
normal business activities while developing and
implementing strategic and integration inftiatives.
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International
continued

Retail initiative building
on Business banking
success in Ireland

During the year the HBOS Australia
management team was strengthened with the
appoiniment of David Willis as CEO and the
secandment of a number of executives from
HBOS UK. The extensive financial sector
experience and strong leadership of the HBOS
Australia management team witt be a key
ingredient in driving HBOS Australia to meet its
growth objectives through product innovation,
focus on customers and adapting the
successful strategies used by HBOS in the UK
to the Australian market.

In October, BOSIAL and BankWest Structured
& Property Finance formally joined forces and
are moving forward very positively. HBOS
Australia is one of the leading players in this
part of the corporate banking market and a
number of significant structured underwriting
transactions were won during the year.

The Inswance & Investment Division, created
in April, successfully acquired a Life Licence
and began distributing new life products to
build a sound piatform for the expansion of
wealth management products particularly on
the East Coast.

In Asset Finance, the integration of BankWest
Asset Finance Division into Capital Finance's
Business finance Division provides a strong
platform for further growth. Asset growth in this
business during the year was a notable 30%.
Asset Finance is planning a number of new
product initiatives for 2005 including invoice
discounting. its range of business introducers
and partners is increasing significantly.

Prospects

In Australia the domestic economy remains
robust and, with the business integraticn
completed, HBOS Ausiralia is now positioned
to achieve significant growth based on a clear
strategy to offer differentiated customer focused
products and services. A multi-brand approach
is backed by fiexibility tegether with direct
access to the product creation, resources and
balance sheet strength of HBOS ple.
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During 2005 HBOS Australia wil continue o
invest in strategic initiatives aimed at generating
strong organic growth in the medium term with
particular emphasis on the retall and commercial
markets to achieve the demanding growth
targets in the future. The cost of these
investments will be reflecied in the 2005 results.

For HBQS Australia, 2005 will be a year to
leverage our growth potential and progress
our am to be recognised as the customer
champion in Australian financial services.

lreland

Financial Performance

Year Year
ended ended
31122004 31.12.2003
€M
MNet interest income 215 166
Non-interest income 65 51
Fees and commissions receivable 49 51
Fees and commissions payable 5) {11)
Operating lease rental Income 19 -
Cther aperating income 2 11
Operating income 280 217
Operating expenses” {116} 82
Staff (62} {52)
Accommodation, repairs
and maintenance (8) ]
Technology @ (3)
Marketing and communication (7} (7}
Depreciation:
Tangible fixed assets {6) ®)
Operating fease assets a7 -
Other (14} 1)
Amounts written off fixed
asset investments 3 8
Operating profit before provisions® 167 127
Provisions for bad & doubtiul debits:
Specific an 20
Share of fosses of
associates and joint ventures {2) 2)
Profit before tax and
exceptional items 148 108
Net interest margin 1.84% 212%
Bad debt charge as a
% of average advances 017%  0.29%
Costincome ratio™ 37.2% 39.2%

Excliding exceptional items.

" Costincome ratio nas been cakculated excluding
exceptiona items and after netting operating lease
depreciation and amounts written off fixed asset
investments against operaling income.

As at Ag at
22008 31122003
€bn €bn
Loans and advances to customers 126 79
Bad debt provisions: €m €m
Spacific ] 57
Gereral 34 34
Total 97 o]
Provisions as a %
of loans and advances 0.77%  1.16%
Classification of
loans and advances®: % %
Agricuture, forestry and fishing 1 1
Energy - 1
Manutacturing industry 7 8
Construction and property 20 26
Hotets, restaurants and
wholesale and retall trade 19 28
Transpart, storage and communication 2 3
Financial 2 3
Other services etc. 10 13
Indlivicials:
Home morigages 24 3
Other personal tending 5] 7
Overseas residents 9 7
100 100
Non-performing assets (‘NPAs') €193m  €147Tm
Interest in suspense €m  £10m
NPFAs as a % of closing advances  1.53%  1.86%
Pravisions including interest
in suspense as a % of NPAs 54% 69%
Tolal rigk weighted assets €11.8on  €8.3bn
Total customer deposits €5.6bn  €4.4bn

- Betore provisions.

During the year Bank of Scotiand {freland)
{‘BoSI') continued its trend of significant growth.
Income and profits increased substantially
against a background of a decreasing
costincome ratio and improving credit quality.
Profit before tax and exceptional items of
£€148m increased 41% {2003 €105m) boosted
€8m by the transfer of the €2.1bn residentiat
mertgage book from Retail Division in July.

Operating income grew 29%, with net interest
income up 30%. The net interest margin
declined to 1.84% (2003 2.12%).



Success in lreland

Retail success has
come to BoSl as the
result of a number of
important factors —
not least the use of
local understanding

has been well
received. Not only
was there record
grawth, but the
auttook is strong
with new retail

and expertise to consumer and
reinforce our offer. business products
The transfer in July  scheduled for

2004 of the lrish launch in 2005.
residential mortgage  The newly established
business from HBOS Specialised Finance
Retail banking to Unét was instrumental
BoSl went smoothly.  in completing a

The subseqguent number of high
re-launch of the profile finance

Retail mortgage transactions in
proposition under Ireland during 2004.
local management

The key movements in margin were as follows:

Movement in Margin Basis Points

Net interest margin for the

year ended 31 Decermber 2003 212
Residential montgages (ncluding transfer
of book from Retail) (12)
Business banking product spread {8)
Funding & other moverments 8

Net interest margin for the

year ended 31 December 2004 184

The margin reduction in the year arose through
a comhbination of factors including the move
into Retail mortgages from 1 July 2004, a
tightening of the Business banking product
spread as a result of increased competition
which is 10 be expected with growth in market
share and the corresponding change in the
mix of liquid assets held.

The increase of 21% in operating expenses
(excluding operating lease asset depreciation)
is inclusive of investment for Retail initiatives
and also reflects the cost of re-engineering the
Venture Cagital business within the core BoSI
franchise. The costiincome ratio improved to
37.2% (2003 38.2%).

Growth in profits and in assets was not
achieved &t the expense of credit quality. Indeed
credit quality improved in the year with NPAs as
a percentage of closing advances falling from
1.86% 10 1.53% and the total charge for bad
debts as a percentage of average customer
advances falling from 0.29% 10 0.17%.

The main driver for growth in the year was
strong custormer demand. Loan appiications
were at record levels reflecting the continued
customer focus of the business and the
improved product and geographical coverage
developed over the past couple of years.

Operational Performance

2004 marked another year of record success
for BoS! Business banking activity with strong
growth in all areas. Our core business banking
proposition continued to deliver on our chiective
1o become the Number Gne Business Bank

in the Insh market with growth in advances

of 31% and busiress volumes up 39%,

an acceleration unmatched by our competitors.
Customer deposits were also a major focus

in the year and at €5.6bn at December 2004
represented annual growth of 27%.

This achievernent underlines the success

of the BoSt proposition; competitive products
combined with superior customer sexvice.

Cur customer base has given this a resounding
affirmation enabling BoS! to win the Sunday
Tirmes Desp Insight "Company and Supplier
of the Year” awards for 2004 and the IMAF
Commercial Broker Award.

During the first half we outlined plans for
expansion into Retail markets in treland
commencing with the transfer of the Irish
residential mortgage bock from Reta# to
BoSlin July.

The mertgage porifolic has grown 24%

to €2.6bn by December 2004 {July 2004
£€2.19n). This represented excellent progress
for the fledgling business, surpassing new
business targets and building a healthy
pipeline for the New Year. We plan to expand
the current range of mortgage products to
capture a larger share of what is a growing
market in fraland.

Prospects

The outlook for the Irish economy continues
to be strong with most of the economic
indicators positive and we look forward

to 2005 with optimism.

Growth prospects for Business banking

are good with a strong pipeline ensuring that
we are welt positioned for another record year
in 2005. Under the banner of the newly
established Epecialised Finance Unit we have
completed a number of high profite leveraged
finance transactions and plan to grow our
presence in this corporate market.

In Retail the re-launch of the morigage
propesition under kocal management has

been wel received by the market and we are
optimistic that the renewed focus on this
business combined with the introduction of
new mortgage products will see steady growth
in new business and market share. The trish
Competition Authority has endorsed the need
for change to facilitate customer switching and
we will continue to be at the forefront of this
initiative. Plans are advanced to launch other
retait products in 2005 utilising a number of
distribution charnels and building on the
expertise and experience of HBOS in the UK.

The BoSt brand has carved out a highly
regarded niche based on quality of both
products and service, Our colleagues remain
enthusiastic and motivated and this energy
combined with our preposition of simple value-
for-money products has created a powerful
rmomeniturn. The lrish market has proved
receptive to our approach in both Business
and Retail banking and in 2005 we will
continue to build our presence in both.
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Financial Review and Risk Management

Financial Review

Group profit before tax increased by £885m to £4,770m before charging exceptional costs of £48m relating to the merger of the Bank of Scotland
and Halifax plc to create HBOS and £130m in respect of mortgage endowment compensation,

Year Year

encled ended
31122004 31.12.2003
£m £m
Group profit before tax 4,592 3,766
Add back:
Merger integration costs 48 119
Mortgage endowment compensation 130
Group profit before tax
and exceptional jtemns 4,770 3,885
Divisional financial performance can be summarised as follows:
Retait  Corporate Traasury insurarce & International Group Yearended  Year ercied
Investmant tems 31122004 31122003
Year ended 31 December 2004 o £m £m £m £m £m £m £m
Net interest income 3,719 1,520 1685 86 450 5,940 5,459
Non-interest income 1,029 1,396 206 1,460 196 4,287 3487
Net operating income 4,748 2,916 cral 1,646 646 10,227 8,948
Operating expenses” 2.093) (1,.671) (112) (256) (306} (306) @4,144) (3968
General insurance claims 214) (1) (215 59
Amounts written off fixed asset investrnents 27} 3 1 2 (21) {29)
Operating profit before provisions* 2,655 1,818 262 1,077 341 (306) 5,847 4,850
Provisions for bad & doubtful debts
Specific 610) (518) (B30 (1,158} (944)
General 43 (43} 81)
Share of profits/flosses) of associates and joint ventures 34 6 (tO} 1 101 60
Profit on sale of fixed assets 23 23
Profit before tax and exceptional items 2,059 1.376 262 1,067 312 {308) 4,770 3,885
Year ended 31 December 2003
Profit before tax and exceptional tems 1,687 1,101 242 887 257 {289) 3,885
Increase/{decrease) in profit before tax and exceptional items 22% 25% 8% 20% 21% 5%) 23%

" Excluding exceptional items.

Group profit before tax and excepticnal items
at £4,770m is 23% higher than a vear ago.
Non-interest income, 23% higher than a year
ago, together with tight cost control are the
key drivers for profit growth.

Basic earnings per share increased by 23% to
78.1p (2003 63.6p). Underlying earnings per
share before axceptional items and goodwill
amortisation rose 23% to 84.3p {2003 68.5p)
and the proposed finai dividend is 22.15p,
which is 8% higher than the previous financial
year. The basic dividend cover is 2.4 times and
2.6 times on an underlying basis up from 2.1
times and 2.2 times respectively in 2003. If
approved at the Annuat General Meeting, the
final dividend will be paid on 13 May 2005 o
shareholders on the register on 18 March 2005.

With effect from the 2004 final ordinary
dividend, we intend 1o offer ordinary
shareholders the facility to use the proceeds
of their ordinary dividend to purchase HBOS
plc ordinary shares through a Dividend
Reinvestment Plan. Shareholders will he sent
full details of the Plan, including a mandate to
elect to join the Plan, in the Annual General
Meeting mailing in March 2005.
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Post Tax Return on Mean Equity

Group post tax return on mean equity (ROE’)
increased from 17.7% for the year ended

31 December 2003 to 19.7%. Group post tax
ROE is cafculated by dividing profit attributable
to ordinary shareholders before exceptional
itemns by the monthly average of equity
sharehelders' funds.

Year Year
ended ended
31122004 31122003
om
Post tax retum
Profit attributable to
ordinary shareholders 3,020 2415
Exceptional iterns 125 84
3,145 2499
Mean equity 16,004 14,087
% %
Post tax return on mean equity 19.7 7.7
Short termn fAuctuations in
investment returms and changes .
in economic assumptions {0.2}
Group Target post tax retum
on mean equity 19.5 17.7
Adjustment for household insurance
underwriting 0.3
Group Adjusted Target return
on mean equity 19.8 177

The Group's Target ROE, which excludes

the impact of short term fluctuations on
investment returns and changes to economic
assumptions in our investment businesses
was 19.5% compared to 17.7% for the same
pericd last year.

After aliowing for the reduction in profit arising
from the commencement of household
insurance underwriting from the start of 2004,
Group Adjusted Target ROE for 2004 is 13.8%.

Group Net Interest Income

Group net interest income increased by
£481m fo £5,940m. The growth in net interest
income reflects strong asset growth partly
coffset by a decline in Group net interest
margin. This reflects higher whalesale funding
costs, predorminantly impacting Retail, and
movements in product mix.



Year Year
ended ended
31.12.2004 31122003
£m £m
Interest receivable 21,635 18227
Interest payable (16,695) (12,768
Net interest income 5,940 5,459
Average balances*
Interest earming assels
- Loans and advances 289,57t 265390
- Securities and other
ligquid assets 35,780 31,697
925,351 297,087
- Securiised assets 23,629 11,810

348,980 308,897

Group net interest margin 170%  1.77%
Divisional net interest margins:

Retail 1.83% 1.92%
Corporate 1.98%  1.96%
International 2.04%  2.28%
Treasury 0.09%  0.13%

* Certain loans and advancss to customers have been
securitised. Where a "linked presentation” format is used for
the statunory balance sheet presentation of these assets and
the associated non-returnable finance, the net interest
margin is calculated before deduction of average Ibans ang
advances subject to non-returnable finance. Trading assets
within treasury operations are excluded from the net interest
margin calculation.

Non-interest Income

Non-interest income increased by 23% to
£4,287m. Net fees and commissions
increased by 7%. Strong performances from
both Retail and Corporate were partly offset by
a loss of commissions previously received as
an introducer of household insurancs.
Following the commencement of household
insurance wunderwriting, income from this
business is now reparted within general
insurance prermium income. Income from long
term assurance businsss was 36% higher than
2003 and includes the impact of positive short
term fluctuations in investment returnsg and
changes to economic assumptions of £40m
{2003 £26m).

Profit on sale of investment securities
increased to £108m reflecting a number of
realisations within Corporate. Despite thess
realised gains, the unrealised profit an cur
Corporate investment partfolio is higher than
last year end.

Year Year

ended ended

31122004 31.12.2008

B om

Fees and commissions receivable 2,710 2,586

Fees and commissions payable {855} (847}

Dealing profits 208 172

General insurance premium income 595 360

income from fong term

assurance business T14 525
Other operating income:

Frafit on sale of investment securities 108 43

Operating jease rental income 618 541

Other 189 107

Total 4,287 3,487

Operating Expenses
The Group costincome ratio improved from
41.6% to 37.9%.

Year Year

ended endad

31.12.2004  31.12.2003

£m

Operating expenses 4,322 4,087
Exceptional items {78 (119
4,144 3,068

Goodwill amortisation (108) 97)

Ogperating lease depreciation

(408} (344)

Underlying cperating expenses 3628 3,527
Net aperating income 10,227 8,946
Arnounts written off fixed
asset investments 21) 29
General insurance claims {215) (99
Operaling lease depreciation (408) (344}
Underlying operating income 9,583 8474
Costincome ratio 37.9% 416%
Tight cost contral, particulary within Retait,
restricted growth in underlying operating
expenses to 3%.
Year Year
ardled ended
31122004 31.12.2003
£m £m
Staff 1875 1,755
Accormmaodation,
repairs and maintenance 356 389
Technclogy 221 300
Marketing and cormmunication 318 357
Depreciation:
Tangible fixed assets 307 283
Operating lease assets 408 344
Goodwill amortisation 108 a7
Other 551 443
Total* 4,144 3,968

" Excluding exceptional items of £178m (2003 £119m).

Operating expenses, excluding exceptional
iterns, increased by £176m to £4,144m. This
refiects an increase in operating lease
depreciation and an increase in pension costs
to £175m (2003 £155m) primarily due to the
fult year impact of the additional pension
charge in respect of the triennial valuation of
the Halifax Retirement Fund on 31 March
2003. Following the insourcing of certain {T
operations in the second half of 2003, there
has been an increase in staff costs which is
offset by a decrease in technology costs. The
increase in goodwill amortisation is mainly
attributable to the full year impact of the
acquisition of the BankWest minority interast
which completed in September 2003. Other
includes the costs of regulatory and other
business change programmes.

Group ltems

Group ltems principally comprise the gross
expenses of managing the Group, including
technology sc far as it is not devolved to
divisions, accommodation and other shared
services such as cheque clearing, mailing etc.
The costs of technology, accommodation and
other shared services (other than those borne
directly by Group functions) are subsequently
recharged to divisions according to their usage
and are shown under the operating expense
analysis for each division. The net cost of
Group Hems increased by £17m, including
£11m increase in goadwill amortisation and
additional costs refating to the implementation
of International Financial Reporting Standards
and the new Integrated Prudential Sourcebook.
The reduction in technology spend reflects the
insourcing of certain IT operaticns. The
increase in accommodation costs is due to a
change in the management and classification
between direct and recharged costs.

Year Year

ended ended
122004 31.12.2008
£m

£m
Staff 229 189
Accomradation,
repairs and maintenance 315 287
Technology 102 174
Marketing and communication 52 65
Depreciation 189 185
Goodwill amortisation 108 97
Other 131 83
Sub Total 1,136 1,080
Less recharges:
Technology (335) (356}
Accommodation {316} (280)
Other shared services {179} (155)
Total 306 289

Share of Operating Profit/{Loss) of Joint
Ventures and Other Associated Undertakings

The share of operating profit/{loss) of joint
ventures and other associated undertakings is
analysed in the following table. The increased
share of profits in the year is largely within
Corporate, reflecting an increased contribution
from the numerous joint ventures within our
integrated product portfolio.

Year Year

31122008 31122003
fm

Retail:
Centrica Personal Finance 17 19
Sainsbury's Bank 8 g
Cther 9 5
Corparate:
Lex Vehicle Leasing* 18 16
Drive Financial Services™ 12 10
RFS 8 9
Other 38 4
Insurance & Investment:
esure 4 (11)
First Alternative {15) 2)
Cther 1 1
International 1
Total 101 80

" After charging goociwil amertisation.
= Share of profit 1o 1 Novernber 2004,

Annual Report and Accounts 2004 HBOS pic 37



Financial Review and Risk Management

continued

Balance Sheet Analysis

As at 31 December 2004 Retail Corporate Treaswry Intemational Tatal Total

3322004 31122003

£on £bn £bn £on £bn £on

Loans & acvances 10 customers 2094 788 47 235 3164 283.5

Less: non-returnable finance 28.1) 0.7 {0.1) (28.9) {17.1)

181.3 781 4.7 234 287.5 266.4

Bad debt provisions including interest in suspense

Spedific 1.2 G.5 0.1 1.8 16

General 04 0.3 Q1 0.8 08

Loans & advances to customers (before provisions) 182.9 789 4.7 23.6 290.1 268.8
Total risk weighted assets 105.2 92.8 14.8 205 234.5* 215.8"

Total customer deposits 1261 38.6 20.8 10.0 195.5 1735

* Includes risk weighted assets of £1.1bn {Decembier 2003 £1.10n) attribulable 1o Insurance & trvestment.

Loans and advances to customers increased
by 12% to £316.4bn. During the year
non-returnable finance increased by £11.8bn
due to mortgage loan securitisations of £6.1bn,
£4.0bn and £3.9bn in March 2004, July 2004,
and Novernber 2004, respectively, partly offset
by repayrments. Loans and advances to
customers within Retail increased by 10%,
Corporate advances grew 9% and International
acdvances increased by 24%, Customer
deposits grew £22.0bn {13%) to £195.5bn

and whelgsale funding {excluding securitisation)
increasad by £2.6bn {2%;) to £143.2bn.

The mix of the Group's gross lending portfolio
at the period-end is summarised in the
following table:

Classification of loans and advances*

The customer lending figures used within the
calculations of credit quality ratios below are
before deduction of securitised assets.

The total charge for bad and doubtful debts
against Group profits was £1,201m (2003
£1,025m) representing 0.40% of average

customer lending {2003 0.39%). Within this,
the charge for specific provisions increased
23% to £1,158m (2003 £944m), representing
0.39% of average customer lending (2003
0.36%}. The general provision charge for the
yaar amounted to £43m (2003 £81my}.

Closing provisions as a % of period end customer advances are analysed in the following table:

As at As at

21,32.2004 31,12.2003

As % of As % of

customer customer

£m advances £m advances

Specific provisions 1,661 0.53 1,460 0.51
General provisions 833 0.26 792 0.28
2,494 0.79 2,252 072

Non-performing assets (NPAs) as a % of year end customer advances and provisions and interest

1z sizes N Suspense as a % of NPAs are analysed by division in the following table: -
% * NPAs  Provisions  and nterest
Energy 1 as % of . and  In suspensa
Manufacturing industry 2 2 2332‘.’1’235’ NPAS gduS::.cm:sr in a:spenter::; as::':;
Construction & property 11 11 £bn £m % £m %
Hotels, reslaurants and A 1 D 2004
wholesale and retall trade 4 3 Py December
T(ansp_ort, storage and communication 2 2 Secured 193.1 2,758 1.43 428 16
Financil 4 3 Unsecured 163 1,761 1080 1,225 70
Other services 6 8 Gorporate 788 1144 1.45 808 71
Individuals: Treasury 4.7
Residenitial merigages 5 B International 23.5 203 0.86 171 84
Other porsonal 8 7
Cverseas residents 4 4 Total 3164 5,866 1.85 2,632 45
Total 100 100 As at 31 December 2003
Retail.
Secured 1758 2,056 1.17 407 20
- The classification of foans and advances follows the statutory Unsecured 14.8 1386 0,36 a77 70
analysis and is shown net of non-returnable finance. Before '
deducting non-returnable finance, residential morgages would 'Iqr?e;z?jrr?e 7?2 1,308 181 846 &
nt for 62% of the total portiolic. -
accaant for 2% of the total portidio International 189 200 1.06 170 85
Total 2835 4,951 1.75 2,400 48

Bad Debt Provisions & Non-performing Assets

Spectc  Genem T The cumulative provisions and interest in suspense, which are deducted from advances in the

At 1 January 2004 1,460 782 2,252 balance sheet, together with their percentage cover of NPAs are as follows:

Amounts written As at As al
off during the year {1,044) {1,044} 31122004 31.12.2003
Acquisitions and transfers 50 50 As % of As % of
Charge for the year 1,158 43 1,201 Een NPAS £m NPAs
Recoveries of amounts Specific provisions 1,661 28 1,460 29
previously written off 42 42 General provisions 833 14 792 16
Exchange movernents (5 2) [rg] Interest in suspense 138 3 148 3
At 31 December 2004 1,661 833 2,494 Total 2,632 45 2,400 48
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Capital Structure

Regulatory Capital
As at Ag at
31.12.2004  31.12.2083
£m £m
Risk Weighted Assets
On batance sheet 217,112 199,622
Off balance sheet 17,421 16,168
Total Risk Weighted Assets 234533 215,790
Tier 1
Share capital 1,381 1,363
Eligitle reserves 16,262 14,122
Minarity interests {equity) 536 454
Mingrity and cther inlerests fpon-equity): )
Praferred securities 2,719 2,453
Preference shares 198 198
Less: goodwil (2,151}  (2,148)
Total Tier 1 capital 18,845 16,444
Tier 2
Undated subordinated debt 5,903 4,646
Dated subordinated debt 7,616 7,105
General provisions 825 773
Total Tier 2 capital 14,344 12,524
Supervisory deductions
Unconsdlidated nvestments
- Life (4,725) (4,228)
Unconsofidated investments
— Other {523) (454)
Investments in other banks
and other deductions {457) {378)
Total supervisory deductions {5,708} (5,100
Total regulatory capital 27,584 23,868
Regulatory Tier T capital ratio {%]) 8.1 78
Total capital ratio (%)} 11.8 114

Total regutatory capital increased during the
year from £23,868m to £27.584m.

The issue of US$750m of innovative Tier 1
securities in June 2004 raised £385m of

Tier 1 capital. Tier 1 capital was further
strengthened by retained earnings, some
shareholders electing to receive their 2003
final dividend and 2004 interim dividend

in the form of shares, and the exercise of
share options. Tier 2 capital was increased
during the year by undated subcrdinated debt
issues of €£750m and €500m in March 2004
and £500rm in November 2004 and by dated
subordinated debt issues of €500m in May
2004 and €750m in October 2004. in sterfing
equivalent terms at 31 Decernber 2004, these
new issues totalled £2.3bn. The growth in
Tier 1 and Tier 2 capital is partially offset by
exchange rate fluctuations and by amortisation
and repayrnent of dated subordinated debt.

in February 2004, HBOS ple issued US$500m
of dated subordinated debt to replace
US$500m held by Halifax plc which was
called in April 2004.

Securitised loans not included within risk
waighted assets increased following a further
£14bn of mortgage loan securitisations.

Supervisory deductions mainly reflect
investments in subsidiary undertakings that
are nat within the banking groug for regulatory
purposes. Deductions are made for the
investments in Clerical Medicai, St. James's
Place Capital and St. Andrew’s Group. Total
deductions increased from £5,100m to
£5,705m mainty as a result of increases in the
embedded value of life policies held.

International Financial Reporting Standards
From 1 January 2005 the Group, in keeping
with other Eurapean Union Bisted companies,
is required to prepare its financial statements
in accordance with Internaticnat Financial
Reporting Standards ('IFRS".

The Group hosted an FRS seminar on 14
December 2004 to City analysts and investors
setting out the expected effects for the HBOS
Group as a result of the implementation of
IFRS. Details of the seminar can be obtained
from our website at www. HBOSple.com.
Despite there baing elements of continuing
uncertainty for the industry, most notably
around the interpretation of standards and tax
and regulatory reguirernents, the Group has
continued to monitor developrments and has
not changed its assessment of the key areas
affecting HBOS and the likely financial impact
for both capital and earnings.

The 2005 Interim Accounts will be the first set
of figures that will be published by the Group
under IFRS and will he published on 3 August
2005. Additionally the Group will publish to
the market the restated June 2004 ard
December 2004 HBOS Group UK GAAP
results on an IFRS basis in May 2005, which
will include all primary staternents along with
selected statutory notes. This wilt be
supplemented by an analysis of the IFRS
impact on Divisional performance.

Pension Costs

Under the transitional arrangements of FRS17,
the Group continues to account for retirement
benefits in accordance with SSAP24.

Had FRS17 been implemented in 2004, the
charge in respect of defined benefit pension
schemes would have been £208m. The
market value of assets within all Group
schemes ingreased by 11% during the year.
However as scheme liabilities increased by
12%, partly due to a 0.15% reduction in the
discount rate assumption to 5.45% reflecting

falling cerporate bond vields, the deficit on all
Group schemes increased to £1,695m (2003
£1,496m). Taking into account the deferred
tax asset, the net pension liakility for all
schemes is £1,186m (2003 £1,047m).

European Economic and Monetary

Union (‘EMUY)

Whilst the government did not propose a euro
assessment at the time of the Budget in 2004,
it announced that it intends to again review
progress at the time of the Budget in 2005.

HBOS Group continues to monitor
government developments and remains
actively involved in discussions within the
Banking Indusiry and other sectors of the
economy to help assess the implications for
the Group and its customers.

Mark Tucker
Group Finance Director
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Financial Review and Risk Management

continued

The Group's Operating Controis

HBOS plc has established a comprehensive
framework of internal controls for the
management of risk within its businesses, The

Board has overall responsibility for the Group's

system of control. Aspects are delegated 1o

Board Committees and Executive Commiittees

and to senior management within the Group,
but approval of the principal risk policies and
standards, and of the terms of reference of
Board Committees, is reserved to the Board.
The Beard is also responsible for reviewing
the effectiveness of the systems and controts
in place.

The system of controls described in this
section has been in place in the HBCS Group
thrioughout the periad to the date of approval
of the Annual Report andg Accounis. It accords
with the Turnbull guidance on internal control,
and has also been reviewed by the Board
specifically for the purpeses of this statement.

1. Overview: Management and Controls
1.1 Principles

The systern of internal controt provides

for a documented and auditable trail

of accountability and applies across the
Group's operations. it covers strategic,
financial, regulatery and operational risks
and provides for assurances 10 successive
levels of management and, ultimately,

to the Board. The Greoup also has processes
in place to provide similar assurance in
respect of joint ventures. More information
about the particutar types of risks faced by
the Group is given on the following pages.

The control system continues to evoive,

and specialist risk managers are tasked

with carrying out research to identify
industry best practice, and with ensuring
that standards and policies within the Group
are progressively developed to improve risk
management practice.

The Group seeks to maintain high standards

for the management of risk, in accordance

with the fcllowing principles:

+ Key risks are identified, measured where
appropriate, and managed to achieve
a balance between risk and reward which
is acceptable to the Board. Each year the
Board carries out a formal strategic review
of risk management, and also reassesses
its appstite for risk during the preparation
of the Group’s annual business plan. This
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focus on aligning the taking of risk with the
achievernent of business obijectives means
that the contrel system is designed to
manage, rather than eliminate, risk and can
provide only reasonable — and not absciute
~ agsurance against material misstaternent
or loss.

* Management of risk is a key element of all
managers’ competencies. For each major
risk type, cenires of expertise have been
established where appropriate, both in the
divisions and at Group level, to ensure that
guidance is available for managers within
the Group.

* Risk management reporting must be
comprehensive and accurate, reflecting the
true position at any given time. Staff and
systems resources are dedicated to ensuring
that risk management information is
accurate, timely and refevant to the business.

1.2 The Risk Management Framework

The Group follows a model that aliccates

clearly to specified executives and senior

managers, and to Board and Executive

Committees, specific roles in the

management of risk, within an overali

frarnework and strategy set by the Board.

This model is based on the concept of

“three lines of defence™

1) Primary management responsibility for
strategy, performance management and
risk controt lies with the Board, the Group
Chief Executive and the Chief Executive
of each division {first line of defence);

2} Centralised policies and standards
are developed, and objective oversight
of risk management is exercised by
specialist risk functions, supporting
the Group’s Executive Risk Committees
{second line of defence); and

3} Independent and objective assurance
on the effectiveness of controt systems
is provided by internal avdit functions
and the Group Audit Committee (third line
of defence).

This is achieved through a formal governance
struciure, comprising committees with
specified areas of responsibility, supported
by management functions with a similar remit.
The diagram “Risk Governance Structure”

on the next page itlustrates this approach,
showing the committes structure and
executive responsibilities in place with

effect fram 1 January 2005.

1.2.1 Strategy, Performance Measurement
and Risk Conirol

The risk appetite of the Group is set

by the Board. The strategy for managing
risk is formulated by the Executive and
recommended to the Board for approval.
The HBOS Executive Committee (known
untif 31 December 2004 as the Group
Management Board) also reviews the
effactiveniess of risk managemeant systems
through reports from management and from
the Group Executive Risk Committees.

Management has prime responsibility for
identifying and evaluating significant rigks to
the business and for designing and operating
suitable controls. Internal and external risks
are assessed, including contral breakdowns,
disruption of information systems, cormpetition
and regulatory reguirements. The assessment
process is designed 1o be consistent across
the divisions and Group Functions and uses
an ierative challenge process to provide
successive assurances o ascending levels

of management up io the Board.

In judging the effectiveness of the Group's
controls, the Board reviews the reports of the
Audit Committes and management. it also
considers key performance indicators and
raviews monthly financial and business
performance showing variances against budget.

Divisionat Chief Executives have responsibility
far managing strategic, market, credit, liquidity,
regulatory and cperational issues and risks
affecting their own operations within the
parameters of the Group policies set by the
Board. Each business division also has its own
risk management committee or committees.

1.2.2 Policy, Performance and Risk Gversight
The Group Executive Risk Committees
consider risks and risk management from the
Group's perspective and are supported by
the specialist Group Risk functions. Together
they develop the policies and parameters
within which busingss divisions are required
1o manage risk, They provide central
oversight by reviewing and challenging the
work of the business divisions’ own risk
committeas and by providing functional
leadership in the development and
implermnentation of risk management techniques.

The Group Executive Risk Committees are
Executive Committees of the HBOS Group.
Committees covering specific types of risk
assist the Board to formulate risk appetite,
policies and strategies for that specific risk type,
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[ Group Chief Executive
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Strategy, Performance
Measurement and Risk Control
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Second Line of Deferice
Poficy, Standards and Risk Oversight

Third Line of Defence
Independent Assurance

Group Risk Committee®
Supported by Group Risk

Group Credit Risk Commitiee
Supported by Group Credit Risk

Divisional
Chief Executives Group Risk
Supported by Director

Group Asset & Liability Committee
Supported by Group Asset & Liability Management

Divisional Risk
Committees

Group Insurance & Investment Risk Committes
Supported by Group Insurance & Investment Risk

Group Cperational and Regulatory Risk Committee
Supported by Group Regufatory Risk and Group
Operational Risk

Audit Committee
Supported by Group Intermal Audit

Divisional
Risk Control Committees
Supported by Group Intermnal Audit

*The Group Risk Comrnittee was established with effect from 1 January 2005

and are responsible for the implementation and
maintenance of the risk management framework
relating to that risk, The exception to this is the
Group Insurance & Investment Risk Committee,
which has a remit for wider risk managemeant
issues in Insurance and investment Divisicn, as
explained below.

The four specific Executive Risk Committees are:

* the Group Credit Risk Committee, which
covers all credit risk matters;

*» the Group Asset & Liahility Committee,
which is respensible for batance shest
structure, market risks, trading, funding
and fiquidity management;

* the Group insurance & Investment
Risk Committee, which is responsible
for investrment, credit, market, liquichity
and insurance risks, and for asset
and kability management within the
Insurance & Investment Division
and the cther insurance and investment
entities within the Group,; and

* the Group Cperational and Regulatory
Risk Committes, responsible for operational
and regulatory risks.

In addition, the Group Risk Committee was
established on 1 January 2005 to consider
and manage the potential for group risks as
defined on the following pages.

The Group has established specialist Group
Risk functions in support of these
committees. Their accountabilities are:

* to recommend Group policies, standards
and limits;

* tc monitor compliance with those policies,
standards and limits; and

* to aggregate risks arising in the business
divisicns, and to monitor the overall Group
paosition independently from the divisions’
own analysis.

The Group Risk functions consist of Group
Financial and Operational Risk and Group
Regulatory Risk, which report to the Group
Risk Director. Untit 4 October 2004 {when a
separate post with responsibility for Risk was
introduced} this role was fulfilfed by the Group
Finance Director. For clarity, the role is
referred to as Group Risk Birector throughout
this report. The Group Risk functions provide
functional leadership for spegialist personnel
throughout the Group. They oversee risk
management activities across the Group to
ensure minimurn standards are met; set
target standards to promote Group practices
that exceed industry minimum standards; and
monitor aggregate risk data at Group-wide
and cross-divisional regulated entity levels.

Group Financial Risk has three main areas of
focus, Group Asset and Liabiiity Management,
Group Credit Risk and Group Insurance and
Investment Risk, whose function is to support
the respective Executive Risk Committees.

The Group Risk areas which suppaort the Group
Operationat and Regulatory Risk Cormmittes
are Group Operational Risk and Group
Reguiatory Risk. In addition to its support for
the Committee, Group Regulatory Risk is also
responsible for oversight of the Group's
adharence to regulatory requirements and for
oversight of commurnications with regulators on
a Group-wide basis, with direct responsibility
for relations with the Financial Services
Authority FSA), the Group's principal regulator.

1.2.3 Independent Assurance

Without diminishing its own accountability,
the Board has delegated certain
responsibilities to the Audit Committee,
including ensuring that there is regular review
of the adequacy and efficiency of the internal
control procedures. This role provides
independent and objective assurance that
there is an appropriate control structure
throughout the Group. The Group’s Audit
Committee acts as the audit committee for
regulated entities that are not wholly within a
single business division and is supported by
six divisional Risk Control Comimittees.

The Audit Committee, which meets at least

quarterly, inter alla reviews management’s

procedures for:

* jdentifying business risks and controlling
their financial impact;

* preventing or detecting fraud;

*» ensuring compliance with regulatory and
legat requirements; and

* monitoring the operationat effectiveness of
policies and systems.

The Audit Committee, which surmmarises its
findings to the Board, obtains assurance
about the internal control and risk
rmanagement ervironment through regular
reports from Group Financial and Operational
Risk, Group Regulatory Risk and Group
Internal Audit. The Group Risk Director, the
Chief Financial and Operational Risk Officer,
the Head(s) of Group Regulatory Risk and the
Head of Group Internal Audit all have right of
direct access to the Chairman of the Audit
Committee and the Chief Executive.
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The Audit Committee also considers external
auditors’ reponts and reviews the minutes and
work of divisional Risk Control Commitiees.

