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Presentation of Information

This document comprises the Annual Report and Accounis
2013 for HSBC Bank plc ( the bank ) and s subsicharies
(together the group } It contamns the Strategic Report the
Report of the Directors and Financial Statemenis together
with the Independent Auditor s Report, as requured by the
UK Comparies Act 2006 References to HSBC or 'the
Group within this document mean HSBC Holdings plc
together with us subsidiarres

In November 2012 the group sold HSBC Private
Banking Holdings (Suisse) SA4 to HSBC Holdings plc with
the exception of HSBC Private Bank (UK) Limited which
remains as part of the group The consolidated statement of
comprehensive income shows the discontinued operation
separately from contimung operations for 2012 The
commentaries included in the Business Review section have
been prepared on a contimang operations basis

With effect from 1 January 2013 the group s operating
segments have been revised to reflect internal changes macde
to the management structure The revised segments are
consistent with those reported to the bank s Executive
Commutiee the identified Chief Operatng Decision Maker
under IFRS 8 Further details are provided in Note I Basis
of Preparation on page 103 All comparatives have been
adyusted accordingly

Addional mformation, includimg commentary on 2012
versus 2011 and certaun stanstical and other mformation
mav be found in a separate document entitled ‘ddditional
Information 2013 and can be found at www hsbe co uk

Cautionary Statement Regarding Forward-
Looking Statements

This Annual Report contains certain forward-lpoking
statements with respect to the financial condinon results of
operations and business of the group

Statements that are not historical facts including
statements about the group s behefs and expectations are
forward-looking statements Words such as expects’,

anticipates  intends ‘plans’ believes  seeks’

estimates  potential and ‘reasonably possible variations
of these words and sumilar expressions are intended to
rdenitfy forward-looking statements These statements are
based on current plans estimates and projections, and
therefore undue reliance should not be placed on them
Forward-looking statements speak only as of the date they
are made HSBC Bank plc makes no computiment 1o revise
or update any forward-looking statemenis Io reflect events
or ctrcumsiances occurring or existing afier the date of any
forward-lookmg statement

Forward-looking statements involve inherent risks and
uncertainties Readers are cautioned that a number of
factors could cause actual resulis to differ i some
mstances materially from those antcipated or implied
any forward-looking statement
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Financial Highhights of the group
AR

Foar the year (£m)
Profit on ordinary activities before tax'
Total operating income

Net operating sncome before loan impairment charges and other credit nisk provisions

Profit aunibutable to shareholders of the parent company

Atyear-end (£m)

Total equity attributable 1o shareholders of the parent company
Risk weighted assets

Loans and advances to customers (net of impairment allowances)
Customer accounts

Capital ratios (%)
Core Tier | ratio
Tier | ratio

Toral capital ratro

Performance ratios (%)

Return on average invested capital {on underlying basis)?

Rewrn on average invested capital {on reported basis)

Retum on average shareholders’ funds (equity) of the parent company’
Post-tax retum on average total assets

Pre-tax return on average nsk-weighted assets

Dividend payout ratio*

Credit coverage ratios (%)
Loan impairment charges as a percentage of total operating income
Loan impairment charges as a percentage of average gross customer advances

Efficiency and revenue mix ratios (%)
Cost efficiency ratio’

As a percentage of total operating income
- net interest Income

- net fee income

- net trading mcome

Financial ratios {%)
Ratio of customer advances to customer accounts
Average total shareholders equity to average total assets

-

imested capual 15 measured as enerage to1al shareholders equity afier

Excludes gain on sale of £1 265 mithon of HSBC Private Banking Holdings (Suisse) SA 1o HSBC Holdings plc 1n 2012
2 The return on average invested capual measures the return made in the business enabling management to benchmark the group aganst
compentors This ratio i1s defined as profit auributable 10 shareholders of the parent company divided by average invested capral Average

2013

3,294
15,868
12,840

2,495

32,370
185,879
305,032
390,017

121
130
180

34
79
79
0.3
17
802

61
04

66 8
439

210
150

782
38

2012

1,004
15,407
12,488

2,384

3,675
193,402
282,685
324,886

114
124
173

62
32
35
01
05
1184

81

05

44 8
245
19

870

o deducting the merage balance of the group s revaluation surplus relating to property held for own use This reserve was generated when

determiming the deemed carrying cost of such properties on transition to IFRSs and will run dewn over time as the properties are sold
* deducntng average preference shares and other equuty instruments 1ssued by HSBC Bank ple (as defined in Note 37 Called up share

caprtal and other equity instruments } and

s deducting average resenes for unrealised gamns/ (losses} on effective cash flow hedges and availuble-for-sale securities

3 The retwn on average total shareholders equuty 1s defined as profit attribuiable to shareholders of the parent company drvided by the

mverage iotal shareholders equrty

4 Drudends per ordinary share expressed as a percentage of basic earnings per share Dividends recorded in the financial statemenis are
dnudends per ordinary share declared in a year and are not dividends i respeci of or for thar year
3 The cost efficiency ratio 15 defined as rotal operanng expenses divided by net operating income before loan impairment charges and other

credit risk provisions

The financial highhights are influenced by changes in the group structure over the mo years
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Purpose and Values
G ———

Purpose

The purpose of HSBC Bank plc and its subsidiaries 1s to
conncect customers lo opportunities, enabling businesses
to thrive and economies to prosper, helping people to
fulfil their hopes and realise thewr ambitions Through its
principal acuvittes —~ making payments. holding savings
providing finance and managing risks — the group plays a
vital role in society and the economic system

HSBC Values and Global Standards

In line with HSBC s ambition to be recognised as the
world s leading international bank. HSBC aspires to lead
the industry standards for knowing its customers and
detecting deterring and protecting against financial
crime As international markets become more
interconnected and complex and as threats to the global
financial system grow the group 1s further strengtheming
the policies and practices which govern how and with
whom 1t does business

The role of the HSBC Vatues in daily operating
practice 15 fundamental to the group s culture 1n the
context of the financial services sector and the wider
economy This 1s particularly important in the hight of
developments and changes 1n regulatory policy mvestor

confidence and society s view of the role of banks HSBC

expects 1ts executives and employees to act with

courageous tntegrity n the execution of their duties in the

following ways
Be dependable and doing the right thing

« stand firm for what 1s nght deliver on
commitments, be resilient and trustworthy, and

« take personal accountability, be decisive, use
Judgment and common sense empower others

Be open to different ideas and cultures

s communicate openly henestly and transparently
value chatlenge, learn from mistakes, and

«  listen, treat people fairly, be inclusive value
different perspectives

Be connected with customers, communities regulators
and each other

+  build connections, be externally focused
collaborate across boundaries, and

s  care about individuals and their progress, show
respect be supportive and responsive

HSBC s Values are integral to the selection
assessment, recognition and training of staft

Through the Global Standards programme HSBC s
transforming how 1t detects, deters and protects aganst
finaneial crime The group 1s implementing a more

consistent comprehensive approach to assessing financial

crime nish in order to help protect HSBC s customers,
HSBC s employees and the financial system as a whole

The process of embedding Global Standards and the
supporting controls and capabilities that allow the
business to identify and mitigate financial crime nsk 15
underway and will continue 1nto 2014 and beyond The
implementation programme 15 focused on the following
four areas

* Datareadiness creaung a complete, cleansed data
set to improve the Group s understanding of the
customer base and facilitate 1ts financial cnme risk
assessment This will provide the basis for
transaction monitoring and assist capacity planning
to improve the quality and efficiency of the group s
know your customer ( KYC ) activities

o Customer due diligence sirengthening the ngour
with which HSBC researches and evaluates the
group s customers and affiliates to better understand
them and their activities, improving KYC profiling
through enhanced due diligence customer
wdenttfication screening and financial crime rish
sconng, and tightening its conirels around tax
transparency and bearer shares T'or instances that
exceed 1ts rish appetite HSBC 1s putting in place a
global customer selection and exit pohicy

*  Fmancial crime compliance building HSBC s
Finarcial Crime Comphance orgamsation with the
nght people and capabilinies to support the business,
developing global policies for Anti-Money
Laundering { AML ), sanctions anti-bribery,
corruption and enhancing the monttoring screening
and testing that will allow us to manage financial
cnme risk more effectively, and desigmng a new,
annual HSBC-wide nisk assessment to better
understand the financial crime risk HSBC carries 1in
the business and determine the best approach to
manage 1t

e Financial intelligence establishing a new global
network of Financial Intelhgence Units that use
cutting edge technology to 1dentify and investigate
significant cases. trends and strategic 1ssues related
to financial cnime nisks