All business divisions have divisional

Risk Controt Committees which generally
comprise al least two independent
Non-executive Directors and an Executive
Director, independent of that division, Thay
review, on behalf of the Audit Committes,
the adequacy of the business divisions’
systerns of internal control (inctuding financiat,
regulatory and operational risk management}.
These committees meet regularly to review
the significant risks facing their division's
business and the techniques used to identify,
assess and manage them.

The divisional Risk Control Committees and,
where appropriate, subsidiary companies’
Audit Committees operate under delegated
authority from the Audit Committee and the
planning and co-ordination of their activities
is reviewed by the Audit Committee.

Group Internal Audit supports the Audit
Committee, divisional Risk Control
Committees and senior management

by reviewing independently and objectively
the effectiveness of the controt and

risk environment.

2. Management Of Key Risks

The Group is subject to risks, inherent in
financial services activity. The Group’s
principal activities are the provision of retail,
business and corpoarate banking, treasury
services, investment management, inswance
and life assurance. It consequently makes
loans to and takes deposits from customers
and wholesale counterpartics, while the
activities of Insurance & investment Division
carry investment management and insurance
underwriting risks.

The banking industry has responded to the
growing complexity of the financial markets
and a number of regulatory initiatives by
developing a suite of sophisticated risk
management technigues. The Group is
committed {¢ developing its risk management
techniques and methodologies, both to
maintain high standards of risk management
practice, and to fulfit the reqguirements of UK
and international regulators,
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The new Base! Capital Accord (BIS 1) is

intended to encourage improvement in

banks’ ability to measure risk and to align

capital reguirements closely with risk

management practices. The provisions of BIS

It provide the context for much of the Group's

current risk development work, including

investment in advancead risk models. The

Prudential Sourcebook under which the FSA

will implement Basel |l refers to the following

categories of risks:

+ credit risk;

* market risk;

* liquidity risk;

* insurance risk;

» operational risk (including regulatory risk};
and

* group risk (sometimes referred to as
“group contagion risk”).

2.1 Credit Risk

This is the risk of financial loss from a
customer's failure to settle financial
obligatons as they fall due.

The Group Credit Risk Committee, one of the
Executive Risk Committees described on
page 41, is chaired by the Group Risk
Director and comprises senior exaculives
from across the business divisions and group
functicns. It meets monthly and reviews the
Group's lending portfolio to ensure a Group-
wide understanding and control of credlit risk.
It also assists the Board in formulating the
Group's credit risk appetite. The Board also
approves annually the Group Credit Risk
Pelicy statement.

Day to day management of credit risk is
undertaken by specialist credit teams working
within each business division in compliance
with policies approved by the Board. Typical
functions undertaken by these teams include
credit sanctioning, portfolic management and
management of high risk and defaulted
accounts.

Group Credit Risk, a specialist support
function within Group Financial & Operaticnal
Risk, provides centralised expertise in the
area of credit risk measurement and
management techniques, In addition to
reporting on the performance of each
divisional portfolio to the Group Credit Risk

Committee, Group Credit Risk provides
a chalienge role in terms of adherence
to laid down standards, policies and limits.

in Retail Division use is made, where it is
practical to do so, of software technology in
credit scoring new applicaticns. in addition,
where practical, behavioural scoring is used
to provide an assessment of the conduct of
a customer's accounts in granting extensions
10, and setting limits for, existing facilities.
Collections activity for credit cards, current
accounts and personal loans, is centralised
for the various products, and software
systems are used to prioritise action,
Mortgage collection is conducted through

a number of payment collection departments.
Small business customers may be rated
using scorecards in a similar manner to

retail customers.

Corporate Division typically conducts a full
credit assessment of the financial strength
of each potential transaction and/or
customer, awarding an internal risk rating.
Internal ratings are reviewed regularly. The
same approach is also used for larger SME
(small to medium enterprise} customers.

For Treasury Division, credit risk policies

are established and reviewed by the Group
Wholesale Credit Committee, a subcommittee
of the Group Credit Risk Committee.

An additional measure within the credit risk
framework is the establishment of industrial
sector and country limits. All such limits are
set and monitored by the Group Credit Risk
Committee. The controls applied to lending
assessment processes consider environmental
risk and the potential impact this may have
on the value of the underlying security.

Target and benchmark standards have been
establisned across the Group for the
management of credit risk. All divisions are
committed to continuously improving all
facets of credit risk management and there
have been significant levels of investrment in
the development of risk rating tools, including
scorecards, better able to discriminate and
price for riek across the portfolio.

Within the inswrance and investment
businesses, formal policies for credit risk



management and an overall credit risk
appetite, approved by the Board of the
relevant company, are in use together with

a regular monitoring precess to ensure
compliance. Additicnally, oversight in this area
is undertaken by the Group insurance and
Investment Risk Committee. To meet new
regulatory requirements, additional reporting
has been developed on how credit risk is
managed at the legal entity level.

2.2 Market Risk

Market risk is defined as the potential loas in
value or earnings of the organisation arising
from:

* changes in external market faciors such
as interest rates (interest rate risk), foreign
exchange rates (foreign exchange risk},
commeodity prices and equity prices; or

* the potential for customers to act in a
manner which is inconsistent with business,
pricing and hedging assumptions.

The objectives of the Group’'s market risk

framework are to ensure that:

* market risk is taken only in accordance
with the Board's appetite for such risk;

¢ such rigk is within the Group's financial
capability, management understanding
and staff competence;

* the Group complies with ail regulatery
requirernents relating to the taking
of market risk;

+ the quality of the Group’s profits is
appropriately managed and its reputation
safeguarded; and

s appropriate information on market risk is
known to those making decisions, such
that the taking of market risk is designed
to enhance sharsholder valug.

Risk appetite is set by the Board, which
allocates responsibility for oversight and
management of market rigk to the Group
Asset & Liability Committee, one of the
Executive Risk Committees described on
page 41, and chaired by the Group Risk
Director. Market risk is controlied across the
Group by setting limits using a mixture of
measurement methodologies. Detailed
market risk framework documents and limit
structures have been developed for each
division. These are tailored to the specific
market risk characteristics and business

objectives of each operating division. Each
divisiona! policy document requires
appropriate divisicnal sanction, and is then
forwarded to the Group Asset & Liability
Committee for approval on at least an
annual basis.

Market risk within the insurance and investrment
husinesses arises in a number of ways and
depending upon the product, sorme risks are
porne directly by the customer and some by the
insurance and investment company. In the case
af the risk borne by the custorner, this is
controlled by adherence 10, and regular
monitoring cf, investment mandates and, if
appropriate, unit pricing systerms and controls.
in the case of the company, overall risk appetites
and policies, approved by the company’s Board,
together with regular monitering ensure that this
is appropriately controfled.

Group items (net free reserves, subordinated
debt and structural foreign exchange) are
managed within separate policies and
limits/mandates as set by the Group Asset
& Liability Committee.

2.2.1 Interest Rate Risk

The primary market risk faced by the Group
is interest rate risk. Interest rate risk exists
where the Group’s financial assets and
liabilities have interest rates set under
differant bases or reset at different times.

The Board limit for structural interest rate risk
is expressed in terms of potential volatility of
net interest income in adverse market
conditions using an Earnings at Risk {‘EaR’)
methodology. The EaR methodology
comhbines an analysis of the Group’s current
on and off-batance sheet risk position
overtaid with behavicural assessment and
repricing assumptions of planned future
activity. In addition to this primary control,

a number of other risk methodologies are

applied to manage risk, including:

» Present Value of a Basis Paint ([PVBP") -
PVBP is a measure of market value sensitivity
and guantifies the change in present value of
cash flows for a one basis point change in
interest rates. This method is primarily used
for Treasury Banking Book activities where
there is a limited impact from behaviourat
and/or internal re-pricing issues.

* Net asset/liability repricing maturity matrices
- EaR analysis focuses on positions over
the detailed planning horizon and can be
directly related back to reported
performance. T ensure that the Group
does not have long term embedded risks
that are not being appropriately controlled,
limits are set on net assetliability positions
that re-price beyond one year.

The Board has delegated authority to the
Group Asset & Liability Committee to allocate
limits to business areas as appropriate within
the overall risk appetite, as approved by the
Board each year. In turn, the Group Asset

& Liability Committee has granted limits which
represent the risk tolerance for each division.
Interest rate risk arising in the course of
business is required to be transferred to
HEBOS Treasury Services ple (‘HBOSTS') from
the kanking divisions. The residual risk in the
banking divisions is primarily that related
either to behavioural characteristics or to
basis risk arising from imperfect correlations
in the adjustment of rates earned and paid on
difierent instruments with ctherwise similar
characteristics. Rigk in the business divisions
is measured by EaR. With respect to Treasury
the primary risk measure is the impact
attributable to a one basis point move in the
yield curve. This is a more appropriate control
given the nature of exposures that Treasury’s
banking book carries. These two measures
have been calibrated and expressed as an
EaR equivalent. The Group Asset & Liability
Committee undertakes io ensure that the
aggregate exposurs does not exceed the
total Group risk appetite.

Sensitivity to interest rate movements is shown
in Note 42 to the Accounts on pages 120 to
121 which provides the year end re-pricing
profile for the Group's financial assets and
liabilities in the non-trading book, which
includes lending, funding and Yiquidity activities.

2.2.2 Foreign Exchange Risk

The Board has delegated authority to the
Group Asset & Liability Committee to set
structural foreign exchange limits. The Group
Agset & Liability Committee has established
timits for foreign exchange transaction and
translation risk.
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Derivatives: Management of Market Risk Exposures

Activity

Risk

Type of Derivative

Management of the investmeant of reserves
and other non-interest bearing liabilities,

Sensitivity to falls in interest rates.

Receive fixed interest rate swaps.

Fixed and capped rate mortgage lending.

Sensitivity to increases in interest rates.

Pay fixed interest rate swaps.
Purchase of interest rate caps.

Fixed rate savings products.

Sensitivity to falls in interest rates.

Receive fixed interest rate swaps.

Fixed rate funding.

Sensitivity to falls in interest rates.

Receive fixed interest rate swaps.

Fixed rate asset investments.

Sensitivity to increases in interest rates.

Pay fixed interest rate swaps.

Investment and funding in nen-sterling
currencies.

Sensitivity 1o changss in forsign
exchange rates and interest rates.

Cross currency interest rate swaps.
Foreign exchange contracts.

investment in assets/issuance
with embedded options.

Sensitivity to changes in underlying
rates and rate volatility.

lnterest rate swaps, caps and floors.

Transaction exposures arise primarily from
profits generated in the overseas operations,
which will be remitted back to the UK and
then converted into sterling.

Transtation exposures arise dug to earnings
that are retained within the overseas
operations and reinvested within their cwn
balance shest.

Structural foreign exchange exposures are set
out in Note 44 to the Accounts on page 122,

2.2.3 Trading

The Group’s market risk trading activities are
principally conducted by HBOSTS. This
Group activity is subject to a Trading Policy
Statement which is approved by the Beard
and limits set by the Group Asset & Liability
Committee.

Treasury trading primarily centres around two
activities: proprietary trading and trading on
the back of business flows. Both activities
incur rarket risk, the majority being interest
rate and foreign exchange rate exposure.
The framework for managing the market

risk in these activities requires detailed

and tailored modelling techniques which

are the responsibility of the Treasury Market
Risk team.

The Group employs several complementary
techniques to measure and control trading
activities including: Value at Risk {*'VaR'),
sensitivity analysis, stress testing and position
limits. The VaR model used forecasts the
Group's exposure to rmarket risk within an
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estimated level of confidence over a defined
time period,

The average VaR value in 2004 was £5.6m.
The calculation is based upon a confidence
tevel of 99% with a one day holding period.
The principal areas of market risk taken are
interest rate (outright positioning, basis,
spread and volatility risk), and foreign
exchange risk. There is no material
commedity exposure, and limited equity
exposure,

The current methodology for providing an
aggregated VaR for the business uses very
conservative assumptions. in order to assess
the effectiveness of VaR the Group uses a
technique known as backtesting which
compares the daily profit and loss from
trading activities to the VaR estimate for that
day. Daily standard deviation of trading profit
and loss was £6.9m.

The Group recognises that the VaR
methodology cannot guarantee the maximum
loss that may be suffered in any trading
periad, particularly in the event of market
turmoll. Therefore, stress testing is used to
simulate the effect of selected adverse
market moverments.

The Group’s trading market risk exposure for
the year ended 31 December 2004 is
analysed in Note 43 on page 121 of the
Accounts. The regulatory capital charge for
market risk trading exposures represents only
1.13% of the Group's capital base,

2.2.4 Derivatives

In the normal course of banking business, the
Group uses a limited range of derivative
instruments for both trading and non-trading
purposes. The principal derivative instruments
used are interest rate swaps, interest rate
options, cross currency swaps, forward rate
agresments, forward foreign exchange
contracts and futures. The Group uses
derivatives as a risk management tool for
hedging interest rate and foreign exchange
rate risk.

The table above "Derivatives: Management of
Market Risk Exposures” proviges an
ifustration of the traditicnal banking services
and activities which can give rise to market
risk exposures and the way in which this can
be managed and mitigated by using
derivatives.

The Group’s activity in derivatives is
controfed within risk management fimits set
by the Board and overseen by the Group
Asset & Liability Committee. This framework
recognises the principal risks including credit,
operational, liquidity and market risk
asscciated with derivatives. Details of
derivative contracts outstanding at the year
end are included in Note 38 of the Accounts
on pages 116 to117.

2.3 Liguidity Risk

Liquidity risk is the risk that the Group will be
unable to meet financial commitments arising
from cashflows generated by its business
activities. This risk can arise from mismatches



in the timing of cashflows relating to assets,
liabilities and off-palance sheet instruments.

Ligquidity policy is set by the Board. The
responsibility to direct the management of
liquidity and to repcrt against policy is
delegated to the Group Asset & Liability
Committee. Liguidity is managed on a Group
basis. Cverseas units may be subject to
specific regulatory requirements, but the
activities in such units are also reflected
within Group pelicy.

Folicy is reviewed at fegst annuafly to ensure
its continued relevance to the Group's current
and planned operations. Operational liquidity
management is delegaied to Treasury; the
Group Asset & Liability Committee oversees
the controls exercised by Treasury.

The Group uses the FSA's Sterling Stock
Liquidity approach. The key element of the
FSA's Sterling Stock Liguidity poficy is that a
bank should hold a stock of high quality liquid
assets that can be sold quickly and discrestly
in order to replace funding that has been
withdrawn due to an actual or perceived
problem with the bank, The objective is that
this stock should enable the bank to continue
business, whitst providing an opportunity to
arrange more permanent funding solutions.

The FSA have a prescriptive regime for retail
banks that specifies the formula for
determining both the quantum and type of
assets qualifying for Sterling Stock Liquidity.
Sterling Stock Liquidity is regarded as a cost
of doing busingss. It is not regarded as an
operational fiquidity poot as it will always be
required in case of ermergency. From an
operational perspective, the Group will place
greater reliancé on market access to funding
sources and the retention of a pool of
diversified assets that can be sold in an
efficient and discreet manner.

In addition to the regulatory requivernents

for holding liquidity, the Board requires that
prudential fiquidity imits should be set by
Group Asset & Liability Committee both at
aggregate levels and for individual currencies
in which the Group has significart wholesale
funding, These limits are established by way
of cashflow mismatch and are quantified over

two time horizons ~ for sight to eight days
and fer sight t¢ one month.

For the purpose of calculation, marketable
assets are subject to both instrument
concentration limits and prudential discount
factors. An assessment is also made for the
possible outflow from customer deposits and
committed facilities, determined by prudential
behaviourat modeiling.

The funding capacity of the Group is
dependent upon factors such as the strength
of the balance sheet, earnings, asset quality,
ratings and market positicn. The Group Asset
& Liability Cornmittee assesses the Group
funding mix to ensure that adequate diversity
is maintained. It is Group policy to manage Hs
batance sheet profile to ensure customer
deposits sourced outside of HBOSTS
represent a significant component of its
overall funding, Within HBOSTS, the Group
avoids undue concentration by maintaining
both a widespread mix of counterparties and
inward credit lines and a core set of bank and
non-bank depositor relationships providing a
stable source of funding. The Group Asset &
Liability Committee approves the appropriate
batance of short to medium term funding.

The Group has established a comprehensive
Liguidity Contingency Planning Framework
to identify liquidity stress situations at

an early stage,

2.4 Insurance and Investment Risk
Insurance risk is the potentia) for Joss,
arising out of adverse claims and persistency
experience, from both life and general
insurance contracts. Investment risk

is the potential for financial loss arising
from the risks associated with the asset
management activities of the Group.

This includes both those assets which
correspond to liabilities to policyholders and
the free assets corresponding to liabilities
{0 shareholders. It also includes indirect
risks associated with the management

of assets held on behalf of third parties.

The Group Insurance & Investment Risk
Committee, one of the Executive Risk
Committees described on page 41, considers
regular reports on specified aggregate risks
across all of the Group’s insurance and

investment businesses. The committee

takes a technical and expert perspective

on financial risks within these businesses,
including insurance and investment risk, it
oversees the development, implementation
and maintenance of the overali financial risk
management framework, covering financial
risk in each business individually, as well as
in aggregate. As part of the overall Group
risk managerment framework, the Group
insurance & investment Risk Committee
provides regular reporting to the Group Asset
& Liability Cornmitiee and to the Group Credit
Risk Committee on market and credit risk
(respectively) arising within these businesses.

The majority of the Group’s insurance and
investment businesses are managed within
the HBOS Financial Services, HBOS General
Insurance and Insight Investment cperating
divisions. Day to day management of
insurance and investment risk is undertaken
both by line management and by specialist
teams within the insurance and investment
businesses. Use is made of the statutory
actuarial roles, both to ensure regulatory
compliance in respect of the authorised
insurance companies in the Group and to
meet Group contro! standards.

During 2004, as part of the PSB (Integrated
Prudential Source Book} development

project, significant enhancements to the way
these risks are measured and monitored were
made. This inciuded the documentation of
overall risk appetites together with
improvements {0 the reporting and
governance structure.

2.5 Operational Risk

Operational risk is defined within the Basel
Capital Accord as “the risk of loss resulting
from inadequate or failed internat processes,
people and systems or from external events.
This definition incldes legal risk, but
excludes strategic and reputational risk.
{Legal risk includes, but is not limited to,
axposure to fines, penalties, or punitive
damages resulting from supervisory actions
as welt as private seltlements)”.
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The Group Operational and Regutatory Risk
Committee is an executive committee chaired
by the Group Risk Director, and considers both
cperational and regulatory risks. It is attended by
senior colleagues from Group and the divisions.
inter alia, it receives reports on significant
operational risk issues from across the Groug.

For operational risk issues, the committee is
supported by Group Operational Risk. Group
Qperational Risk also has responsibility for
the design and management of two systems
that support the underlying processes;
provision of oversight and functional
leadership of operational risk management
activity across the Group; and production of
aggregated HBOS reports for several senior
committees. An operational risk capital modei
is also being developed, to help HBOS better
understand the level of risk it is exposed to.

Within the business, day to day management
of operational risk is an intrinsic part of every
husiness manager’s role. Line management is
supported by specialist operational risk teams
in each division. These teams develop divisional
specific strategies for managing operational
risk, tailor Group policy and ensure that
implermentation of the framework is embedded.

The main components of the HBOS
operational risk framework include reqular
risk and control assessments, loss reporing,
key risk indicator tracking and monitoring of
exdernal events. Insurance cover and
contingency arangements are also used 1o
mitigate risk where appropriate. During 2004,
operational risk systems and controls were
reviewed and improved across the Group in
preparation for the intreduction of revised
requlatory standards. In addition, a thorough
internal review of the HBOS operational risk
framework was undertaken, As & result,
enhancements are planned to the approach
used for operational risk, which wilt help to
further align the management of operational
risk to the day to day running of the Group.
These enhancements include clgarer definitions
of elements of operational risk; more frequent
risk self assessments; a greater challenge role
for specialist support functions; and a greater
focus upon the primary risks to the Group,

These improvemenis buiid on the Group's

existing cperational risk management
capabilities, and will be phased-in during 2005.
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2.6 Regulatory Risk

Requlatory Risk is the risk to HBOS’s
business strategy, model, ptans, reputation
and financial condition which results from
failure to meet laws, regulations, internal
standards and pclicies. This includes failing to
meet expectations of key stakehclders such
as customers, employees and scciety as a
whole whose interests are represented by
regulaters in the UK and elsewhere.
Regulatory risk can also arise where the
Group fails o antficipate and manage
regulatory change adequately or fails to
manage its communications and relationships
with its requlator adequately.

The Executive Committee responsible for
regulatory risk is the Group Operational and
Regulatory Risk Committee (described on
page 41}. In respect of regulatory risk, its aim
is to ensure that the requirements of the
relevant regulatory authorities are complied
with and to this end it considers risk issuss
and reports from across the Group, In that, it
is supported by Group Regulatory Risk.

Group Regulatory Risk (a specialist Group
Fungtion) provides the “second ling of
defence” in relation to regulatory risk
management within the HBOS Group,
recommending the Group-wide regulatory
risk management poficies, standards and
framework. It is also accountable for
overseeing the adequacy and effectiveness
of regulatory risk management being carried
cut in each of the operating divisions and
for providing reports and assessments in
that regard to the operating division

Risk Control Committees and to the

Audit Commmittes.

Day tc day management of regutatory risk is
the accountability of line management within
the business divisions. Specialist teams of
regulatory risk management advisers working
within each operating division: are
accountable for providing line managernent
with advice on requirements and appropriate
systems and controls to ensure day to day
compiiance. These specialist teams are alse
accountable for designing, carrying out and
reporting on appropriate risk-based
transactional mecnitoring programmes 1o
check ongoing compliance with key
regutatory reguirements.

2.7 Group (Contagion} Risk

Group risk in the HBOS Group refers to the
aggregation and management of risks arising
throughout the Group, and includes the
management of group contagion risk, which
assesses the extent to which membership of
the Group may be a scurce of both risk and
strength to individual entities within the Group.

The potential for these risks to result in
adverse financial impacts across the HBOS
Group is monitored under the direction of the
Group Risk Director, who chairs the Group
Risk Committee. This commitiee reviews
concentraticns of risk across the Group and
the resulis of stress tests applied to aggregate
risk positions, to monitor compliance with the
overall risk appetite set by the Beard.

Jo Dawson
Group Risk Director



Five Year Summary
For the years ended 31 December

2004 2003 20020 2001 @ 2000
£m £m £m £m £m
Profit and Loss Account
Net operating income 10,227 8,946 7,546 6,507 6,244
Operating expenses @ 4,144 3,968 3,609 3,331 2,858
Provisions for bad and doubtful dabis 1,201 1,025 832 608 471
Profit before tax and exceptional ftems 4,770 3,885 3,062 2,515 2,925
Balance Sheet
Total assets {exctuding long term: assurance
assets attributable to policyholders) 393,318 364,599 317,732 274,470 235,085
Total assets 442,881 408,413 355,030 312,071 266,143
Subordinated liabilities 14,633 12,882 9,127 7,923 5,985
Share capital 1,381 1.363 1,346 1,292 1,278
Reserves 16,242 14,005 12,373 10,121 9,280
% % % % %
Performance Ratios
Post tax return on mean equity ®* 19.7 17.7 15,9 15.1 19.5
Group Targst post-tax return on mean aquity ©@% 19.5 17.7 17.5 16.8
Costiincome ratio © 37.9 416 45.2 49.2 43.3
Net interest margin ™ 1.70 1.77 1.83 1.87 1.95

per ordinary share

pence pence pence pence pence
Shareholder Information
Dividends 32.95 309 29.4 28.0 224
Underlying earnings excluding exceptional items and goodwii amortisation 84.3 68.5 56.1 47.7 556

{1} 2002 numbers are restated from those that were published in the 2002 Annual Report and Accounts to reflect the implementation from 2003 onwards of UITF37
"Purchases and sales of own shares” and UITF38 “Accounting for ESOP trusts”. Prior years are not restated as the effect is not material.

(2} 2001 numbers are restated fram those that were publishied in the 2001 Annual Report and Accounts to reflect the use from 2002 orwards of unsmioathed asset values
for the purposes of deterrmining the income from fong term assurance business, the implementation of FRS19 “Deferred Tax” and UITF33 "Obligations in capital instruments®,
2000 is presented on the previous basis.

{3} Excluding exceptional items.
{4) From 2002 cnwards, mean equity is calculated on a monthly average basis. Prior 1o this date, mean equily was calculated on a simple average basis.
{5) Excluding short termn fuctuations in investment returns and changes 1o economic assumptions in our investrment businesses.

{6} The costincome ratio is calculated excluding exceptional items, goodwal amortisation and after netting operating lease depreciation, amounts written off fixed asset
investments and general ingurance claims against operating income,

(7} The net interest margin from 2001 onwards is calculated excluding trading assets and from 2002 onwards is calculated before the deduction of average ioans
and advances subject to non-returnable finance.
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Corporate
Responsibility

HBOS sees its primary
corporate responsibility as
delivering growth in profits
to its many shareholders
and transparent, fair, value-
for-money products and
services to its customers.




For the first time in 2004, HBOS has set out
its statement of business principles, entitled
“Our Commitment to the Way We Do Busingss™.
The statement was agreed by the Board in
February 2004, and communicated internally
to all HBOS colleagues in April. It was
published in the HBOS Corporate
Responsibility Report “Taking Care of
Tornorrow” and on the Group’s website
www.HBOSple.com/community in July.

HBOS: our commitment to the way

we do business

HBOS has over 2.5m shareholders,

20m customers, 71,000 colleagues, and
many thousands of suppliers. Our commitment
to these groups and to society in general is
that collectively and individually we aspire to act
responsibly and to high standards at all times.
This is set out in our statement of business
principles, called The Way We Do Business.
The full statement is published on the right.

The statement refers to the Group's key
stakeholders and sets cut how we wilt
manage our refationships with them. It refers
1o transparent, value-for-money products, a
safe working environment, developing the
skills of our colleagues, relationships with
suppliers, and to a range of social and
ervironmeantal issues, including human rights,
bribery ang corruption, charitable donations,
financial literacy and money advice,

The Way We Do Business is supported by

48 key performance indicators {'KPIs") published
in the 2004 Corporate Responsibility {({CR")
Report. Each of our stakeholders, and the main
CR dimensions of marketplace, workplace,
community and environment are addressed by
these comprehensive KPls. Measures have been
adopted for customer satisfaction, including
complaint handiing, tracking the number cf “hest
buys”, product quality as perceived by financial
journalists, and our coffeagues” view of their
rewards and benefits. We are committed te
publishing our progress on these measwres
internally and externally each year.

Governance

HBOS has extensive policy formulation,
governance and monitering mechanisms

in place for CR (Corporate Governance

is specifically dealt with on pages 54 to 58
of this report}. There is an annual review

of corporate responsibility policy and
performance by the Board, on which Phil
Hodkinson, Chief Executive, Insurance &
investment Division has overall accountability
for co-ordinating the HBOS response to CR
issues. Phil chairs the Group's Corporate
Responsibility Forum comprised of senior
managers from each business division and
key business functions such as Procurement,
Diversity, and Community Banking, This meets
quarterly and reports to the Board annually.

“Qur commitment to the way
we do business”

Shareholders

We will promote the interests of our shargholders
by seeking to increase the value of their shares
and dividends, and through sound corporate
governance, We will communicate with
shareholders regularty and in doing so will seek
o be clear, cormprehensive and balanced.

GCustomers

We will be honest, fair and open in our dealings
with our customers and endeavour o help
them ai all timss. We are commiitted to
providing them with vatue for money products,
designed and promoted in a simple and
transparent way, and made as widely availabie
as possible. When things go wrong, as they
sometimes do, we wil rescive problems as
quickly and fairly as we can.

Colleagues

We will create a safe working environment
which encourages openness, honesty and
mutual respect, and where colleagues can
constructively challenge and ask questions.
We will offer equal opportunities for all. We
will provide the opportunity for all colleagues
to develop their skills and knowledge, and
to enjoy fulfiling caresrs, We will offer
competitive remuneration with total rewards
linked to individual and collective performance,
and the oppertunity for colleagues to
participate in the success of HBOS.

Suppliers

We will deal openly, fairly and honestly with
all our suppliers and business partners. We
will not demand of themn standards that

we do not apply 1o ourselves but we will
seek to understand their approach before
doing business with therm.

Society

Qur mazin contributicn to society is the value
we can add through owr success in business,
We will seek to be a positive influence on
those social and environmenta! issues which,
having fistened responsibily to our sharehoiders,
customers, colieagues and suppliers, we

think are important, for example upholding
human rights,

We will cbserve the laws and regulations

of all countries in which we operate, not just
in the letter but also the spirit. We will not
countenance tribery, corruption, insider trading
or the concealment of confiicts of interest.

We will contribute to the development of the
community by making charitable donations to
initiatives refating to financial fiteracy and money
advice, and by providing opportunities for
colleagues to support the development of the
communities in which they live and work.

Delivering our commitment

We will measure our progress against this
commitment and report this regutarly 1o
shareholders, customers, colleagues and
suppliers. Wherever possible, we will
independently benchmark or verify that it
continues to meet their expectations,

The HBOS Customer Contract Forum was set
up in 2004: James Crosby chairs this group of
senior executives. It includes the Heads of
Group Risk, Marketing and Customer
Relations and focuses on how HBOS designs,
promotes and sells products. The Forum will
contribute to the task of regaining public trust
in financial products and services, through a
focus on our marketing activity, product
pricing, policies and processes.

James Crosby also chairs the Diversity
Leadership Group, responsible for the Group’s
Diversity policy. CR leadership within the
Divisions and businesses is provided through
new CR Forums in Corporate Division and
Group Procurement.

Risks and Opportunities

Corporate responsibility for HBOS is first and

foremast about cur products. We believe that
corporate responsibility is not something that

can be pursued separately from our business
goals, and we have therefore built CR into the
Group’s risk evaluation process. The following
examples demonstrate how we are doing this
across our husiness.

Marketplace

We recognise that there are issues about
pubtic trust in financial services, and
opportunities for HBOS to differentiate our
products from cormpetitors by focusing on
fairness, value-for-money and transparency.
This is a significant agenda, and we have
some way to go in order to achieve our
objectives and aspirations.,

n Retail, our market leading current account,
credit card and savings products again
generated a significant increase in new
customers joining HBOS. In 2004, we opened
1 million new bank accounts and 1.2 million
credit card accounts, and increased our
savings and banking credit balances by
£8.4bn. In Insurance & Investment, cur
“levet-load” range of simple bancassurance
products has produced 12% sales growth
and confirmation of HBOS as the UK's
teading bancassurer.

Responsible lending is an imperative for
HBOS, although we acknowledge that we
do not always get everything right. The

One card launched in 2004 by Halifax and
Bank of Scotland is a good example of our
focus on responsible lending. This product
features risk-based pricing, s¢ a customer's
good credit history is rewarded with a lower
interest rate. Currently the pricing ranges from
an APR of 9.9% through to 12.9%, 15.9%
and 18.9%. Unusually in this market, the
One card is available to both new and
existing customers. (n practice, over 80%
of customers are offered either the 9.9%

or 12.9% rates.
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Corporate Responsibility

continued

Taking care of tomorrow

Credit cards have recently been the focus

of Parliamertary enquiries led by the Treasury
Select Committee. HBOS has worked closely
with the Committee and was the first bank to
feature summary boxes on monthly statements.
The summary box includes key information
such as the interest rate and fees applicable
to the product, HBOS has, in keeping with the
Committes’s proposals, also offered to share
with other banks experience data on credit
card accounts. This could help to reduce the
number of customers who may be taking

on more debt than they can afford to repay.
We also include clear minimum payment
advice in the summary box.

Responsible lending is also very much part
of our mortgage business. Halifax has always
taken & conservative approach to mortgage
lending, with an average lcan-to-value ratic
across the book of currently only 41%.

In 2004, an updated “affordability model”
was introduced to take account of changes in
housshold finances. It recognises customers’
personal income tax and national insurance
payments, their likely household spending
patterns based on daia from the Office of
Nationat Statistics, existing credit commitments,
and potential disposable income.

Workplace

The sustained success of HBOS requires a
high degree of engagerment and motivation
amongst all our colleagues. The HBOS Pecple
Strategy, the colleague commitments within
The Way We Do Business staternent, and the
supporting HR policies and practices are ail
designed with this in mind. in addition, HBOS
human capital reporting metrics are being
developed to enable the Board to track our
progress, in anticipation of the Operating and
Financial Review proposals which buitd on the
recent Kingsmill Report recommendations.
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It is essential that we engage effectively with our
colleaguss throughout HBOS so that they
become, and remain, advocates of HBOS and
our ability to promote and sefl our products and
services, This clearly contributes to achieving our
business goals. Colleagus advocacy is a critical
measure of performance in this area, which is
tracked morthly across the Group by MORIL.

The HBOS reward and benefits policy
focuses on delivering cutstanding rewards

for outstanding performance. These rewards
are dasigned to be sufficiently local to reflect
specific business circumstances, whilst retaining
a core element of consistency across HBOS.
This is principally achieved through a range

of share schemes which allows colleagues

ta participate in the long-term success of

the business as a whole. This approach to
“Total Reward” has the backing of our Unions,
and our commitrment to choice and share
ownership does, we believe, distinguish us

in the marketplace. For the first time in 2004,
all our colleagues received a Total Reward
statement that detailed the total value of all
aspects of their reward and benefits package.

HBOS works closely with, and encourages
colleagues to join one of, our two recognised
unions, ACCORD and AMICLS. Cur relationship
with both unions is healthy, our joint discussions
gre concucted in a spirit of mutual respect and
understanding, and this helps to ensure that our
terms and conditions meet the current and
future nesds of our business.

Throeughout HBOS we take the view that good
performance is as much about the “how” as
the “what”. We have clearly articulated our
expectations of colteagues and these are
again aligned with The Way We Do Business
staterment, and with our business objectives.

Qur training and development activities and

our succession planning process take a rcunded
vigw of colleagues’ performance, and are
designed 1o enable all colleagues to achieve
their full potential.

In such a large organisation it is essential that
the leadership teams have absolute clarity
about what is expected of them and this is
achieved through a range of communications
media, both face-tc-face and electronic. There
are monthly business television programmes,
intranets, magazines and regular efectronic
newstetters for all our colleagues. A key
chijective here is to maintain high levels of
colleague advocacy for our strategy; we
measure this through MORI surveys.

Employing 71,000 peogple as we do and
operating across many business sectors
throughout the UK, we recognise the
importance of embracing all aspects

of diversity amongst both our colleagues and
our communities. This is a further means of
buitding colleague commitment and advocacy
and brings real business benefits. Becognition
of our success in this field has shown through
our achievement of the Gold Standard from
Race for Opportunity, Platinum status from
Cpportunity Now and maintaining our standing
as an Age Positive Employer Charnpion.

The commitment of cur colleagues remains a
key competitive advantage for us and one which
we believe cannot be replicated. At all times, the
Pecple Strategy is focused on engaging cur
colleagues so that they can deliver for the
business and realise their full potential.

Community

The Group has a range of policies in place to
implement its community investrent strategy.
The Group's investment in the community



Going for Gold

We recognise the
importance of
embragcing all from Race for
aspects of diversity.  Opportunity,

This bullds colleague  Platinum status from
commitment and Opportunity Now
brings real business  and our continued
benefits. Our standing as an Age
success has been Positive Employer
confirmed through Champion.

our achievement of
the Gold Standard

Match that!

Our fundraising is on excellent form, with the Foundation

matching pound for pound the money raised by

colleagues in the HBOS Million £ Chalfenge. A staggeting
£1.75m was given to Help the Hospices, Barnardos and
Mencap. All in all a total of £3.2m was raised making us

one of the biggest corporate fundraisers in the UK.

New environments

HBOS is participating in Silvertown Quays, part of
Europe's largest regeneration project. This waterfront
scheme at London’s Royal Victoria Dock will offer a
mix of high quality residential, workspace, retail,
leisure and entertainment facilities, The scheme
includes a world-class aguarium to be operated by
the Zoological Society of London as a centre of
excetlence in conservation and education.

totalled £36.3m in 2004. Specifically, across
the UK, HBOS focuses on financial inclusion,
financial literacy and developing local
communities. Given its historic roots, HBOS
also has community programmes in both
Yorkshire and Scotland, including major
sponsorships north of the border. The HBOS
Foundation is one of the main vehicles through
which the Greup supports both financial
fiteracy and community development projects.
It made available grants to both naticnal and
local charities totaling £3.7m in 2004 and also
supported fundraising and volunteering
activities by our colleagues. In 2004, £1.725m
was raised in the HBOS Milion £ Challenge
for Help the Hospices, Barnardos and Mencap
through the matching by the Foundation of
funds raised by colleagues. Our fundraising
activity, including the Chatlenge and matched
funding of colteague’s own initiatives, totalled
£3.2m, making HBOS one of the UK’s largest
corporate fundraisers. In additicn, colleague
volunteering for community activities more
than doubled in 2004, supperted by matching
colleague time with the equivalent of up to cne
day per year of company time.

Finencial literacy is a naturat focus for the
Group. Financial literacy and money advice
programmes by definition are aimed at
everybody in society, irespective of income or
socio-economic group. Higher levels of financial
literacy are often linked to higher educational
achievernent, and it is usually the most
vulnerable groups that need hefp. We fund
crganisations such as NCH, NACRO, Refuge,
Gingerbread, Centrepoint and National Debtline
tc help them deliver their iteracy programmes.

Closely linked to financial literacy is the
subject of financial inclusion, which is about
ensuring that deprived sections of our
community, or vulnerable groups, are given
access to our products and services. HBQS is

the biggest provider of sccial banking
accounts in the UK, with over two-thirds of
the market. Cur contribution 1o this market
was recognised in the 2004 Guardian Giving
List, which highlighted the £20m cost to the
Group of providing social banking products.

Our Community Banking tearn, working with
local providers across the country, including
the award-winning Wester Hailes scheme in
Edinburgh, has developed initiatives such as
Cormmunity Banking Agreements (CBAs)
which are designed to reduce the risk of
default. Its customers are therefore able to
move cut of poverty into regular employment
and, in time, they may be eligible for the full
range of financial products and services. The
team is actively helping to increase the
potentiat of social enterprise and the voluntary
sector, developing business solutions for
financial inclusion. Halifax is the only bank
participating in the Treasury's Saving Gateway
scheme, designed to encourage take-up of
saving in low-income communities.

Environment

HBOS is the UK's leading mortgage fender
and a major home insurer; as a result the
Group is very concerned about the potential
impact of climate changs, and we are
focusing much of our environmenta! activity
on the issue of sustainable housing. One
example of this is the increased risk of
fiooding for some areas of the UK. if an

area becomes prone to flooding and
customers are unable to insure themselves
against flocd risks, they could potentially

see the value of their property falling below
the amount of their outstanding loans. Ta
help our customers HBOS has extended its
commitment to cover 1.8 million homeowners
against flocd risk up to at least 2008. Ancther
exampie of ocur work in this area is the
extensive sustainability survey of publicly

quected housebuilders undertaken
in conjunction with WWF in 2004.

Elsewhere, we seek to incorporate

our understanging of environmental issues
in lending and investment assessment
processes. An example is our work on
Europe’s largest regeneration project, the
Thames Gateway initiative, where Silvertown
Quays is a major mixed-use development.
This waterfront scherne is creating a new
use for London’s Royal Victoria Bock with

a mix of high quality residential, workspace,
retail, leisure and entertainment facilities.
HBOS, working in conjunciion with the project
developer, Silvertown Quays Ltd, and the
London Development Agency, has provided
development funding for the early stages

of the project.

Looking to the Future

The Way We 0o Business sets out our
corporate responsibility aspirations, and

we will be expanding our performance
measurement and targeting, publishing the
results and commenting on our performance
in our next Corporate Responsibility Report.
We have made progress in recent years,

but recognise that we can do more to
imprave our performance. Gaining a
reputation for sound corporate responsibility
practices is the right strategy for HBOS in

a marketplace in which the absance of trust
has unfortunately become a predominant
theme in recent years.

A full Corporate Responsibility Report is
available on the HBOS website

www. HBOSElc.com/community/corporate_
responsibility_report, or in hard copy from
Corporateresponsibiiity@HB0OSplc.com.
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The
Board

Chairman
Dennis Stevenson

Age 539. Dennis was appointed
Chairman of HBOS plc on its
formation in 2001. He is also
Chairrman of Pearson ple and a
Non-executive Director of
Manpower inc, Chairman of the
House of Lords Appoiniments
Commission and Chancellor of
the University of the Arts London.
He is also president of the
Employers Forum on Age.

Chief Executive
James Crosby

Age 4B. James was appointed
Chief Executive of HBOS ple onits
formation in 2001 and is alsoc a
Non-executive Director of TV plc
and the Financial Services Authority.

Executive Directors
Phii Hodkinson

Age 46, Phil was appointed

Chief Executive of the Insurance
& investment Division of HBOS plc
in September 2001 and is
Chairperson of the HBOS
Foundation, a Director of
Business in the Community

and a Fellow of the Institute

of Actuaries. He spent his earlier
career in the life assurance
industry with Aified Dunbar,
Eagle Star and Zurich Financial
Services.

Andy Homby

Age 38. Andy joirned the Board
of Halifax in 1999 and became
Chief Executive of the Retait
Division of HBOS plc in
September 2001 having
previously carried out various
roles at the Boston Consulting
Group, Blue Circle and ASDA.
Andy is also a Non-executive
Director of GUS ple.
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Colin Matthew

Age 54. In January 2004 Caolin
became Chief Executive of the
Strategy and International
Operations Division having
previously been the Chief Executive
of Business Banking. He joined
Bank of Scotland in 1866 and
became a Director in 2000,

George Mitchell

Age 54. In September 2001
George became Chief Executive
of the Corporate Division of
HBOS pic and, with effect from
1 January 2004, assumed
responsibility for the Group’s
Treasury operations. He joined
Bank of Scotland in 1966 and
hekd various positions prior o
being appointed to the Board of
Bank of Scotland in 2000. He
became Treasurer and Managing
Director of Bank of Scotland in
2001 and Governor in 2003.

Mark Tucker

Age 46. Mark joined HBOS in
April 2004, becoming Group
Finance Director in October 2G04.
He spent 17 years with Prudentiat
in various appointments in the
UK, USA and Hong Kong, latterly
as Chief Executive of Prudential
Corporation Asta. Mark's early
career was with PriceWaterhouse
as a Tax consultant.



Non-executive Directors
Charles Dunstone

Age 40. Charles was appointed
as a Non-executive Director of
Halifax in 2000. He is Chief
Executive Officer of The
Carphone Warehouse Group PLC
which he founded in 1989.

Sir Ronald (Ron) Garrick

Age 64. Sir Ron icined the Board
of Bank of Scotland in March
2000. In January 2003 he became
Deputy Chaiman of HBOS plc
and Senior Independent Director
in 2004. He had previously held
the positions of Chief Executive
and Chairman of the Weir Group
PLC. He was also Deputy
Chairman of Scottish Enterprise
and is a former Director of Shell
UK and Scottish Power plc.

Anthony (Tony) Hobson

Age 57. Tony joined the Board in
2001 and is Chairman of the
Audit Committee. He is also

Deputy Chairman of Northern
Foods plc and a Non-executive
Director of Sage Group plc, Glas
Cymru Cyfyngedig and Jardine
Lloyd Thompson Group plc. He
was Group Finance Director of
Legal & General Group for 14
years, retiring in 2001,

Brian lvory

Age 55. Brian joined the Board
of Bank of Scotland in 1993
and is Chairman of the HBOS
Remuneration Committee. He is
Chairrnan of The Scottish
American Investment Company
PLGC, a Director of Remy
Caintreau S.A. and Chairman of

the National Galleries of Scotland,

John Maclean

Age 61. John joined the Beoard of
Bank of Scotiand in 1895, He
was a Non-executive Director of
Scottish Value Trust PLC and
Chairman of their Audit
Cormmittee untif he retired in

November 2004, He was a
Founder and Director of Kelvin
Shipholdings Limited. In addition,
John is a Member of Court and
Chairman of the Audit Committee
of Glasgow Caledonian University.

Coline McConville

Age 40. Coline joined the Board
of Halifax in 2000. She is the
Chief Executive Officer, Europe
of Clear Channel International
Limited and was previously with
McKinsey & Co, Management
Consultants and The L EK
Partnership. Coline qualified

as a lawyer in Australia and

has an MBA from Harvard
Business School.

Kathleen (Katej Nealon

Age 51. Kate joined the Board of
HBOS in March 2004, She is also
a Non-executive Director of Cable
& Wireless, a Non-executive
Director to the Independent
Regulator of the NHS Foundation

The Board

Left o right: Top Row:
James Crosby
George Mitchell
Dennis Stevenson
Andy Hornby

Mike Eilis (retired 31/12/04}
Coline McConville
Brian lvory

David Shearer
Charles Dunstone

Bottom Row:
Kate Neaton
Tony Hobson
John Maciean
Sir Ron Garrick
Colin Matthew
Mark Tucker
Phit Hodkinson

Trust Hospitals and a Senior
Associate of the Judge Institute

of Management, Cambridge
University. Previously Kate was
Group Head of Legat and
Complance for Standard
Chartered Plc having jeined in
1992, She is a US qualified lawyer.

David Shearer

Age 45. David joined the Board of
HBOS in March 2004, Until 31
December 2003, David was the
Senior Partner of Deloitte &
Touche for Scotland and Northern
Irtand, and until September 2003,
was a UK Board member of
Deloitte & Touche. Heis also a
Governor and Non-executive
Director of The Glasgow Schoot of
Art and a member of the advisory
panet to Martin Currie in respect
of its Private Equity business.
David is a Chartered Accountant.
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Corporate
Governance Report

Following last year’s dry
run, the provisions of the
new Combined Code on
Corporate Governance

are now fully applicable

to this Annual Report and
Accounts and a further full
review has been carried out.




1. The Combined Code on Comorate
Governance

This Corporate Governance Report explaing
kay features of the Company’s governance
structure, how it applies the principles in the
revised Combined Code or Corporate
Governance (the 'Code"), and the extent to
which the Company has complied with the
“provisions” — or reguirements — of the Code.

The guiding principle of “comply or explain”
that was stressed in Sir Derek Higgs’ report
is now enshrined in the Preambile to the
Code. Each of the provisions set out in the
Code has been reviewed. Where appropriate,
steps have been taken to enswre that the
Company is in compliance with all of those
provisions. As at the date of this Report the
Company complies with all of the provisions
of the Code, save the reguirement in Code
Provision [3.1.1 that the Senior Independent
Cirector shouid attend meetings with a range
of shareholders. Whilst the Senior
Independent Director has attended various
briefings and other meetings with analysts
and other representatives of institutional
investors in 2004, he has not undertaken

a programme of meetings with individual
shareholders, as this has not been
considered necessary.

The Company has a comprehensive
programme of meetings and dialogue with
institutional investors. The views of investars
expressed through this diaiogue, and through
the Annual Audit of tnvestor Opinion (referred
to in more detail on page 58), are
communicated to the Board as a whole,

sc that all Directors can develop a batanced
understanding of the issues and concerns

of major shareholders. Feedback from a
number of shareholders suggests that these
arrangements for communication between
the Company and its shareholders are
considered to be satisfactory and effective,
and that reguiar or routine meetings between
shareholders and the Senior Independent
Director are not considered necessary.

The Senior independent Director is, of
course, always available to meet shareholders
on request, to ensure that the Board is aware

of any sharsholder concerns that cannct
be resolved through the routine mechanisms
for investor communmication.

2. Directors

Brief biographical details of current Directors
are set out on pages 52 and 53. Kate Nealon
and David Shearer were appointed Directors
of the Company with effect from 23 March
2004 and, in accordance with the Company’s
Articles of Association, were re-elected by
shareholders at the 2004 AGM. Sir Beb Reid
and Louis Sherwood retired at the conclusion
of the Company's Annual General Mesting on
27 Aprit 2004, Philip Yea resigned from the
Company with effect from 30 June 2004,
foliowing his appointment as Chief Executive
of 3i plc. Mike Ellis retired as a Director on

31 December 2004. Mark Tucker was
appointed as a Director on 30 April 2004,

Having served since Novernber 1995 on the
Boards of Bank of Scotland and subsequently
the Cormpany, John Maclean wili retire at the
conclusion of the Company’s Annuat General
Mesting on 27 April 2005 and will not seek
re-election by shareholders. John has been
and continues to be a fully effective member
of the Board, but his ‘retirement’ from the
Board is in line with the Company’s policy

in relation to the tenure of Non-executive
Directors. That policy, informed by the
provisions of the Code that deal with the
‘independence’ of Non-axecutive Directors,
recognises that, in almost all cases,
Non-executive Directors will stand down from
the Board no later than the ninth anniversary
of their first election by shareholders.

The roles of Chairman and Chief Executive are
separate and there is a clear, written division
of responsibilities between those roles. There
is also a Non-executive Deputy Chairman

(Sir Ron Garrick) whose role is alse separately
defined. In addition to the Chairman, the
Board comprised, as at 31 December 2004,
seven Executive Directors and eight Non-
exgcutive Directors. All of the Non-executive
Directors are considered by the Board to

be independent. Following the retirement from
the Board of Sir Bob Reid at the 2004 AGM,
Sir Ron Garrick, the Company’s Nan-executive

Deputy Chairman, was also appointed to the
role of Senior Independent Director. As Senior
Independent Director, Sir Ron will, as necessary,
lead meetings of the independent Nen-executive
Directors (without the Executive Directors
and/or the Chairman being present); be available
to meet with sharehoiders, t¢ understand their
concerns and (in the event that contacts with
the Chairman and/or Chief Executive are
inappropriate or have failed) to present these
views to the Board as a whole; and to lead the
performance evaluation of the Chairman.

In accordance with the Company’s Articles
of Association, which provide for ali Directors
to stand for re-glection at intervals of no
more than three years, Colin Matthew,
Chartes Dunstone, Tony Hobson and

Dennis Stevenson, will retire by rotation,

and will each seek re-election by shareholders,
at the 2005 AGM. The Chairman is pleased
to confirm, following formal performance
evaluations, that the performance of both
Charles and Tony continues to be effective,
and they continue to demonstrate
commitrent in their respective roles as
Non-executive Directors. The Deputy
Chairman confirms, following formal
performance evaluation, that the performance
of the Chairman continues to be effective,
and that the Chairman continues to
demonstrate commitment to his rofe.

As announced by the Company on

28 February, the Company has invited
Dennis Stevenson, to serve a further term

as Chairman following expiry of his current
appointment, on 30 June 2005. Dennis has
accepted that invitaticn and, subject to his
re-glection being approved by shareholders
at the 2005 AGM, wilt therefore serve

as Chairman for a further three years,
commencing on 1 July 2005.

Mark Tucker, having been appointed a
Director on 30 April 2004 will also present
himself for eiection in accordance with the
Artictes of Association.

In accordance with Principle AS of the Code,
Kate Nealon and David Shearer, as newly
appointed Directors were provided during
2004 with a full, formal and tailored
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programme of induction, to fariliarise them
with the Group’s businesses; the risks and
strategic challenges those businesses face;
and the economic, corpetition, legal and
regulatory environments in which they operate.
In addition, a pregramme of strategic and
other business reviews, together with other
training provided during the vear, ensures that
all Directors continually update their skills; their
knowledge and familiarity with the Group’s
businesses; and their awareness of sector,
risk, regutatory, Jegal, financial and other
developments.

Particulars of Directors’ remuneration and
interests in shares of the Company are given
in the Report of the Board in retation to
Remuneration Policy and Practice (the
“Directors’ Remuneration Report™) on

pages 60 to 79.

The C_ornpany Secretary is an employee,
but nct a Director, of the Company.

3. The Board

The Board meets regularly to determine the
strategic direction of the Group and to review
operating, financial and risk performance.
There is a formal schedule of matters reserved
to the Board which includes approval of the
Group’s annual Business Plan {that defines
the operating and strategic cbjectives of the
Group and the risk framewaork within which
the Group will operate); Group policies and
standards on financial and non-financial risks;
significant transactions, above defined limits;
the commencement of significant new
business activities; and the scope of
delegations to Board Committees, subsidiary
boards and executive management of

the Group. The executive management

of the Group is responsible to the Board

for developing strategy; for the profitability
and overall performance of the Group;

and for maraging the Group’s businesses

in accordance with the Group Business Plan,
and the policies, standards and risk appeiite
defined by the Board. Details of the full list

of matters reserved 1o the Board can be
found on the Company’s website.

The Board has overall responsibility for the
Group's system of internal control and annually
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reviews its effectiveness, including a review

of financial, operational, compliance and risk
management controls. The implementation
and maintenance of the risk management and
internal control systems are the responsibility
of the Executive Directors and other senior
management. The system is designed to
manage the rigk of failure o achieve business
objectives, and provide reasonable assurance
against material misstatement or loss.

Until 31 December 2004, the Group
Management Board was the senior executive
committee of the Group. Its role primarily
consisted of providing advice and support to
the Chief Executive in relation 1o the discharge
of his delegated responsibiliies concerning
the development of strategy and management
of the Group, with particular reference to
cross-Divisional or Groupwide iasues, including
monitoring the risk management practices
approved and adopted by individual business
areas. Information about these mechanisms
and the Group’s compliance with “Internal
Control: Guidance for Directors on the
Combined Code” (the “Turnbull Guidance”)

is set out in the Financial Review and Risk
Management Report on pages 36 to 46.

With effect from 1 January 2005, the Group
Management Board was superseded by
the HBOS Executive Committee, whose
rmembership reflects internal crganisational
changes that took place with effect from
the end of 2004, inciuding the appeintment
of the new Group Risk Director.

In addition to two formal mestings of the Board
held solely to authorise release of the
Company’s preliminary and interim results,
following consideration of those results by the
Audit Committee and the full Board (which are
discounted for this purpase) there were ten
Board meetings during 2004 at which all
Directors were present, except for apologies
from Charles Dunstone, James Crosby, Brian
lary and John Maclean, on one occasion each.

The Company has established a two year
evaluatiocn programme in respect of the
perfiormance of the Board and its principal
committees, This programme includes
in-depth one-to-one discussions between

the Chainman and individual Directors,
together with collective discussion at a
meeting of the full Board - supplemented,

in alternate years, by detailed questionnaires,
completed by all Directors, Actions are agreed
to deal with issues raised as a result of this
evaluation proceass. In 2004, for example,
actions were implemented to facilitate greater
challenge by Non-executive Directors,
particularly in respect of strategic issues,

and to give additionat emphasis to succession
pltanning in relation to the most senior
management roles.

The performance of individual executive
Directors is appraised annually by the

Chief Executive, to whom they report.

The performance of the Chairman is reviewed
by the Non-executive Directors, led by the
Deputy Chairman, taking into account the
views of the executive Directors. A mesting
was held in Novemnber 2004 under the
Chairmanship of Sir Bon Garrick to carry

out this review. The outcome of this meeting
was canfirmed to the Chairman by the Deputy
Chairman. Individual Non-axecutive
performance is kept under continuous review
by the Chairman and by the Nomination
Committee. The performance review

of the Chief Executive is conducted by the
Chairman, taking into account the views

of other Directors.

4, Committees of the Board

The terms of reference of the principal
Commitiees of the Board ~ Audit,
Remuneration and Nomination — are available
on the Company’s website. Those terms

of reference are reviewed at least annually.
Membership of the Committees of the Board
is intended to make best use of the skills
and experience of Non-executive Directors,
in particutar, and to minimise (to the extent
practicable} unnecessary overlap and
duplication of membership. Given their
respective roles and responsibilities, however,
at least some overlap between the
Memberships of the Remuneration and
Nomination Committees is considered
desirable. The work carried out by the Audit
and Nomination Committees in discharging
their responsibiliies is summarised opposite.
The work carried out by the Remuneration



Committee is described within the Directors’
Remuneration Report on pages 60 to 79.

Audit Committes

Tony Hobson (Chairman)

John Maclean

Coline McConwille (appointed 27 Aprii 2004)
Kate Meaton (appointed 27 Apri 2004)

Sir Bob Reid (retired 27 April 2004)

Louis Sherwood (retired 27 April 2004)

This Committee consists entirely of Non-
executive Directors, and is chaired by Tony
Hobson, who has significant recent and relevant
financial experience. It is supported by Risk
Controt Committess for each Division which
generally comprise at least two independent
Non-executive Diractors and an Executive
Director independent of that Division. The Terms
of Reference of the Audit Committee include all
matters indicated by the Code. The Company
Secretary or his nominated Deputy acts as
Secretary to the Committes,

During 2004 the Committee met eight times
with all members present with the exception of
Sir Bob Reid (apologies for one meeting). In
those meetings, as well as in separate mestings
with Executive Cirectors and management, and
privately with both the external and internal
auditors, the Committee reviewed:
¢ and advised the Board on the Group’s
interim and annual financial staterments, its
accounting poficies and on the control of its
financial ang business risks, the nature and
scope of the work to be performed by the
external and internal auditors, and the results
of this audit work and of the response of
management,;

the activities, resources, crganisational
structure and opsrational effectiveness
of the internal audit function;

[ ]

the effectiveness of the Group's system
of internal control {including financial,
operational, compliance and risk
management), as well as the
appropriateness and effectiveness

of “whistleblowing” procedures;

and made recommendations on the
appointment and remuneration of the
external auditors and monitored the
performance of the auditors; and

« the non-audit services provided ta the Group
by the external auditars and menitored the
independence of the auditors.

Both the Board and the external auditors have
safeguards in place to prevent the auditors’
independence and objactivity being
compromised, The Audit Committee maintains
a comprehensive policy to regulate the use of
auditors for non-audit senvices. This policy sets
ot the nature of work the external audiiors
may not undertake. For those services that are
deemed appropriate for the auditors to canry
out, the palicy sets out the approval process
that must be followed for each type of
assignment which, above defined limits,
requires that potential instructions in respect
of defined non-audit services be subject to a
competitive tendering process. Each year the
Audit Committee establishes a limit on the fees
that can be paid to the external auditors in
respect of non-audit services and monitors
quarterly the amounts paid to the auditors

in this regard. For the purposes of this
moritoring, the JICAEW classifications have
been adopted in this year's accounts on page
91. The external auditors also report regularly
to the Committee on the actions that they
have taken to comply with professional and
regulatory requiremernts and current best
practice in order to maintain their
independence. This includes the rotation

of key members of the audit team.

Since its formation in 2001, the Company has
stated that an audit tender process would be
undertaken every five years, commencing in
2005. This policy was adopted because the
Board believed, and continues 1o believe, that
the interests of sharehelders are best served
by reselecting auditors by means of a tender
process undertaken at intervais of around five
years, giving an opparunity for objective
reassessment of the incumbent auditors

as well as alternative audit firms.

However, following the appointment of Mark
Tucker as Group Finance Director in October
2004, the Committee believes that it would,
in fact, be more appropriate for any tender
process to take place after the new Group
Finance Direcior has had the opportunity to
observe and experience the present auditor

relationship at work over a complete annuat
cycle, rather than in 2005, immediately after
his appointment.

The Audit Committee has therefore decided

to defer the tender untit 2008, with any change
to be effective for the 2007 audit; but also to
continue with the annual in-depth reviews

of the external auditors’ performance in all
years where there is no tender. These in-depth
reviews are themselves in excess of the bast
practice recommendations of the Code and
The Smith Guidance appended 1o the Code.

Nomination Committee

Sir Ren Garrick (Chairman}

Dennis Stevenson

James Croshy

Brian lvory

Coline MgConvilie

Sir Bob Reid (retired 27 April 2004}
Philip Yea (resigned 30 June 2004}

The Company Secretary acts as Secratary
to the Committee.

The Committee has met on three occasions
during the past twelve months with all
members present, except for apalogies from
Dernis Stevenson and Briarn lory on one
occasion each. The Committee leads the
process for making appointments to the
Board; ensures that there is a formal, rigorous
and transparent procedure for the appointment
of new Directors to the Board; reviews the
composition of the Board through a fult
evaluation of the skills, knowledge and
experience of Directors; and ensures plans
arz in place for orderly succession for
appointments to the Board, and to other
senior executive management positions.
Responsibility for making senior executive
appointments (below Board level} is, however,
vested in the Chief Executive. With assistance
from external search and recruitment
consultants, the Committee considers and
lists potential candidates for appointment

as Non-executive Directors of the Company,
and ensures that list is updated and refreshed.

During 2004, the Committee instructed
external search consultants to provide advice
and support in relation to the appointment of
appropriate Non-executive Directors, to fill the
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vacancies created on the retirements of

Sir Bob Reid and Louis Sherwood. Detailed
role specifications were drawn up, informed
by the Chairman’s and the Committee's
assessment of the mix of skills, knowledge
and experience of the continuing Directors,
and the requirements of the Board. Interviews
were conducted with a range of potential
candidates, by the externat search
consuitants, members of the Committee,
and other Directors. As a result of this
process, the Committee recormmended

1o the Board, and the Board agreed, that
Kate Nealon and David Shearer be appeinted
to the Board as Non-executive Directors
with effect from March 2004, The anticipated
time commitments for their roles have been
discussed and agreed with Kate and David,
and both have confirmed that they can and
will make sufficient time available to carry
out their responsibilities.

5. Relations with Shareholders

The Company directs its communications with
shareholders through two principal channels,
Firstly, the Investor Relations team has effective
day-to-day primary responsibility for managing
communications with institutional shareholders
through a combination of briefings to analysts
and institutional shareholders, both at the
interim and year end results; site visits; and
individual discussions with Board Members and
key members of the management team.
Briefings on topics of specific interest have also
been arranged, for example, an 1D seminar in
April 2004, and a briefing in respect of the
implications for the Company of the adoption of
IFRS, carried out in December 2004. Regular
dialogus with shareholders helps to ensure that
the Company’s strategy is understood and that
any issues are addressed in a constructive way.
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There is also an Annual Audit of Investor
Opinion, undertaken on behalf of the Board,
which takes the form of structured interviews
with individual investors through an independent
external adviser. The 2004 report gathered
opinicn on strategy, operational performance,
corporate governance and management
capability from investors in the UK, Eurcpe and
MNorth America. The non-attributable opinions,
which were subsequently reported to the
Board, give the Beard direct access to investor
feedback. The Annual Audit complements
monthly reports to the Board in relation to
market and investor sentiment and opinion,

The Comparry Secretary, primarily through
the Sharshclder Services team, oversees
communications with private shareholders.
Each year shareholders receive the Annual
Review and Summary Financial Statement
or, at their cheice, the Annual Report and
Accounts. The Company’s Annual Generat
Meeting takes place at different UK locations
each year, to give more shareholders the
opporturity to attend, hear about and
question the Group’s performance and

the Directors’ stewardship of their Company.
The Chairmen of the Audlit, Remunaration
and Nomination Committees attend the
meeting, along with other Directors, and are
available to answer sharehoiders' questions
on the activities of their own Committees.

During the year shareholders can receive
up-to-date information through the Company’s
website, www.HBOSplc.com. This provides
share price information, financial resulls, coples
of presentations to analysts and answers to
frequently asked questions. A telephons
helpline is avaitable on G870 702 0102
providing a contact point for shareholders on
issues such as dividends and announcements.



Directors’ Accounting Responsibilities

The following statement, which should be
read in conjunction with the Independent
Auditors” Report on page 81, enables
sharshclders to distinguish the respective
responsibifities of the Directors and the
Auditors in relation to the accounts.

Company law reguires the Directors to prepare
accounts for each financial year which give a
true and fair view of the state of affairs of the
Company and of the Group and of the profit
or loss for that period. In preparing those
acceounts, the Directors are requirad to:

* select suitable accounting policies and then
apply them consistently;

* make judgements and estimates that are
reasonable and prudant;

« state whether applicable accounting
standards have been followed, subject to
any material departures disclosed and
explained in the accounts; and

* prepare the accounts on the going concern
basis unless it is inappropriate to presums
that the Company and the Group wil
continue in buginess.

The Directors are responsible for keeping
proper accounting records which disclose
with reasonable accuracy at any time the
financial position of the Company and to
enable them to ensure that the accounts
comply with the Companies Act 1985.

They have general respensibility for taking
such steps as are reasonably cpen to them
to safeguard the assets of the Group and to
prevent and detect fraud and other imegularities.
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Report of the Board in relation to
remuneration policy and practice

Letter from the Chairman of the Remuneration Committee

Dear Shareholder
| am delighted to introduce this, our third, HBOS Remuneration Committee Report for which we will be seeking approval from shareholders at cur

Annual Gengral Mesting.

Just over a year ago, in late 2003 and early 2004, we met with over 20 of our major shareholders, collectively representing about one third
of the total HBOS equity, together with their representative bodies. These meetings assisted us with a number of issues on reward policy
and practice: much of that was reflected in last year’s report - for which we received support from 96.75% of shareholders who voted - and
was implemmented during 2004.

This year, we have again had discussions with our major shareholders and their representative bodies on both reward policy and reward practice. This
report gives comprehensive details based on the policy we set out a year ago, along with changes we have made in the interim, and changes we plan
for the future,

The disclosure regulations mean that the focus of this report is on Directors and, to a lesser extent, their most senior colleagues. In reality, the
Committee’s focus extends to all our 71,000 colleagues in the HBOS Group: we believe that it is important that we have consistent remuneration
principles across the Group regardless of business area and seniority.

More specifically, as was the case a year ago:-

+ our salaries are managed around median levels in the financial services sector;

+ our annual incentives have stretching performance targets consistent with those in cur operating plan; are generally team based; and focus
on issues for which each team has prime accountability. Annual incentives are a material part of reward - and all colleagues know that there
is a distinct possibility of zero payments, as well as the possibility of high rewards where targets are significantly exceeded;

= our longer term incentives allow most of cur colleagues to enjoy a “share in success” of HBOS; and, for cur most senicr colleagues, the long term
arrangements are strongly driven by the Group’s refative performance against key comparator companies. These latter rewards are paid only if the
Group's performance is better than the average of the key comparator companies;

» whevever possible, our annual and longer term incentives are denominated in shares rather than in cash — so that colleagues are also
shareholders. The Committee has also set out clear requirements for ail Directors, and other senior colleagues, to own shares in the Group;

= our benefits offering is positioned at the market median and gives colleagues flexibiity over their choice of benefits; and we have an extensive
colleague product offering - so that colleagues are also customers.

This reward philosophy has applied in HBOS since inception, did not change during 2004 and will continue to apply in 2005 and, subject {0 review,
in 2006. During 2005, we will review our longer term incentives, not least 10 honour commitments we made to cur major sharehofders three years
ago. And we will also review our pension policy in the light of the legistative changes which are being intreduced from April 2006.

Whilst the vast majority of our sharehelders who expressed a view were supportive of our reward policy and practice, and the extent of the
disclosures in last vear's report, it was clear that some shareholders were keen to see more extensive disclosure in the summary financial staterent.
Whilst all shareholders are entitled to see a copy of this full report, we recognise that many shareholders prefer to see a summarised document.

We have thus extendsd the disclosure in the Annual Review & Sumrnary Financial Statement so that it includes more specific reward details.

In simitar vein, we think that it is useful to summarise in this letter the key changes during the yeas, although more detatt is contained within the full report:-

Salary increases in 2004
Whilst we need to maintain competitive salary positions for cur most senior colleagues, we have sought not to be at the market forefront on increases
in senior salaries. In 2004, Executive Directors’ salaries increased, on average, by 6.8%; and the Chairman's fee increased by 4.8%;

Introduction of special short term incentive in 2004

We enhanced short term incentive targets and maxima by one half for cur most senior colleagues, firsily, to recognise that our standard targets and
maxima were significantty behind the market position; secondly, to focus such colleagues on the importance of delivering substantiat improvements
in earings per share, retun on equity and profit before tax; thirdly, to ensure that such improverments were not achieved at the expense of risk
managament; and fourthly, to make sure that each of our most senicr colleagues had an element of short term incentive driven from Group
performance. In 2004, those stretching targets for those Group measures were generally achieved;

Removal of Abbey National from comparator group for long term incentive plan

We retrospectively removed Abbey Naticnat from our comparator group effective from the end of June 2004, immediately before bid activity
started (which culminated in Abbey National being acquired by Banco Santander Central Hispano in Novernber 2004); and replaced therm with
Alliance & Leicester, Bradford & Bingley and Northern Raock effective from the start of July 2004;

Retirement of Mike Ellis
Mike Ellis, our former Group Finance Director, retired at the end of the year on contractual terms. There was no termination payment and no pension
enhancement;
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Appointment of Mark Tucker

Mark Tucker, our new Group Finance Director, was hired on terms broadly equivalent to those which applied to Mike Ellis. However, we have not
included Mark Tucker in final salary pension arrangements. We have, for 2004 only, doubled his long term incentive arrangements - which will pay out
anly if, ard to the extent that, HBOS outperfarms its comparatar group - and will pay nothing for “average” {or poorer) perfarmance; and we have
backdated his short term incentive arrangements to the start of 2004;

Maturity of special long term incentive plan for Andy Hornby

The performance period for the special kong term incentive arrangement, effective from January 2002, for Andy Hornby, Chief Executive Retail, finished
at the end of 2004 and performance criteria in each of the years 2002, 2003 and 2004 were satisfied. Specifically, that division increased profit bafore
tax and exceptional items, using a like for like comparison, over the three year period by more than 60%. The arrangement gives Andy Harnby the
cpportunity 1o receive Lp to 260,000 shares in April 2005, Full details of the malurity will appear in the 2005 Annual Report & Accounts;

Revistons to short term incentive plan for 2005 and beyond

For Executive Directors and about a further 200 of our most senior colleagues, we have increased target and maximum shott term incentive payment
opportunities, where it was clear that our practice had fallen significantly behind the market position - for example, for Executive Directors, the target
incentive, if taken in shares, has been increased from 60% to 75% of salary; but we ars not repeating, in 2005, the special short term incentive
scheme which applied in 2004; and

Introduction of free shares in 2005 and beyond

During 2005, HBOS will replace its share option plan with a free share plan - of equivalent expected vatue - under the Share Incentive Plan legislation.
That legistation, in broad terms, requires all UK empioyees to te included in the scheme, up to the free share limit of £3,00G p.a.

In the full report which follows, we have produced transparent and extensive technical details, as we have done for the past two years.
We welcome questions and feedback from all shareholders on both the report content and the rgport transparency.

We helieve our reward policy is right for our colleagues and right for our shareholders - and we encourage all shareholders
to support this Report at the Company’s ferthcoming (2005) Annuat General Meeting.

<
?L,u 5 . ’ N j(/
Chairman
Remuneration Cormmittee
1 March 2005
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Report of the Board in relation to
remuneration policy and practice continued

1. What this report covers

This report to shareholders:

* gets out our remuneration policy;

* explains the policy under which our Chairman, our Executive Directors, the next two most senior groups of coileagues and our Non-executive
Directors were remunerated for the vear ended 31 December 2004; and

+ sets out tables of information showing details of the salary, incentive, share and pensicn interests of alt the Directors for the vear ended
31 December 2004,

2, Compliance with regulations
This report has been approved by the Board. A resolution will be put to shargholders at the Annual General Meeting inviting them to consider and approve
this report, as required by the Directors’ Remuneration Report Reguiations 2002 (the *Regulations”} as now incorporated in the Companies Act 1985,

The repert complies with the reguirements of the Regulations.

As required by the Regulations, Section 13 of this report has bheen audited by KPMG Audit Ple, with the exception of Section 13.3.1 {Shares),
Note 8 to Table 6 within Section 13.3.3 (TSR performance 2002-2004), Section 13.3.6 {Interest in Shares under Trusts) and Section 13.3.8 (Statutory
Performance Graph), which do not fall to be audited.

3. Role of the Remuneration Committee

The Rernuneration Comrmittee (the “Committee™} is a committee of the Board. Your Beard believes that a properly constituted and effective Committes
is key to enswing that Executive Directors’” and other colleagues’ remuneration is aligned with shareholders’ interests and that it motivates Executive
Directors and other colleaguss to enhance the absolute performance and the relative competitiveness of the Group. The Committee’s terms of
reference are summarised in Appendix 1.

4, Membership of the Remuneration Committee

The members of the Committee during 2004 were all independant Non-executive Directors, as shown below:
Brian lvory (Chairmany

Sir Ronald Garrick

Coline McConville

Philip Yea (until 30 June 2004)

At the invitation of the Chairman of the Comimittee, the Group's Chairman and the Chief Executive attend Committee meetings to provide background
and context on matters relating to the remuneration of the other Executive Directors and other colleagues in the Group, but do not attend when their
own remuneration or contractual terms are discussed. No Direcior is involved in determining his or her own remuneration or contractual terms.

During 2004, the Committee met on seven occasions and the atiendance of Committee memiers is as shown below:
Brian Ivory {Chairman) - seven meetings

Sir Ronald Garrick — seven meetings

Coline McConville — seven meetings

Philip Yea ~ four meetings (of a possible four meetings)

This frequency of mestings enables the Committee regularly to review, for Executive Directors and other senior cofieaguss, overall reward and the
components thereof, in refation to the absolute performance and the relative competitiveness of the Group.

The performance of the Committee is evaluated as part of the overali evaluation of the performance of each Non-executive Director, as set out in the
Corporate Govarnance Repert on pages 56-58.