The group divides 1ts activities into four business
segments Retail Banking and Wealth Management,
Commercial Banhing Global Banking and Markets, and
Global Private Banking
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Products and Services
I ———"

Retail Banking and Wealth Management

The group s Retail Banking and Wealth Management
tusiness ({ RBWM ) takes deposits and provides
transactional banking services to enable customers to
manage their day-to-day finances and save for the future

The group selectively offers credit facilities to assist
customers 1n their short or longer-term borrowing
requirements, provides financial advisory, broking
insurance and investment services to customers to help
them manage and protect their financial futures

The products are designed to meet the needs of
specific customer segments, which may include a range of
different service and dehivery channels

Typically products offered to customers include

o labiiity-driven services deposits and account
SErvIces,

«  asset-driven services credit and lending, both secured
and unsecured, and

s fee-driven and other services financial advisory
brohing life insurance manufacturing and asset
management

*»  HSBC Premier provides preferential banking services
and global recognition to mass affluent customers and
their immediate families with a dedicated relatonship
manager, specialist wealth advice and talored solutions
Customers can access emergency travel assistance,
prionty telephone banking and an online ‘global view™ of
their Premier accounts around the world

» HSBC Advance provides a range of preferential
products and services to simplify the banking needs of
customers and to help them manage and plan their
money to achieve their financial goals and ambitions

*  Wealth Solutions & Financial Planning a
financial planming process designed around indrvidual
customer needs to help clients to protect, grow and
manage their wealth through investment and wealth
insurance products manufactured by Global Assel
Management, Markets and HSBC Insurance and by
selected thied-party providers

&«  Basic Banking wcreasingly provides globally
standardised but locally delivered, rehiable, easy to
understand, good-value banking products and services,
increasingly using global product platforms and globally
set service standards

Customers can interact through four pnncipal channels
branches, self-service termunals, telephone service centres
and digital (intemnet and mobule)

Commercial Banking

The group s Commercral Banking business ( CMB ) 18
segmented into large corporates mid-market compamies
and Business Banking This allows the group to provide an
appropriate level of support to both companies with more
sophisticated needs and small and medium-sized
enterprises ( SMEs ) as they grow both domestically and
internationally and ensures a clear focus on internationally
aspirant customers

The group places particular emphasis on intermational
connectivity to meet the needs of 1ts business customers
HSBC aims to be recogmised as the leading intemational
trade and business bank by focusing on taster-growing
markets repositioning towards international business and
enhancing collaboration across the HSBC Group

+ Credit and Lending the group offers a broad range of
domestic and cross-border financing, including
overdrafis, corporate cards, term loans and syndicated,
leveraged acquisttion and project finance Asset finance
15 also offered i selected countries

¢ Gloha! Trade and Recetvables Finance the group
provides the services and finance its chents need
throughout the trade cycle mcluding letters of credit
collections guarantees, receivables finance, supply chain
solutions, commeodity and structured finance, and nsk
distnbution HSBC 15 supporting the development of
renminb as a trade currency, with renminbi capalities
in more than 50 markets

* Payments and Cash Management HSBCisa
Ieading provider of domestic and cross-border payments,
collections, liqundity management and account services
providing local, regional and global solutions delivered
vita e-enabled platforms designed to address the current
and future needs of its customers

+ Insurance and Investments the group offers
business and financial protection, trade insurance,
employee benefits, corporate wealth management and a
variety of other commercial nisk msurance products in
selected countries

s  Global Banking and Markets the CMB franchise
represents a key client base for Global Banking and
Markets products and services, including foreign
exchange and interest rate products, together with capital
raising on debt and equity markets and advisory serviges
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Products and Services (contnued)
e —————

Global Banking and Markets

Global Banking and Markets ( GB&M ) provides tailored
financial solutions to major government, corporate and
institutional chents worldwide Managed as a global
business with regional oversight GB&M operates a long-
term relationship management approach to build a full
understanding of chients financial requirements Scctor-
focused client service teams comprising relationship
managers and product specialists develop financial
solutions to meet individual client needs

In August 2013, GB&M was reshaped to focus more
effecuvely 1ts resources around clients, to enhance
relationships and to better capture growth opportunities
creating greater value for clients and the group

Chent Coverage contans relationship managers,
organised by sector, region and country who work to
understand client needs and provide holistic solutions by
bringing together HSBC’s broad array of product
capabihuies

Markets provide sales and trading services which are

categorised as follows

- Credit and Rates scll, trade and distnibute fixed
income securities to clients ncluding corporates,
financial institutions, sovercigns, agencies and public
sector 1ssuers They also offer chents nsk management
solutions

- Foreign Exchange provides spot and denivative
products to meet the mvestment demands of
institutional investors, the hedging needs of SMEs and
large corporates, and the needs of RBWM customers
1n the group’s branches

- Equities provides sales and trading services for
clients, including primary 1ssuance, direct market
access as well as financing and hedging solutions

Capntal Financing provides financing, and advisory
services Products include debt and equity capital raising,
adwisory, corporate lending, leveraged finance, asset and
structured finance, real estate, infrastructure and project
finance, and export credut

Payments and Cash Management products include
non-retatl deposit taking, and intemational, regional and
domestic payments and cash management services

Secunities Services provides custody and clearing
services and funds admuustration to both domestic and
cross-border investors

Global Trade and Receivables Finance provides
trade services for the group’s clients

Balance Sheet Management 1s responsible for the
management of hiquidity and funding It also manages
structural 1nterest rate positions within the Markets limit
structure

Global Private Banking

Global Private Banking { GPB ) provides mvestment
management and trustee solutions to high net worth
individuals and their families in the group s prionity
markets GPB aims to meet the needs of its clients by
providing excellent customer service and offering a
comprehensive suite of solutions

Drawing on the strength of the HSBC Group and the
most suitable products from the marhetplace GPB works
with 1ts clients to provide solutions to grow, manage and
preserve wealth for today and for the future

Private Banking services comprise multicurrency and
fiduciary deposits, account services, and credit and
speciahst lending GPB also accesses HSBCs umversal
banking capabilities to offer products and services such
as credit cards, internet banking, and corporate and
investment banking solutions

Investment Management comprises advisory and
discretionary ivestment services, as well as brokerage
across asset classes This includes a complete range off
mvestment vehicles, portfolio management, secunty
services and alternatives

Private Trust Solutions compnise trusts and estate
planning, designed to protect wealth and grow 1t for
future generations through structures tailored to meet the
individual needs of each client
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Strategic Report: Strategic Direction

Introduction

Against the welcome backdrop of generally improving
economic conditions, the group was able to mahke
signtficant further progress during 2013 in contributing to
the reshaping of HSBC The focus of these efforts was
twofold, firstly, concentrating on capturing the high
quality opportunsties trom and within HSBC’s
ncreasingly distinctive international network and
diversified business model, and, secondly, improving nisk
management and control through eliminating or
restructuring businesses with hugher iherent risk
charactenistics The combiation of HSBC s commitment
to implementing Global Standards addressing regulatory
changes and managing increased capital discipline has
driven a fundamental review of all aspects of 1ts business

As at 31 December 2013, the bank had 1,132
branches i the Unuited Kingdom and 13 locaied in the
Isle of Man and the Channel Istands The bank had
further branches in Belgium the Czech Republic, France,
Greece, the Hong Kong Special Administrative Regron
Iretand israel, [taly Luxembourg Netherlands South
Africa, Spain and Switzerland

The bank s subsidiaries have banks branches and
offices in Armema, the Channel Islands France
Germany Greece Hong Kong Special Administrative
Region of the People s Republic of China, Ireland,
Kazakhstan Luxembourg, Malta Poland Russia. South
Afnica, Swizerland and Turkey

Strategy

The group s strategic direction 1s embedded in HSBC s
strategy which s aligned to two long-term trends

Economic developmeni — HSBC expects that certain
economies in Asia-Pacific, Laun America and the Middle
East will have increased more than tour-fold in size by
2050 benefiting from demographics and urbanisation. by
which time they will be larger than Europe and North
Amenca By 2050, HSBC expects 19 of the 30 largest
economies will be from Asta. Latin America, Middle East
or Africa