5. Advisors to the Remuneration Committee

During 2004, lan Goodwin, an internal reward consultant, acted as Secretary to the Committee and provided advice to it. Harry Baines, the Company

Secretary, also provided advice 1o the Committee. In addition, the Committee sought independent externat advice on rermnuneration matters. The

Committee does not retain advisors but uses organisations best suited to undertake specific projects from time to time. During 2004, the Committee

took advice, directly or indirectly, from:

» Watson Wyatt LLP, in relation to pension issues; this organisation also advises the Group and the trustees of various Group pension plans on a
range of pension issues;

* Hay Group, Towers Perrin and Watson Wyatt LLP, in relation to remuneration issues; these organisations also advise the Group on a range of
remuneration issues;

* New Bridge Street Consultants LLP, in relation to various policy issues and in relation to the preparation of this report; this organisation also provides
general advica to the Group on remuneration issues and independent performance measurement results for grants under the long term incentive
plan which applies to most senicr colleagues; and

+ Linklaters, in refation to various policy issues and in refation to the preparation of this report; this organisation also provides legal advice to the Group
on remuneration and other issues.

In the: opinion of the Cornmittee, there were no conflicts of interest during 2004 in relation to these organisations advising both the Group and the Committes.
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6. Compliance with the Combined Code
Full detaits of the Group's approach to Corporate Governance, including compliance with criginal and revised versions of the Combined Code,
are included in the Corporate Governance Report on page 55.

The Beard has followed and complied with both the originat and the revised versions of the Combined Code as well as the Regulations in preparing
this Report and in designing performance-related incentive plans for senior colleagues.

7. Service contracts

The arrangements relating to the provision of the services of the Chairman of the Group are covered by a contract which extends to 30 June 2005.

If the contract is terminated by the Group prior to the expiry of the term, contractual compensation equivalent to the balance of the fees payable during
the balance of the term (subject to a maximurm compensation equivalent ta one year's fees) may, in certain circumstances, be payable. As announced
on 28 February 2005, the Group has invited Dennis Stevenson 1o serve a further term as Chairman following the expiry of his current appointment

on 30 June 2005. He has accepted that invitation and, subject to his re-glection being approved by shareholders at the 2005 AGM, will therefore

serve as Chairman for a further three years commencing on 1July 2005,

All the Executive Directors have rolling service contracts which can be terminated by the Group on one year's notice or by the Director on six months’
notice. If any contract is terminated by the Group prior to the expiry of the term, contractual compensation up to the equivalent of one year's basic
salary may, in certain circumstances, be payable. There is ne contraciual compensation entittement for any of the Directors beyond this. Executive
Directors are expected to make reasonable efforts to mitigate for any loss arising from early termination of their contracts.

It is the Committee’s policy to design service contracts for any newly recruited Executive Directors in a comparable form 1o the contracts of existing
Executive Directors.

Non-executive Directors are appointed by letter for an initial term of three years with an expectation that in most cases, and subject to satisfactory
performance, they will be invited to serve a second three-year term. In exceptional circurmnstances, where the Beard is satisfied that it is in the interests
of the Group and its shareholders, a Non-executive Director may be asked to serve a third three-year term. Notwithstanding these three yearly terms,
appointments of Non-executive Directors can be terminated on one month's written notice given either by the individual Director or by the Group.

8. External appointments

The Group recognises that Executive Directors may be invited to become non-executive direciors of other companies and that such appointments
can breaden their knowlsdge and experience, to the benefit of the Group. Provided that it does not impact materially on their executive duties,
Executive Directors are generally encouraged to accept one such appointment. They may retain any resulting fee. In certain circumstances, two such
appcintments may be permitted. The fees payable in respect of any second appeintments wiil be donated to charity.

g. Share ownership

The Group believes that share ownership by colleagues throughout the Group enhances their alignment with shareholders' interests. Therefore

colleagues in the Group are able to acquire shares as a resuit of:

+ the sharesave plan;

*» short term incentive plans. Al colleagues can opt to take the whaole or part of their annual incentive in shares rather than in cash. Those who take
their annual incentive in shares, retain them for three years and remain with the Group for that period {(or rank as qualifying leavers) receive
a 50% enhancement of such shareholding (this facility is termed “sharekicker™;

» long term incentive plans. Share grants of varying percentages of salaries were made to senior colleagues {about 160 in all) effective from the start of 2004.
Share options equivalent to 20% of salary were made to all Group colleagues, other than the most senior colleagues (about 50 in all), eardy in 2004, and

* personal purchase using the Group’s, or other, sharedealing factities.

These arrangements assist colleagues throughout the Group to acquire shares. They form a key element of the Group’s commitment to creating a
competitive, flexible and performance-oriented reward structure,

The Group requires all of its Directors {including the Chairman and the Non-executive Girectors), together with other senior colleagues, to acquire and
retain significant numbers of shares relative to base salaries or fees. in the case of each Director the value of the shareholding is required to be at least
100% of base salary or base fee within three years of appointment or, based on average personal shareholdings, by 2006, whichever is the later.

10. Remuneration policy for Executive Directors and other senior colleagues
To deliver its objective of creating real increases in shareholder value relative to the finance sector, the Group needs to attract and retain the most
capable and committed people and create the right empioyrnent conditions and reward opportunities for thern.

The remuneration policy for Executive Directors and their most senior colleagues is aligned with this objective. Accordingly, the focus of remuneration policy
is not simply on salary but is on incentive plans that are aligned with the delivery of both operating plans and increases in shareholder value.

Therefore, for 2005 and {subiect to review) for 2006, as was the case for 2002, 2003 and 2004:
= salary pciicy is set at around market median for the financial services sector;
* short term incentive plans are based on the delivery of annual operating plans; and

* long term incentive plans are focused on the creation of relative additional sharehclder value. Participants do not receive any shares under the main
plan unless the Group's relative total sharehoider return is above that of the finance sector as measured using the weighted average total shareholder
return of a comparator group of companies. This long term plan is highly geared so that average performance (or worse) generates no reward but
outstanding performance generates a high level of reward.
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Other than as set out in Sections 10.3 and 10.4, there are no definitive plans, at present, to make any changas to this remuneration policy for 2005
and beyond, We have, however, committed to review our long term incentive plans in 2005 and we will review overadl remuneration policy in the light
of arganisational needs, market positioning and the impending legislative pension changes.

{in broad terms, for every £100 of target reward for Executive Directors, about £49 is guaranteed and £51 is performance contingent. Sustained
exceptional performance can result in a further £59 of reward. Of the performance element of reward, between 25% and 35% is based solely
an annual performance with the rest based on triennial performance or retention.

For remuneration purposes, roles in HBOS falf into one of ten Levels, 1-8, the HBOS Executive and the Executive Directors. The newly formed group
of the HBOS Executive, together with the Executive Directors, comprises the most senior colleagues in the Group, about 25 colleagues in all, and
is involved directly in major decisions taken by the Group and, in particular, the development of the Group's strategy.

This report covers colieagues who fall into Level 8 and above, about 50 colleagues in all, but with emphasis on Directors, Appendix 2 gives broad
details of remuneration arrangements for those in Levels 1-7.

10.1 Salary

Salary benchmarks are reviewed annually, taking account of information from independent sources on salary rates for comparable jobs in the finance
sector and in other selected major listed companies. Actual salaries are normally reviewed annually in May but can be reviewed at any time. There is
no automatic annual salary increase.

The benchmarking process is both extensive and rigorous. It is designed to ensure that the median salary policy adepted by the Committee
demonstrably applies in practice. Specifically, the Committee censiders data sourced from Hay Group, Towers Perrin and Watson Wyatt LLP;
as well as data sourced from annual reports and accounts of other relevant companies. These include the “FTSE15” - seven companies bioger
than and seven companies smaller than HBOS - together with other major banks, insurance companies and retailers.

Base salaries of the Executive Directors after the most recent review with effect from May 2004, and at 31 December 2004, were:

James Crosby £825,000, Mike Ellis £560,000 {retired 31 Decemibber 2004), Phil Hodkinson £440,000, Andy Hernby £610,000,
Colin Matthew £440,000 and George Mitchelt £565,000.

At the date of his appointment on 30 April 2004, and at 31 December 2004, Mark Tucker’s base salary was £560,000.

At 31 December 2004, the average salary for those in the HBOS Executive and Level 8 was £239,400; the upper quartile was £270,000 and the
lower quartife was £200,000.

10.2 Incentive plan philosophy
The purpose of the incentive plans is to provide a direct link between each individual’s remuneration and three components of performance, namely
their own, that of the division they work in and that of the Group, both annually and over the longer term.

All Executive Directors and a substantial majority of other senior colleagues participate in incentive plans which are Group-wide. Performance targets
and levels of participation differ in order to align overall individual remuneration with the Group's policy obsjectives outlined earlier. Different, market
specific, arrangements exist for a small number of senior colleagues within the Group.

Payment of incentives, for Executive Directors and certain other individuals, is subject to the approval of the Cormmittee. Except in certain circumstances
in respect of initial pericds of employment, it is the Committee’s policy that no Executive Director should have a contractual right to an incentive.

Incentive arrangements (o apply during 2005 are set out below.

10.3 Short Term Incentive Plans

The levels of incentive payments are dependent on the extent to which participants achieve their operating plan cbjectives. in 2005, for Executive
Directors, payment of the target incentive will require the achisvemnent of targets which include earnings per share ('EPS’) and return on eguity {{ROE’)
and the attainment of a certain level of profit before tax and exceptional items (*PBTE’). Examples of benchmark payment levels which apply for 2005
are as follows:

Category Incentive as a % of salary
Target Maximum
Executive Directors 75 1125
HBOS Executive 75 112.5
Level 8 60 0
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The Committee, in setting targets for EPS, BOE and PBTE for 2005, will take account of the new Internaticnal Financial Reporting Standards.
EPS, ROE and PBRTE outcomes are reviewed by the Audit Committee for the purposes of determining outcomes under the plan,

The levels of incentives shown in the table on page 64 require participants i take their annual incentive in shares (the sharekicker facility referred to in
Section 9) rather than in cash; to retain their shares for three years; and to remain in Group employment or to rank as a qualifying leaver during the three year
pericd. The Committee believes that this feature clearly aligns the interests of participants and shareholders by encouraging participants to be both long term
colleagues and long term shareholders, having first achieved stretching performance targets in refation to their operating plans. Participants may take their
annual incentive in cash in which case the incentive is released at two-thirds of the level which would normally apply were the incentive taken in shares.

These incentive levels are higher than gpplied {excluding the special short term incentive) in 2004 when, for Executive Directors and Level 8 colleagues, the
targets were 60% and 52.5% and the maxima werg 30% and 78.75%, respectively. The Committee increased ongeing incentive levels to maintain HBOS’s
competitive remuneration position in the financial services sector, in order to help attract and retain the most capable and committed Executive Directors and
their most senior colleagues.

In relation to 2004, the oulcomes for EPS, ROE and PRTE were, taken overall, slightly ahead of what were deliberately stretching targets set at the start of
the year; and shost term incentive cutcomes were, therefore, slightly ahead of target levels.

10.4 Long Term Incentive Plans

Participants are granted conditional shares shortly after the start of the financial year equal to the number of shares secured by a percentage of the
participant’s salary and based on the price of the Group's shares, using the average market price in the last ten business days of the pravious financial
year. For awards in 2005, grant levels will be as follows:

Category Conditional share grant
as a % of salary
Executive Directors 100
HBCS Executive 66.67
tevel 8 66.67

The number of shares ultimately refeased to participants under the plan is dependent on the Group's annualised Total Shareholder Return (TSR} (defined as
the gross overall return on ordinary shares of HBOS after all adjustments for capital actions and re-investrment of dividends or other income) aver three year
periods, compared 1o the annualised weighted average TSR of a basket of comparator companies: Alliance & Leicester, Aviva, Barclays, Bradford & Bingley,
Legal & General, Lloyds TSB, Northern Rock, Prudential, Royal Bank of Scotland and Royal & Sun Alliance, over equivalent periods.

For awards in 2005, any releases early in 2008 will be as follows:

Group’s relative Amount released as
TSR performance a % of share grant
0% p.a. {of below) 0
+3% p.a. 100
+6% p.a. (or above) 200

Intermediate positions will be determined by interpolation.

If the relative TSR performance does not exceed 0% p.a. after three years, the conditional share grant lapses. There is no retest in this or any other
circumstance.

The Committee believes that TSR is an appropriate performance measwre because it is a robust and transparent measure of the creation

of sharehclder value; that a relative measure is more motivaticnal and competitively appropriate than an absolute cne; and that a weighted average
group made up of the biggest domestic banking and insurance companies is the most valid comparater and gives a more effective performance test
than a traditional ranking-based league table.

Calculations of TSR performance ara performed independently of the Group by New Bridge Street Consultants LLP for the purposes of determining
outcomes under the plan.

If the weighted average TSR of the comparater companies is at least 0% p.a., HBOS sharehclders wili enjoy additional return eguivalent to at least
£6.36bn over 2005-2007 for share grant participants in 2005 to enjoy maximum releases early in 2008. The estimated face value of conditional
share grants for 2005 is about £37.1m in respect of about 200 participants. Maximum releases would amount t¢ about £34.2m plus share growth
plus dividends.

The Executive Directors and colleagues who are in the HBOS Executive or Level 8 have never been granted share options with HBOS and will not be
granted share options in 2005. There are no plans to grant share options to these individuals in future years. The Executive Directors and other senior
colleagues will, however, parficipate in the free share scheme to be introduced for all eligible UK colleagues in 2005, under the Share Incentive Plan
iegislation. That legislation, in broad terms, requires all such employees to be included in the scheme, up to the free share fmit of £3,000 p.a.
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The Executive Directors and other senicr colleagues may participate in the sharesave plan. This is a standard tax-approved scheme available
to all colleagues, with no performance conditions.

These overall incentive levals are broadly the same as those which applied in 2004.

In refaticn to 2002-2004, the cutcome for TSR was 7.44% p.a. ahead of that of the comparator group and long term incentive cutcomes will,
therefore, be at maximum levels.

10.5 Benefits
Each senior colleague is provided with benefits, which principally comprise a company car {or cash in lieu), pension arrangements, paid leave,
healthcarg cover and preferential terms for some Group preducts.

Individuals are generally included in membership of tax-approved final salary pension arrangements and, for certain individuals who joined the Group
after 1989, for membership of separate final salary pension arrangements. These arrangements, taken together, provide a personal pension benefit
based on salary only, with a maximum pension of two thirds of final salary {in broad terms, the last 12 months’ salary) at normal retirement age (age
60}, subject to the nacessary pensionable service. The arrangements also provide a lump surm fife assurance benefit of four times salary and pension
benefits for spouses/dependants and qualifying children.

Recent recruits have been, and future recruits will be, included in tax-approved money purchase pension arrangements or separate arrangements
of equivalent value. These arrangements also provide a lump sum life assurance benefit of four times salary.

All tax-approved benefits are subject to Inland Revenue limits. Pension entitlement is based on salary only.
During 2005, the Committee will review pension pelicy in the light of the legislative changes which are being introduced from Aprit 2006.

11. Remuneration policy for the Chairman

The remuneration policy for the Chairman recognises that, whilst the Chairman was independent of the organisation when he joined it, he is not now regarded
as independent. The Chaimman plays a key role in influencing the strategic direction of the Group and ensuring performance delivery. It is therefore appropriate
that the Chairman’s reward arrangements are based on a mixture of guaranteed pay and performance-related long term incentive.

The base fee of the Chairman after the most recent review with effect from 1 July 2004, and at 31 December 2004, was £550,000.

In addition, as has been the case in HBOS since 2002, the Chairman is included in a long term incentive plan equivalent to that described in Section
10.4 and therefors receives an armual conditional grant based on 100% of his fee and subject to the same performance conditions as apply to
Executive Directors.

The Comimiitee established the long term incentive plan for the Chairman through a separately constituted scheme, for two reascns. Firstly, so that
shareholders could vote on this scherme quite separately from any vote on the scheme applying to Executive Directors. Secondly, for legal reasons,
because the Chairman is not an employee of the Group and cannot therefore be included in the share-based long term incentive plan described in
Section 10.4 as that plan is available to employees only. In practice, however, the scheme which applies for the Chairman is a mirror image of the
scheme applying 1o Executive Directors.

There is no short term incentive plan and there are no benefits (car, pension, paid leave, healthcare} for the Chairman. The Chairman is reimbursed for
a proportion of his office expenses.

The Chairman’s overall remuneration is about 40% of that of the Chief Executive, with a slightly lower proportion of such remuneration dependent on
performance. The Committee does not slavishly crass-reference reward to a particular time commitment: in practice the Chairman has always been
available as required by the Group and, in broad terms, spends about half his working time on HBOS business.

12. Remuneration policy for Non-executive Directors
Remuneration for Nen-executive Directors consists sofely of fees. There are no short term incentive plans or long term incentive plans or benefits (car,

pension, paid leave, healthcare) for Non-executive Directors.

The current base Board membership fee for each Non-executive Director after the most recent review, effective from 1 May 2004, is £45,000. In
addition, fees are paid for services on committees and for directorships of subsidiaries and joint ventures,

Fees are set based on comparisons with ather non-executive director fees and time commitments in comparable companies,
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13. Directors’ Remuneration for the year ended 31 December 2004
13.1 Emoluments
Table 1a below has been prepared in accordance with regulatory requirements in respect of Directors’ remuneration for the year ended 31 December 2004:

Table 1a Notes Salary Taxable Annual Deferred Total Comparative
(including, benefits cash share year total year
fees & incentive incentive ended ended
further for 2004 for 2001 31.12.04 31.12.03
remu-
neration)
£000 £000 £000 £000 £000 £000
Chairman
Dennis Stevenson 3 538 - - - 538 510
Executive Directors
James Crosby 1,5,6,8,9 808 24 534 117 1,483 1,072
Mike Eliis 1,2,89 553 17 362 88 1,020 757
Phil Hodkirison 1.5,6,8,8 427 19 285 - 731 571
Andy Hornby 1,5,6,8,9 598 18 385 67 1,078 810
Colin Matthew 1,89 423 13 285 - 721 553
George Mitchell 1,8,9 557 14 368 - 937 754
flark Tucker 1,789 375 7 362 - 744 -

Non-executive Directors

Charies Dunstone 4 56 - - - 56 51
Sir Ronald Garrick 4 158 - - - 158 145
Anthony Hobson 4 195 - - - 195 65
Brian vory 4 124 - - - 124 91
Coline McConwille 4 7C - - - 70 57
John Maclean 4 134 - - - 134 84
Kate Nealon 4 19 - - - 49 -
David Shearer 4 50 - - - 50 -
Former Directors

Sir Peter Bunt 2 - - - - - 20
Gordon McQueen 2 - - - - - 508
Sir Bob Reid 4 19 - - - 19 53
Louis Sherwood 4 38 - - - 38 112
Philip Yea 4 29 - - - 29 51
Total 5,21 112 2,589 272 8,174 6,454

Notes to Table 1a

Note 1

The annual cash incentive amounts, approved by the Committee, relate to performance under both the short term incentive plan and the special short
term incentive plan in 2004 against targets including those for earnings per share and return on equity and the attainment of a certain level of profit
before tax. The target cash incentive was 60% of salary and the maximum cash incentive was 90% of salary. Annual cash incentive figures exclude
potential sharekicker enhancements for any element of the incentive taken in shares. Details of potential sharekicker enhancements from earlier years
are set out in Table 5.

The deferred share incentive amounts, approved by the Committee, relate to the release of the additicnal shares under sharekicker as set out in Table 5.

Note 2

Mike Ellis retired as an Executive Director on 31 December 2004 based on terms set out in his contract. No termination payment was made.
Gordon McCQueen retired as an Executive Director on 31 December 2003 based on terms set out in last year's Report. Sir Peter Burt retired
as Executive Deputy Chairman on 6 January 2003 based on terms set out in last year's Report.

Note 3

The fee payment to Bennis Stevenson gomprises payrments made to him personally in respect of hig service as Chairman of the Group of £538,000
(2003 - £510,000).

Note 4

From 1 May 2003 the basic Board membership fee payable 10 Non-executive Directors was at a rate of £40,000 p.a. and from 1 May 2004 it was
increased to a rate of £45,000 p.a. The basic Board membership fee covers the range of duties and respensibilities associated with Non-executive
Directorship, including Board meetings and the Annual General Meeting.

Tre figuras shown in the table above also include fees for services on committees of the Board, details of which are set out in the Corporate Governance
Report on pages 56-58. The levels of fees for some Non-executive Directors reflect the significant time spent by them on such commitiee duties.

Annual Report and Accounts 2004 HBOS ple 67



Report of the Board in relation to
remuneration policy and practice continued

The figures shown in the table above aiso include fees for services as Directors of subsidiaries and joint ventures; and for services on other
committees. The fees in relation to these subsidiaries, joint ventures and commitiees were as follows:

Table 1b 2004 2003

£000 £000
Charles Cunstone 12 12
Sir Ronatd Garrick - -
Anthony Hobson 80 46
Brian Ivory a2 38
Coline McConville 12 12
John Maclean 83 ag
Kate Nealon 5 -
Sir Bob Reid 2 B
David Shearer 13 -
Louis Sherwood 22 65
Phiiip Yea 4 8
Total 265 223

Kate Neafon and David Shearer were both appointed to the Board on 23 March 2004. Sir Bob Reid and Louis Sherwood both retired from the Beard
on 27 April 2004 and Philip Yea resigned from the Board on 30 June 2004.

Nate 5

The safaries shown for James Crosby, Phil Hodkinson and Ardy Hornby are the amounts of safary they would have received had they not given up
£19,008, £1,606 and £11,896, respectively, as additicnal pension contributions. Short term incantives, long term incentives and pension entilements
have been calculated by reference to salaries prior to the reductions for additional pension contributions.

Note 6

Certain Executive Directors are non-executive directors of other companies. Their roles and fees were as follows:

James Crosby was a Non-executive Director of ITV ple throughout 2004. The annual rate of fee {which he retains) is £60,000.

James Crosby was appcinted a Non-executive Director of the Financial Services Authority from 15 January 2004. The annual rate of fee (which he
donates to charity) is £22,500.

James Crosby and Phit Hodkinscn were Non-executive Directors of St. James's Place Capital pic througheout 2004. The annual fees are paid directly
to HBOS and not to them personally.

Andy Hornby was appointed a Non-executive Director of GUS plc from 21 January 2004. The annual rate of fee {which he retains} is £35,000. In
addition, the annual rate of share-based fee (which he retains} is 2,500 ordinary shares in GUS ple, equivalent to £23,450 hased on the market price
of GUS plc’s ordinary shares at 31 December 2004,

Note 7

Unlike all other Executive Directors, Mark Tucker is not included in final salary pension arrangements. His contract provides for other arrangements to
a value of 25% of satary per year. The nature of this remuneration eferment has not yet been established and so it does not appear in Table 1a.

Note 8

The annual cash incentives for 2004 may be applied, if participants so choose, to buy shares in March 2005 under the arrangements described in
Section 13.3.2. The deferred share incentives for 2001 are the values of additional shares refeased in 2004, if participants chase to buy shares in
March 2001 with their annual cash incentive under the arrangements described in Section 13.3.2.

Note 9
Taxable benefits comprise the benefits in kind values of company cars, healthcare, additional life assurance and concessionary rate morigages.

13.2 Pension benefits
Details of each Executive Director's pension and lump sum life assurance entitlernent, and the annual contributions (as percentages of pensionable
salaries) required to meet the costs of providing those benefits, are as follows:

Table 2 Normal Pensionas  Lump sum Cost of
retirement a % of life benefits
age final salary assurance as a % of
as a multiple salary

of salary
Jarmes Crosby 680 66.7 4 52
Mike Ellis 680 66.7 4 55
Phil Hodkinson 60 56.3 4 52
Andy Hornby 60 66.7 4 45
Colin Matthew 60 66.7 4 26
George Mitchell 60 686.7 4 26
Mark Tucker 60 n/a 4 26
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Notes to Table 2

Note 1

Pension is generaliy based on retirement from service at nomnal retirement age (age 60) and is based on final salary disregarding, where relevant, the earnings
cap as defined in the Finance Act 1989, Pension and lump sum life assurance is provided from the Bank of Scotland 1976 Pension Scheme (the 'Scheme’),
for Colin Matthew and George Mitchell, and from the Halifax Retirement Fund (the "Fund?), for James Crosby, Mike Ellis, Phil Hodkinson and Andy Hormby; to
the extent permitted by legislation, and otherwise from separate arangements with the Group. The cverall pensions shown generally accrue at rates of one
sixtieth of salary for each vear of service (for members of the Scheme) and ane thirtieth of salary for each year of service (for members of the Fund).

Note 2

Costs are based on estimates, by the actuaries to the Scheme and to the Fund, from Watson Wyatt LLP, of the costs to the Group over the future
service periods of the Executive Directors using “attained age” rates. Costs are calculated on funding assumptions adopted for actuarial valuations of
the Scheme and the Fund and do not distinguish between the costs of providing benefits from the Scheme and the Fund and the costs of providing
benefits from separate arrangements. The costs exclude those covered by personal contributions from Executive Directors but include aftowance for
the current cost of self-insuring the risk benefits for death in service and ill-health retirement.

Note 3

On death after retirement or after leaving service, a spouse’s pension equai 1o 50% of the member’s pension for the Scheme and 86.7% of the
member's pension for the Fund may be payable, Children’s benefits may alse be payable.

Under the Scheme, Executive Dlirectors require the consent of the Company before retiring eardy. Under the Fund, Executive Directors have a
contractual right to retire at age 55 or above with a nen-reduced pension and at age 50 or above (but below age 58) with & reduced pension.
Pension increases after retirement are a mixture of guaranteed and discretionary. Scheme pensions in respect of service before 6 April 1987 are not
guaranteed to increase. Scheme pensions in respect of service after 5 April 1997 are guaranteed to increase in line with the Retail Prices Index,
subject to a masdmum of 5% p.a. The Fund guarantees to increase pensions in line with the Retail Prices index, subject to a maximum of 5% p.a. and
a minimum of 3% p.a. {no minimum for pensionable service after 31 March 2004). Therz is an established policy of reviewing pensions on a
discretionary basis taking account of increases in the Retail Prices Index.

Alfowance is made in transfer values on leaving in respect of the guaranteed and discretionary increases outlined above.

Note 4
The potential pension arrangements for Mark Tucker are not included in Table 1a but are set out in Note 7 to Table 1a. Their value is currently included

in Tabk: 2 opposite.

The pension entitlerents of the Executive Directors included in final salary (defined benefit) schemes are set out in the table below:

Table 3
Increase in Transfer value at Increase in
Accrued accrued transfer value
pension pension less
at during Director’s
31.12.04 2004 31.12.03 31.12.04 contributions
Name Age £000 p.a. £000 p.a. £000 £000 £000
James Crosby 48 494 68 [59] 5,768 7,427 1,627 [767]
Mike Ellis 53 368 37127] 5,820 7,196 1,354 [482]
Phil Hodkinson 46 a7 17 [16] 358 608 233 (182}
Andy Hornby 37 115 26 [23] 683 958 251 [154]
Colin Matthew 54 270 3t j24] 3,276 4,074 798 [356]
George Mitchell 24 353 29 [20] 3,564 4,175 617 (243]

Notes to Table 3:

Note 1

The accrued pension at 31 December 2004 is the pension which the Director would have been entitied 10 receive based on his completed pensichable
service, had he left on 31 December 2004, payable from normal retirement age (age 60) and subject to revaluation increases between leaving and retirement.
Note 2

The increase in accrued pension is the accrued pension at 31 December 2004 less the accrued pension at 31 December 2003. The amount shown in
square brackets is calcutated on the basis of the disclosure methodology under the requirerments of the Listing Requirements of the UK Listing Authority.
Note 3

The transfer values are based on the accrued pensions at 31 Decernber 2003 and at 31 December 2004 and are calcidated as at 31 December 2003
and 31 December 2004 respectively based on factors supplied by the actuaries, from Watson Wyatt LLP, of the relevant pension schemes. The
transfer values are the notional Iump sums which would have been paid to ancther pension scheme for the benefit of the Director had he [eft service
at the respective dates. It is not possible for a transfer value to be paid directly to the Director personally. The amount shown in square brackets is
calculated on the basis of the disclosure methodology under the requirements of the Listing Reguirements of the UK Listing Authority.

The arrangerments for George Mitchell currently provide for some of his benefits to be paid on an urreduced basis onty from age 65 {and, in these
circumstances the transfer values (£000) at 31 December 2003 and 31 December 2004 are £2,981 and £3,507) but he has a right, shortly before age
80, to elect that all his benefits are paid on an unreduced basis at age 60. The transfer values shown in the table for George Mitchall assume that all
of his benefits would be taken on an unreduced basis at age 60.
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Note 4

The Director's contribution is the personal contribution required under the terms of the Fund. No personal contribution is required under the terms

of the Scherne. The contributions for James Crosby, Phil Hodkinson and Andy Hornby are aggregates of the personal contributions required under
the terms of the Fund, subiject to the statutory limit, together with the amounts of salary they gave up as additional pension contributions as cutfined
in Note 5 to Table 1a. Members of the Group's pension schemes have the option to pay additional voluntary contributions; neither the contributions
nor the resuiting benefits are included in Table 3.

Note 5

Mark Tucker is not included in any defined benefit scheme of the Group. There were no other contributions by the Group to any money purchase
pension arrangements in respect of any Director during 2004,

13.3 Share interests
13.3.1 Shares
The beneficial interests of the Directors and their immediate families in the ordinary shares of the Group are set out below:

Table 4 Number Number
of shares of shares
at 31.12.04  at 31.12.03/
01.01.04*
Chairman
Dennis Stevenson 221,726 166,541
Executive Directors
James Crosby 279,407 184,280
Mike Ellis 275,786 168,833
Phil Hodkinson 112,419 28,806
Andy Hornby 252,640 174,752
Colin Matthew 88,032 72,366
George Mitchell 90,562 72,622
Mark Tucker Nil Nil
Non-executive Directors
Charles Dunstone 100,000 100,000
Sir Ronald Garrick 19,611 17,306
Anthony Hobson 6,500 5,500
Brian ory 7,000 11,000
Coling McConville 2,070 2,070
John Maclean 5,000 5,038
Kate Nealon 8,198 Nil
David Shearer 10,000 Nil

* or date of appointment, if later.

Notes to Table 4

Note 1

James Crosby, George Mitchell, Brian lvory and John Magclean all have a non-beneficial interest as at 31 December 2004 over 2,217,607 ordinary
shares of the Group (2003 - 4,514,752} as Trusteas of the Bank of Scotland Profit Sharing Stock Ownership Scheme. Brian Ivory has a non-beneficial
interest over 4,500 ordinary shares (2003 - 4,500).

Note 2

Certain Directors wilt receive further interests in the ordinary shares of the Group arising out of the short term incentive plang and, potentially, the long
term incentive plans as set cut in Tables 5, 6, 7 and 8.

Note 3

No Director had any interest in the preference shares of HBOS or in the lean or share capital of any Group undertaking at the beginning or during or
at the end of the financial year. No options to subscribe for shares in other Group companies are granted to Directors of the Group.

Neither James Crosby nor Phil Hodkinson, who are both Non-executive Directors of St. James’s Place Capital ple, nor their immediate families had
any interest in the ordinary shares of that company throughout 2004.

Note 4

There has been no change in the share interasts as set out in the table between the end of the financial year and 1 March 2005, the date of approval
of this Annual Report and Accounts.

13.3.2 Short Term Incentive Plan — HBOS Directors and former Halifax Directors

Centain Executive Directors have conditional entitlements to shares arising from the annual incentive sharekicker. Where the annual incentive for
2000 and/or 2001 and/or 2002 and/or 2003 was taken in shares and these shares are retained in trust for three vears, additional shares may also
be iransferred to the Directors. The basic shares shown below which have already vested are also included in Table 4. The additional shares shown
opposite arise as a result of sharekicker.

70 HBOS ple Annual Report and Accounts 2004



Table 5 At Added Released At

31.12.03/01.01.04 in year in year 31.12.04
Grant

effective Basic Additional Basic Additional Basic Additional
from shares shares shares shares shares shares
James Crosby Mar 01 19,420 9,710 29,130 - -
Mar 02 38,671 19,335 38,671 19,335
Mar 03 32,177 16,088 32,177 16,088
Mar 04 - - 24,850 12,425 24,850 12,425
90,268 45,133 895,698 47,848
Mike Eliis Mar 01 14,617 7,308 21,025 - -
Mar 02 29,003 14,501 29,003 14,501
Mar 03 23,889 11,044 23,889 11,944
Mar 04 - - 17,315 8,657 17,315 8,657
67,500 33,753 70,207 35,102
Phil Hodkinson Mar 02 10,327 5,163 10,327 5,163
Mar 03 18,282 9,141 18,282 3,141
Mar 04 - - 12,826 6,413 12,826 6,413
28,609 14,304 41,435 20,717
Andy Hornby Mar 01 11,067 5,633 16,600 - -
Mar 02 23,625 11,762 23,525 11,762
Mar 03 21,939 10,962 21,939 10,969
Mar 04 - - 18,437 9,218 18,437 9,218
56,531 28,264 63,901 31,949
Colin Matthew Mar 02 11,384 5,692 11,384 5,692
Mar 03 18,282 9,141 18,282 9,141
Mar 04 - - 12,505 8,252 12,505 6,252
29,666 14,833 42 171 21,085
George Mitchell Mar 02 14,035 7.017 14,035 7,017
Mar 03 23,889 11,244 23,889 11,944
Mar 04 - - 17,315 8,657 17,315 8,657
37,924 18,961 55,239 27,618

Notes to Table 5
Note 1
Shares under these plans were granted using the market price at the date of grant, as follows:

Plan Share grant price £
Mar 2001 — Mar 2004 6.752
Mar 2002 — Mar 2005 7.68
Mar 2003 — Mar 2008 B6.76
Mar 2004 — Mar 2007 7.36
Note 2

Shares will be released after three vears, subject t¢ the basic shares still being held and subject to the participant still being in the Group’s
employment at that time or being a qualifying leaver.

Note 3

Because the basic shares are shown net of each participant’s original income tax and National Insurance liability, the additional incentive shares are
shown in a like manner. In practice, the value of the grossed-up equivalent additicnal shares (inclusive of associated income tax ang National
Insurance) will be shown in Table 1a at the time of refease, as is the case with those released in the year on 3 March 2004, Those released in 2004
represented the basic shares purchased by the Director's own annuat cash incentive in March 2001 plus the additional shares arising as a result of
sharekicker.

Note 4

Following his retirement on 31 December 2003, Gordon McCQueen retains interests under the short term incentive plan through grants of basic and
additional shares of 18,406 and 9,203, respectively (effective from March 2003) and 17,128 and 8,664, respectively (effective from March 2004).
These remain subject to the same plan rules as apply to existing Executive Directors.
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13.3.3 Long Term Incentive Plan and Special Long Term Incentive Plan - HBOS Directors and former Halifax Directors
Details of the shares which have been conditionally awarded to Directers under the plans are set out below. The performance conditions relating to
these conditicnal awards are set out in the notes below the table.

Table 6 Grant At Granted (G} Added asa Dividend re- Vested At
effective 31.12.03/ or result of  investment in year 31.12.04

from 01.01.04 Lapsed (L) superior shares

in year performance

James Crosby Jan 1 70,992 70,892 18,540 160,524 -
Jan 02 75,000 75,000
Jan 03 103,125 103,125
Jan 04 - 108,089 (G) 108,089
249,117 286,214
Mike Ellis Jan 01 53,435 53,435 13,854 120,824 -
Jan 02 56,250 56,250
Jan 03 76,562 76,562
Jan 04 - 75,313 (G) 75,313
186,247 208,125
Andy Hornby Jan O1 40,458 40,458 10,566 91,482 -
Jan 02 45,625 45,625
Jan 02 260,000 260,000
Jan 03 70,312 70,312
Jan G4 - 80,195 {G) 80,195
416,395 456,132
Phil Hodkinscn Jan 01 53,435 53,435 13,954 120,824 -
Jan 02 87,500 87,500
Jan 03 58,593 58,603
Jan 04 - 55,788 {G) 55,788
199,528 201,881
Colin Matthew Jan 02 45,625 45,625
Jan 03 58,593 58,503
Jan 04 - 54,393 (G) 54,393
104,218 158,611
George Mitchell Jan 02 56,250 56,250
Jan 03 76,562 76,562
Jan 04 - 75,313 (G) 75,313
132,812 208,125
Dennis Stevenson Jan 01 38,168 38,168 9,068 86,304 -
Jan 02 56,250 56,250
Jan 03 77,343 77,343
Jan 04 - 73,221 {G} 73,221
171,761 206,814
Mark Tucker Jan 04 - 156,206 (G} 156,206
Nil 156,206

Notes to Table &
Note 1

Shares under these plans, other than in relation to the second grant effective from January 2002 for Andy Hornby, were granted using the average

market price in the {en business days ending at the previcus year, as follows:

Plan and perfarmance period

Share grant price £

Jan 2001 - Dec 2003
Jan 2002 - Dec 2004/06
Jan 2003 - Dec 2005/07
Jan 2004 - Dec 2006

6.55
8.00
6.40
717
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Note 2

The grants effective from January 2001 and January 2002 for Phil Hedkinson, over shares having a value equat to 100% and 200% of salary,
respectively, were necessary to facilitate his recruitment in September 2001. Normat grant levels would have been 25% of salary (in respect of three
moenths' service in 2001) and 100% of salary, respectively. These higher grants have ne value unless HBOS outperforms the relevant cormparater
company weighted average, as set out in Section 10.4.

The grant effective from January 2004 for Mark Tucker, over shares having a value equal to 200% of salary, was necessary to facilitate his recruitment
in April 2004. The normal grant level would have been 67% of salary (in respect of eight rmonths’ service in 2004}. This higher grant has no value
unless HBOS cutperforms the relevant comparator company weighted average, as set out in Section 10.4.

Following his retirement on 31 December 2003, Gorden McQueen retaing interests under the plan through grants of 45,625 and 61,718 shares
effective from January 2002 and January 2003, respectively. These remain subject to the same plan rules as apply 1o existing Executive Directors.,

Note 3

Awards are not pensionable.

Note 4

The performance period for the January 2001 grant ended on 31 December 2003. HBOS's {and previously Halifax’s} TSR over the performance pericd
exceeded the weighted average of the comparator group by 13.45% p.a. so a maximum 200% of share grants have been released to grant recipients.
Without 2 maximum payout limit of 200%, the plan weuld have released 336% of share grants.

The shares granted in January 2001 vested on 1 March 2004, The closing market price of the Group’s ordinary shares on that date was £7.34.
In addition, dividend reinvestment shares have been released to grant recipients as set out in the table and as provided for under the rules of the
plans, The dividend reinvestment shares are the additional shares which would have accrued on the overall share grants actually released had
dividends due during the performance period been reinvested in shares. The shares received by the Executive Directors and the Chairman from
those granis are, after any sales to discharge ther personal tax and National Insurance liabilities on such shares, retained by them or on their
behalves for at least an additional two years and are included in Table 4.

Note &
Subject to performance, the shares granted under the fong term plan effective from January 2002 wili be refeased to most individuals shortly after
the three-year anniversary of the grant date.

As explained in last year's Report, for the 2002 and 2003 grants, all participants can choose to take any shares released after three years based

on the three-year performance outcome or can cantinue 1o participate in the plan for a further two years and take shares at that point based on

the better of the three-year and the five-year performance outcomes. This design feature seeks to motivate participants continually to sustain strong
performance or to improve lesser performance for their benefit and the benefit of shareholders. This feature does not apply for the 2004 grants

and will nct apply for any grants in subsequent years, to reflect the preference on “retesting” expressed by most major institutional investors.

Note 6

In the case of the Chairman, it is not pessible to include him in the standard Long Term Incentive Plan. Nor is it possible to include him in such

an arrangement where the grant is dencminated in shares. He is therefore included as the sole participant in the Special Long Term Incentive Plan

where the grants are awards of noticnal shares. He will become entitled to the cash value of any notional shares on vesting but has agreed that this

value will, subject to any withholdings for income tax or National Insurance, be applied in acquiring shares on his behaf.

Note 7

The number of shares to be released to participants is dependent on the Group's TSR over a three year period, compared to the annualised weighted

average TSR of a basket of comparator companies over an equivalent period. For the grants effective from January 2002 and January 2003, a five

year period can also apply. This basket of companies comprises:-

* for the January 2001 grants: Abbey National, Alliance & Leicester, Bank of Scotland®, Barclays, Britannic Assurance, Legal & General, Lioyds TSB,
Northern Rock, Prudential, Royal & Sun Alliance and Royal Bank of Scotland; and

* for the January 2002, 2003 and 2004 grants: Abbey National, Aviva, Barclays, Legal & Generat, Lloyds TSB, Prudential, Royal & Sun Afliance and
Royal Bank of Scotland, but with Abbey National replaced by Alliance & Leicester, Bradford & Bingley and Northern Rock with effect from 1 July 2004,

The Committee decided retrospectively to remove Abbey National from the comparator group, in respect of the January 2002, 2003 and 2004 grants,

effective from the end of June 2004 (immediately before bid activity started); and replace it with Alliance & Leicester, Bradford & Bingley and Northern

Rock effective from the start of July 2004. Thig revised group of companies will comprise the comparator group for the January 2005 grant.

*For the period for which it was an independent entity.

Shares have been or will be released as follows:

Group’s relative Amount released as a
TSR performance % of share grant
2001 grants

0% p.a. (or below) 0]
+4% p.a. 100"
+8% p.a. (or above) 200

2002, 2003 and 2004 grants

0% p.a. {or below) Q
+3% p.a. 100*
+6% p.a. (or above) 200

Intermediate positions are determined by interpalation.
* As shown as granted in the table.
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Note 8

The performance period for the January 2002 grant ended on 31 Becember 2004. HBOS's TSR over the performance period exceeded the weighted
average of the comparator group by 7.44% p.a., as illustrated in Chart 1, so a maximum 200% of share grants will be released 1o grant recipients,
subject to Note 5 on page 73. Without a maximum payout limit of 200%, the plan would bave released 248% of share grants.

In addition, dividend reinvestment shares will be released to grant recipients as provided for under the rules of the plans. The dividend reinvestment
shares are the additional shares which would have accrued on the overall share grants actually released had dividends due during the performance
period been reinvested in shares,

Full details concerning these shares, which will be released to the Chairman and the Exacutive Directors in March 2005, will be set out in the 2005
Annual Report and Accounts.

in respect of this January 2002 grant, the Cornmittee decided retrospectively to remove Abbey National from the comparator group of companies
with effect from the end of June 2004, (immediately before bid activity started) and to replace them with Alliance & Leicester, Bradford & Bingley and
Northern Rock from the start of July 2004. Had Abbey National been replaced at November 2004 [the date when the Company ceased 1o be
independently listed), the plan would still have released a maximum 200% of share grants to grant recipients.

The performance periods for the January 2003 and January 2004 grants {where there have been equivalent adjustments in respect of Abbey National)
do not end until 31 December 2005 and 31 December 20086, respectively. So far, HBOS's TSR over the two year and one year elapsed periods
exceads the weighted average of the comparator group by 9.55% and 4.91%, respectively.

Chart 1

Performance of HBOS for January 2002 award
Source: Datastream
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Note 9

The second grant effective from January 2002 for Andy Hornby relates to a different arrangement which apglies cnly to him. Early in 2003, the
Committee became aware of activity, principally from the retail sector, o secure Andy Hornby's services. Specifically, he had received an approach
to become Group Chief Executive of a major FTSE company. The Committee decided that, at that point in time, it would clearly be in the interests
of shareholders to secure Andy Hornby’s continued services but to do it on a basis where additional reward was performance contingent.

The Committee therefore decided to introduce a special incentive arrangernent which gives Andy Hornby the opportunity to receive up to 260,000
shares in April 2005, dependent on growth in the profitability of the Retail division over 2002 to 2004. In broad terms, the maximum release under

this special arrangement is delivered in April 2005 subject to an increase of at least 60% in the profitability of the Retail division, using a like for like
comparison, over the three year pericd, and provided that Andy Hornby is in the service of the Group at 31 March 2005 having not given notice

on or before that date. The Committee established that the incentive would accrug in three eguivalent tranches based on profitability performance to
the ends of 2002, 2003 and 2004. At the time of establishment of the incentive, the satisfaction of performance criteria to the end of 2002 established
an immediate retention feature within the scheme. Since then, performance criteria to the ends of 2003 and 2004 have also been satisfied. Full details
concerning these shares, which may be released to Andy Hornby in April 2005, will be set out in the 2005 Annual Report & Accounts.

i Andy Homby were to leave employment as a qualifying leaver or in the event of a change of control before April 2005, the accrued shares would
vest. If he were to leave in certain other circumstances, he would not receive any shares. Changes o certain key terms of the arrangement, in future,
wilt require shareholder approval.

The special incentive is not pensionable. At maturity in April 2005 it will be eligible for the 50% sharekicker enhancerent, which will be released if
Andy Hornby retains the shares and remains in the service of the Group untit 31 March 2008 (or ranks as a qualifying leaver before that date).

Taken overali, this special incerttive increases the maximum annual overall reward value for Andy Hornby by about 25% in each of the three years to
the end of 2004 and by about 12.5% in each of the subsequent three years to the end of 2007.
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13.3.4 Long Term Incentive Plan - Former Bank of Scotland Directors

Approved share options granted between 1995 and 2000 under Bank of Scotland’s plans were subject to a performance pre-condition that options
were not capable of being exercised unless growth in diluted earnings per share exceeded the growth in the Retail Prices index over a period of at
least three consecutive financial years by not less than 2% p.a.

No performance target applied in respect of unapproved share options following the third anniversary of grant, as agreed by Bank of Scotland
stockholders at the time of the merger with Halifax.

The performance target in respect of approved share options was satisfied on 31 December 2002 for all grants and consequently all options
are exercigable in accordance with the rules of the plans.

No further share options have been or will be granted under any of these plans.

Details of the options cutstanding under the plans in respect of Executive Directors are set out balow:

Table 7 Granted (G},
Exercised (E} Share
Grant At or option
effective 31.12.08/ Lapsed (L) At price
from 01.01.04 in year 31.12.04 £ Exercisable
Colin Matthew Oct 95 48,000 - 48,000 2.5983 Jan 5 - Oct 05
Oct 96 50,000 - 50,000 2.7367 Jan 05 - Oct 06
Qct 97 28,000 - 28,000 53533 Jan 05 - Gt 07
Qct 98 5,223 - 5,223 5.7433 Jan 05 - Oct 08
Oct 98 29,777 - 29,777 5.8350 Jan 05 - Oct 08
May 0C 40,000 - 40,000 55150 Jan 05 - May 10
Oct 00 40,000 - 40,000 5.1000 Jan 05 - QOct 16
241,000 241,000
George Mitchell Qct 26 50,000 - 50,000 2.7367 Jan 05 - Oct 06
QOct 97 35,000 - 35,000 5.3533 Jan 05 - Oct 07
QOct 98 40,000 - 40,000 5.8350 Jan 05 - Oct 08
May 00 5,572 - 5572 5.3833 Jan 05 - May 10
May 00 39,428 - 39,428 55150 Jan 05 - May 10
Qct 00 50,000 - 50,000 6.1000 Jan 05 - Cct 10
220,000 220,000
Notes to Table 7
Note 1
No Executive Director’s share options lapsed in the period 1 January 2005 to 1 March 2005, the date of approval of this Annual Report and Accounts.
Note 2

On 23 February 2004, Gordon McQueen, who retired as an Executive Director on 31 December 2003, exercised options over 29,777, 35,000 and
40,000 shares granted effective from October 1898, May 2000 and Octcber 2000, respectively; on 1 March 2004 he exercised options over 48,000,
45,000 and 32,000 shares granted effective from Cctober 1895, October 1996 and Cetober 1997, respectively; and on 2 June 2004, he exercised
options over 5,223 shares granted effective from October 1998. He has no remaining options under the plan.

The closing market prices on the dates of exercise were £7.555, £7.34 and £7.12, respectively.
Full details of these options were set out in last year's Report.

Note 3
Details of the market price of the Group’s ordinary shares during 2004 are given in Section 13.3.7.

13.3.5 Sharesave Plan
The sharesave plan s available to most Group colleaguss.

The plan allows colleagues 10 save a fixed amount of money on a monthly basis. At the end of a pre-determined period, of three, five or séven years,

colieagues have the right, if they so choose, 1o use the funds accumulated to purchase shares in the Group at a fixed price, based on a market price
on or an average market price determined shortly before the effective grant date and discounted by up to 20%. There are no performance conditions.
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Certain Executive Directors have taken up membership of the plan and the projected numbers of shares which they would be entitled to purchase at
the end of the relevant pre-determined periods are set out below:

Table 8 Granted (G)

Exercised (E)

Grant At or

effective 31.12.03/  Lapsed (L} At
from 01.01.04 in year 31.12.04 Exercisable

James Crosby Sep 02 2,748 - 2,748 Jan 08 - Jun 08
Phil Hodkinson Sep 02 2,970 - 2,970 Jan 10 - Jun 10
Andy Hornby Sep 03 1,807 - 1,607 Jan 07 — Jun 07
George Mitcheti Cct 01 1,723 - 1,723 Jan 05 - Jun 05
Sep 04 - 1,740 (G} 1,740 Jan 08 - Jun 08

Notes to Table 8
Note 1
Options under these plans were granted using market prices shortly before the dates of the grants, discounted by 20%, as follows:

Effective date of grant Share option price £
Oct 2001 5.62
Sep 2002 5.975
Sep 2003 574
Sep 2004 5.443
Note 2

Gordon McQreen, who retired as an Executive Director on 31 December 2003, exercised options over 2,397 shares on 16 June 2004.
He has no remaining options under the plan.

The closing market price on the date of exercise was £7.11.

Full details of these opticns were set out in last year's Report.

Note 3

George Mitchell exercised options over 1,723 shares on 2 February 2005.

The closing market price on the date of exercise was £8.57.

George Mitchell retained ownership of these shares as at 1 March 2005, the date of approval of this Annual Report and Accounts.

Note 4
Details of the market price of the Group's ordinary shares during 2004 are given in Section 13.3.7.

13.3.6 Interest in shares under Trusts

Certair Executive Diractors, together with certain other colleagues, are deemead to have or have had ar interest or a potential interest as potential

discretionary beneficiaries under:

*» the Group's Employee Share Ownership Trusts. As such, they were each treated as at 31 December 2004 as being interested in the 5,298,695
ordinary shares (31 December 2003 - 9,884,870 ordinary shares) held by the trustees of these Trusts. The shares held in the Trusts will be used
te satisfy share awards under the former Halifax Short Term and Long Term Incentive Plans and the HBOS Short Termn and Long Term Incentive
Plans. The relevant Executive Directors’ specific individuat interests are shown in Tables 5 and 6; and

* the Group's Qualifying Employee Share Ownership Trust. As such, they were each treated as at 31 December 2004 as being interested in the
8,260,555 ordinary shares (31 December 2003 — 10,154,710 ordinary shares) held by the trustee of this Trust. The shares held in the Trust will
be used fo satisfy entitlements of colleagues arising on the exercise of options under the Sharesave Schemes operated by HBOS plc. The refevant
Executive Directors' specific individuat interests are shown in Table 8.

All of the Group’s share plans empower new issue shares to be allotted to satisfy share requirements. The Group'’s past practice has generally been
to purchase shares in the market in relation to the plans described in Sections 13.3.2 and 13.3.3 and to issue new shares in relation to the plans
described in Sections 13.3.4 and 13.3.5 and the Group’s share option scheme. This practice is under review, and any changes to the methods

of satisfying awards ¢r grants under the Group's various share plans will be set out in the Annual Report and Accounts 2005.

13.3.7 General
The closing market price of the Group’s ordinary shares at 31 Becember 2004 was £8.48. The closing market price of the Group’s ordinary shares

at 31 December 2003 was £7.235. The range during the year was £6.63 to £8.505.

Other than as disclosed in the notes to Table 8, there has been no change in the Directors' interests in shares or options granted by the Group
between the end of the financial year and ¥ March 2005, the date of approval of this Annual Report and Accounts.
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13.3.8 Statutory performance graph

The following graph illustrates the Group’s TSR performance compared te that of a “broad equity market index” since the Group's inception on 10
September 2001. As HBOS has been a constituent of the FTSE 100 since inception and as performance against sector companies is illustrated in
Chart 1, the Group believes that the FTSE 100 is a suitable comparator index to use for the purposes of this graph to satisfy regulatory requirements.

Chart 2

Total Shareholder Return
Source: Datastream
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Signed on behalf of the Beard of Directors

Brian Ivory

Chairman

Remuneration Commitiee
1 March 2005
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Appendix 1
Remuneration Committee Terms of Reference
Principal Features

1. Remuneration Committee
The foliowing are the terms of reference of the Remuneration Committee {‘the Committee”} of HBOS ple (‘the Company’) in relation to the Company

and HBOS Group {'the Group”).

2. Membership

The Cormmittee is a committee of the Board of the Company and will comprise at least three Non-executive Directors of the Company, excluding the
Chairman of the Company, who are independent of management and free of any business or other relationship which could interfere with the exercise
of their independent judgement. The quorum of the Committee is any two Commitiee membsars.

3. Attendance
The Committee may invite persons, including the Chairman and the Chief Executive of the Company, to attend meetings whare appropriate to assist

in the effective discharge of the Committee’s duties.

4. Frequency of meetings
The Commitiee meets at least four times a year. Any Committee member or the Secretary may call additional meetings as necessary.

§. Authaority
The Committee is authorised by the Board to undertake any activity within its terms of reference.,

The Committes is authorised by the Board to seek appropriate professional advice and resource inside and autside the Group as and when
it considers this necessary.

6. Principal duties

The Committee:

* considers and recommends to the Board remuneration policy for Executive Directors, the HBOS Executive and those in Levels 8, 7 and 8
{salary, incentive schemes, pension plans and other benefits and payments to be made on retirement, resignation or dismissal) and determines
the specific remuneration arrangements for Executive Directors, the HBOS Executive and those in Level 8 and other direct executive reports
to the Chief Executive;

* approves the terms of appointment for and determines the specific remuneration arrangements (including the operation of any appropriate incentive
schernes) for the Chairman of the Company;

*» approves any contract of employment or related contract with any Executive Director or with the Chairman on behalf of the Company;

+ operates and administers the incentive schemes of the Company for the Chairman, the Executive Directors, the HBOS Executive and those in
Levels 8, 7 and 8 and any simifar schemes requiring Board approval which may be introduced or approved from time to time;

* approves the total cost of the salary review for Executive Directors, the HBOS Executive and others in Levels 6, 7 and 8 and approves the specific
salary reviews for Executive Directors and other ditect executive reports to the Chief Executive;

¢ periodically has the opportunity to review the overall rernuneration of the most highly paid colleagues in the Group;

¢ periodically has the opportunity to review the remuneration policy for a¥f colleagues in the Group;

* determines contractual and discretionary payments, if any, to be made on the retirement, resignation or dismissal of Executive Directors and other
direct executive reports to the Chief Executive;

* does not determine any fees for Non-executive Directors of the Company but otherwise determines the Beard fees and the Committee fees
to be paid to Non-executive Directors of Group companies;

s considers and recommends to the Board the contents of the Board's annual reports to shareholders on Directors’ remuneration to be included
in the Annual Report and Accounts and the Annual Review & Summary Financial Statement;

*» will be available in the person of the Chairman of the Committee to answer sharehclders’ questions about Directors’ remuneration at the
Annual General Meeting;

*» considers the policy and approval process for Executive Directors, the HBOS Executive and others in Levels 6, 7 and 8 taking up external
non-executive director appointments; and

* considers the pclicy and monitoring process for all Directors, the HBOS Executive and those in Levels 6, 7 and 8 holding shares in the Company.

7. Minutes
The minutes of meetings of the Commiittee are o be circulated to all members of the Cormmittee and to nominated recipients within 10 business days

of the meeting. The minutes are also to be ¢irculated to members of the Beard,

The fult Terms of Reference of the Remuneration Committee can be found at http://www.HBOSplc.com/abouthbos/remuneration_commitiee.asp
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Appendix 2

Remuneration in HBOS generally

Principal features

This section outlines the structure of remuneration in HBOS for the vast majority of colleagues. Each role in HBOS is positicned in one of ten Levels,
1-8, the HBOS Executive and the Executive Directors. The level of a role is determined by the knowledge required to do it, the challenge of delivering
the required job outputs and the accountability which the role carries. The levet then, in broad terms, determines the salary range which can apply for
the role; the short term and long term incentive structures; and the range of benefit and product offerings available.

Details of the remuneration arrangements which apply to those in Level 8, to the HBOS Executive and to Executive Directors are given in the main
bedy of the report.

The table befow sets out the number of colleagues and ful-ime equivalents (‘*FTE) in other levels and the typical inter-quartile full-time equivalent salary range
applying to colleagues in each such level. Cifferent ranges apply to different groups of colleagues depending on role specialism and geographic location.

Level Number of colleagues Number of FTE colleagues FTE salary range (£'000)
1 39,500 34,000 11.8-15.2
2 13,000 12,250 18.0-22.5
3 10,250 10,000 24.8-32.,0
4 5,500 5,500 34.3-44.0
5 2,000 2,000 48.5-62.5
6 670 670 66.3-89.8
7 150 150 105.0-147.5

This data includes internationa! colleagues but excludes joint venture company colleagues.

Remuneration is, for all colleagues, generally made up of four elements, namely salary, short term incentives, long term incentives and benefits.
HBOS is increasingly seeking to adopit a “total reward” approach so that colleagues appreciate the iotality, the flexibility and the perfermance drivers
of their reward package.

Salary
HBOS salary poficy is to manage salaries in aggregate, by Level, around the appropriate medians. Whilst finance sector generic medians establish

baseline positions, businesses benchmark according to role spacialism and to gecgraphic location. The alignment of practice with policy is one we
aspire t¢ deliver by matching average salaries with the market median position, whilst managing actual salaries generally within an 80%-120% window
of the median, reflecting perscnal skills, experience, performance and business vulnerability.

Short term Incentives
HBOS has annual incentives which are operating plan atigned, generally team based and built around line of sight issues, Participants know that these
incentives give a real chance of a zerc cuicome and, equally, a real chance of a maximum outcome which, in cash terms, may be equivalent to 20% of

salary, or more.

The cash incentive levels for 2005 are generally as follows:-

Incentive as percentage of salary

Level Minimum Target Maximum
1-4 0% 10%-12% 20%-30%
5 0% 17.5% 35%
8 0% 25% 50%
7 0% 32.5% 48.75%

Long term Incentives

Almost every colleague in HBOS enjoys three (for one Level, four) long term incentive propositions, each share-based.

Firstly, sharekicker. Colleagues who choose to buy shares with their net cash incentive get 50% more shares after three years provided they remain
in the service of the Group or rank as a qualifying leaver.

Secondly, sharesave. Colleagues who choose to save up to £250 per month are given the option, at the end of three, five or seven years, to buy
shares based on the share price at the start of the savings period, discounted by up to 20%.

Thirdly, share options/free shares. In 2002, 2003 and 2004, colieagues were given share options over 20% of salary; and these can be crystallised
after a minimum of three and a maximum of six years. tn 2005, share options will be replaced by free shares based on 5% of salary (maximum £3,000
p.a.); and these will crystafise after a minimum of three years.

Fourthly, share grants. Collsagues in Level 7 were given share grants over 33.33% of salary in 2002, 2003 and 2004. The same arrangements will
apply in 2005. The level of grant released is conditionat on relative TSR performance against a weighted finance sector basket, generally over a three
year period with no grant released for performance which matches (or is worse than) the average and with twice the grant released for cutperformance
of 6% p.a. or more (intermediate positions being determined by interpolation).

Benefits
Our key benefits are pensions, holidays, cars, healthcare and mortgage arrangements. We increasingly seek to package them as an overall flexible
benefits proposition and a comprehensive product offering.

Many existing collsagues have defined benefit pension arrangements. All new colleagues are eligible for defined contribution pension arrangements.
Both include death and ill healtn benefits.
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Directors’ Report

The Directors have pleasure in presenting the
Report and Accounts of HBOS pic for the year
ended 31 December 2004,

Principal Activities

HBGOS pic is the helding comparty of the
HBOS Group. The principal activities of the
Group are the provision of banking and other
financial services in the UK and overseas. The
Group’s existing business and future prospects
are reviewed by the Chairman on pages 2 and
3, the Chief Executive on pages 4 to 7 and in
the Divisional Reviews on pages 8 to 35.
Financial aspects are covered in the Financial
Review and Risk Management report on
pages 36 to 46, Alist of the main subsidiary
undertakings, and the nature of each
company’s business, is given in Note 53

to the Accounts on page 126.

Results and Dividends

The Group profit attributable t¢ shareholders
for the year ended 31 December 2004, as
shown in the Consoiidated Profit and Loss
Account, was £3,057m. An interim dividend
of 10.8p per Ordinary Share was paid on

22 Qcteber 2004. The Directors propose

a final dividend of 22.15p per Ordinary Share
to be paid on 13 May 2005 to shareholders
on the register on 18 Margh 20085, subject

to approval at the 2005 AGM. As announced
in the trading staterment of 14 December 2004,
an active capital management programme has
been instigated which includes:

* active management of key balance sheet
ratios to explicit targets;

* a more efficient capital structure through a
realignment of equity and preferred capita;

» the progressive release of surplus capital
emerging in the investment businesses as
a result of the switch away from with profits
products;

» withdrawal of the scrip alternative to dividends
and prepesed introduction of a dividend
reinvestment plan; and

* 3 commitment to retern surplus capital to
shareholders, through an annual share buy
back programme.

Directors

Details of the present Directors are given on
pages 52 and 53. Mike Bliis retired as a
Director on 31 December 2004 and Sir Bab
Reid and Louis Sherwood retired on 27 Agril
2004 at the conclusion of the 2004 AGM and
Philip Yea resigned with effect from 30 June
2004. Following nine years' service on the
Board of Bank of Scotland and the Company,
John Maclean retires at the conclusion of the
2005 AGM and is not seeking re-election.
Dennis Stevenson, Colin Matthew, Charles
Dunstone and Tony Holson will retire by
rotation and resolutions for their re-election will
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be proposed at the meeting. The Chairman is
pleased to confirm that the performance of
Charles Dunstone and Tony Hobson continues
to be effective and demonstrates commitrnent
in their respective roles as Non-executive
Directors. Mark Tucker was appointed a
Director from 30 April 2004 and will retire at
the forthcoming 2005 AGM and offer himself
for election. Particulars of Directors’
rermnuneration and interests in shares of the
Company are given in the Report of the Board
in relation to remuneration policy and practice
on pages 60 to 79.

Going Concern

The Directors are satisfied that the Group has
adequate resourcas to continue in busingss for
the foreseeable future and consequently the
going concern basis continues to be
appropriate in preparing the accounts.

Employees

The Group encourages applications for
employment from disabled people and gives
full consideration to such applicants based on
their skills and abilities. In the event of an
existing employea becoming disabled, the
Group provides counselling and training
support and seeks to provide a suitable
alternative position within the Group if the
individual is unable to continue in their previous
role. The Group offers training and career
development for &l disabled staff, The views of
colleagues with & disability are sought through
disability forums to ensure that the Group’s
policies continue to recognise their
requirements.

Charitable and Political Donations

During the year the Group made charitable
donations in the UK of £5.2m. Additionally
£2.6m in total has been made available to
charities as a result of their affinity to the Visa
Charity credit cards offered by Halifax plc and
Bank of Scotland.

It is HBOS policy not to make donations to
political parties.

Under the terms of the Political Parties,
Elactions and Referendums Act 2000
(‘PPERA) companies are required to obtain
shareholder approval before any such political
donations can be made, and to disclose any
such payments in the Company's Annual
Report and Accounts. PPERA is extremely
wide in scope and its precise meaning unclear.
Many listed companies, including the
Cormnpany, have thersfore obtained authority
frotm shareholders to make such payments as
a precautionary measure, so as to enable
legitimate business activities, which would not
be regarded as political donations in the
ordinary sense, to proceed.

At last year's AGM, the Board accordingty
obtained shareholders' approval for the
Company and HBOS UK plc (the principal
employer company of the HBOS Group) to
make Donations to EU Political Organisations
andi/or to incur EU Political Expenditure up to
defined limits,

During the fast financial vear, HBOS UK pic
seconded one of its employees part-time to
the Cross Party Group on the Scottish
Eccnomy (‘CPG’) in the Scottish Parliament.
The CPG is not a politicat party. The PPERA
comntains a specific exemption to the definition
of EU Political Organisation for alf party
groups composed of members of the
Westminster Houses of Parliament. There

is no such specific exemption for party groups
of the Scottish Parliament. The Company

is therefore disclosing that the total amount
of the donations made by HBOS UK pic

1o the CPG during the last financial year

wasg £2,908 in respect of the completion

of the initizl 9 weeks of the secondment,

Payment Policy
For the forthcoming period the Group's policy
for the payment of suppliers will be as follows:
* Payment terms will be agreed at the start
of the relationship with the supplier and will
only be changed by agreement;

* Standard payment terms to suppliers
of geods and services wilt be 30 days from
the date of a correct invoice that has been
received for satisfactory goods or services
which have been ordered and received
unless other terms are agreed in a contract;

» Payment will be made in accerdance with
the agreed terms or in accordance with the
law if Nno agreement has been made; and

* Suppfiers wili be advised without delay when
an invoice is contested and disputes will be
settled as quickly as possible.

HBOS plc complies with the Better Payment
Practice Code. Information regarding this
Code and its purpose can be obtained from
the Better Payment Practice Group’s website
at www.paycntime.co.uk.

The Company’s main frading subsidiary
undertakings, Halifax plc and Bank of
Seotland, had trade creditors outstanding

at 31 Decemnber 2004 representing 15 days

of purchases for each company. The Company
itself owed no amounts to trade creditors

at 31 December 2004,

Share Capital

Full details of the movements in the authorised
and issued share capitat of the Company
during the year are provided in Note 34 to

the Accounts on page 112



The Company has the authority to purchase
up to 385,035,595 of its ordinary shares. The
authority remains valid until the 2005 AGM or,
if earlier, 27 July 2005, A resolution will be put
to sharsholders to renew the authority at the
2005 AGM.

At the date of this report there is a disclosable
interest in the issued share capital notified to
the Company in accordance with sections 198
to 208 of the Companies Act 1985, by
Barclays PLC, in respect of 151,196,422
ordinary shares being 3.85% of the current
issued ordinary share capital and by The
Capital Group Companies, Inc and its affliates
in respeact of 147,182,021 being 3.75% of the
current issued share capital.

Properties

The Directors are of the opinion that the
currant market value of the Group’s properties
is not significantly different from the amount at
which they are included in the balance sheet.

Auditors

A resolution 1o re-appoint KPMG Audit Pic as
auditors will be put te sharsholders at the
2005 AGM.

On behalf of the Board
L)

H F Baines
Company Secretary
1 March 2005

independent Auditors’ Report 1o the Members of HBOS plc

We have audited the accounts on pages 82 to
127. We have also audited the information in the
Report of the Beard in refation to remuneration
policy and practice that is descrbed on page 62
as having been audited.

This report is made solely to the Company's
members, as a body, in accordance with section
235 of the Companles Act 1985. Our audit work
has been undertaken 50 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 permitted
by law, we do not accept or assume responshility
to anyone other than the Company and the
Company’s mefmbers as a body, for our audit work,
for this report, or for the opinions we have formed.

Respective responsibilities of directors
and puditors

The direciors are responsible for preparing the
Annual Report and Accounts and the Report of
the Board in relation t¢ remuneration policy and
practice. As described on page 59, this includes
responsibility for preparing the accounts in
accordance with applicable Unfted Kingdom law
and accounting standards. Cur responsibilties, as
independent auditors, are established in the
United Kingdom by statute, the Audiiting Practices
Board, the Listing Rules of the Financial Services

Authorfty, and by our profession's ethical guidance.

We report to you our opinion as to whether the
accourits give a true and fair view and whethar
the accounts and the part of the Report of the
Board in refation to remuneration policy and
practice to be audited have been property
prepared in accordance with the

Companies Act 1985,

We also report to you i, in our opinich, the
directors’ report is not consistent with the

accounts, if the Company has not kept proper
accounting records, if we have not regeived all
the information and explanations we require for
our audit, or if informaticn specified by faw
regarding directors’ remunegration and
transactions with the Group is not disclosed.

We review whether the corporate governance
statement on pages 54 to 58 reflects the
Comprany's compliance with the nine provisions
cf the 2003 FRC Code specified for our review
by the Listing Rules, and we report if it does not.
We are not required to consider whether the
Board's staterents on internal control cover all
risks and controis, or form an opinion on the
effectiveness of the Group's comorate
governance procedures or its risk and control
procedures,

We read the other information contained in the
Annual Report and Accounts, including the
corporate governance statement and the
unaudited part of the Report of the Board In
relation 1o remiuneration poicy and practice, and
consider whether it is consistent with the audited
accounts. We consider the implications for our
report if we become aware of any apparent
misstatements or material inconsistencies with
the accounts,

Basis of audit opinion

We conducted our audit in accordance with
Auditing Standards issued by the

Auditing Practices Board, An audit includes
examination, on a test basis, of evidence relevant
to the amounts and disclosures in the accounts
and the part of the Report of the Board in
refation o remuneration policy and practice to be
audited. i also includes an assessment of the
significant estimates and judgements made by
the directors in the preparation of the accounts,

and of whether the accounting policies are
appropriate to the Group’s circumstances,
consistenty applied and adequately disclosed.

We planned and performed our audit so as to
abtain all the information and explanations which
we considered necessary in order to provide us
with sufficient evidence to give reasonable
assurance that the accounts and the part of the
Report of the Board in rslation to remuneration
poficy and practice to be audited are free from
material misstatement, whether caused by fraud
or other irregularity or emor. In forming our opinion
we also evaluated the overall adequacy of the
presentation of information in the accounts and
the part of the Repor of the Board in refation to
remuneration policy and practice to be audited.

Opinion

In our opinion:

« the accounts give a true and fair view of the
state of affairs of the Company and the
Group as at 31 December 2004 and of the
profit of the Group for the year then ended;
and

+ the accounts and the part of the Report of
the Board in relation to remuneration polley
and practice to be audited have been
propertly prepared in accordance with the
Companies Act 1985.

it Ak Ple

KPMG Audit Pic
Chartered Accountants
Registered Auditor
Edinburgh

1 March 2605
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Accounting Policies

Accounting Convention

The consolidated acccunts have been
prepared under the historical cost convention
in compliance with the special provisions of
Part VIl of the Companies Act 1985 applicable
to banking groups modified by the revaiuation
of items held for trading purposes and the
revaluation of investment properties. The
consolidated accounts comply with Schedule
9 and the accounts of the Company comply
with Schedule 4 to the Companies Act 1985,
The consolidated accounts have been
prepared in accordance with applicable
accounting standards and pronouncements
of the Urgent Issues Task Force {{UITF) and

in accordance with applicable Statements

of Recommended Practice, being those issued
by the British Bankers” Association and the
Finance and Leasing Association.

Accounting policies are reviewed regularly
to ensure they are the most appropriate
to the circumstances of the Group for the
purposes of giving a true and fair view.

Changes in Accounting Policies
The Graup’s accounting policies rermain
unchanged from last year.

Basis of Consolidation

i. Congolidation

The consclidated accounts include the results
of the Company and its subsidiary undertakings.
The accounts of all principat subsidiary
undertakings are made up to 31 December.
The value of the long term assurance business
attributable to shareholders and the assets and
liabilities attributable to policyholders are
presented separately on the consclidated
balance sheet from those of other businesses

in order to reflect the different nature of the
sharehelders’ and policyholders’ interests therein.

i. Associated Undertakings
(including Joint Ventures)

The Group's share in asscciated undertakings
is stated in the consclidated balance sheet at
the Group's share of their net tangible assets
plus attributable goodwill, Joint ventures in
which the Group has a long term interest and
shares control under a contractual agreement
with other parties are acceunted for using the
gross equity method. The atiributable share of
results of other associated undertakings,
generally based on audited accounts, is
included in consolidated profit using the equity
method of accounting.
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iii. Goodwill

The excess of the fair value of purchase
consideration cver the fair value of net assets
at the date of acquisition of subsidiary
undertakings, associated undertakings
{including joint ventures) and other husinesses
arising on acquisitions after 31 December 1997
is capitalised. This goodwill is amortised by
equal instalments over its estimated useiul life,
not exceeding 20 years.

Goodwill arising on acguisitions prior to

1 January 1998 was written off 1o reserves

in the year in which it arose and has not been
reinstated, as permitted by Financial Reporting
Standard {'FRS" 10 “Goodwill and Intangible
Assets”. On the disposal of subsidiary
undertakings and other businesses any related
goodwill charged directly to reserves prior to

1 January 1998 is reinstated and included in
the calculation of the profit or loss on disposal.

Goodwil carried in the consolidated balance
sheet is sublect to impairment review when
events or changes in circumstances indicate
that the carrying amount may not be
recoverable and is written down by the amount
of any impairment loss identified in the year.
Impairment charges, if any, are included within
goodwill amortisation.

Long term Assurance Business

The Group accounts for the income from

its fong term assurance business using the
embedded value basis. The income represents
the change in the surpius attributable to

the Group, including minority interests, and
the net present value of the in-force business.
The value is a prudent estimate cf the net
present value of future cash flows attributable
1o the shargholders, based on the market
value of the assets at the balance sheet date,
using assumpticns which reflect experience
and a long term outlook for the economy

and then discounting at an appropriate risk
discount rate.