Financial flow - The world economy 15 becoming
ever more connected, with growth in world trade and
cross-border capital flows continuing to outstrip growth
in average gross domestc product Financtal flows
between countries are highly concentrated Over the next
decade HSBC expects 35 markets to generate 90 per cent
of world trade growth with a similar degree of
concentration in cross-border caputal flows

What matters 1n this environment 15
*  being able to take advantage of organic investment

opportunities in the most attractive growth marhets
and maintamning the capacity to invest, and

*  having an international network and global product
capabilities to capture intemational trade and
movements 1n caputal

The group s competitive advantages come from

e its meaningful presence m and long-term
commitment to HSBC's ey strategic markets,

* 1ts stable funding base,

» itsinterconnectivity to HSBC s business network
which covers over 90 per cent of global trade and
capttal flows, and

¢ 1ts local balance sheet strength and trading
capabilities in the most relevant financial hubs

Based on these long-term trends and its competitive
advantages, the Group strategy has two parts

Wealth management and retal with local scale -
HSBC will capture opportunities ansing from social
mobility and wealth creation in the markets in which it1s
present The Group will only invest in full scale retail
businesses 1n markets where i can achieve profitable
scale

Nerwork of bustnesses connecting the world - HSBC
15 well positioned to capture the growing international
trade and capital flows The Group s global reach and
range of services place HSBC n a strong position to
serve corporate clients as they grow from small
enterprises 1nto large and international corporates

In Europe the group s aim 15 to be the leading and
most respected international bank connecting Europe with
the rest of the world The group will achieve this by
explonng growth opportunities and by focusing on the
needs of 1ts customers and the societies 1t serves, and
thereby delhver long-term sustainable value to all its
stakeholders On an operational level the group has
developed a strategy tor each of four Global Businesses
following HSBC s strategic priorities winle also focusing
on increasing capital and cost efficiency

Strategic Priorities

The strategic focus of the group s capital deployment will
continue to be the UK one of HSBC s two home

marhets and the prionity markets of Germany, France and
Turkey

The group will continually review 1ts operations to
determine whether the group should invest 1n, turn
around, continue with or exit underperforming businesses
using the HSBC six filters to guide these strategic
actions The first two filters — international connectivity
and economic development — determine whether the
business 1s strategically relevant The next three filters —
profitability, efficiency and liquidity — determine whether
the financtal position of the business 1s attractive The
sixth filter — the nsk of financial crime — governs HSBC s
activities 10 hagh rish jurischctions, and 1s applied to
protect 1t by restricting the scope of 1ts business where
appropriate
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Strategic Report: Strategic Direction (continued)

S

the group 1s also continuing to refine its operational
processes, implement consistent business models and
streamline IT These sustainable savings are intended to
facilnate self-funded growth These arise through the
reduction or elimination of compleaity, inetficiencies or
unnecessary activities, and release capital that can be
reinvested in Global Standards and growing the business
HSBC 1s transitioning from orgamisational effectiveness
to sirecamhining which 1s the next phase of its
transformation While organisauonal effectiveness was
about how HSBC 1s managed, streamlining 1s about how
the Group operates

[n implemenung the operational effectiveness
programme, the group concentrated on a number of hey
elements

s people and structure — 1implementing an 8x8
reporting structure moving to a global operating
model and defiming and implementing target
business models across all global businesses and
functions,

*  software development — improving software
development productivity and shifting the mix of
employees towards lower-cost locations,

s process optinusation — mproving the efticiency of its
operational activities such as contact centres
(including offshoring) trade and payments services,
and

s corporate real estate — ratonalising the property
portfolio by leasing and launching facilities
management initratives

In the second phase, from 2014 to 2016, HSBC will
concentrate on streamlining operations, focusing on
reducing or ehminating complexity, nefficiencies or
unnecessary activities across the Group Streamlining will
be achieved through a combination of simplifying and
globalising processes, products systems and operations

Simphfying involves identitying inefficiencies or
excessive complexity and redesigning or rationalising
processes to mahe them easier to understand and manage
and more effictent “Globalising nvolves developing
standard global processes and implementing them around
the Group with munimal local variations

This second phase will be applied to
» propositions, products and sales channels,

e processes and servicing channels, including
production management, multi-channel servicing and
operational processes, and

» nfrastructure, including real estate technology,
supplier management and global functions

Finally, HSBC have commutted to develop Global
Standards shaped by the highest or most effective
standards available in any junsdiction where HSBC
operates and to deploy these globally on a consistent

basis By defimtion, the impact ot Global Standards 15
orgamsation-wide but the principal means by which the
Group will drive consistently high standards 1s through
universal apphcation of its HSBC Values, strong systems
of governance and the behaviours, performance and
recognition of all HSBC s people m managing high
quality customer relationships

The group continues to retnforce the status and
significance of comphiance and adherence to these Global
Standards by building strong intemal controls, developing
world class capabilities through communication, training
and assurance programmes to mahe sure employees
understand and can meet their responsibihities, and
redesigning core elements of how 1t assesses and rewards
sentor executives The implementation of Global
Standards 1s seen as a source of competitive advantage
and will allow the group ©

»  strengthen uts response to the on-going threat of
financial crime,

+ make consistent — and therefore simphiy - the ways
by which it monitors and enforces high standards at
HSBC

» strengthen policies and processes that govern how 1t
does business and with whom, and

* ensure that HSBC Values are applied consistently
Retail Banking and Wealth Management

RBWM continues to build 1ts position as a leading
provider of financial services to affluent and mass
affluent customers through the Premier and Advance
branded propositions This will be achieved through

+ asimple relationship manager based wealth model
enabled with tools and capabilities to attract new
chents and deepen existing customer relationships
by (1) acquining new wealth 1n faster growing
marhets and consolidating wealth 1n developed
markets, {11y growing relationship-led lending, and
(111) investing 1t customer service,

«  the delivery of enhanced digital capabilities which
allow customers access to their finances when 1t 1s
most convenent to them, and

¢ leveraging global expertise to improve customer
service and productivity to provide a high standard
of banking solutions and service to customers
efficiently

Commercial Banking

CMB aims to be the banking partner of choce for
international businesses by building on HSBC s rich
heritage, international capabihities and relanonships to
enable connectivity and support trade and capital flows
around the world, thereby strengthening its leading
positien in international business and trade The business
focuses on three growth priorities
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* grow coverage n faster growing marhets,

s drve revenue growth through the group s
intermational network, and

¢ grow collaboration revenues
Global Banking and Markets

GB&M continues to pursue its  emerging marhets-led
and financing-focused strategy, with the objective of
bemng a top 3 bank to its priority chents This strategy
has evolved to include a greater emphasis on connectivity
between the global businesses and across the regions The
business focuses on four growth prionties

* leveraging its disunctive geographical network which
connects developed and faster-growing regions,

» connecting clients to global growth opportumities,

e conunuing to be well pesitioned tn products that wili
benefit from global trends, and

+ enhancing collaboration wath other global businesses
to appropriately service the needs of the group s
mnternational chent base

Global Private Banking

GPB aims to build on HSBC s commercial banking
hentage to be the leading private bank for high net worth
business owners The business has two growth priorities

¢ repositioning the business to concentrate on home
and priotity marhets, particularly onshore, aligned
with Group priorihes, and

e capturing growth opportunities from Group
collaboration particularly by accessing owners and
principals of CMB and GB&M chents

Key Performance Indicators

The Board of Directors tracks the group s progress in
implementing its strategy with a range of financia! and
non-financial measures or key performance indicators
Progress 1s assessed by comparison with the group
strategic prionties operating plan targets and historical
performance

From time to time the group reviews its hey
performance indicators { KPIs™) 1n light of its strategic
objectives and may adopt new or refined measures to
better align the KPIs to HSBC's strategy and strategic
prioriies

Financial KPIs

2013 2012
% %
Risk adjusted revenue growth 56 93)
Cost efficiency ratio 6638 820
Pre-tax retum on average risk-
weighted assets ratio 17 05

Core ter | capintal ratio 121 14

Risk-adjusted revenue growth 1s measured as the
percentage change wn reported net operating income after
loan impairment and other credit nish charges since last
year The group seeks to deliver consistent growth n nsk-
adjusted revenues

Outcome Reported rsk-adjusted revenue improved
pnmanly due to the lesser adverse fair value movement
on own debt attributable to credit spreads