General Insurance Business

The Group both underwrites and acts as
intermediary in the sale of general insurance
products. For each general insurance palicy
underwritten, premiums {net of refunds) are
credited to net operating income over the
duration of the insurance policy. Premiums
raceived relating to future accounting periods are
deferred as accruals and deferred income and
credlited 10 net operating income when earned.

The cost of claims notified but not settled and
claims incurred but not reported at the balance
sheet date are estimated and provided for.
Estimates are based upon an assessment of
the likely costs taking account of all known
facts, Where the outcome of cutstanding cases
is unclear, statistical technigues are used which
take into account the cost of recent similar
¢laim settlements. Claims equalisation
provisions are calculated in accordance with
relevant legislation and guidance.

Where the Group acts as intermediary,
corrmission income net of provisions for
expected future policy cancellations and claims
handling is credited to fees and commissions at
the commencement of sach insurance policy.

Loans and Advances
Loans and advances are held at cost
less provisions.

Specific provisions are made for advances that
are recognised o be bad or deubtiul. Specific
provisions are assessed on a case by case basis
or, where this is not practical, as part of a portfolio
of similar advances using loan loss estimation
modgls. A general provision, ta cover advances
that are latently bad or doubtful, but not yet
identified as such, is diso maintained based on
loan loss estimation models. The models reflect
the historical loan loss experience relevant to the
particular market segment or product and include
aciustrments for economic and business climate
factors and management experience.

Provisions made during the year are charged
to the profit and loss account, net of
recoveries, If the collection of interest is
congidered doubtfud, it is suspended and
excluded from interest income in the profit and
loss account. Provisions and suspended
interest are written off to the extent that there
is no longer any realistic prospect of recovery.

Securitisation

Loans and advances to customers include
advances that are subject to non-refurnable
firance arrangements following securitisation
of portiolios of mortgages and other advances.
The principal benefits of these advances were
acquired by special purpose securitisation
companies which fund their purchase primarily
through the issue of floating rate notes. Where
the refevant conditions set out in FRS 5,
“Reporting the Substance cf Transactions”, are
met, the proceeds of these note issues are
shown as a deduction from the securitised
assets on the face of the balance shest.



Finance Leases, Instalment Credit and
Operating Leases

Assets leased to customers which transfer
substantially all the risks and rewards of
ownership to the customer are classified as
finance leases and, together with instalment
credit agreements, are recorded within loans
and advances to customers or loans and
advances to banks. The net investrent in
finance leases and instaiment credit
agreements represents total minimurm
payrents less gross earnings allocated to
future periods. All other assets leased to
customners are classified as operating leases.
These assets are separately disclosed in the
bajance sheet and are recorded at cost less
aggregate depreciation.

Income from finance leases and instalment
credit agreements is credited to interest
receivable using an actuarial method to give a
constant periodic return on the net cash
investrnent. Operating lease rentals are
recognised in other cperating income on a
straight line basis with depreciation charged
using an actuarial method to give a constant
pericdic return on the net cash investment.

Unguaranteed residual values in respect of both
finance lease and operating lease assets are
reviewed regularly and any impairments
identified are charged to operating expenses.

Debt Securities

(i) Debt securities and other fixed interest
securities held for trading are included at
market value with gains or losses included in
clealing profits. The difference between the
cost and market value of securities held for
trading is not disclosed as its determination
is not practicable.

{iiy Debt securities and other fixed interest
securities held for the longer term are
included at cost less amounts written off and
adjusted for the amortisation of premiums or
discounts arising on purchase of investments
redeemable at fixed dates. Such premiums
or discounts are taken to interest receivable
on a straight line basis over the pericd to
redernption. The use of a straight line basis
does not result in a material difference to the
amount of amartisation taken to interest
receivable compared {o the amortisation had
a level gross yield basis been used. Gains or
fosses on realisation are recorded in other
operating income as they arise.

(it Debt securities sold subject to repurchase
agreements are retained within the balance
sheat where the Group retains substantially
alt of the risks and rewards of ownership.
Funds received under these arrangements
are included within deposits by banks or
customer accounts. Conversely, debt
securities acquired under commitments to
rasell are not recognised in the balance
sheet as debt securities where substantially
all the risks and rewards do not pass to the
Group. In this case, the purchase price is
included within lcans and advances to
banks or loans and acvances to customers.
The difference between sale and repurchase
prices for such transactions is reflected in
the profit and loss account over the lives of
the transactions, within interest payable or
interest receivable as appropriate.

Equity Shares

Equity shares held for investmenit are stated at
cost less amounts written off. Income from fisted
aquity shares is credited to other operating
income on the ex-dividend date and from
unlisted equity shares on an equivalent basis.

Investment Properties

investment properties are accounted for in
accordance with Statement of Standard
Accaunting Peactice ("SSAP") 19, “Accounting for
Investment Properties™ and are revalued annually
to open market value. Changes in market value
are reflected in the revaluation reserve except
when an impairment is deemed to be permanent,
when the loss is charged directly against the
current year's profit.

No depreciation is provided in respect of
investment properties. This treatment is a
departure from the requirements of the
Companigs Act 1985 which reguires all
properties to be depreciated. However, the
Directors consider that these properties are not
held for consumption but for investment and
that to depreciate them would not give a true
and fair view. The amount of depreciation
which might otherwise have been charged
cannot be separately identified or quantified as
it is not practical to assess the estimated useful
lives for investment properties.

Tangible Fixed Assets and Depraciation
Freshold land is not depreciated. Freehold and
leasehold property, other than freehold
investment properties, is stated at cost and
depreciated aver 50 years or the length of the

lease term if shorier. Improvements to
leasehold properties with unexpired lease
terms of 50 years or less are stated at cost
and are depreciated in equal instalments over
the lesser of the remaining life of the lease or
eight years. Premiums are amortised over the
period of the lease.

The cost of equipment, including fixtures and
fittings, vehicles and computer hardware, less
estimated residual value, is written off in equal
instalments over the expected lives of the
assets, generally between three and 15 years.
Software development costs which lead to the
creation of a definable software asset, subject
10 a de minimis limmit, are capitalised and
depreciated over their expected lives, generaily
four years.

Provision is made for the diminution in value

of any tangible fixed asset where impairment

is identified. The resuliing net book value of the
asset is written off over s remaining expected
econormic fife. impairment charges are included
within operating expenses.

Taxation

Deferred tax is recognised, without
discounting, in respect of all timing differences
between the treatment of certain items for
taxation and accounting purposes which have
arisen hut net reversed by the balance sheet
date {except as otherwise required by FRS 19},
based cn the corporation tax rate expected
when the timing differences reverse.

Dated and Undated Loan Capital

Dated and undated Ican capital is included

at the nominal value adjusted for premiums,
discounts and expenses, all of which are
amortised evenly over the period to redemption
or reset. This does not result in a matenal
difference to the amount of amortisation had

a level gross yield basis been used.

Interest Receivable and Payable
Interest receivable and payable is recognised
in the profit and loss account on an accruals
basis. If the collection of interest is considered
doubtful, it is suspended and excluded from
interest income in the profit and loss account.

Fees and Conunissions

Arrangement fees and commigsions receivable
for the continuing servicing of loans and
advances are recognised on the basis of work
dene. Those receivables in respect of bearing
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Accounting Policies
continued

risk, including premiums received by the Group
on high ioan to value mortgages, are recegnised
on a straight line basis over the expected period
of the advance or risk exposure. Cther fees are
recognised when receivable.

Fees and commissions payable to third parties
are normally charged to the profit and loss
account as incurred. For certain categories of
business, fees are amortised over a period not
exceeding four years.

Mortgage Incentives

All costs associated with mortgage incentive
schemes arg charged in full in the year in which
the expense is incurred.

Retirement Benefils

The cost of providing retirernent pensions and

refated berefits is charged against profits on

a systematic basis over the employees' service
lives in accordance with SSAP 24 "Accounting
for pension costs™.

Foreign Currencies

Assets, lizbilites and profit and loss accounts
are translated at the rates of exchange ruling
on the balance sheet date or at the forward
exchange rate, as appropriate. Exchange
differences arising on the transfation of foreign
equity investments are taken to reserves and
are offset by corresponding diferences ansing
on the transtation of related borrowing. Al
other exchange differences are included

in dealing profits.

Coliateral and Netting

The Group nets loans, deposits and derivative
transactions where it enters into master
agreements with counterparties to ensure that
if an event of default occurs all amounts
outstanding with these counterparties will be
settled on a net basis. Where the master
agreements are collateralised, the coliateral will
take the form of a transfer of title to the Group
in relation to the counterparty’s exposure.
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Derivatives

Derivative financial instruments used for trading
and non-trading purposes include interest rate
swaps, ¢ross currency swaps, futures, options,
forward rate agreements and caps, floors and

collars.

{i Trading derivatives, which include customer
driven and proprietary transactions and
hedges thereof, are carried in the accounts
at fair value with gains or losses included
in dealing profits. The fair value is based on
quoted market prices. Where representative
market prices are not available, the fair value
is determined from approgpriate financial
models using the actual or modelled cash
flows. Fair value adjustments are made,
where appropriate, ic cover credit risk,
licuidity risk and future administrative costs.

iy Non-trading derivatives, which are used
primarily as a risk management tool for
hedging interest rate and foreign exchange
rate risk arising on cn-balance sheet assets
and liabilities, are accounted for on the same
basis as the underlying items being hedged.

In order to qualify as a hedge, a derivative
must effectively reduce any risk inherent

in the hedged jtem from potential movements
in interest rates, exchange rates and market
values. Changes in the fair value of the
derivative must be highly correlated with
changes in the fair value of the underlying
hedged item over the life of the hedge
contract. Gains and losses on instruments
used for hedging purposes are nct recognised
until the exposure that is being hedged is itself
recognised. Where a hedge transaction is
terminated early, any profit or ioss is spread
over the remainder of the original life of the
hedge contract. In other circumstances, where
the underlying item subject to the hedge is
extinguished, the hedge transaction is
measured at fair vatue and any profit or

foss is recognised immediately.



Consolidated Profit and LLoss Account

For the year ended 31 December 2004

2004 2003
Notes £ million £ million
interest receivable
Interest receivable and similar income arising from debt securities 760 649
Other interest receivable and similar income 20,875 17,578
21,635 18,227
Interest payable (15,695) {12,768)
Net interest income 5,940 5,459
Fees and commissions receivable 2,710 2,586
Fees and commissions payable (855) (847)
Dealing prefits 1 208 172
Gereral insurance premium income 595 360
income from long term assurance business 27 714 525
Other operating income 915 691
Net operating income {all from continuing cperaticns) 1 10,227 8,946
Administrative expenses 23 {3,499) (3,363}
Depreciation and amorisation
Tangible fixed assets 23 (307} (283)
Operating lease asssts 24 (408) (344)
Googwilt amortisation 22 {108) 97)
{823) (724}
Operating expenses {4,322) (4,087)
General insurance claims (215} (99}
Provisions for bad and doubtful debts t7 {1,201} (1,025}
Amounts written off fixed ssset investments 18, 19 {21} (29)
Operating profit (all from continuing cperations} 4,468 3,706
Before exceptional iterns 4,646 3,825
Exceptional items 3 {178} (119)
Share of operating profits of joint ventures 41 31
Share of operating profits of other associated undertakings 60 29
Profit on disposal of fixed assets 23
Profit on ordinary activities before taxation 4,592 3,766
Before exceptional iterms 4,770 3,885
Exceptional items 3 {178) {119)
Tax on profit on ordinary activities 9 (1,310) {1,091}
Profit on ordinary activities after taxation 3,282 2,675
Before exceptional items 3,407 2,759
Exceptional items 3 (125) (84)
Minority interests (equity) (51) 87)
{non-equity) {174) (1586)
Profit attributable to shareholders 3,057 2,452
Dividends 10
Ordinary 1,286 1,183
Preference 37 37
1,323 1,220
Retained profit of the year 11 1,734 1,232
Underlying earnings per share 12 84.3p 68.5p
Basic earnings per share 12 78.1p 63.6p
Diluted earnings per share 12 77.6p 63.2p

The Group's results are prepared on a historical cost basis, except where, as described in Accounting Policies on pages 82 to 84, special provisions
of the Companies Act 1885 or industry standards apply. It is estimated that Group profit on ordinary activities before taxation and retained profit of the
year calculated solely on a historical cost basis would not differ materially from those stated in the Consolidated Profit and Loss Account above,
Accordingly, no nete of historical cost profits has been presented,

The statement of accounting policies on pages 82 to 84 and the notes on pages 80 to 127 form part of these accounts.
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Consolidated Balance Sheet
As at 31 December 2004

2004 2003
Notes £ million £ milion
Assets
Cash and balances at central banks 1,558 1,381
ltems in course of collection 1,024 854
Treasury bills and other eligible bifis 13 4,327 8,064
Loans and advances 1o banks 14 17,756 15,948
Loans and advances to customers 316,401 283,528
Less: nen-returnable finance 15 {28,890} {17,146)
15 287,511 266,382
Debt securities 18 59,307 51,490
Equity shares 19 208 216
Interests in joint ventures
Share of gross assets 5,144 4,559
Share of gross liabilities (4,890) (4,295)
20 () 254 264
Interests in other asscciated undertakings 20 (i) 170 102
Intangible fixed assets 22 1,570 1,675
Tangible fixed assets 23 1,684 1,707
Operating lease assets 24 3,148 2,987
Other assets 26 8,446 7,602
Prepayments and accrued income 1,929 1,887
Long term assurance business attributable to sharehotders 27 4,426 3,950
393,318 364,520
Long term assurance assets attributable to policyholders 27 49,563 43,814
Total Assets 442,881 408,413
Liabilities
Deposits by banks 28 37,291 40,757
Customer accounts 29 195,494 173,504
Debt securities in issue 30 105,910 99,858
Notes in circulation 71 814
Corporate taxation 335 366
Dividends payable 10 882 805
Other liabilities 3t 10,831 11,760
Accruals and deferred income 5,580 4,970
Provisions for liabilities and charges
Deferred taxation 32 (i) 726 662
Other provisions 32 {ii) 326 205
1,052 867
Subordinated liabilities
Dated loan capital 33 8,232 7,740
Undzated loan capital 33 6,401 5,142
14,633 12,882
372,739 346,583
Capital and Reserves
Called up share capital 34
Ordinary shares 981 963
Preference shares (non-aquity) 400 400
1,381 1,363
Share premium account 35 1,441 1,345
Other reserves 35 466 462
Profit and loss account 35 14,335 12,198
Shareholders’ funds (including non-equity interests) 36 17,623 15,368
Minority interests (equity} 285 287
Minority and other interests (non-equity) 37 2,617 2,354
20,535 17,979
393,274 364,562
Long term assurance liabilities attributable to policyholders 49,607 43,851
Total Ligbilities 442,881 408,413
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Consolidated Balance Sheet coniinued

Memorandum ltems
Contingent liabilities
Acceptances and endorsements
Guarantees and assets pledged as collateral security

Commitments
Cther commitments

Approved by the Board on 1 March 2p08 and sighed on its behalf by

Notes

38

M E Tucker
Group Finance,

2004 2003

£ million £ million
75 130
4,233 3,484
4,308 3614
79,062 68,127
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2004 2003

Notes £ million £ million
Fixed Assets
Investments
Interests in Group undertakings 21 15,643 14,383
Unlisted investments 13 13
15,656 14,396
Current Assets
Amounts owed by Group undertakings . 13,020 9,667
Cividends receivable 973 915
Cther debtors 50 42
14,043 10,624
Current Liabillties
Creditors: Amounts falling due within one year
Amounts owed to Group undertakings 10,928 9,817
Dividends payable 16 882 805
Accruals 58 43
Cther ligbilities 31 43T ‘ 386
12,303 11,051
Net Current Assets/{Liabilities) 1,740 427)
Total Assets Less Current Liabilities 17,3986 13,968
Creditors: Amounts falling due after more than one year
Subordinated liabilities
Dated loan capital 33 3,570 2,503
Undated loan capital 33 6,071 4,520
C 9,641 ' 7,023
Net Assets 7,755 6,946
Capital and Reserves
Called up share capital 34
Ordinary shares 981 963
Preference shares {non-aquity) 400 400
o k 1,381 ' 1,363
Other reserves 35 {15)
Share premium account 35 1,441 1,345
Profit and Ioss account 35 4,933 4, 258
Shareholclers Funds J 36 7,755 6,946

péd on its behalf by:

Approved by the Board on 1 March 2095 and sigi

M E Tucker
Group Finance Dirg

Lord Stevenson A J Hobscn
Chairman Chairman of Aud

B2 to 84 arid the notes on pages 90 to 127 form part of these accounts.
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Consolidated Statement of Total Recognised Gains and Losses
For the year ended 31 December 2004

2004 2003
£ million £ million
Profit attributable to shareholders 3,057 2,452
Revaluation of investment property 5 i
Exchange transtation 9 17
Total recognised gains and losses in the year 3,053 2,470
Consolidated Cash Flow Statement
For the year ended 31 December 2004
2004 2003
Notes £ million £ milfion
Net cash inflow from operating activities 46 10,428 7,928
Dividends received from joint ventures 50 57
Dividends received from other associated undertakings 22 3
Returns on investrments and servicing of finance 47 (972) {782)
Taxation (1,019) (708)
Capital expenditure and financial investment 47 (i} (10,380) {6,302)
Acquisitions and disposals 47(iii) (27) {625)
Equity dividends paid {804) {801)
Net cash outflow before financing (2,702} (1,230)
Financing 47(iv) 2,453 4,350
{Decrease)/increase in cash 49 (249) 3,120

The statement of accounting policies on pages 82 1o 84 and the notes on pages 20 to 127 form part of these accounts.

Anntal Report and Accounts 2004 HBOS plc 8BS



Notes on the Accounts

1. Net Operating Income

2004 2003
£ million £ mifion

Net operating income is after taking account of:
Morigage incentives (1,547) {1,326)
Interest payable on subordinated liabilities {763) 650)
Dealing profits

Foreign exchange 72 &1

Interest related 104 102

Securities trading 32 208 g 172
Amounts receivable under finance leases

(including capital repayrments) g92 793
Operating lease rental income 618 541
Profit on sale of investrment securities 108 43
Dividend income from equity shares 13 8

Dealing profits arise from the Group’s trading book. The types of instrument in which the Group trades are as set out in Note 39.

2. Administrative Expenses

2004 2003
Notes £ milfion £ million

Administrative expenses {excluding exceptional items) includes:
Staff costs 4 1,875 1.755
Property rentals 149 145
Hire of equipment 40 35

The Group operates Inland Revenue approved Savings-Related Share Option Schemes in respect of which it relies on the exemption under UITF
Abstract t7. Accordingly no cost has been recognised on the grant of Savings-Related Share Options.

3. Exceptional Items
Included within administrative expenses, exceptional costs have been charged as follows:

2004 2003

£ million £ million

HBOS merger integration costs 48 119
Mortgage endowment compensation 130

178 119

Tax effect (53) {35}

125 84

The HBOS merger integration costs relate to the costs of integrating and recrganising Bank of Scotland Group and Halifax Group following merger.
Mortgage endowment compensation relates to the estimated costs of redress arising from the sale of mortgage endowments.
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4, Staff

2004 2003
Number Number
The average number of persons employed by the Group during the year was:
Full time 52,939 51,047
Part time 16,304 16,411
69,243 67,458
2004 2003
£ milfion £ miffion
The aggregate remuneration payable to those employees comprises:
Wages and salaries 1,756 1,653
Social security costs 159 152
Other pension costs (Note 8) 175 165
Other post-retirement benefits (Note 8) 3 3
2,093 1,963
Less: long term assurance business staff costs {218) (208)
Staff costs charged to administrative expenses 1,875 1,755

Staff costs in respect of long term assurance business are not charged to administrative expenses but are taken into account in determining
the income from long term assurance busingss.

5. Directors’ Remuneration

2004 2003
£000 £000
Total emcluments 8,174 6,454
Total potential pre-tax gains on share options exercised 7
Total value of shares vested under long term incentive schemes 4,257 3,619

Retiremnent benefits accrued to 6 Directors (2003 7 Directors) under pension schemes in the year to 31 December 2004,

A detailed analysis of Directors' emoluments, pension entitlements, share interests, share options and shares received under long term incentive
schemes is given on pages 60 to 79 in the Report of the Board in relation to remuneration policy and practice.

6. Auditors’ Rernuneration
The aggregate remuneration of KPMG Audit Ple and its asscciatss for audit and other services (excluding VAT) is analysed below.

2004 2003
Within UK OQutwith UK Total Within UK Outwith UK Total
£ million £ million £ million € million £ million £ million
Group
Audit services
Statutory audit 3.9 0.9 4.8 37 0.6 4.3
Avdit-related regulatory reporting 2.3 0.2 2.5 1.0 0.1 1.1
Total audit services 6.2 1.1 7.3 47 0.7 54
Further assurance services 1.9 0.1 2.0 2.0 o1 2.1
Tax services
Compliance services 0.1 0.2 0.3 0.1 0.1
Advisory services 0.8 0.3 1.1 0.5 0.3 0.8
Total tax services 0.9 0.5 14 0.6 0.3 0.9
Other services 0.8 0.1 0.9 0.7 0.4 1.1
Total non-audit services 3.6 0.7 4.3 3.3 0.8 4.1
Total 9.8 1.8 11.6 8.0 1.5 9.5
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Notes on the Accounts
continued

6. Auditors’ Remuneration continued
In respect of the Company, statutory audit fees were £15,000 {2003 £15,000), and other fees were £1.3 miifion {2003 £0.2 million).
All fees are within the UK,

Non-audit fees inchude £0.4 million which has been capitalised by the Group in the year ended 31 December 2004 (2003 £0.5 million),

Each year the Audit Commitiee reviews the policy covering the engagement of the external auditors 1o undertake non-audit werk on behalf of the
Group. For 2004 the Audit Committee established a limit such that the fees for non-audit services undertaken by KPMG Audit Plc and its associates
should not exceed the fees for audit services.

7. Operating Leases

Group
2004 2004 2003 2003
Property Other Property Ciher
£ million £ million £ million £ million
There are commitments to make payments
in the following year in respect of non-cancellable
operating leases which expire:
within 1 year 6 2 2 2
between 1 and 5 years 31 14 19 23
after 5 years 108 106 4
145 16 127 29

8. Pension Costs

The Group operates several pension schemes. The principal defined benefit schemes are the Halifax Retirement Fund and the Bank of Scotland
1976 Pension Scheme (togather, ‘'the Schemes’), which are funded schemes. These Schemes cover 90 per cent of the Group’s pensionable
employees in schemes providing defined benefits based on final pensionable salary. The assets of the Schemes are held in Trust Funds which are
independent of the Group’s own assets.

In determining the level of contributions required to be made to the Schemes and the retevant charges to the Group’s profit and loss account, the
Group has been independently advised by Watson Wyatt LLP, Actuaries and Consultants. The most recently published formal valuations of the Halifax
Retirement Fund and the Bank of Scotland 1976 Pension Scheme were carried cut as at 31 March 2003 and 31 December 2001, respectively. The
financial assumptions are derived based upon the economic conditions prevailing at the date of valuation. The different assumptions between the two
Schemes are as a consequence of their differing valuation dates. The main financial assumptions adopted for these calculations were as follows:

Bank of Scotland

Halifax Retirement Fund 1976 Pension Scheme

Rates per annum Rates per annum

% %

Future price inflation 2.50 2.50
Return on new investments 6.75 6.60
Return on existing investments 7.10 6.00
Increases in earningst" 3.50% 3.50
Increases in pensions? 3.25% 2.50

Notes:

(1) In addition to the general assumed rate of salary increases, there is a separate assumed salary scale of increases due 1o promaotions and increasing seniority.
{2} The pension increase is on the excess over the Guaranteed Minimum Pension,

(3) This assumption applies for the first five years and thereafter 4% p.a. is assumed.

{4) The pension increase assumption reflects the guaranteed minimum increase of 3% p.a. applying in the Halifax Retirement Fund.

The pension costs for accounting purposes have been calcufated using the same assumptions as those adopted for the formal valuations
with the exception that note [3) above does not apply.
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8. Pension Costs continued

The following disclosures are based on these assumptions using the projected unit methad of valuation:

Bank of Scotland

Hafifax Retirement Fund 1976 Pension Scheme
Effective date of valuation 31 March 2003 31 December 2001
Market value of assets £1,339m £1,409m
Asset cover level 85% 98%
Regular pension charge 12.9%" 15.9%

(as a percentage of pansionable salaries}

* This charge reduced from 15.0% in April 2004 following a change to the scheme rules to remove a 3% p.a. minimum pensicn increase.

The asset cover levels disclosed in the above table represent the ratios of the respective Schemes’ assets to the value of the benefits that had accrued
to members and pensicners at the valuation dates after allowing for expected future increases in earnings and pensions.

The regular pension charges have been adjusted by spreading surplus assets or shortfalls in each of the Schemes over the average future working
lifstimes of the memberships (15 years for the Halifax Retirement Fund and 16 years for the Bank of Scotland 1976 Pension Scheme} by fixed capital
instaiments plus interest on the reducing balances. These elements, tegether with interest on the opening balance sheet positions result in a charge
of £85 million (2003 £74 million} in respect of the Halifax Retirement Fund and £58 million {2003 £56 million) in respect of the Bank of Scotland 1976
Pension Scheme. Included within the Bank of Scotland 1976 Pension Scheme charge is an exceptional charge of £2 million (2003 £1 million).

Contributions to the Schemes of £146 miflion were paid over the year. As contributions differed from the amount charged in the Profit and Loss
Account a pension prepayment of £38 million (2003 £36 million) in respect of the Halifax Retirement Fund and a provision of £74 million

{2003 £75 million) for future contributions in respect of the Bank of Scotiand 1976 Pension Scheme are included in the Balance Sheet. This leads
to an aggregate provision of £36 million (2003 £39 million). The Group currenily contributes to the Halifax Retirement Fund at a rate of 13.6% of
pansionable salaries, plus 0.3% of life assurance cnly members’ pensionable salaries plus additional lump sum payments of £2.5 million per month
and to the Bank of Scotland 1976 Pension Scheme at a rate of 16.6% of pensionable salaries.

The pensicon costs charged in the Profit and Loss Account include £34 million {2003 £26 million) relating to schemes other than the Schemes. These
costs are net of an amount of £8 million (2003 £8 million) in respect of The Equitable Pension and Life Assurance Scheme (‘'The Equitable Pension
Scheme’} which The Equitable is obliged to reimburse to the Group.

Other Post-retirement Benefits

The Group also provides post-retirement health care benefits and concessionary rate mortgages for certain pensioners and dependent spouses. An
independent actuarial review as at 31 December 2004 estimated the present value of the accumulated other post-retirement benefit obligations at £41
miflicn for the Group (2003 £40 million). The main additional financial assumption used was that over the long term the rate of increase in heaith care
costs would be 6.75% p.a., being 4.25% p.a. higher than the rate of inflation. The charge for the year ended 31 December 2004 for other post-
retirement benefits was £3 million {2003 £3 million). Included in provisions for liabfities and charges is £38 million (2003 £37 million) which represents
the accrued amount for cther post-retirement benefits.

FRS 17
Under the transitional arrangements of FRS 17 the Group continues to accourt for retirement benefits in accordance with SSAP 24 as detalled above.
The following additional disclosures under FRS 17 are reguired by way of narrative only.

The actuarial valuations used in assessing the FRS 17 disclosures are:
+ the Halifax Retirement Fund valuation as at 31 March 2003
= the Bank of Scotland 1976 Pension Scheme valuation as at 31 December 2001

These are the principal schemes for the Group but additionat FRS 17 disclosure has baen provided for all other defined benefit schemes within the
Group. These are detailed below under the heading “Other Schemes”.

For the Schemes and Other Schemes, each actuarial vaiuation is updated by qualified actuaries, principally Watson Wyatt LLP, to take account of the
requirements of FRS 17 and to assess the assets and liabilities of the schermes as at 31 December 2004, Scheme assets are stated at their market
value at 31 Decernber 2004.
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Notes on the Accounts
continued

8. Pensicn Costs continued

The liabilities of the Schemes and Other Schemes under FRS 17 were calculated using the Projected Unit method using the following financial
assumptions:

Rates per annum Rates per annum Rates per annum

31 December 2004 31 December 2003 31 December 2002

% % %

Future price inflation 2.80 2.80 2.40
Discount rate 5.45 5.80 5.80
Increases in earnings ™ 3.80 3.80 3.40
Increases in pensions @ 2.80 2.80 240

Notes:

(1) In addition to the general assumed rale of salary increases, there is a separate assumed salary scale of increases due to promotions and increasing seniority.

(2) The pension increase is on the excess over the Guaranteed Minimum Pension. Pensions which are guaranteed to increase at a rate of 3.0% p.a. have been
assumed 1o increase at 3.25% for the 2003 and 2004 calculations (3.0% for 2002).

The above rates apply to all Other Schemes with the exception of the schemes within Bank of Scotland {freland} Ltd, which are not significant.

The Schemes are closed to new entranis. Under the Projected Unit method, the current service cost will increase as members of the Schemes
approach retirement.

The assets of the Schemes and the expected rates of return were:

Long term Long term Long term

Expected rate Expected rate Expected rate
of retum Value at of retum Value at of return Value at
perannum at 31 Dec 2004 perannumat  31Dec 2003 perannumat 31 Dec 2002
31 Dec 2004 Emillion 31 Dec 2003 Cmilion 31 Dec 2002 £ million
Equities 8.20% 2,872 8.50% 2,469 8.50% 2,157
Bonds 5.00% 382 5.20% 303 5.00% 269
Property 6.60% 148 6.80% 89 6.80% 82
Cash 3.80% 29 3.80% 231 3.80% 84
Total market value of assets 3,429 3,002 2,592
Present value of liabilities of the Schemes 4,872 4,325 3,546
Deficit in the Schemes (1,443) (1,233} {954)
Deferred tax asset 433 370 286
Net pension liability {1,010) (863) {668)

The assets of the Other Schemes and the expected rates of return were:

Long term Long term Long term

Expected rate Expected rate Expected rate
of return Value at of return Value at of return Value at
per annum at 31 Dec 2004 perannumat 31 Dec 2003 perannumat 31 Dec 2002
31 Dec 2004 £ million 3% Dec 2003 £ milion 31 Dec 2002 £ million
Equities 8.20% 506 8.50% 436 8.50% 314
With-profits Investments 5.45% 111 5.60% 106 5.80% 79
Bonds 5.00% 134 5.20% 112 5.00% 124
Property 6.60% 10 6.80% 18 6.80% 19
Cash 3.80% m 3.80% 12 3.80% 33
Total market value of assets 772 684 569
Present value of hiabilities of the Other Schemes 1,024 247 751
Deficit in the Other Schemes (252) (263) (182)
Deferred tax asset 76 79 55
Net pension liability (176} {184} (127)

The above rates apply to all Other Schemes with the exception of the schemes within Bank of Scotland (Ireland) Ltd, which are not significant,
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8. Pension Costs continued

The movement in the deficit in the Schemes and Other Schemes {"Group Schemes”) during the year can be analysed as follows:

Year ended 31 December 2004 Year ended 31 December 2003
The Other The Other
Schemes Schemes Total Schemes Schemes Totat
£ million £ million £ million £ million £ million £ million
Deficit in the Group Schemes at beginning of vear {1,233) (263} {1,496} (954) (182) (1,136)
Contributions paid 146 48 194 138 49 187
Current service cost {171) (22) (193) {142) {22) {164)
Past service cost (8) {9) {17} 3 {15} {18}
Other finance income 4 {2) 2 B8 (4) 2
Actuarial loss (181) 4 {185) (278} {89) (367)
Deficit in the Group Schemes at end of year {1,443} (252} {1,695) (1,233} {263} (1,4986)
Components of defined benefit cost for the year
Year ended 31 December 2004 Year ended 31 December 2003
The Other The Other
Schemes Schemes Total Schermes Schemes Total
£ million £ million £ million £ million £ million £ million
Analysis of amount that would be charged to operating profit
Current service cost 1m 22 193 142 22 B4
Past service cast 8 9 17 3 15 18
Total that would be charged to operating profit 179 31 210 145 37 182
Analysis of amount that would be credited to other finance income
Interest an pension scheme liabilities 239 52 291 202 44 246
Expected return on assets in pension scheme (243} (50) {293) {208) {40) {248}
Net amount that would be credited to other finance income {4} 2 @) {6) 4 (2}
Total potential profit and loss charge before deduction for tax 175 33 208 139 a1 180
Analysis of amounts that would be recognised in Statement
of Total Recognised Gains and Losses (STRGL)
Gain on scheme assets (34) (26) (60) (236} {48) (284)
Experience {gain)/loss on scheme ligbilities 55 (12) 43 (18} 24 5]
Loss on change of assumptions (financial and demographic) 180 42 202 532 13 645
Total potential loss recognised in STRGL before tax 181 4 185 278 89 367
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Notes on the Accounts
continued

8. Pension Costs continued
History of experience gains and losses

{Gain)/loss on scheme assets Experience (gain}/loss Total potential loss
on scheme liabilities recognised in
STRGL before tax
% of scheme % of scheme % of scheme
assets at liabilities at fiabilities at
Amount  end of year Amount  end of year Amount  end of year
£ million % £ million % £ million %
Year ended 31 December 2004
The Schemes (34) 1 55 1 181 4
Cther Schemes (26) 3 (12) 1 4
Total (60} t 43 t 185 3
Year ended 31 December 2003
The Schemes (236) 8 (18} 278 6
Other Schemes (48) 7 24 3 89 9
Total (284) 8 6 367 7
Year ended 31 December 2002
The Schemes 829 32 7 930 26
Other Schemes 163 29 (8) 1 173 23
Total 992 3 (1) 1,103 26

Included within Other Schames is The Equitable Pension Scheme. At 31 December 2004, under FRS 17, a deficit of £37 milion (2003 £55 million)
and a profit and loss charge of £13 million (2003 £22 millicn) would arise. The Equitable is, however, obliged to reimburse the Group for certain excess
costs of funding this scheme, The contributions te Other Schemes referred 1o above are those paid by the Group and do not take account of amounts
to be reimbursed by The Equitable.

Other Post-retirement Benefits

Anrindependent actuarial review as at 31 December 2004 estimated the present valug of the accumutated other post-retirement benefit cbligations
under FRS 17 at £4& million (2003 £244 milion) for the Group. There are no assets backing these obligations, and hence the notional balance sheet
provision under FRS 17 is alse £46 million (2003 £44 million}, The notional charge in relation to these benefits amourted to £3 million (20C3 £3 million).
The main additiona! financial assumption used was that the long term rate of increase in health care costs would be 5.45% p.a., which ig in ine with
the discount rate.

9. Taxation

2004 2003

£ million £ million

UK Corporation Tax at 30% {2003 30%) 855 737
Relief for overseas taxation {29) (21)
826 716

Tax relating to change in value of long term assurance business (Note 27} 178 103
1,004 819

Overseas taxation 168 120
Share of joint ventures' taxation 15 24
Share of other associated undertakings’ taxation 9 5]
Total current corporation tax 1,196 969
Deferred taxation (Note 3201 114 122
Tax on profit on ordinary activities 1,310 1,091
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9, Taxation continued

The tax assessed for the year is lower than the standard rate of corporation tax in the UK (30%). The differences are explained befow:

2004 2003
£ million £ milkon
Profit on ordinary activities before taxation 4,592 3,766
Profit on ordinary activities multiplied by the
standard rate of corporation tax in the UK of 30% (2003 30%) 1,378 1,130
Effects of:
Expenses not deductible for tax purposes 64 2
Capitat allowances in excess of depreciation {113) (151)
Net effect of differing tax rates overseas {20) (47)
Bock gains covered by capital losses/indexation 4) {1)
Deductible interest on innovative tier 1 capital {48) (43}
Differing tax rates for life assurance business (22} {40}
Amcunts written off fixed asset investments 14 4}
Other timing differences (1) 62
Adjustments in respect of previous periods {59) (14)
Others 7 2
Current corporation tax charge for year 1,196 969
10. Dividends
2004 2003
£ million £ million
Crdinary dividend
Interim dividend of 10.8p per ordinary share {2003 10.3p) 422 395
Proposed final dividend of 22.15p per ordinary share (2003 20.6p) 870 793
Adjustments (6} (5)
1,286 1,183
Preference dividends paid 25 25
payable 12 12
37 37
1,323 1,220

The adjustment in 2004 of £6 million (2003 £5 million) resuilis from the waiver of dividends by the No.1 Employee Share Ownership Trust and the
HBOS Qualifying Employee Share Ownership Trust which took place subsequent 1o the dividends being accrued but before the ex-dividend date.