Cost efficiency ratio 1s measured as total operating
expenses divided by net operating income before loan
impamrment and other credit risk provisions

Outcome The cost efficiency ratio decreased
principally due to lower costs, most notably from
customer redress programmes, and hedge income from
lower adverse fair value movements on own debt
attributable to credit spreads

Pre-tax return on average risk-weighted assets ratio 1s
measured as pre-tax profit divided by average risk-
welghted assets The group targets a return in the medium
term of between 1 8 and 2 0 per cent

Qutcome The return on average nsh-weighted assets
was just below the target range

Core tier 1 capital ratio — represents the ratio of core
tier 1 capital comprising sharcholders equity and related
non-controlling interests less regulatory deductions and
adjustments to total risk weighted assets The group seeks
to maintain a strong capital base to support the
development of i1ts business and meet regulatory captal
requirements at all imes

Quicome The mmcrease i core tier | capital to 12 ]
per cent pnimanly reflected the impact of reductions in
credit and market nsk-weighted assets

Employee engagement

Strong employee engagement leads to positive
commercial outcomes and underpins improved business
performance, increased customer satisfaction higher
productivity talent retention and reduced absenteeism
The group assesses 1ts emptoyees engagement through
the Global People Surveys, which were held annually
from 2007 to 2011 and bi-annually thereafter The latest
Survey, in 2013 focused on supporting a values-led ugh
performance culture by assessing 1f employees were
engaged in the Group s purpose and felt able to deliver on
its ambition to become the world s leading intemational
bank

The overall Europe engagement score in 2013 was
60 per cent. which was below the financial services norm
Strong scotes were registered in nisk awareness (78 per
cent, 5 per cent points above the external best-in-class),
employee development (58 per cent) leadership
capability (58 per cent) and living the HSBC Values (78
per cent) Aspects that require concerted atiention
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included prnide and advocacy, which had tallen from 2011
levels

Brand value

HSBC montors the strength of 1ts brand through an
empncal tool (the Brand Equuy Index), which combines
measurements of perception and recall of a brand s
image packaging pricing, promotional programmes,
products, and user conviction to develop an Index Value
that can be tracked over time

The HSBC brand in the UK scores above the
competitive set average and 1s ranked 1n second place In
hoth Turkey and France the Brand Equity Index 1s lower
than the competitor average

Customer service and satisfaction

In RBWM customer satisfaction 1s measured through an
independent market research survey of retail banking
using a Customer Recommendation Index { CR1 ) to
score performance In 2013 CR! remains strong n the
UK shows encouraging improvement in Turkey but has
tallen 1n France

In Commercial Banking, the business continued to
measure 11s corporate client engagement through a survey
of key customers the Client Engagement Programme
{ CLP ) conducted by an independent third party The
group benchmarks ns performance against leading
competitors for its ey chients and has been ahead of uts
peer group 1n the UK Germany and Turkey Thisisa
good achievement in a challenging and dynamic marhet
environment

Awards

HSBC was recognised in several industry awards

throughout 2013 A small selection of those follows

. Emerging Asset Manager of the Year —~ UK
Pension Award 2013

. Best Lender for Discount Rate Mortgages —
Moneywise 2013 Mortgage Awards

Best Lender tor Lifetime Tracher Mortgages® -
Moneywise 2013 Mortgage Awards

Best First Time Buyer Mortgage Provider —

Moneyfacts Awards 2013

Best Remortgage Provider 2013 — Moneyfacts
Award 2013

Best Bank Mortgage Provider Award —

Moneyfacts Award 2013

Five star Defaqto rating 2013 — HSBC Premuer
Credit Card - Annual Moneyfacts Star Ratings

Best Transaction Banking House and Best Cash
Management Bank — LCuromoney Poll 2013

Best Onhine Banking Provider — Business
Moneyfacts Awards 2013

-Best Service from a Busiess Bank — Business
Moneyfact Awards 2013

Best Export Finance Arranger EMEA — Trade
Finance Magazine 2013°

Best Global Emerging Markets Bank
Euromoney Awards for Excellence 2013

Best Global Cash Manager — Euromoney Awards

for Excellence 2013
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Economic background

UK gross domestic product { GDP ) growthroseto 1 9
per cent in 2013, higher than 1n previous vears. though
the level of real GDP remained below the level seen
prior to the recession The recovery was driven in part
by stronger houschold consumption The Bank of
England poelicy rate remained at 0 5 per cent and the
Asset Purchase Scheme ceased The Bank of England
announced a forward gurdance pohicy in August
whereby it indicated the Bank Rate would not nse until
unemployment had fallen towards 7 per cent Labour
market condittons improved more rapidly than expected
and the headline unemployment rate fell to 7 1 per cent
in December The annual rate of Consumer Prices Index
( CP1 ) nflation fell in December to 2 0 per cent, the
lowest level of inflation in almost four years

The eurozone emerged from recession in the
second quarter of 2013 with the improvement early in
the year dnven by Germany and France However,
activity failed to gain momentum since quarterly GDP
growth averaged just 2 per cent (n the second half of the
vear Domestic demand improved on the back of
improving real wage growth and a slower pace of
austenty but growth remains heavily dependent on
external demand Given the weakness of the economy
in early 2013 the European Central Bank { ECB ) cut
its refinancing rate from 0 75 per cent to 0 5 per cent 1n
May and then in July adopted a forward guidance
policy under which 1t commuitted to keep rates at
present or lower levels for an extended penod

Despite the return to growth CPlinflation fell to
0 7 per cent in October 2013 prompting the ECB to cut
the refinancing rate by a further 0 25 per cent 1n
November A combination of umproving growth and the
ECB s Outright Monetary Transactions ( OMT )
programme, which would enable 1t to buy eurozone
government bonds 1n tmes of market stress helped
alleviate the sovercign crisis evident in previous years
and bond yields in Iltaly and Spain fell to the lowest
levels since 2010

In Turkey the annual pace of GDP growth averaged
3 9 per cent in the first three quarters of the vear, dnven
primartly by household spending and public sector
fixed investment Private sector investment contracted
m 2013 and CP1 inflation rose by 7 4 per cent Strong
domestic demand growth led to a large widening of the
current account deficit from 6 0 per cent of GDP 1n
2012 towards an estimated 7 7 per ¢cent of GDP in 2013

During the course of the summer the US Federal
Reserve hinted that it may "taper’ 1ts Asset Purchase
programme US Treasury yields rose attracting capital
back to US asset markets and raised concerns about the
ability of countries with large current account deficits to
finance these As a result the Turkish Lira depreciated
by 20 per cent against the US dollar over the course of
2013 and the BIST 100 stock index ended the vear 13
per cent lower To address the macroeconomic
imbalances n the economy and to provide support for
the currency the central bank of Turkey ughtened
monetary policy 1n the third quarter by 125 basis points
and sold USD17 6 bilhon of its FX reserves during the
second half of 2013
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Financial summary

Summary consolidated income statement for the year ended

2013 2012 2012
£m fm £m
Continuing
operations

Net interest tncome 6,961 6,519 6,904
Net fee income 3,336 3,309 3,781
Trading income 2,373 1,587 1,834
Net income from financial instruments designated at fair value 900 118 118
Gains less losses from financial investments 100 335 336
Net earned msurance premiums 1,022 2,286 2,286
Other operating income 176 144 148
Total operating income 15,868 14,298 15,407

Net insurance claims incurred and movement mn lrabilities to pohicyholders (3,028) (2.919) (2,919)
Net operating income before loan imparrment and other credit risk provisions 12,840 11,379 12,488

Loan impairment charges and other credit nsk provisions {971) {1,246) (1,245)
Net operating incemse 11,869 10,133 11,243

Total operating expenses’ {8,575) (9,506) (10,236)
Operating profit 3,294 627 1,007

Share of profit in associates and joint ventures - (3) (3)
Profit before tax 3,294 624 1,004
Tax credit/{expense) (754) 220 156
Profit for the year before discontinued operations 2,540 844 1,160
Gam on sale of discontinued operations” - - 1,265
Profit for the year 2,540 844 2,425
Profit attributable 10 shareholders of the parent company 2,495 803 2,384
Profit attributable 10 non-controlling interests 45 4t 41