11, Retained Profit

2004 2003
£ million £ mitlion

The profit of the Group has been retained by:
HBOS ple 277 124
Subsidiary undertakings 1,452 1,138
1,729 1,262
Joint ventures and other associated undertakings 5 (30}
1,734 1,232

By virtue of the exemption contained within Section 23C of the Companies Act 1985, the Profit and Loss Account of the Company is not presented.
Qf the profit attributable to shareholders, £1,598 million (2003 £1,344 million) has been dealt with in the accounts of the Company.
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Notes on the Accounts
continued

12. Earnings per Ordinary Share

Basic and diluted earnings per Ordinary Share are based upeon Group profit attributable to Ordinary Shareholders of £3,020 million

{2003 £2,415 million). The underlying earnings per Crdinary Share are based upon Group profit attributable to Ordinary Shareholders

(before exceptional items and goodwill amortisation but after tax) of £3,260 million (2003 £2,602 miltion}. For the basic and underlying earnings
per Ordinary Share the weighted average number of 25p Ordinary Shares of 3,867 million (2003 3,800 million) is used and for the diluted earnings
per Ordinary Share the weighted average number of actual and potential 25p Ordinary Shares of 3,890 million (2003 3,823 miillion} is used.

Group profit attributable to Ordinary Shareholders equals profit attributable to shareholders of £3,057 million {2003 £2,452 miliion) less preference
gividends of £37 million (2003 £37 million). The weighted average number of actual and potential Ordinary Shares in issue is detailed below:

2004 2003
Number Number
million million
Actual weighted average number of shares in issue 3,867 3,800
Adjustment for waighted average number of shares on which options
have been granted but not yet exercised 23 23
Potential weighted average number of shares in issue 3,890 3,823
The calculation of the underlying earnings per Ordinary Share, noted below, has been included to enable shareholders to assess the
undertying trading performance.
2004 2003
pence pence
Basic earnings per share 78.1 63.6
Exceptional items 3.2 2.2
Goodwill amortisation 3.0 2.7
Underlying earnings per share 84.3 68.5
13. Treasury Bills and Other Eligible Bills
Group
2004 2003
Book Value Market Value Bock Value  Market Value
£ million £ million £ miflion £ million
Investment securities
Treasury bills and similar securities 2,850 2,849 6,226 6,224
Other eligible bills 855 855 387 380
3,705 3,704 6,613 6,614
Other securities
Treasury bills and similar securities 499 499 1,315 1,315
Other eligible bills 123 123 136 136
622 622 1,451 1,451
4,327 4,326 8,064 B.06S
The movement on treasury bills and other eligible bills held for investment purposes was as follows:
£ million
At 1 January 2004 6,613
Exchange translation 8
Additions 11,115
Disposals (14,110)
Amortisation 79
At 31 Decermber 2004 3,705
18

Aggregate unamontised discounts net of premiums at 31 December 2004
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14. Loans and Advances to Banks

Group

2004 2003

£ million £ milliory

Repayable on demand or at short notice 5,845 6,271
Cther loans and advances repayable

in 3 months or less exciuding on demand ¢r at short notice 10,334 5,592

1 year or less but cver 3 months 1,511 3,829

5 years or less but over 1 year 59 a8

over 5 years 7 188

Loans and advances {0 banks 17,756 15,948

15. Loans and Advances to Customers

Group

2004 2003

£ million £ million

Repayable on demand or at short notice 24,220 21,494
Other loans and advances repayable

in & months or less excluding on demand or at short notice 37,118 33,362

1 year or less but over 3 months 15,366 14,298

5 years or less but over 1 year 51,299 37,929

over 5 years 162,140 161,709

290,143 268,782

Provisions for bad and doubtful debts (Note 17) (2,494) {2,252)

intergst in suspense (138) {148)

Loans and advances to customers 287,511 266,382

At 31 December 2004, there were foans and advances to customers of £7,738 million (2003 £6,652 millicn} outstanding from joint ventures
and other associated undertakings.

Loans and advances to customers inciude finance lease receivables of £4,758 million (2003 £4,911 million). Assets acquired in the year for letting
under finance leases amounted to £873 mition (2003 £1,660 million).

The Group's lending exposure afier the deduction of non-returnable finance and before the deduction of provisions for bad and doubtful debts and
interest in suspense is analysed below.

2004 2003
£ million € million
Agriculture, forestry and fishing 1,327 1,195
Erergy 1,347 1,613
Manufacturing industry 6,206 6,058
Construction and property 31,583 28,198
Hotels, restaurants and wholesale and retail trade 10,289 8,062
Transport, storage and communication 4,817 4,263
Financiat 12,854 8,257
Other services 17,958 15,698
Individuals
Home mortgages 170,098 163,992
Other personal lending 22,446 19,235
Overseas residents 11,208 11,311

290,143 268,782
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Notes on the Accounts
continued

15. Loans and Advances to Customers continued
Loans and advances 1o customears which have been securitised and which meet the criteria set out in FRS 5 “Reporting the Substance of
Transactions”, for a linked presentation format are shown below.

At 31 December 2004 At 31 Decermber 2003

Non- Non-

Gross assets  Returnable  Gross assets Returnable

Assets Securitised Finance  Securitised Finance

Securitised £ mitlion £ millicn £ million £ milion

SWAN Trust Mortgages Mortgages 79 79 120 120

Mound Financing (No. 1) PLC Mortgages 617 616 617 616

Mound Financing No. 2) PLC Mortgages 525 524 525 524

Melrose Financing No., 1 ple Corporate Loans 900 693 1,500 1,445

Permanent Financing (No. 1) PLC Mortgages 2,934 2,930 2,934 2,930

Permanent Financing (No. 2) PLC Mortgages 4,086 4,082 4,762 4,758

Mound Financing {No. 3) PLC Mortgages 2,261 2,258 2,261 2,258

Permanent Financing (No. 3) PLC Mortgages 3,796 3,791 4,500 4,495
Permanent Financing (No. 4} PLC Mortgages 6,122 6,116
Permanent Financing (No. 5) PLC Mortgages 3,956 3,952
Permanent Financing {No. 6) PLC Mortgages 3,853 3,849

29,129 28,890 17,219 17,146

These special purpose vehicles, all of which are ultimately beneficially owned by charitable trusts, have been funded primarily through the issue

of floating rate notes. Neither the Company nor its subsidiary undertakings are required to support any losses that may be suffered by the noteholders
in accordance with the terms of the notes nor is it intended te do so. The noteholders have agreed in writing that repayment of the non-recourse
funding facilities will be made solely from the cashflows generated by the underlying loan portfclios. When all liabiliies to the noteholders have been
discharged any proceeds from assets in addition to the non-returnable amounts already received in the securitisation companies accrue to the
Company or its subsidiary undertakings.

Neithar the Company nor its subsidiary undertakings have the right or obligation to repurchase any securitised advance unless it has been in breach
of warranty.

HBOS Group undertakings and third parties have entered into a number of interest rate swaps with the securitisation undertakings, the intention
of which is 1o swap alf or part of ihe interest flows from customers into variable rate interest flows to match the variable rate interest payable to the
noteholders.

In March 2004 £6,122 milicn of mortgage loans were securitised through Permanent Financing (No. 4) PLC. In July 2004 £3,956 million of mortgage
loans were securitised through Permanent Financing (No. 5) PLC. In November 2004, £3,853 million of mortgage loans were securitised through
Permanent Financing (No. 6} PLC.

In aggregate the securitisation undertakings had net interest income of £39.7 milion (2003 £27.4 million), operating expanses of
£28.6 million {2003 £17.6 million}, provisions for bad and doubtful debts of £31.1 million {2003 £9.8 million), resulting in a profit for the year of
£nil {2003 Lnil).

Loans and advances include advances of £14,885 milion (2003 £6,415 million) which have been sold by a subsidiary of the Company to bankruptcy
remote spectal purpose vehicles, funded by the issue of Covered Bonds on terms whereby the rewards and some of the risks of the portfoiio have
heen retained by the subsidiary. Accordingly, these advances have been retained on the Group’s balance sheet with the Covered Bonds being included
within debt securities in issue (Note 30). Loans and advances also include certain portfolios of advances of £1,824 million (2003 £290 million) which
have been securitised and which did not qualify for linked presentation (Note 30).

16. Non-performing Assets

Non-performing loans and advances amount to £5,866 million (2003 £4,951 million) including £1,225 million (2003 £1,107 million) of advances on
which interest is being heid in suspense. Net of provisions and interest in suspense, non-performing loans and advances amount to £3,234 miflion
(2003 £2,551 million).
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17. Provisions for Bad and Doubtful Debts

Group
Specific General Total
£ million £ million £ million
At 1 January 2004 1,460 792 2,252
New provisions less releases 1,200 43 1,243
Amounts written off (1,044) {1,044}
Acquisitions and transfers 50 50
Exchange movements (5) {2} (7
Cumulative provisions as at 31 December 2004 1,661 833 2,494
New provisions less releases 1,200 43 1,243
Recoveries of amounts previously written off (42) {42)
Net charge to profit and loss account 1,158 43 1,201
18. Debt Securities
2004 2003
Issued by Issued by
Public Issued by Market Public lssued by Market
Bodies Others Total Value Bedies QOthers Total Value
£ million £ million £ million £ million £ million £ miltion £ million £ miltion
Group
Investment securities
Listed
British Government Securities 351 351 351 562 562 561
Others 2,884 20,050 22,934 23,079 1,430 16,756 18,186 18,200
Unlisted
Certificates of deposit issued
by banks and building sccieties 5,470 5,470 5,470 3,040 3,040 3,040
Others 8,332 4,332 9,392 265 7,686 7,951 7,950
Total investment securities 3,235 34,852 38,087 38,292 2,257 27,482 29,739 20,751
Cther securities
Listed 392 6,876 7,268 7,268 540 2,749 3,289 3,289
Unlisted 13,952 13,952 13,952 18,462 18,462 18,462
3,627 55,680 59,307 59,512 2,797 48,693 51,490 51,502
of which:
maturing within 1 year 21,992 23,913
maturing in ¥ year and over 37,315 27,577
59,307 51,490
The movernent on debt securities held as investment securities is as follows: Group
Aggregate
Amortised amount Bock
Cost written off Value
£ million £ million £ million
At 1 January 2004 29,779 {40) 29,739
Exchange translation (1.441) (1,441)
Additions 28,377 28,377
Amocrtisation 7 7
Disposals (18,588) (18,588}
Amount written off (1g] 7
At 31 December 2004 38,134 47} 38,087
Aggregate unamortised discount at 31 Decermnber 2004 (79) (79)
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18. Debt Securities continued
Debt securities include securities with a market value of £1,702 millicn {2003 £6,467 million) sold subject to agreement to repurchase.

Debt securities include securities pledged as collateral amounting to £10,668 million (2003 £11,030 milion}.

Debt securities include asset backed securities of £14,507 million (2003 £12,824 miflion) which are heid in bankruptcy remote special purpose
vehicles, funded by the issue of commercial paper on terms whereby some of the rewards and risks of the portfolio have been retained by
the Group. The transaction does not qualify for linked presentation under FRS 5 and the asset backed securities have therefore been retained
on the Group balance sheet with commercial paper being included within debt securities in issue Note 30 on page 108.

19. Equity Shares

Listed Unlisted Group

Aggregate Aggregate Total

amount Book amount Book Book

Cost written off Value Cost written off Value Value

Investment Securities £ million £ million £ million £ million £ million £ million £ million
At 1 January 2004 50 7} . 43 213 (40) 173 216
Exchange translation 2 2) {2}
Additions 5 5 38 38 43
Disposals 4) @ (33) 2 {31) (35)
Amounts written off {5) (5) 9 @ {14)
At 31 December 2004 51 (12} 39 216 {47) 168 208

The total fair value of investments as at 31 December 2004 for the Group was £326 million (2003 £323 million) including £53 million (2003 £105 millicn)
in respect of the market value of listed equity shares.

20. interests in Associated Undertakings

Group
Acquired Share of

Book Equity Net Tangible Book

Value Adjustments Assets Goodwill Value

(i} Interests in Joint Veptures £ milfion £ million £ million £ million £ million

At 1 January 2004 303 {137) 166 a8 264

Acquisitions and subscriptions of capital 29 29 29

Disposals (11} {4) (15) (15)

Share of retained losses {17} {17} a7

Goodwill amortisation ] Y]

At 31 Decernber 2004 73] {158) 163 9 254
All the interests in joint ventures are unlisted.

Group

Acguired Share of

Book Equity Net Tangible Book

Value Adjustments Assets Goodwill Value

{ii} Interests in Other Associated Undertakings £ million £ million £ milficn £ million £ million

At 1 January 2004 144 48 192 192

Acquisitions and subscriptions of capital 5 5 5

Transfer to subsidiary undertaking {10) 32) 42) (42)

Disposals {t0) 4 (14) (14

Share of retained profits 29 29 29

At 31 December 2004 129 41 170 170

All the interests in other associated undertakings are unlisted.
The main joint ventures and other associated undertakings are listed in Note 52 on page 125.
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21. Interests in Group Undertakings

Banks Others Total
(i) Shares in Group Undertakings £ million £ millien £ million
At cost at 1 January 2004 5,754 6,126 11,880
zxchange translation {19) 19
Subscriptions of capital 46 25 7t
Redemptions of capital {450) {450)
At cost at 31 December 2004 5,800 5,682 11,482

Banks Others Total
(ii) Loans to Group Undertakings £ million £ million £ million
At cost at 1 January 2004 2,003 500 2,603
Advanced in the year 1,631 27 1,658
At cost at 31 December 2004 3,634 527 4,161
Total Interests in Group Undertakings
At 31 December 2004 9,434 6,209 15,643
At 31 December 2003 7,757 6,626 14,383
The main subsidiary undertakings of HBOS plc are listed in Note 53 on page 128.
22, Intangible Fixed Assets

Goodwilt
£ million

Cost
At 1 January 2004 1,985
Exchange translation )
Additicns 10
At 31 Decernber 2004 1,988
Amortisation and provisions for impairment
At 1 January 2004 310
Amortisation charged in year 108
At 31 December 2004 418
Net Book Value
At 31 December 2004 1,570
At 31 December 2003 1,675

Goodwill o acquisitions is capitalised and amortised by equal installments over its estimated useful life not exceeding 20 years.

23, Tangible Fixed Assets

Group

Cost or Book

Valuation Depreciation Value

£ million £ million £ million

Property

At 1 January 2004 1,384 {486) 898
Exchange translation (1) )]
Additions 58 58
Revaluation of investment properties 5 5
Disposats (37} 18 {19
Depreciation for year (60) {60)
At 31 Decernber 2004 1,409 (528} 881
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continued
23. Tangible Fixed Assets continued
Group
Cost or Book
Valuation Depreciation Value
£ million £ million £ miltion
Equiprnent
At 1 January 2004 1,813 {1,004} 809
Exchange transtation 5) 4 1)
Additions 302 302
Disposals {89 29 {60}
Depreciation for year {247) (247}
At 31 December 2004 2,021 {1,218} 803
Total tangible fixed assets at 31 December 2004 3,430 (1,746} 1,684
Total tangible fixed assets at 31 December 2003 3,197 {1,490) 1,707

Inciuded within Group tangible fixed assets are assets in the course of construction amounting to £108 million (2003 £152 milion) which are not

depreciated until the assets are brought into use.

Property comprises: 2004 2003
£ million £ mifiion
Investment properties at valuation:

Freehold 48 43

Other properties at cost less depreciation:
Freehold 669 724
Long leasehold 42 42
Short leasehold 122 89
881 898
Occupied for own activities 715 706

The investment properties were valued by C B Richard Ellis, Chartered Surveyors, as at 31 December 2004, on the basis of open market value in

accordance with the Appraisal and Valuation Manual of The Royal Institution of Chartered Surveyors.

At 31 December 2004, the net book value of the investment properties under the historical cost basis was £42 willion (2003 £42 milfion).

24. Operating Lease Assets

Assets leased o customers include the following amounts in respect of operating lease assets:

Group

Cost Depreciation  Book Value

£ million £ million £ million

At 1 January 2004 3,695 (708) 2,987
Exchange transftation {50} 4 {46)
Additionsg 1,236 1,236
Disposals (884) 263 (621)
Depreciatian for year {408) {408)
At 31 December 2004 3,997 {849) 3,148
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24. Operating Lease Assets continued

The Group’s unguaranteed residual value exposure in respect of operating lease assets, assuming disposal at the end of the lease term, is as follows:

Group
2004 2003
£ million £ millicn
On operating lease assets where the unguaranteed residual value is expected to be recovered in:
1 year or less 585 449
2 years or less but over 1 year 203 235
5 years or less but over 2 years 202 169
over 5 years 662 688
1,652 1,541
25. Capital and Other Commitments
Group
2004 2003
£ million £ million
Commitments in respect of capital expenditure on fixed assets, authorised
but not provided for in the accounts, for which coniracts have been entered inte 24 15
Commitments for which contracts have been placed in relation to operating lease assets 3 g
Included in other tabilities are net obligations under finance leases payable as follows:
1 year or less 28 5
5 years or less but over 1 year 2 3
26. Other Assets
Group
2004 2003
£ mitlion £ millior:
Positive market values of trading derivative contracts 86,170 5,596
Other assets 2,276 2.008
8,446 7,602

27. Long term Assurance Business

The value of long term assurance business comprises the surplus attributable to the Group, including minority interests, together with the net present
value of in-force business. This method is known as the embedded values approach.

The principal economic assumptions are reviewed annually and are as folfows:

2004 2003

% %

Risk discount rate (net of tax)® 8.0 8.0
Return on equities (net of tax credits) 7.5 7.5
Return on Gilts {gross of tax} 5.0 50
Expense inflation 3.0 3.0

In-force business is defined as all live policies where the first premium has been paid. For traditicnal with profits business, the surplus attribrstable to

the Group equates to one ninth of the bonuses declared in any year. The level of assumed future bonuses is calculated by projecting the porticlio of
with profits business forward and applying reversionary and terminal bonus rates so as to exhaust the projected surplus of assets attributable to with
profit policyholders. For a other business, the entire surplus is attributable to the Group.

" The discount rate contains an allowance for investment risk which is set at a level to ensure that the assumed effective investrment return on corporate bonds and equities
equates to that of the assumed relum on gilts. Accordingly, the value attributed to long term assurance business excludes any amount that relates to expected future investment
margins which is in fine with the requirerments of FRS 27 “Life Assurance”.
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Notes on the Accounts
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27. Long term Assurance Business continued
The income from long term assurance business is caiculated as foliows:

2004 2003
£ million £ milicn
Closing vaiue of Group’s interest in long term assurance business including minority interests 4,426 3,950
Opening value of Group's interest in long term assurance business including minority interests {3,950) (3,544)
Increase in value of long term assurance business 476 406
Transfers from long term assurance business 60 16
income after tax from long term assurance business 536 422
Tax refating to long term assurance business (Note 9) 178 103
Income before tax from long term assurance business 714 525
Income before tax from long term assurance busingss may be analysed as follows:
2004 2003
£ million £ million
Contribution from new business 282 162
Contribution from existing business 279 238
Investment earnings 113 99
Income before tax from long term assurance business based on long term assumptions 674 499
Changes to economic assumptions 72
Short term fluctuations in investiment returns 40 (46)
Income before tax from long term assurance business 714 525
The long term assurance assets comprise:
2004 2003
£ million £ milicn
Investments attributable to policyholders
Assets held 1o cover iinked liabilities 27,278 21,958
Cther investments
Fixed interest securities 8,456 9,765
Stocks, shares and collective investments 9,841 7,998
Properties 2,389 2,385
Mortgages and loans 9 11
Deposits 1,188 1,548
Total investments attributable to policyholders 49,161 43,665
Net assets attributable to sharehoiders 1,989 1,686
Value of in-force policies 2,438 2,264
Cther policyholder net current assets 401 140
Total jong term assurance assets 53,989 47,764
tong term assurance business attributable to shareholders 4,426 3,850
Long term assurance assets attributable to policyholders 49 563 43,814
53,989 47,764

Derivatives (options and futures) are used for efficient portfotio management of the fong term assurance business and to match obligations
1o policyholders. These derivatives are included within investments above at market value.

In accordance with UITF 37 "Purchase and sales of own shares”, long term assurance asseats attributable to policyholders have been reduced
by £44 million (2003 £37 million) in respect of a holding in HBOS plc shares within the policyholders’ fund.

insurance cornpanies and insurance groups report their income from long term assurance business on the *“Modified Statutory Solvency Basis”
(‘"M8SB’) in accordance with the Staterment of Recommended Practice issued by the Association of British [nsurers which is only applicable to the
accourts of such companies and groups. Under this approach, the profit reported is the surplus or deficit calculated for statutory solvency purposes
with prescribed adjustments to technical provisions and the deferral of centain costs of acquiring business.
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27. Long term Assurance Business continued

The Group’s income from long term assurance business under this alternative basis is set out below:

2004 2003
£ million £ million
Premiums 8,777 8,270
investment income 2,290 655
Unrealised gains on investments 1,826 4,316
Other income 94 39
12,987 13,280
Claims {6,107) {4,883}
Change in technical provisions (5,218} (6,831}
Expenses (959) (1,019)
Unrealised losses on investments (1)
Other charges 47) (47)
Tax atfributable to fong term business {109} (157}
Transfer to the fund for fulure appropriations (361) {137}
Balance on the technical account - long term business 185 206
Tax credit attributable to balance on the technical account — long term business 27 83
Unrealised gains/{losses) on investments 2 {50)
Income in shareholders’ fund 121 35
Expenses in shareholders’ fund (167 (41}
Surplus before tax from long term assurance business on a modified statutory solvency basis 228 213
Tax {32) 62)
Surplus after tax from long term assurance business on a medified statutory solvency basis 196 151

The balance sheet in respect of long term assurance business prepared an a modified statutory solvency basis can be summarised as follows:

2004 2003
£ million £ mifion
Assets

Investrments 24,208 23,660
Assets held to cover linked liabilities 27,282 21,958
Cther assets 2,876 2,298
Total Assets 54,366 47,906

Liabitities
Shareholders' funds 2,985 2,793
Fund for future apprepriations 498 137
Linked liabilities 27,282 21,958
Other technical provisions 21,731 21,756
Other creditors 1,870 1,262
Total Liabilities 54,366 47,906
Long term assurance assefs atiributable to sharehofdars on a modified statutory scivency basis 2,985 2,793
Leng term assurance assets attributable to policyholders on a modified statutory solvency basis 51,381 45,113
54,366 47,906

The embedded value of the Group’s interest in long term assurance business can be reconciled to the long term assurance assets aitributable to
shareholders on a modified statutory schvency basis as follows:

2004 2003

£ million £ million

Embedded value of long term assurance business 4,426 3,950

Value of in-force business {1,933} (1,839)
Other differences:

Deferred acquisition costs 451 605

Adjustments to net asset values 41 77

Long term assurance assets attributable to shareholders on a modified statutory solvency basis 2,985 2,793

Profits calculated using MSSB use the same long term assumptions as required 1o assess the regulatory solvency but with certain prescribed accounting
adjustiments. Because of the conservative nature of the current solvency regulations new business is normally reported as a loss in the year of safe.
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28. Deposits by Banks

Group
2004 2003
£ million £ million
Repayable cn demand 9,042 5,084
Repayable
3 months or less but not repayabile on demand 24,720 30,250
1 year or less but over 3 months 3,290 5,331
5 years or less but over 1 year 176 21
over 5 years 63 71
37,291 40,757
Amounis above include:
Other associated undertakings 135 155
29, Customer Accounts
Group
2004 2003
£ million £ million
Repayable on demand 156,226 136,360
Repayable
3 months or less but not repayabie on demand 27,009 26,283
1 year or less but over 3 months 8,257 7,623
5 years or less but over 1 year 2,940 2,334
over 5 years 1,062 S04

195,494 173,504

Amounts above include:
Joint ventures 139 &7
Other asscciated undertakings M 64

30. Debt Securities in Issue

Group
2004 2003
£ miltion € million
Bonds and Medium Term Notes
Repayable
1 year or less, or on dernand 8,542 8,717
2 years or less but over 1 year 10,010 9,627
5 years or less but over 2 years 17,048 11,567
over 5 years 8,043 5,928
43,643 35,839
Cther Debt Securities
Repayable
3 months or kess 50,318 53,600
1 year or less but over 3 months 10,156 10,299
2 years or less but over 1 year 881 115
5 years or less but over 2 years 251 5
over 5 years 661
62,267 64,018
Total Debt Securities in lssue 105,910 99,8568

Bonds and Medium Term Notes include £8,083 million (2003 £3,525 million) in respect of Covered Bonds secured on advances criginated by the
Group and £1,824 million (2003 £220 million) in respect of the funding arising from the securitisation of certain portfolios of advances which are not
avaitable for linked presentation. The portfolios of advances continue to be reparted in Loans and Advances to Customers (Note 15). Bonds and
Mediumn Term Notes also include £275 million (2003 £288 mifion) secured on advances 10 customers and certain other assets of the Group.

Other Debt Securities includes £15,092 million (2003 £12,895 million) in respect of commercial paper issued to fund the purchase of asset backed
securities by special purpose vehicies (Note 18).
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31. Other Liabilities

Group Company
2004 2003 2004 2003
£ million £ million £ million £ million

Negative market values of trading derivative contracts 6,558 7,71
Unciaimed shares 267 275 267 275
Other liabilities 4,006 3,694 170 HE
10,831 11,760 437 386

Unclaimed shares comprise the net sale proceeds of certain Halifax Group Limited (formerly Halifax Group plc) ordinary shares which, following the
Halifax Group restructuring which took effect on 1 June 1999, represented Hafifax ple ordinary shares. These shares were issued to mest claims for
Halifax plc ordinary shares from qualifying members of Ralifax Building Society and others following the transfer of business from Halifax Buitding
Society to Halifax plc in 1997. This liability also includes the related unclaimed dividends up to the date of sale and the unclaimed capital payments
arising from the Halifax Group vestructuring in 1999. These amounts are being held on behalf of the persons who would have been entitted to claim
the shares before they were scld. Amounts representing the sale proceeds together with the unclaimed capital payments can be claimed during

a period of nine years from the date of sale (30 August 2001}, after which time they will be forfeited. Amounts representing the related unciaimed
dividends can be claimed during the period of twelve years from the date of the resolution for payment of each dividend, after which time they

will be forfeited. Following an internal reorganisation on 1 July 2002, responsibility for these balances was assumed by HBOS plc.

32. Provisions for Liabilities and Charges

Group

2004

{i) Deferred Taxation £ million:
At 1 January 2004 662
Charge in year (Note 9) 114
Other movements {50}
At 31 December 2004 726
2004 2003

£ million £ mition

Capital allowances:

on assets lsased to customers 995 846
on other assets 27 64
General provisions (253) {229)
Other timing differences (43} {19)
726 662

Group

Mortgage Pensions and HBOS
Endowment Other Similar  Integration Other

Compensation  Obligations Provision Provisions Total

{ii} Other Provisions £ million £ million £ million £ million £ million
At 1 January 2004 145 7 53 205
Transfer in 42 42
Charge for year 130 66 48 7 251
Utilised in year {63) (61) (44) (4) (172}
At 31 December 2004 109 150 11 56 326

Of the provision for pensions and other similar obligations, £38 million relates to other post-retirermnent benefits (2003 £37 million).
Other provisions include property related costs on surplus leased space.
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Notes on the Accounts

continued
33. Subordinated Liabilities
Group Company
2004 2003 2004 2003
£ million £ million £ million £ million
Dated Loan Capital
US$3C0 million 8.80% Notes 2004 168
£400 million 8.75% Subordinated Notes 2006 400 00
US$H150 milion 8.85% Notes 2006 78 84
£75 million 9.125% Subordinated Notes 2006 75 75
£60 million 8.00% Instruments 2006 60 60
€650 million 4.75% Subordinated Bonds 2009 459 458
Us$500 million Floating Rate Subordinated Step-up Callable Notes 2009 280
€500 mifion 5.50% instruments 2009 353 353
£75 million Floating Rate Subcrdinated Notes 2009 75
US$500 million Notes 2010 258 280
£75 million Floating Rate instruments 2010 75 1)
US$H150 million Notes 2011 78 84
£7 million Floating Rate Notes 2011 5 5
€750 million Subordinated Fixed Rate Notes 2012 529 530
LIS$450 milion Subordinated Floating Rate Notes 2012 232 252
£200 milion Floating Rate Step-up Callable Subordinated Notes 2012 200 200
€12.8 million 6.25% instruments 2012 9 g
A$75 million Callable Notes 2012 30 31
€1,000 million Subordinated Callable Fixed/Floating Rate Instruments 2013 705 706
€325 million 6.125% Notes 2G13 229 229
US$1,000 miion 4.25% Subordinated Guaranteed Notes 2013 517 560 517 560
JPYEO billion 0.55% Subordinated Callable Notes 2013 303 284 303 284
US$500 miliion Subordinated Catiable Notes 2014 258 258
£250 million 11% Subordinated Bonds 2014 250 250
£1,000 million 4.875% Subardinated Notes 2015 705 697 705 697
€500 million Caftable Fioating Rate Subordinated Notes 2016 353 353
£150 million 10.6% Subordinated Bonds 2018 150 150
£250 milion 6.375% Instruments 2019 250 250
€750 million Caffable Fixed to Floating Rate Subordinated Notes 2018 @ 529 5289
£500 million 9.375% Subordinated Bonds 2021 500 500
€400 million 6.45% Fixed/Floating Subordinated Guaranteed Bonds 2023 283 282
US$750 million 6.00% Subordinated Notes 2033 388 443 388 443
£245 miilion 7.881% Subordinated Extendable Maturity Notes 2048 245 245
€415 million Fixed to Floating Rate Subordinated Extendable Maturity Notes 2048 293 293
Unamortised Premiums, Discounts and lssue Costs {29} {31) {21} {19}
8,232 7,740 3,570 2,603
Repayabile:
in 1 year or less 168
in more than 1 year but not more than 2 years 613
in more than 2 years but not more than 5 years 812 619
in more than 5 years 6,807 6,953 3,570 2,503
8,232 7,740 3,570 2503

No repayment, for whatever reason, of dated loan capital prior to its stated maturity and no purchase by the relevant undertaking of its loan capital
may be made without the consent of the Financial Services Autharity. On a winding up of the relevant company, the claims of the holders of dated loan
capital shall be subordinated in right of payment to the claims of all depositors and creditors of that company other than craditors whose claims are
expressed to rank pari passu with or junior to the claims of the hoiders of the dated loan capital.

' On & February 2004 the Company issued US$500 million Subordinated Caltable Notes 2014 at an issue price of 100.13% of the principal amount. The Notes pay interest
quarterly at 3 month USD-LIBOR-BBA plus (.275% until 9 February 2009 at which time the interest rate will become 3 month USD-LIBOR-BBA plus 0.775%. The Company
has the option to redeem these Notes on @ February 2009 and quarterly thereafter.

2 0n 20 May 2004 the Company issued £500 milion Callable Floating Rale Subordinated Notes due September 2018 at an issue price of 100% of the pAncipal amount.
The Notes pay interest quarterly in arrear at a rate of 3 month EURIBOR-Telerate plus 0.30% p.a. until 1 September 2011 and thereafter at a rate of 3 month
EUR-EURIBOR-Talerate plus 0.80% p.a. The Company has the option 1o redeem these Notes on 1 September 2011 and quarterly thereafter.

& On 29 October 2004 the Company issued €750 milion Caliable Fixed to Floating Rate Subordinated Notes 2019 at an issue price of 99.984% of the principal amount.
The Notes pay interest at a rate of 4.375% p.a. annually in arrear untit 30 Octeber 2014 at which time the interest rate will become 3 month EURIBOR-Telerate plus 1.36%
payable quarterly. The Company has the option to redeem these Notes on 30 October 2014 and annually thereafter.
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33. Subordinated Liabilities continued

The £245 million 7.881% Subordinated Extendable Maturity Notes 2048 and the €415 million Fixed to Floating Rate Extendable Maturity Notes 2048
were issued to HBOS Sterling Finance (Jersey} L.P. and HBOS Euro Finance {Jersey) L.P. respectively as subordinated notes. HBOS Sterting Finance
(Jersey) L.P. and HBOS Euro Finance (Jersey) L.F. have issued preferred securities of equivalent amount. These are included in minority and other
interests (non-equity) in the Consolidated Balance Sheet (Note 37).

Group Company
2004 2003 2004 2003
£ million £ million £ million £ million
Undated Loan Capital
£500 million Cumulative Callable Fixed to Fioating Rate Undated Subordinated Notes ™ 500 500
US$750 million 8.071% Undated Subordinated Fixed to Floating Rate Instruments # 388
€750 millicn 4.875% Undated Fixed to Floating Rate Subordinated Notes © 529 529
€500 millicn Fleating Rate Undated Subordinated Notes ¥ 353 353
US$1,000 million 5.375% Undated Fixed to Floating Rate Subordinated Notes 57 580 517 580
€750 million Uindated Subordinated Fixed to Floating Notes 529 528 529 528
£600 milion 5.75% Undated Subordinated Step-up Notes 600 660 600 606
US$1,000 millicn 6.85% Undated Subordinated Notes 517 641
£60C milion Fixed to Floating Rate Undated Subordinated Netes 600 600
€500 million Fixed to Floating Rate Undated Subordinated Notes 353 353 353 363
£300 million Perpetual Regulatory tier One Securities 300 300
£300 million 7.5% Undated Subordinated Step-up Notes 300 300 300 300
JPY 42.5 bilion 3.50% Undated Subordinated Yen Step-up Notes 214 222 214 222
US$300 milion Reset Notes 155 168
£200 milion Perpetual Notes 200 200
£200 milion 7.375% Undated Subordinated Guaranteed Bonds 200 200
€300 million Fleating Rate Undated Subordinated Step-up Notes 212 212 212 212
US%$250 milkien Floating Rate Primary Capital Notes 129 140
£150 million Instruments 150 150
£150 milfion Instruments 150 150
JPY 17 hilion Instruments 86 90
£100 million Instrurnents 100 100
£100 milion 12% Perpetual Subordinated Bonds 100 100
£100 million 8.75% Perpeatual Subordinated Bonds 100 100
£75 millicn 13.625% Perpetuat Subordinated Bonds 75 75
JPY 9 bition Instruments 45 47
£50 million 8.375% Perpetual Subordinated Bonds 50 50
£500 million 5.75% Undated Subordinated Step-up Notes 500 500 500 500
Unamortised Premiurms, Discounts and lssue Costs {486) (33} {41) {26)
6,401 5,142 6,071 4,520

No exercise of any redempticn option or purchase by the relevant company of any of its undated loan capital may be made without the consent

of the Financial Services Authority. Cn a winding up of the Company or subsidiary undertaking, the claims of the holders of undated loan capital shall
be suberdinated in right of payment to the claims of all depositors and creditors of the Company or subsidiary undertaking other than creditors whose
claims are expressed o rank part passu with or junior 1o the claims of the helders of the undated loan capital. The undated loan capital is junior in
point of subordination to the dated loan capitat referred to above.

“0n 15 November 2004 the Company issued £500 million Cumulative Callale Fixed to Floating Rate Undated Subordinated Notes at an issue price of 99.014% of the principat
amourd. The Notes pay interest at & lixed rate of 5.825% p.a. payable annually it arrear urtit 15 Navemnber 2018 and thereatter at a rate p.a. egual to the 5 year benchmark Gilt
rale plus 1,90% payabie annually in arrear. The Company has the right to redeem these Notes on 15 Novernber 2019 and every 5 vears thereafter.

# The US$750 million 6.071% Undated Subordinated Fixed o Floating Rate Instruments were issued by the Company to HBOS Capital Funding No.2 L.P. on 24 June 2004.
HBOS Capital Funing No.2 L.P. then issued preferred securities of eguivalent amount which are included in minority and other interasts (non-equity) in the Consolidated
Baance Sheet (Note 37).

® On 12 March 2004 the Company issued €750 million 4.875% Undated Fixed to Floating Rate Subordinated MNotes at an issue price of 92.864% of the principal amount.
The Notes pay interest at a rate of 4.875% p.a. annually in arrear until 13 March 2014 and thereafter at a rate of 3 month EURIBOR-Telerate plus 1.65%.
The Company has the right to redeern these Notes on 13 March 2014 and quarterly thereafter.

“0n 12 March 2004 the Company issued €500 milfon Foating Rate Undated Subordinated Notes at an issue price of 99.734% of the principal amount. The Notes pay

interest at a rate of 3 month EURIBOR-Telerate plus 0.60% payable quarterly in arrear untl 13 March 2014 and thereafter at a rate of 3 month EURIBOR-Telerate plus 1.60%.
The Company has the rght to redeern these Notes on 13 March 2014 and quarterly thereafter,
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Notes on the Accounts
continued

34. Share Capital

9%% Non- 9%% Non-
Cumulative  Cumulative

Iredeemable Inredeemable Other
Ordinary  Preference  Preference Preference Shares
Shares Shares Shares
25p each £1 each £1 each Stering Euro US Dollar
£ miltion £ million £ miltion £ million € million $ million
Authorised
At 1 January 2004 1,185 375 125 2,204 1,500 2,508
Authorised during the year
At 31 December 2004 1,185 375 125 2,204 1,500 2,500
Allotted, called up and fuily paid
At 1 January 2004 963 300 100
Issued under employee share schemes and in lieu of dividends 18
At 31 December 2004 981 300 160

Other Sterling preference shares comprise 200 million 6.325 per cent. Non-cumutative Redeemable Preference Shares of £1 each,
2,000 milion Sterling Preference Shares of £1 each, 250,000 8.117 per cent. Non-cumulative Perpetual Preference Shares Class A of £10
each and 150,000 7.754 per cent. Non-cumulative Perpetual Preference Shares Class B of £10 each.

The Group operates a number of share option plans and savings-related share option plans for both executives and employees.

At 31 December 2004, options to acquire 87.7 million ordinary shares were cutstanding under HBOS ple opticn plans and former Halifax option plans.
These options are exercisable at a range of prices from £6.54 1o £8.28 at various dates up to 15 March 2010. At 31 December 2004, options to
acquire 3.8 million ordinary shares were outstanding under the former Bank of Scotland executive stock option schemes. These options are
exercisable at a range of prices from £2.60 to £7.13 at various dates up to 16 October 2010,

At 31 December 2004, options to acquire 50.0 million ordinary shares were outstanding under savings-related share option plans. These options are
exercisable at a range of prices from £4.28 to £5.98 at various dates up to 31 December 2012,

Buring the year, a total of 17.2 million shares were issued on the exercise of options for a consideration of £112 million.
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35. Reserves

Other Reserves Profit
Share and Loss
Premium Own Shares Other Account
£ miflion £ million £ miflion £ miflion
Group
At 1 January 2004 1,345 (52) 514 12,188
Reserves capitalised (15)
Premium arising on the issue of new shares 111
Dividends retained on account of share dividends 405
Revaluation of investment property 5
Exchange translation (S
Net movernent in own shares 8
Share scheme costs taken to reserves 2
Retained profit 1,734
Al 3t December 2004 1,441 (44) 510 14,335
Company
At 1 January 2004 1,345 {15} 4,253
Reserves capitalised (15}
Premium arising on the issue of new shares 111
Dividends retained on account of share dividends 405
Net movernent in own shares 15
Share scheme costs taken 1o reserves 2
Retained profit 277
At 31 December 2004 1,441 4,933

Exchange gains of £37 mifion (2003 losses of £99 million) arising on foreign currency borrowings used to hedge investments in overseas operations
have been taken to the Group’s other reserves and are cffset against exchange differences arising con the translation of the Group’s investments in
overseas cperations.

The Share Dividend Ptan, which was offered as an aiternative to the cash dividend to shareholders, resulted in £235 miillion refating to the
December 2003 finat dividend and £170 million relating to the June 2004 interim dividend being retained by HBOS pic and added to reserves.

The cumulative amount of positive goodwill on acquisitions of subsidiary undertakings written off in the Group reserves is £574 million
{2003 £574 million) and in respect of joint ventures and other associated undertakings £nil (2003 £ni).

The Group profit and loss account reserve at 31 December 2004 includes £1,569 million (2003 £1,155 million) not presently avaitable
for distribution. This represents the excess of retained profits on an embedded value basis over those available for distribution.

The Company profit and loss account reserve includes unrealised gains of £2,017 milion (2003 £1,291 million) which is not available for distribution.

Own Shares with a book value of £nil {2003 £15 million} are held for the purpose of satisfying cbligations arising from certain share based
compensation schemes as follows:

{a) No.1 Employee Share Ownership Trust
The No.1 Employee Share Ownership Trust adrninisters shares conditionally granted to Executive Directors and other executives under the HBOS
plc Long term Executive Bonus Plan and to former Halifax Executive Directors and other former Halifax executives under the Halifax Group plc
Long term Exacutive Bonus Scheme. The Trust also administers shares which have been conditicnally grantad to Executive Directors, other
executives and employees under the HBOS plc Annuzt Bonus Plan and the former Halifax Group plc Annual Bonus Plan.

tnterest free loans have been provided by HBOS ple to the Trust to allow shares to be purchased in the market te satisfy these share grants.
The cost of the shares conditionally awarded is being charged to the profit and loss account on a straight line basis over the performance period.

At 31 Decermber 2004, 4.9 milion HBOS ple ardinary shares (2003 9.9 million) were held by the Trustes and included in the batance sheet of HBOS
plc at a net book value of £nil (2003 £15 million). The shares had a total market value at that date of £42 million (2003 £72 million). Under the terms
of the Trust, dividends on these shares require to be waived. At 31 December 2004 ali these shares had been conditionally granted.
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Notes on the Accounts
continued

35. Reserves continued

() HBOS pic Qualifying Employee Share Ownership Trust {the *HBOS QUEST")
The HBOS QUEST operates in conjunction with the HBOS Sharesave Scheme and the former savings-refated share schemes operated by
Bank of Scotland and Halifax Group plc.

At 31 December 2004, the HBOS QUEST held 8.3 million HBOS plc ordinary shares (2003 10.2 miilion) with a market value of £70 million
{2003 £73 mifion}. These ordinary ghares are included in the balznce shest at nil value (2003 nil). Under the termg of the Trust Deed,
dividends on these shares require to be waived.

36. Reconciliation of Shareholders’ Funds

Group Company
2004 2003 2004 2003
£ millicn £ million £ million < millior
Profit attributable to shareholders 3,057 2,452 1,600 1,344
Dividends {1,323) (1,220) {1,323) {1,220)
Cther recognised gains and losses {4) 18
Dividends retained on account of share dividends 405 331 405 331
Decrease/increase) in own shares 8 (2 15 2
Share scheme costs taken to reserves (2) {2)
Ordinary capital subscribed 114 70 114 70
2,255 1,649 809 527
Shareholders’ Funds at 1 January 15,368 13,718 6,946 6,419
Shareholders’ Funds at 31 December 17,623 15,368 7,755 6,946
of which:
Attributable to non-equity interests 400 400 400 400
Attributable to equity interests 17,223 14,068 7,355 6,546
17,623 15,368 7,755 6,946

114 HBOS plc Annual Report and Accounts 2004



37. Minority and Other Interests (Non-equity)
The principal minority and cther interests (non-equity) are set out below.

2004 2003
£ million £ milion
US$750 million preferred securities 388

US$1,000 milion preferred securities 517 641
£600 million preferrad securities 600 600
£250 million preferred securities 250 250
£150 million preferred securities 150 160
£245 million preferred securities 245 245
€415 million preferred securities 293 203
£198 million non-cumulative preference shares 198 198
2,641 2,377
L ess: unamortised issue costs (24} (23}
2,617 2,354

On 24 June 2004, US$750 million 6.071% Guaranteed Non-voting Non-cumulative Perpetual Preferred Securities were issued through

HBOS Capital Funding No. 2 L.P. These quaiify as Tier 1 regulatory capital. These securities pay non-cumulative preferential cash distributions
semi-annually in arrear. These are perpetuat securities and are not subject to any mandatory redermption provisicns. They are however redeemable

at the option of the General Partner of the issuer on 30 June 2014, or guarterly thereafter.

38. Memorandum ltems

The contract amounts noted below indicate the volume of business outstanding at the balance sheet date in respect of contingent liabilities and
commitments undertaken for custormers. They do not reflect the underlying credit and other risks, which are significantly lower.

2004 2003
Contract Contract
Amount Amount
£ million £ million
Group
Contingent Liabilities
Acceptances and endorsements 75 130
Guarantees and assets pledged as collateral security
Guarantees and irevocable letters of credit 4,233 3,484
4,308 3,614
Commitments
Other commitments
Short term trade related fransactions 129 146
Undrawn formal standby facilities, credit lines and other cornmitments to lend
up to and inchading 1 year 61,460 53,646
over 1 year 17,473 14,335
79,062 68,127
Company
Contingent Liabilities
Guarantees and assets pledged as collateral security
Guarantees provided to subsidiary companies 2,077 1,733
2,077 1,733
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Noies on the Accounts
continued

39. Derivatives

The Group uses interest rate swaps, forward foreign exchange contracts and other derivative instruments to hedge and reduce the interest rate and
currency exposures that are inherent in any banking business. Trading transactions are either customer driven and generally matched or are carried out
for proprietary trading purposes within imits approved by the Board.

The Group has entered into derfvative contracts as noted below. The notional principal amounts and fair values of these derivatives (excluding internal trades)
are analysed between non-trading and trading activity. Fair value is the amount at which instruments could be exchanged in an amn’s-length transaction.

Derivatives used in respect of the long term assurance business are excluded from the tables below as permitted by FRS 13.

2004 2003
Notional Notional
Principal Year End Fair Value Principal Year End Fair Value
Amount Asset Liability Amount Asset Liability
£ million £ million £ million £ millicn £ million £ mitlion
Group
Non-Trading
Exchange Rate Related Contracts
Forward foreign exchange 703 36 159 203 12 3
Cross currency swaps 72,309 1,123 3,278 54,485 971 2,653
73,012 1,159 3,437 54,688 983 2,656
interest Rate Related Contracts
Interest rate swaps 39,557 715 276 33,031 626 360
Options 203 236 1
Forward rate agreements 141
39,901 715 276 33,267 627 380
Equity and Commodity Related Contracts
Options and swaps 21 377 3 36
Total Non-Trading Derivatives 112,934 1,874 3,713 88,332 1,613 3,052

The Company held non-trading derivatives with a notional principal amount of £ail (2003 £7,372 million). The Company's non-trading derivatives with
a positive fair value was an asset of £nil (2003 £212 million) and with a negative fair value was a liability of £nil (2003 £294 million).

2004 2003
Notional Notional
Principal Year End Fair Value Principal Year End Fair Vaiue
Armount Asset Liability Amount Asget Liability
£ million £ million £ miltion £ milion £ millfion £ million
Group
Trading
Exchange Rate Related Contracts
Forward foreign exchange 66,127 1,089 1,853 64,936 1,348 3,376
Cross currency swaps 1,495 a1 133 546 23 87
Options 936 g 9 558 15 16
68,558 1,139 1,995 66,040 1,386 3,479
Interest Rate Related Contracts
Interest rate swaps 399,082 4,602 4,127 329,583 3,377 3,219
Forward rate agreements 76,773 18 18 19,976 5 5
Options 61,082 133 118 67,299 176 235
Futures 20,765 5 35 100,421 18 28
557,702 4,758 4,298 517,279 3,576 3,487
Equity and Commodity Related Contracts
Options and swaps 1,407 212 130 814 88 78
Total Trading Derivatives 627,667 6,109 6,423 584,133 5,050 7.044
Total Group Derivatives 740,601 7,983 10,136 672,465 6,663 10,096

116 HBOS plc Annual Report and Accounts 2004



39. Derivatives continued
The residual maturity of ‘over the counter’ (OTC) and non-margined exchange traded contracts was as follows:

2004 2003
Notional Replace- Notionat Replace-
Principal ment Principal ment
Amount Cost Amount Cost
£ million £ million £ miltion £ million

Group

Contracts maturing:

in 1 year or less 305,485 1,898 221,880 1,047
in more than 1 year but not more than 5 years 252,006 2,436 232,594 2,282
in more than 5 years 162,345 3,644 117,770 2,416
719,836 7,978 572,044 6,645

Cradit Risk Analyses
Counterparties of the Group’s derivative transactions are primarily financiat institutions. An institutional and geographical analysis of replacement cost,

based on the location of the cffice writing the business, is shown helow:

Group
2004 2003
£ million £ milion
Institytional

Financial Institutions 6,584 5,561
Non-financial Institutions 1,394 1,084
7,978 6,645

Geographical
UK 7,835 8,348
Rest of World 143 297
7,978 6,645

The Group’s objectives and policies in managing the risks that arise in connection with the use of financial instruments are set out on pages 40 to 46
of the Financiat Review and Risk Management report.
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Notes on the Accounts
continued

4Q. Fair Value of Financial Assets and Financial Liabilities

Fair values of financial assets and financial lizbilities are based on market prices where available, or are estimated using other valuation techriques.
Where they are short-term in nature or reprice frequently, fair value approximates to carrying value.

Derivatives held for trading purposes as disciosed in Note 39 on pages 116 to 117 are carried at fair values. Derivatives held fer non-trading purposes
are accounted for in the same way as the underlying transaction being hedged. Fair vaiues are based on market prices where availfable, or are
estimated using other valuation technigues.

The follewing table shows the carrying amount and the fair values of financial assets and liabiities analysed between trading and non-trading:

2004 2003
Assets Liabilities Assets Liabilities
Carrying Carrying Carrying Carrying
Amount Fair Value Amount Fair Value Amount Fair Value Amount Fair Value
£ millicn £ million £ million £ million £ million £ million £ million £ million
Group
Non-Trading
Treasury bills and
other aligible bills 3,705 3,704 6,613 6,614
Debt securites 38,087 38,202 29,739 29,751
Fouity shares 208 326 216 393
Debt securities in issue 105,181 106,303 98,680 99,31
Dated loan capitat 8,232 8,936 7,740 7,055
Undated loan capital 6,401 7,007 5,142 5,653
Preference shares 400 628 400 558
Minority and other interests
{ncn-equity) 2,617 2,990 2,354 2,628
Derivatives 486 1,874 415 3,713 338 1,613 520 3,052
Total Non-Trading 42,486 44,196 123,246 129,577 36,906 38,371 114,846 118,247
Trading
Treasury bills and
other eligible bills 622 622 1,451 1,451
Loans and advances to banks 2,513 2,513 1,151 1,151
Leans and advances to
customers 1,776 1,776 289 2839
Debt securities 21,220 21,220 21,751 21,751
Other assets 62 62 43 43
Debt securities in issue 729 729 1,168 1,168
Deposits by banks 5,206 5,206 8,785 8,785
Customer agccounts 9,481 9,481 5,479 5,479
Other liabilitiss 107 107 156 156
Derivatives 6,109 6,109 6,423 6,423 5,050 5,050 7,044 7,044
Total Trading 32,302 32,302 21,946 21,946 20,735 29,735 22,632 22,632

Fair values in respect of nen-trading financial assets and liabilities are disclosed conly where there is a liquid and active market.

Fair value information is not provided for items that do not meet the definition of a financial instrument or for certain other financial instruments,
including sundry short term debtors and creditors. The fair value information presented does not therefore represent the fair value of the Group
as a going concern at 31 December 2004.
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41, Hedges

Gains and losses on instruments used for hedging are not recognised untll the exposure that is being hedged is itself recognised. Unrecognised gains
and losses on instruments used for hedging, and the movements therein, are as follows:

2004
Total Net
Gains Losses  Gains/{Losses)
£ million £ million £ million
Group
Unrecognised gains and losses on hedges at 1 January 2004 1,385 2,642 (1,257)
Gains and losses arising in previous years that were
recognised in the year ended 31 December 2004 N 2615 (2,224)
Gains and losses arising before 1 January 2004 that were
not recognised in the year ended 31 December 2004 894 27 967
Gains and losses arising in the year ended 31 December 2004
that were not recognised in that year 529 3,406 (2,877}
Unrecognised gains and l[osses on hedges at 31 December 2004 1,523 3,433 {1,910)
of which:
Gains and losses expacied to be recognised
in the year ending 31 December 2005 495 1,996 (1,501)
Gains and losses expected to be recognised after 31 December 2005 1,028 1,437 (409)
2003
Totat Net
Gains Losses Gains/{Losses)
£ millior: £ mition £ milion
Group
Unrecogrised gains and iosses on hedges at 1 January 2003 1,281 1,211 70
Gains and logses arising in previous vears that were
recognised in the year ended 31 December 2003 312 1,118 {808B)
Gains and losses arising before 1 January 2003 that were
not recognised in the year ended 31 December 2003 969 93 876
Gains and losses arising in the year ended 31 December 2003
that ware not recognised in that year 416 2,549 (2,133)
Unrecognised gains and losses on hedges at 31 December 2002 1,385 2,642 (1,257)
of which:
Gains and iosses expected 10 be recognised
in the year ending 31 December 2004 495 1,274 (779)
Gains and losses expected to be recognised after 31 December 2004 800 1,368 (478}

Annhual Report and Accounts 2004 HBOS plc 119



Notes on the Accounts

continued

42, interest Rate Sensitivity Gap

The tables below summarise the repricing profiles of the Group's assets and liabilities.

As at 31 December 2004

Over Qver
Not more 3 months 6 months  Over 1 year
than but not over but not over but not over Over Non-interest
3 months & months 1 year 5 years 5 years bearing Trading Total
£ million £ million £ million £ million £ million £ million £ million £ million
Assets
Treasury bils and other eligible bills 2,871 834 622 4,327
Loans and advances to banks 13,715 995 159 153 78 145 2,613 17,756
Loans and advances o customers 215,578 11,145 12,726 39,162 6,584 540 1,776 287,511
Debt securities and equity shares 30,661 2,506 217 1,381 1,558 1,972 21,220 59,515
Other assets 274 2 3 10 26 23,832 62 24,209
263,099 15,482 13,105 40,706 8,244 26,489 26,193 393,318
Liabilities
Deposits by banks 28,894 2,017 1,164 10 5,206 37,20
Customer accounts 164,368 5,509 7,730 4,539 883 2,984 9,481 195,494
Debt securities in issue 80,196 4,686 4,908 7,461 7,932 729 105,910
Cther liabifities 3 3 77 4 19,217 107 19,4117
Subordinated liabilities 1,412 138 2,059 11,039 (15) 14,633
Minority interests and
shareholders’ funds 2,617 17,918 20,535
Own shares in policyholders” funds 44 44
Internal funding of trading business (11,083} 412) 125 365 335 10,670
263,787 11,941 13,928 14,501 22,820 40,148 26,193 393,318
On-balance sheet gap (688) 3,541 {823) 26,205 {14,576) (13,659)
Non-trading derivatives {1,548) 1,069 {114} (15,499) 16,092
Net interest rate repricing gap 2004  {2,236) 4,610 (937) 10,706 1,516 {13,659
Cumulative gap 2004 (2,236) 2,374 1,437 12,143 13,659
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42, Interest Rate Sensitivity Gap continued

As at 31 December 2003

Qver COver
Not more 3 months 6 months  Over 1 year
than buinotiover butnotover  but not over Over  Non-interest
3 months & months 1 year 5 years 5 years bearing Trading Total
£ million £ million £ mition £ millicn £ miftion £ milliort £ rnilion £ million
Assets
Treasury bills and other eligible bils 6,165 314 1 127 & 1,451 8,064
Loans and advances to banks 10,398 811 2,380 36 1,172 1,181 15,048
Loans and advances to custormers 202,099 8,442 12,070 38,034 5,33C 118 289 286,382
Debt securities and equity shares 22473 1.561 1,769 1,096 907 1,219 21,751 51,706
Other assets 1,047 70 447 20,892 43 22,499
242,182 11,158 16,220 40,263 6,690 23,401 24,685 364,599
Liabilities
Deposits by banks 30,729 7 620 70 308 238 8,785 40,757
Customer accounts 150,201 5,380 8,641 5,387 201 215 5,478 173,504
Debt securities in issue 77,452 11,551 1,331 4,075 4,281 1,168 99,858
Other liabilities 121 1 2 3 35 19,260 156 19,582
Subardinated labilities 2,658 140 168 1,412 8,504 12,882
Minority interests and
shareholders' funds 2,354 15,625 17,979
Owrt sharas in policyhiolders’ funds 37 37
Internal funding of trading business  (9,984) 491 31 223 142 9,097
251,177 17,570 8,793 11,170 15,828 35,375 24,685 364,599
On-batance shest gap (8.995) {6,412) 7,427 29,003 (9,139) (11,974)
Non-trading derivatives 18,033 {3,676) (1,208) {23,559) 9,507
Net interest rate repricing gap 2003 9,938 (10,088} 6,222 5,534 368 (11,974)
Cumulative gap 2003 9,938 {150) 6,072 11,806 11,974

43. Trading Value at Risk

The Group’s Value at Risk (‘VaR'") methodology of estimating potential losses arsising from the Group’s exposure to market risk is explained on
page 44 of the Financial Review and Risk Management report. The Group’s trading market risk exposure for the year ended 31 December 2004

is analysed below.

Exposure
As at As at
31 December 31 December Average Highest Lowest
2004 2003 2004 2003 2004 2003 2004 2003
£ million £ millior £ milfion £ million £ million £ rillion £ million £ million
Total Value at Risk 5.1 6.1 56 118 9.4 23.0 3.6 6.1

For all significant exposures VaR has been calculated on a daily basis.
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Notes on the Accounts
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44. Non-trading Currency Exposure

Structural currency exposures arise from the Group's investments in overseas subsidiaries, branches and other investments and are noted

in the table below,

2004 2003

Net Borrowing Remaining Net Borrowing Remaining

investments taken out to structural  investments  taken out 1o structural

in overseas hedge the net currency in overseas hedge the net currency

operations  investments exposure operations  investments exposure

Functional cusrency of the operation £ million £ million £ million £ milifon £ milicn £ milion
US Dollar 90 49 H 72 53 i9
Euro 824 812 12 583 493 a0
Australian Dollar 1,119 1,099 20 1,000 847 153
Other 11 11 7 7
Tetal 2,044 1,960 84 1,662 1,393 269

As at 31 December 2004 and 31 December 2003 there were nc material net currency exposures in the non-trading book relating to transactionat
{or non-structural) positions that would give rise to net currency gaing or losses. Additional information on the Group’s forsign exchange risk is set

out art page 43 of the Financial Review and Risk Management report.

45. Assets and Liabilities in Foreign Currencies

Group
2004 2003
£ million £ milfion
The aggregate amounts of assets and liabilities denominated in currencies cther than sterling were:
Assets 84,656 75,051
Liabilities 115,954 116,217
The above figures do rot reflect the Group's exposure to foreign exchange, which is significantly fower as it is hedged by off-balance
sheet instruments.
46. Reconciliation of Operating Profit to Net Cash Inflow from Operating Activities
2004 2003
£ mitlion € million
Group operating profit 4,468 3,706
Increase in prepayments and accrued income 42 (429
Increase in accruals and deferred income 640 403
Provision for bad and doubtful debts 1,201 1,025
Depreciation and goodwill amortisation 823 724
Amortisation of discount on debt securities ] (2}
Income from long term assurance business {714) (525)
Interest on subordinated liabilities 763 650
Profit on sale of investment securities (108) (43)
Gain on sale of fixed assets 9)
Provisions for liabilities and charges 251 199
Provisions utilised {172) (228)
Provisions against debt securities and equity shares 2 29
Exchange differences 1,165 803
COther nen-cash movements (50} (110)
Net cash inflow from trading activities 8,229 6,293
Net decrease in notes in circulation (93) 7)
Net {increase)/decrease in iterns in course of collection {170} 239
Net decrease/{increase) in treasury and other eligible bills 3,737 {2,100)
Net increase in loans and advances to banks and customers {24,052) (34,051)
Net increase in deposits by banks and customer accounts 18,388 18,403
Net decreasse/(increase} in other debt securities 531 (2,595)
Net increase in other assets {823) (142)
Net (decreass)increase in other liabilites (942) 2,801
Net increase in debt securities in issue 5,623 19,087
Net cash inflow from operating activities 10,428 7,928
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47. Gross Cash Flows

2004 2003
Notes £ million £ million
{i} Returns on investments and servicing of finance
Interest paid on subordinated liabilities (741) (569)
Preference dividends paid 37 {37)
Cividends paid to minority sharehoiders in subsidiary undertakings (194} (176}
(972) (782)
{ii} Capital expenditure and financial investment
Transfers from long term assurance business 60 16
Furchase of investment securities {28,420) (23,273)
Sale and maturity of invastment securities 18,731 17,964
Purchase of property and equipment {360) {363)
Sale of property and equipment 102 65
Purchase of operating lease asssts {1,114) {1.350)
Sale of operating lease assets 621 639
(10,380) {6,302)
(i} Acquisitions and disposals
Investment in subsidiary undertakings and business interests (22) (592)
Investrment in associated undertakings, joint ventures and business interests (34} 97)
Disposal of associated undertakings, joint ventures and business interests 29 64
{27} (625}
(iv) Financing
Issue of ordinary shares 50 114 70
Issue of subordinated liabilities 50 2,466 3,673
Minority interest acquired 395 628
Minority interest disposed (20) (23)
Repayments of subordinated liabilties 50 517y
Movernent in own shares 15 2
2,453 4,350
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48. Acquisitions and Disposals
(a) Acquisitions
Acquisitions during the year were as follows:

{iy On 30 September 2004, the Group acquired 100% of Micrah Services Limited.
{it On 1 November 2004, the Group increased its shareholding in Drive Financial Services LP from 49.0% to 64.5%.
{iiiy On 12 November 2004, the Group acquired 100% of Porterbrook Leasing Gompany (Eure) Limited.

The acquisition method of accounting has been applied to each of these acqguisitions.

The following table surmmarises the combined effect of these acquisitions. The effect on the Group’s profit and loss account from the raspective dates
of acquisition to 31 December 2004 is not material.

Acquired Fair value Fair value
book value adjustments to the Group

£ million £ mitlion £ miilion

Loans and advances to banks and customers ' 512 512
Interests in other associated undertakings (42) 42}
Cperating lease assets 114 8 122
Other assets 23 23

Total Assets 607 8 615
Deposits by banks, Customer accounts and Debt securities in issue 565 565
Other liabilities 13 13
Minority interests 23 23
Total Liabilities 601 601

Net Assets 8 8 14
Goodwill 8
Consideration 22
Satisfied by:

Cash 22

(b} Equitable Life Assurance Society (“The Equitable”)

in accordance with the terms of the acquisition of the operating assets, sales-force and unit-linked and non-profit business of The Eqguitable

in March 2001, contingent consideration of up to £250 million would have become payable dependent on the extent to which certain new business
sales and profitability targets were achieved in 2003 and 2004 by the distribution channel acquired. These targets have not been achieved and
accordingly no provision has been made.

49. Analysis of the Balances of Cash as shown in the Balance Sheet

As at As at 31 As at As at 31

1 January December 1 January December

2004 Cashflow 2004 2003 Cashflow 2003

£ million £ million £ million £ million £ million £ million

Cash and balances at central banks 1,381 177 1,558 1,373 8 1,381
Loans and advances tc other banks

repayable on demand 6,271 (426) 5,845 3,159 3,112 6,271

7,652 (249} 7,403 4,532 3,120 7,652

The Group maintains balances with the Bank of England which, at 31 December 2004, amounted to £1,022 milfion (2003 £902 million},

124 HBOS ple Annual Report and Accounts 2004



50. Analysis of the Changes in Financing During the Year

2004 2003
Share Capital Share Capital
{including Loan {including Loan
Premiumy Capital Premium) Capital
£ million £ million £ million £ million
At 1 January 2,708 12,882 2,638 9,127
Effect of foreign exchange differences (198] 82
Proceeds of capital issues (including premivm) — ordinary shareg 114 70
fssue of subordinated liabilities 2,466 3,673
Repayments of subordinated liabilities 517}
At 31 December 2,822 14,633 2,708 12,882

51. Related Party Transactions

In the year ended 31 December 2004, the Group provided both administration and processing services to Sainsbury’s Bank plc. The amounts

in respect of administration and processing services payable to the Group during the vear were £38 million (2003 £25 million), of which

£24 milion was outstanding at the year end (2003 £8 miltion).

Unti} the service contract was terminated on 20 August 2003, IBM United Kingdom (Systems Operations) Limited, a non consolidated subsidiary,
provided systems operations services to the Group, The amounts in respect of these services pavable by the Group during 2003 were £126 million,

including an exceptional charge arising from termination of the service contract.

52. Main Associated Undertakings (including Joint Ventures)

Statutory Principat
Nature of Group's Accounts Area of
Business Issued Share and Loan Capital Interest Made up to Operations
Incorporated in the UK
Joint Ventures:
Centrica Personal Finance Limited Finance ordinary 3,000,002 50.0% December 2004 UK
KRFS Limited Finance ordinary 6,000,006 50.0% December 2004 UK
Lex Vehicle Leasing (Holdings) Ltd Vehicle ordinary 16,900,002 50.0% Decembear 2004 UK
and its subsidiaries Leasing preference 64,400,000 50.0%
Firat Alternative Holdings Ltd Insurance ordinary 700,000 70.0% December 2004 UK
and its subsidiaries preference 75,000,000 100.0%
esure Holdings Ltd Insurance ordinary 3,330,000 70.0% December 2004 UK
and its subsidiaries preference 175,170,000 100.0%
Other Associated Undertaking:
Sainsbury’s Bank pic Banking orginary 140,000,000 45.0% March 2004* UK
loan 80,000,000 45.0%

* The accounts of Sainsbury's Bank ple have been equity accounted in the Group’s consolidated accounts on the basis of accounts preparedt for the year to 31 December 2004.

All the above are held by subsidiary undertakings.
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53. Main Subsidiary Undertakings

Company’s interest

in Crdinary
Share Capitat and

Voting Rights Principal Business Incorporated
The Governor and Company of the Bank of Scotland 100%?* Banking, financial and related services UK

and subsidiaries, including
HBOS Treasury Services PLC 100% Banking UK
Bank of Scotland (Ireland) Ltd 100% Banking Ireland
CAPITAL BANK plc 100%" Banking and personal finance UK

HBOS Australia Pty Ltd and subsidiaries, including

Bank of Western Australia Ltd 100% Retail and commergial banking Australia
Halifax plc 100%° Banking UK
Halifax Share Dealing Ltd 100% Execution only stockbroking UK
HBOS nsurance & Investment Group Ltd 100%" tnvestment holding UK

and subsidiaries, including
Halifax General Insurance Services Ltd 100% General insurance brokerage UK
St Andrew’s Insurance plc 100% General insurance UK
Clerical Medicat Investment Group Ltd 100% tife assurance UK
Halifax L e Ltd 100% Life assurance UK
Halifax Investment Fund Managers Ltd 100% OEIC management UK
Insight Investment Management Ltd 100% Investrnent management UK
St. James's Place Capital plc 60% Financial services UK

1 HBOS pic holds 100% of the issued preference share capital.
* Bank of Scotland holds 100% of the issued preference share capital.
@ HBOS ple holds 75% of the issued preference share capital.

54, Transactions with Directors, Officers and Connected Persons
The aggregate amounts outstanding at 31 December 2004 in respact of loans and credit cards which ware made available by the Group for persons
wha are, or were during the year, Directars and officers of HBOS plc and their connected persans were:

Aggregate

amount

outstanding

Number £000

Loans 9 5,695
Credit card accounts 15 70

55. Segmental Analysis

Business Sector
Following an internai reorganisation, from 1 January 2004, the Group reported ihroughout the year through five divisions {Retail, Corporate, Treasury,
Insurance & Investment and International), plus Group tems. 2003 figures have been restated to reflect the new structure.

2004 2003

Profit before Profit batore

Tax and Tax and
Exceptional Exceptional Profit Exceptional Exceptional Profit
ltems Items before Tax tems Itermns before Tax
£ million £ million £ million £ milkion £ milion £ million
Retai 2,059 {154) 1,905 1,687 (20) 1.667
Corporate 1,376 12 1,364 1,101 (6) 1,095
Treasury 262 262 242 (1 291
Insurance & Investment 1,067 1,067 887 887
International 312 ) 307 257 257
Group ltems (308) {7} {313} {289) 92) {381}
4,770 (178) 4,592 3,885 (119} 3,766
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58. Segmental Analysis continued

Net Assets Total Assets

2004 2003 2004 2003

£ million £ milion £ million £ milliore

Retait 5,379 4,589 185,656 179,702
Corporate 4,666 3,860 87,847 77,588
Treasury 842 Q07 84,622 73,514
Insurance & Investment 4,943 4,445 57,606 53,004
International 1,793 1,557 27,060 24,505
17,623 15,368 442,881 408,413

Geographical
The table below analyses the Group results and assets by the gecgraphical area in which the business is generated, The geographical analysis is
prepared in accordance with the focation of the refevant company or branch.

2004 2003
Rest Group Rest Group
UK of World TJotal UK of World Total
£ miilion £ million £ miffion £ miflion £ million £ million
Interest receivable 19,658 1,977 21,635 16,528 1,699 18,227
Fees and commissions receivable 2,465 245 2,710 2,358 228 2,586
Dealing prcfits 197 11 208 161 11 172
fncome from long term assurance business 578 138 714 386 139 525
Other operating income 1,332 178 1,510 776 275 1,051
Gross income 24,230 2,547 26,777 20,209 2,352 22,561
Operating profit before exceptional items 3,93C 716 4,646 3,187 638 3,825
Share of operating profits of joint ventures 44 3) 1 35 4 31
Share of operating profits of other associated undertakings 46 14 60 17 12 29
Profit on disposal of fixed assets 23 23
Exceptional items {173} {5) (178) (119) (119)
Group profit before taxation 3,870 722 4,592 3,120 646 3,766
Totat assets 398,347 44110 442 457 371,506 36,451 407,957
Joint ventures 254 264
Other associated undertakings 170 192
Group total assets 442,881 408,413
Net assets (excluding minority interests) 15,891 1,732 17,623 13,858 1,510 15,368
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Shareholder Information

Financia! Calendar 2005

2 Mar 2005 Final Results Announcement 2004 6 June 2005 Last date by which CREST entitlerment

staternents and New Ordinary share

16 Mar 2005 Ordinary Shares ex-dividend date . .
certificates will be posted and shareholder
18 Mar 2005 Crdinary Shares record date accounts credited
14 Apr 2005 Return date for receipt of Mandate Forms for the 3 Aug 2005 Interim Results Announcement 2005
Dividend Reinvestment Plan for the final dividend
2004 and future dividends 10 Aug 20056 Ordinary Shares ex-dividend date
27 Apr 2005 Arnnual Gensral Meeting 12 Aug 2005 Qrdinary Shares record date
4 May 2005 Preference Shares ex-dividend date 7 Oct 2005 Interim Ordinary dividend 2005 payrment date
& May 2005 Preference Shares record date 2 Nov 2005 Preference Shares ex-dividend date
13 May 2005 Final Ordinary dividend 2004 payment date 4 Nov 2005 Preference Shares record date
31 May 2005 Preferance Shares dividend payment date 30 Nov 2005 Preference Shares dividend payment date

Dividend Reinvestment Plan
A Dividend Reinvestment Plan {'the Plan’) will be introduced with effect from the 2004 Final Dividend payment. Shareholders will be sent full
details of the Plan, including a mandate to elect to join the Plan, in the Annual General Meeting mailing in March 2005,

Shareholders who wish te participate in the Plan in raspect of the final dividend (and for future dividends) are required t¢ complete and return a
Mandate Form to our Plan Administrator — Computershare Investor Services PLC, PO Box 1910, The Pavilions, Bridgwater Road, Bristol BS99 7DZ.
A Mandate Form and a copy of the rules of the HBOS plc Gividend Reinvestrment Plan can be obtained from our Plan Administrator by telephioning
0870702 0102,

Investor Phone

As an HBOS shareholder, you can access a range of avtomated information on your shareholding, such as your share balance, dividend payments,
and the HBOS share price, by calling 0870 702 0102, This service is available 24 hours a day, 7 days a week. The current HBOS share price is alse
available on our website www.HBOSplc.com

Halifax Share Dealing Limited (HSDL)

To buy or selt HBOS ple shares call HSDL on 08705 711 117, If you would ke t¢ find out more information about the services offered by HSDL please
call 08457 22 55 25 or visit our website at www.halifax.co.uk/sharedsaling. HSDL is authorised and regulated by the Financial Services Authority,

is a member of the Landon Stock Exchange and is an inland Revenue approved PEP and ISA Manager.

Internet
Visit our home page at www.HBOSplo.com

Registered Office
HEOS ple, The Mound, Edinburgh ER1 1YZ

Registered Number
5C218813

Share Register Analysis at 31 December 2004

Size of shareholding Number of sharcholders % Number of ordinary shares %
1-200 954,340 38.83 164,149,260 4,18
201 - 1,000 1,370,585 55,76 531,015,636 13.63
1,001 - 5,000 124,296 5.06 169,815,356 432
5,001 - 10,000 4,001 0.18 28,588,451 0.73
10,001 - 50,000 3,027 0.12 59,558,640 1.52
50,001 — 100,000 439 0.02 30,731,647 C.78
over 100,000 1,279 0.05 2,941,800,376 74.94
Tetal 2,457,967 100 3,925,659,366 100

Useful Contacts
For general enquiries about your shares, call our Registrars on 0870 702 0102 or write to Computershare Investor Services PLC, PO Box 1909,
The Pavilions, Bridgwater Road, Bristol BS89 7DS.

For Investor Belations enquiries please contact the Investor Belations team by email - investorrelations@HBOSple.com
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