1 Towal operating expenses include notable wems as detaded on page {5

2 Onthe safe of HSBC Priate Barkmyg Holdings Sutsse} S the asvociated forergn exchange revaluation resene of £1 258 mullion way recycled through the

tncome statement together with a gain on disposal of £7 million

Review of business performance

HSBC Bank plc and its subsidiary undertahings reported
profit belore tax of £3,294 mullion, £2 290 million or 228
per cent hugher than 2012

On a continuing operations basis, adjusting the 2012
results to exclude the contribution made by HSBC Private
Banking Holdings (Suisse)} SA, profit before tax
icreased by £2 670 muillion or 428 per cent compared
with 2012 This was primarily due to lower adverse tair
value movements on own debt attributable to credit
spreads of £167 mithon (£1,055 mathon i 2012) and
stgmificantly lower operating expenses from a decrease in
charges relaung to UK customer redress programmes an
accounting gain of £280 milhon relating to changes 1n
delivening 1ll-health benefits to certain employees n the
UK and sustainable cost savings in 2013

Progress continues to be made 1n aligning the m-
country businesses to the respective global business
operating models This 15 designed to reduce complexity
and lower costs 1n a sustainable way Total restructuring
costs ot £96 million were incurred as a result of
streamlining the businesses and other imitiatives which
delivered sustainable cost savings of approximately £370
million

RBWM continued to make progress in dehivering
agamnst its strategy In addition, the business implemented
the Global Wealth Incentive Plan to better align customer
and business interests In Turkey. unsecured lending
continued to grow, notably mn personal lending and cards,
while in France there was strong growth in both mortgage
and deposit balances

CMB repositioned 1ts Business Banking segment
towards :nternational and internationally aspirant
customers, while streambining and re-ecngineering core
processes to deliver efficiencies, which supported
continued investment in corporate banking and Global
Trade and Receivables Finance Following the success of
the 2012 Intemational SME Fund the business launched
a further fund in the UK 1n 2013 and similar SME funds
n France and Turkey targeted at international trade
customers

In GB&M, debt capital markets activity in the Credit
and Capital Financing businesses was successful in
capturing growth 1 1ssuance demand which has resulted
n leading market positions and an increase in sterling
marhets share The business was ranked first by
Bloomberg for pnimary debt capital market 1ssuances in
2013 In France, the business acted as joint book runner of
a £5 17 billion hybrid bond for a premier corporate chient
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demonstrating HSBC's ability to deliver large and
complex transactions connecting customers to
opportunities

GPB centinued to reposition 1ts business model and
target 1its chent base to focus on selected priority markets
In November 2013 the legal ownership of HSBC s
Channel Islands Pnivate Banking group was transferred to
HSBC Private Bank (UK) Limited from HSBC Private
Banking Holdings (Suisse) SA

The business continued to implement Global
Standards and reposition 1tself through the adoption of
new comphance and tax transparency standards

Items which are significant in a comparison of 2013 s
results to 2012 have been summarised on page 15 The
following commentary 1s on a continuing operations
basis

Net interest income icreased by £442 million or 7
per cent The income increase :n RBWM was from
growth in lending balances and margins notably
residential mortgages in the UK and to a lesser extent
home loans in France In GB&M Balance Sheet
Management net interest income was higher largely due
to interest rate management and net deployment of funds
at enhanced levels during the year In addition net
interest income rose trom higher lending spreads in
Capital Financing and lower interest paid resulting from
legacy portfolio maturities In CMB, net interest income
was also higher primanly in the UK from growth in term
lending revenues from higher spreads on new and
renewed business resulting in increased portfolio margins
overall as well as deposit growth in Payments and Cash
Management

Nel fee income ncreased by £27 mulhion or | per
cent In CMB the growth 1n fee income reflected a rise n
lending fees in the UK and Germany In GB&M net fee
income decreased primarily due to higher fees paid to
HSBC entittes 1n other regions refating to increased
foreign exchange trading activities undertaken for their
clients This was partly otfset by increased 1ssuance
demand 1n debt capital markets and event-driven fee
mcome i equity underwnting from increased deal
volumes [n RBWM the growth in credit card revenue in
Turkey was more than offset by a higher level of fees
payable under partnership arrangements and lower
creditor insurance fees i the UK

Trading income increased by £786 million or 50 per
cent Of this increase £344 milhion was due 10 lower
adverse foreign exchange movements on trading assets
held as economic hedges against issued foreign currency
debt designated at fair value, compared to 2012 These
offset lower favourable foreign exchange movements on
the foreign currency debt reported in “Net (expenses)
tneome from financial tnstruments designated at faur
value”

1

In Markets revenues were higher than 2012 which
included a charge of £387 ruilhon as a result of a change
in esumation methodology in respect of credit valuation
adjustments on derivative assets This was partially offset
by lower favourable debit valuation adjustments from the
change 1n estimation methodology in 2012 for derivative
ltabilities of £45 million compared to £191 mullion in
2012

Foreign exchange income benefited from increased
client activity 1n part offset by margin compression and
reduced market volatthty in the second half of 2013
Equities benefited from increased deal volumes and
revaluations gains Rates revenue decreased despite new
client mandates and improved market share particularly
n European government bonds, as 2012 benefited from
tightening spreads following the ECB hquidity
intervention In addition revenue was also favourable
from lower adverse fair value movements from own
credit spreads on structured habihties

Net income from financial instruments designated at
Jair value increased by £782 mullion compared to 2012
This included favourable credit spread-related
movements in the faur value of the group s own long-term
debt of £888 mullion as adverse fair value movements
were less eatensive in 2013 compared to 2012 In
addition net income ansing from financial assets held to
meet habilittes under insurance and investment contracts
increased reflecting higher net investment returns in 2013
than in 2012 These retumns reflecied favourable equity
market movements 1 the UK and France

Investment gains or losses anising from equity
marhets result in a corresponding movement in habihities
to customers reflecting the extent to which unut-linked
policyholders. in particular participate 1n the investment
performance of the associated asset portfolio Where
these relate to assets held to back insurance contracts or
investment contracts with discretionary participation
features ( DPFs ) the cotresponding movement in
hiabilities to customers 1s recorded under *Net msurance
claims incurred and movement in habiities 1o
policyholders

Other changes 1n fair value reflected lower
favourable foreign exchange movements of £344 mullion
n 2013 compared to 2012 on foreign currency debt
designated at fair value and 1ssued as part of our overall
funding strategy (offset from assets held as economic
hedges 1n * Trading income ), and higher adverse
movements due to hedging ineffectiveness in 2013

Gauns less losses from financial investments were
£235 mithion or 70 per cent lower than in 2012 Net gains
on the disposal of debt securities fefl as 2012 mcluded
signmificant gans on the sale of available-for-sale
government debt secunues, notably in the UK. ansing
from the structural interest rate nsk management of the
balance sheet
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Net earned insurance premums decreased by £264
mullion or 12 per cent [his was mainly as a result of
lower sales of tnvestment contracts with DPFs in France
In additson 2012 benefited from a number of large sales
through independent financial adviser channels which are
now 1n run off

Other operating income was broadly 1n hine with the
prior year

Net insurance claims imcurred and movement th
lrabilities to policyholders increased by £10%9 million or 4
per cent This reflected higher investment returns on the
assets held to support policyholder contracts where the
policyholder bears investment nisk from favourable equity
marhet movements 1n the UK and France This was partly
offset by a decrease in new business written notably in
France, as explained under Net earned insurance
premiums’

Loan impairment charges and other credit risk
provisions decreased by £275 mithon or 22 per cent In
the UK, GB&M reported net releases of credit rish
provisions on available-for-sale asset backed securities
compared with impairment charges in 2012 offset in pan
by higher individually assessed provisions In addition
there were lower loan impaiurment charges in CMB due 1o
lower collectively and individually assessed provisions
and 1n RBWM due to lower collectively assessed
provistons reflecting recoveries from debt sales [n other
European countries, lower individually assessed
impairment provisions for CMB n Greece were partly
offset bv increases in Turhey where there was growth in
unsecured lending in RBWM . and in the Spanish GB&M
and CMB businesses as challenging economic conditions
continued to affect the market

Total operating expenses decreased by £931 mullton
or 10 per cent, pnimarily due to lower customer redress
provistons and a reduction of restructuring costs of £71
million

These included

» acharge for additional esumated redress for possible
mis-selling in previous years of payment protection

12

insurance ( PPl ) policies of £483 mullion (£938
milhion m 2012),

¢ £166 million in respect of interest rate protection
products (£375 million in 2012), and

*  £36 million n respect of wealth management
products

In addition hitigation-related expenses increased
primarily due to Madoff liigation costs in GB&M
tollowing settlements reached 1n Ireland

Following a consultation process on scveral
employee benefit proposals, the group announced to UK
employees that the future service accruat for defined
benefit pension members would cease from § July 2015
As part of these amendments the group 15 changing the
basis of delivening ill-health benefits to certain
employees, resulting in the recogmuion of an accounting
gain of £280 million This gain together with lower
performance costs in GB&M reduced the fevel of staff
costs compared to 2012

During 2013 the group maintained 1ts strict cost
control discipline and benefited from the delivery of the
organisational effectiveness programmes The number of
employees, expressed in fullime equivalent numbers at
the end of 2013 was 3 per cent lower compared to 2012

Tax expense totalled £754 emlhon 1n 2013, compared
to tax income of £156 million (on a reported basis) in
2012 The effecuve tax rate for 2013 was 22 9 per cent
compared to a credit of 6 9 per cent (on a reported basis)
in 2012 The effective tax rate 1n 2012 was lower
primarily due to a non-taxable intragroup disposal of
HSBC Private Banking Holdings (Suisse) SA and losses
claimed from HSBC Holdings plc for nil consideration
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Review of business position

Summary consolidated balance sheet

Total assets
Cash and balances at central banks
Trading assets
- TeVerse repos
- other trading assets
Financial assets designated at fair value
Denvative assets
Loans and advances to banks
- TeVErse repos
- loans and other receivables
Loans and advances to customers
- [EVErSe TEpos
- loans and other receivables
Financial investments
Other

Total habilities
Deposits by banks

- repos

- cash deposits and other accounts
Customer accounts

- repos

- cash deposits and other accounts
Trading habihities

- TEpoS

- other
Financeal habilities designated at fair value
Denvative liabilities
Debt securities in issue
Liabilities under msurance contracts 1ssued
Other

Total equity

Total shareholders’ equity
Non-controlting interests

Movements in 2013

Total assets were £812 billion, in line with prior year

The group maintained a strong and liquid balance
sheet with the rauo of customer advances to customer
accounts at 78 2 per cent (2012 87 0 per cent)

The group s core tier 1 ratio stood at §2 1 per cent
(2012 11 4 per cent)

In 2013, GB&M changed the way 1t manages repo
and reverse repo activities in the Credit and Rates
businesses which were previously being managed in a
trading environment During the year. the repo and
reverse repo business activities were orgamsed into
trading and non-trading portfolios, with separate risk
management procedures This resulied 1n an increase in
the amount of reverse repos classified as ‘Loans and
advances to customers ' and 'Loans and advances 1o
banks . and a dechine i the amount classified as ‘Trading
assets ' by 31 December 2013, compared to previous
period-ends Similarly by 31 December 2013 there was

2013 2012
£m £m
811,695 815481
67,584 51,613
134,097 161,516
5,607 35,951
128,490 125,565
16,661 15,387
137,239 177 808
53,228 32,286
30,023 13,798
13,205 18,488
305,032 282,685
29,091 16,890
275,941 265,795
75,030 71,265
22,824 22,921
718,776 783,281
50,683 3957
20,863 6,357
29,820 33,214
390,017 324,886
38,039 12,207
351,978 312,679
91,842 122,896
9,426 40,742
§2,416 82,154
34,036 32,918
137,352 181,095
32,895 40,358
19,228 17,913
22,723 23,644
32,919 32,200
32,370 31,675
549 525

an increase in the amount of repos classified as

Customer accounts’ and ‘Deposits by banks ', with a
decline 1n the amount classified as ‘Trading liabiltties ',
compared to previous period-ends The increase in
amortised cost balances and the decrease in trading
balances priunanly occurred in the UK

Assets

Cash and balances at central banks rose by 31 per
cent as a greater portion of the surplus hquidity was
placed with central banks, reflecting growth in deposits in
excess of lending opportunittes

Trading assets decreased by 17 per cent Excluding
the change in GB&M s management approach, trading
assets were broadly in line with December 2012 levels

Financial assets destgnated at farr value ncreased
by 8 per cent due 1o favourable market movements in
insurance operations and the investment of premium
mcome received during the year in the insurance
businesses
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Derrvative assets decreased by 23 per cent Upward
movements 1n yield curves 1n major currencies led to a
decline 1n the fair value of interest rate contracts,
although this was partly offset by a reduction in netting

Loans and advances to banks increased by 65 per
cent predominantly due to GB&M s change in the
management approach for reverse repos Excluding this
there was a £3 billion increase driven by higher
placements with financial institutions

Loans and advarnces o customers increased by 8§ per
cent including a £12 billion tnerease in reverse repo
balances Excluding these, customer lending balances
grew by £10 billion as the group continued to grow 1its
mortgage and home loan portfolios in the UK and France,
reflecting the banks competitive offering In addition
there was an increase 1n corporate overdrafl balances that
did not meet the criteria for netung

Financial investmenis increased by 5 per cent as part
of the group s redeployment of hquidity mainly into UK
government debt secunties

Liabilities

Deposus by banks increased by 28 per cent
Excluding the increase in repo balances there was a fall m
balances mainly due to redemptions

Customer accounts increased by 20 per cent of which
8 per cent related to the change in GB&M s management
approach to repo funding Lxcluding this impact
customer accounts mncreased by £39 bithon as in the UK

14

RBWM customers continued to have a preference for
holding higher balances 1n readily accessible current and
savings accounts In addition there was lhgher Payments
and Cash Management business in GB&M and CMB
Current accounts also grew in GB&M due to higher
balances that did not meet the netting criteria

Trading liabilities decreased by 25 per cent again
largely due to the change in the management approach for
repo trade achivities

I'he derivative businesses are managed within
marhet nisk hmits and as a consequence the decrease in
the value of " Derivartive habilities ' broadly matched that
of ‘Derivative assets

Debt securities 1n 1ssue fell by 18 per cent This was
due to net redemptions of debt securities i 1ssue

Liabihnies under insurance contracts increased by 7
per cent The increase was mainly driven by liabilities to
pohicyholders established for new business together with
the impact of an increase 1n equity markets of unit-linked
nsurance contracts

Equity

Total shareholders’ eqiaty rose by 2 per cent
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Performance and Business Review

Profit on ordinary activities before tax

Reta1] Banking and Wealth Management
Commercial Banking

Global Banking and Markets

Global Private Banking
Other/Intersegment

2013 2012 2012
fm £m £m
Continuing
operations
1,177 411 411
1,333 766 766
1,023 642 642
140 100 480
(379) (1,295} (1,295)
3,294 624 1 004

The following items are significant in a companison of 2013 s results against 2012

Notable items by business segment

Retail Global
Banking Bankang Global
and Wealth Commercial and Private
Management Banlkang Markets Bapking Other Total
£m £m £m £m £m £m
2013
UK customer redress programmes 610 1 84 2 - 787
Restructuning and other related costs 41 18 6 1 30 96
Operattonal losses - (10) - - - {10)
Gain i change of delivering 1ll-health benefits (123) (104) (53) - - (280)
2012 {continuing operations)
UK customer redress programmes 982 162 207 - - 1351
Restructuring and other related costs 47 22 36 5 37 167
Operational losses - 65 - - - 65
Other provisions - - - - 84 84
HSBC Bank plc and its subsidiaries reported a profit Profit before tax — by country
before tax of £3 294 million, £2 290 mullion or 228 per
cent higher than 2012 On a continuing operations basis 2?; 2{?:]
profit before tax was £2,670 million or 328 per cent United Kingdom 905 309
higher than 2012 France 182 83
Germany 19 18
On a continuing operations basis all business Turkey “@n 0
segments reported significantly higher profits in 2013, Malta 22 25
with RBWM CMB and GB&M all reporting profits in Other 6 (6)
excess of £1 billion Profit before tax 1,177 411

GPB reported lower levels of reported profit than
2012 This reflected the sale of HSBC Private Banking
Holdings (Swisse) SA 1n November 2012

Retail Banking Wealth Management

2013 2012
£m £m
Net interest income 3,569 3,354
Net fee income 1,502 1532
Trading 1ncome 147 32
Other income {147) (52)
Net operating income before
impairments and provisions 5,071 4,906
Loan impairment charges
and other credit nisk provisions (223) (248)
Net operating income 4,548 4,658
Total operating expenses (3,673) {4,248}
Operating profit 1,175 410
Share of profit in associates and
Jont ventures 2 1
Profit before tax 1,177 411

15

Overview

RBWM reported a profit betore tax of £1,177 mullion
£766 million or 186 per cent higher than 2012 This was
primanly due to a decrease 1n operating expenses
resulung from lower provisions of £372 milhon relating
to customer redress programmes, an accounting gain on
changes to staft benefits of £123 milhion and growth in
revenues

RBWM continued to fulfil the hopes and ambitions
of customers by supporting the UK housing market,
approving £14 4 balbion of new mortgage lending to over
135 000 customers durning 2013 This included £3 8
billion to over 30,000 first time buyers The loan to value
ratio on new lending was 59 5 per cent compared with the
ratic of the average mortgage portfolio 48 3 per cent In
France, the business icreased the market share 1n home
loans confirming the ability to grow the mortgage
business 1n a highly competitive market In Turkey
unsecured lending continued to grow notably 1n the credit
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card business through new product features and channel
capabilities including mobile banking

[n addition, the business implemented the Global
Wealth Incentive Plan to better align customer and
business interests

Financial performance

Net interest income increased by £175 milhionor 5
per cent, primanly due to higher lending balances and
margms, principally i residential morigages in the UK
and home loans in France with the UK also experiencing
growth in customer accounts [his was partially offset by
deposit spread compression in 2013

Net fee income decreased by £30 million or 2 per
cent predominantly in the UK due to a igher level of
fees payable under partnership arrangements and lower
creditor insurance fees This was partally offset by
growth in card revenue in Turkey from business
€xpansion

Trading income increased by £115 mithon mainly
due to favourable fair value adjustments on non-
qualifying hedges on the French home loans portfolio as
long-term interest rates rose In addition there were
favourable marhet movements on derivatives used as
economic hedges in the insurance business in France

Other mcome decreased by £95 million Lower
levels of net earned premiums and higher levels of claims
on credit protection and term-lending policies morc than
oftset the increase in net income trom financial assets
destgnated at fair value Inaddition the offset of the net
trading gain on economic hedges noted in Trading
income also contnbuted to lower ‘Other income

Loan impairment charges and other credit risk
prowisions decreased by £25 million or 10 per cent A fall
in loan impairment charges mn the UK as a result of
mproved dehinquency rates and recoveries of previously
written off debt were n part offset by an increase in
Turkey reflecting growth in credit card volumes

Total operating expenses decreased by £575 million
or 14 per cent Excluding the £123 nullion accounting
gain rclating 1o the change of 1ll-health benefits in 2013
and customer redress provisions of £610 milhon
compared to £982 million in 2012, operating expenscs
were 2 per cent lower This reflected the benefits being
delivered through re-engineering and streamlining of
business processes and were achieved despite the
additional cost incurred 1n respect of new regulation and
implementation of the Group’s Global Standards The
customer redress provision related primarily to the
possible mis-selling of PPI policies and wealth
managemem pI'OdLlCiS
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Commercial Banking

2013 2012
£m £m
Net interest income 2,144 2,037
Net fee income 1,143 1,047
Trading income 23 26
Other income 60 70
Net operating income before
impairments and provisions 3,370 3,180
Loan tmpairment charges and
other credit nisk provisions (601) (699)
Net operanng income 2,769 2,481
Total operating expenses (1,437) (1,715)
Operating profit 1,332 766
Share of profit n associates and
Jont ventures 1 -
Profit before tax 1,333 766
Profit before tax - by country
2013 2012
£m £m
Unuted Kingdom 1,075 529
France 163 128
Germany 45 41
Turkey 24 45
Malta 33 33
Other (7 (10
Profit before tax 1333 766
Overview

CMB reported a profit before tax of £1.333 mullion, £567
milhion or 74 per cent higher than 2012 Overall revenues
rose by 6 per cent primarily due to growth term lending in
the UK and higher fee income eamed in both the UK and
Germany

CMB continued to help businesscs thrive and prosper
by further repositioning its Business Banking segment
towards international and internationally aspirant
customers The streamlining and re-engineering ot core
processes delivered efficiencies 1n a number of areas and
supported continued investment 1n corporate banking and
Global Trade and Receivables Finance

Following the success of the 2012 International SME
fund the business launched a further fund in 2013
continuing to support UK businesses that trade or asprre
to trade internationally with approved lending of £4 8
billion This included the renewal of overdraft and other
lending facilities Simuilarly the business launched SME
funds in France and Turkey targeted at intemnational
trade customers with approved lending of £1 3 billion in
France and £303 million in Turkey

In addition, the business conuinued to support the
programme of renminbi internationalisation during the
year with flagship chient events taking place n the UK
France and Germany

Financial Performance

Net mterest income ncreased by £107 million or 5
per cent mainly in the UK due to growth in term lending
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revenues from higher spreads on new and renewal
business and deposit growth in Payments and Cash
Management

million in 2012, an increase of £381 milhon or 59 per
cent

Overall revenues rose by 7 per cent, primartly due to
higher revenues n Capital Financing These movements
were partially offset by lower revenues in Rates and
lower disposal gains on available-for-sale debt secunties

Net fee income mcreased by £96 million or 9 per
cent due to an increase in lending fees in the UK and
higher fee income from credit and lending busimess in

Germany

Loan impairment charges and other credit risk

in Balance Sheet Management

Financual performance

provisions decreased by £98 mitlion or 14 per cent
primanly due to lower individually and collectively
assessed provisions in the UK and Greece There were
higher {evels of individually assessed provisions in Spain

Net interest income increased by £225 million or 26
per cent compared to 2012, mainly in Balance Sheet
Management largely due to interest rate management and
net deployment of funds at enhanced levels during the
year In addition, net interest income was higher due to
higher lending margins in Capital Financing and lower
levels of interest paid on a reduced legacy portfolio

Total operatng expenses decreased by £278 million
or 16 per cent compared to 2012 Excluding the £104
milhion accounting gain relating to the change ofill-
health benefits in 2013 and customer redress and
operational loss provisions of £81 mithon compared to
£227 million in 2012 operating expenses were 2 per cent
lower This reflected the benefits being dehvered through
re-engineering and streamhining of business processes
The customer redress and operational losses related to the
possible mis-selling of interest rate protection products
and closed account balances of dissolved companies
respectively

Net fee income decreased by £28 million or 5 per
cent compared to 2012 primanly due to higher levels of
fees patd to other HSBC entities in respect to hugher
volumes of foreign exchange trading activities in other
geographical regions This was partly offset by higher
fees earned on increased customer demand in debt capital
markets and increase deal volumes in the equity
underwriting businesses

Trading income was £638 million or 41 per cent

Global Banking and Markets higher than 2012 of which £344 miliion was due to

2013 2012 foreign exchange movements on tradmg assets held as
. £m fm economic hedges of foreign debt designated at fair value
Net nterest income 1,101 876 R
Net fee ucome 588 616 A corresponding offset 1s reported within “Other
Trading mcome" 2,192 1,554 Income”
,SL]::;::,?::; income before 490 AL In Markets, revenues were higher than 2012 which
\mpairments end provisions 4281 4019 mcluded a charge of £387 million as a result of a change
Loan impairment charges and in esiimation methodology 1n respect of credit valuation
other credit nisk provisions (133) (280) adjustments on derivative assets to reflect evolving
Net eperating income 4,148 3,739 market practices This was partiatly offset by lower
g’ml operating lf penses ——Q—[li-i—z-}- —(—3'—-23—21 favourable debit valuation adjustments on denvative
Shore of weaft n assoctates and b habihties of £45 million 1n 2013 (2012 £191 milhon)
JoInt ventures (3) ) also reflecting a refinement 1n estimation methedology in
Profit before tax 1,023 642 2012

I The bank v Balance Sheer Management husiness reported within GB&M
proviles funding to the trading businesses fo report GBEM lradimg
meome on a fully funded bavis Net iterest income and Irading mcome
are grossed up 1o reflect internal funding transacions prior 1o thewr
eliminatron i the Inter Segment column (refer to Note 13)

Foreign exchange income benefited from higher
chent activity and volumes, although this nise was offset
in part by margin compression Equities benefited from
increased deal volumes and revaluations gains Rates
revenue decreased despite new mandates and improved
market share particularly in European government bonds

Profit before tax — by country

2013 2012
£m £m as the benefits from tightening spreads following the ECB
United Kingdom 667 (55) hiquidity intervention in 2012 were not repeated In
France 277 326 addition, revenues benefited from lower adverse fair
Germany 115 178
value movements from own credit spreads on structured

Turkey 70 66
Malta 22 20 liabilinies
Other — 18 w7 Other income decreased by £573 million or 59 per
Profit before tax 1,023 642

cent primanilty reflecting £344 milhion lower favourable
Overview foreign exchange movements on debt designated at fair
value offset 1n ‘Trading income’ above [n addition lower

GB&M reported a profit before tax of £1 023 milhion in gains on the disposal of available-for sale debt secunties

the period compared with a profit before tax of £642
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in Balance Sheet Management contributed to the
decrease

Loan impairment charges and other credit risk
provisions decreased by £147 million or 53 per cent
prnimarily due to lower net impairments on available-for-
sale asset-backed securities This resulted from an
improvement 1n underlying asset prices, partly offset by
higher loan impairment charges 0 the UK and Spam

lotal operating expenses were 1n line with 2012
increasing by £29 million Excluding the £53 million
accounting gain relating to the change of 1ll-health
benefits recogmsed in 2013, provisions of £84 milhion
compared to £207 milhon 1n 2012 (n refatton to the
possible mis-selling of interest rate protection products
and a decrease 1n restructuring costs of £30 million
operating expenses were 8 per cent higher This reflected
higher Liugation costs relating to the agreed settlements
reached in respect to MadofT related claims in Ireland

Global Private Banking

2013 2012 2012
Continuing
operations
£m fm £m
Net interest income 224 212 597
Net fee income 100 111 583
Trading income 10 7 254
Other income (4) 3 8
Net operating income be- 330 333 1,442
fore impairments and
provistons
Loan impairment charges (14) (i9) (18)
and other credit nisk
provisiens
Net operating income 316 34 1,424
Total operating expenses {176) (213) (943)
Operating profit 140 101 481
Share of profit in associates - (t) (1)
and Jjoint ventures
Profit before tax 140 100 480

Prafit before tax — by country

2013 2012 2012

Continutng

operations
£m fm £m
United Kingdom 99 87 134

France 13 {7} %))

Germany 28 25 25
Turkey - - -
Malta - - -
Other — (5) 328
Profit before tax 140 100 480

I The reported results for 20112 nclude only 10 months of HSBC Provare
Banking Heldings (Swisse} SA prior to 1s sale

Overview
GPB reported profit before tax of £140 million in 2013

compared to £480 million in 2012, a decrease of 71 per
cent
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On a contimng operations basis GPB reported a profit
before tax of £140 million in 2013 compared with £100
million in 2012, an increase of 40 per cent

Financial performance

The commentary that foliows 1s on a continuung
operations basis

Net interest income was £12 million or 6 per cent
higher due to improved margins in the UK and additional
net interest income as a result of the acquisthion of HSBC
Private Banking (C I ) Limited in November 2013

Net fee income was £11 million or 10 per cent lower
primanly due to the non-recurrence of fee income
following the disposal of Property Vision m 2012, and
lower client demand

Trading income was broadly in line with prior year

Other income decreased by £7 million 1n part due to
lower net premium income 1 France

Toral operating expenses decreased by £37 million or
17 per cent compared to 2012 This was due to lower statt
costs reflecting a reduction in staff numbers and related
costs reduced performance costs and the recovery of
losses ansing on a 2001 hugation in France

Other
2013 2012
£m £m
Net tnterest income (13) (43)
Net fee income 3 3
Trading income (22) (9)
Change 1n credit spread on fong-
term debt (167) (1,055)
Other income 102 118

Net operating income before

impatrments and provisions (157) (986)
Loan impairment charges and

other credit nsk provisions - =

Net operating (expense)/ income {157y (986)
Total operating expenses {222} 310
Operating {loss)/ profit (379) (1,296)

Share of profit in associates and
Joint ventures - |
(Loss)/ profit before tax (379) (1.295)

Other contains the movements in fair value of own

debt, financing operations, central support and functional
costs with associated recoveries

The reported loss before tax in Other was £379
million, compared 10 a loss before tax of £1 295 million
1 2012 This was primanly due to the change in own
credit spreads on long-term debt which resulted 1n a loss
of £167 million in 2013 compared with a loss of £1,055
million in 2052
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Economic Qutlook

The bank expects global growth to nse 2 6 per cent 1n
2014 from 2 1 per cent1n 2013 This turnaround reflects
a shift from contraction to modest expansion in the
eurozong, a nise in growth n the US and UK and
emerging marhets growth nsing to 4 9 per cent 1n 2014
from 4 6 per cent

The bank expects UK GDP to rise by 2 6 per cent 1n
2014, the fastest growth rate since 2007 An ongoing
thawing in credit conditions and stronger demand means
investment should rise sharply Household consumption
should also be supported by loose monetary policy and a
recovenng housing market UK net trade may be aided by
a modest itmprovement in the eurozone although
government spending will continue to be restrained by the
fiscal consohdation

Recent developments in the eurozone economy
signal a recovery, although its strength wall hkely be only
gradual and dependent on global trade as there remain
sigmficant headwinds to domestic demand The provision
of credit is Likely to remain very weak and banks are
lhikely to remain cautious ahead of the ECB s Asset
Quality Review ( AQR }and the European Banking
Association s stress tests on banks balance sheets The
continuing credit tightness will n turm hinder investment
and consumption growth Burdened with stubbornly high
pubhc debt levels, eurozone countries will need to
contnue reducing public expenditure, exerting downward
pressure on government consumption As a result of these
headwinds the bank expects the eurozone GDP to grow
by enly 0 8 per cent in 2014
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Turkey was one of the main countnies affected by the
US Federal Reserve's announcement in December 2013
10 begin tapering 1ts asset purchases The outflow of
capntal led to a sharp dechine in the Turkish Lira which
was intensified by the political unrest afier allegations of
corruption by government officials In order to stem
capital outflows, the Central Bank of Turkey raised a
number of key short-term interests sharply 1n January
2014 These currency and interest rate moves will help to
rebalance the economy although m the near-term the
decline of the Turkish Lira will reduce domestic activity
and raise inflation Turkey holds local elections in March
and presidential elections 1n the summer so the bank
expects to see a moderate amount of fiscal sumulus
through the year In Turkey, the bank forecasts 2014 GDP
growth of 2 2 per cent down from that 1n 2013
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Principal Risks and Uncertainties

The group continuously monitors and 1dentifies rishs
Thas process, which 1s informed by 1ts nisk factors and
the results of 1ts stress testing programme  g1ves rise to
the classification of certatn key rishs as top or emerging
Changes in the assessment of top and emerging nshs
may result in adjustments to the group s business
strategy and potcnually 1ts risk appeute

The group s principal banking risks are credit risk,
operational nsh market nisk hquicity and funding risk,
compliance risk and reputational nsk The group also
incurs insurance nish The exposure to these nisks and
the group’s rish. management are explained in more
detail n the Risk section of the Report of the Directors
on pages 25 10 76

Next to these princtpal banking nisks the group has
identified the following significant nisks which have the
potential to have a material umpact on the group s
financial results or reputation and the sustamability of
its long-term business model

Macro-economic and geopohtical
Emerging markets’ slowdown

Growth in a number of emerging marhkets decelerated
during 2013 Weak demand for commodities and raw
materials due to subdued economic growth and hmited
investment activity in mature marhets and in manland
China affected all exporting countries Emerging
markets continucd to face the nisks of fiscal decline and
increasing financing requirements In addimon capital
flows were volatile particularly during the second half
of the year, and in several cases lead to a ughteming of
monetary policy to counter capital outflows Any
consequent rise 1n tnterest rates however could put
growth at nisk and increase the nisk of a hquidity ensis

Mature economies are depending on stronger trade
growth with emerging markets to help them through
difficult economic times domestically A number of
them have implemented austerity measures in order to
reduce their deficits and public debt While austerity s
expected to help resolve the sovereign and banking
cnisis in the medium term 1t s luniting growth,
increasing unemployment and restricting taxation
revenues severely in the short term This 1n turn s
affecuing the rest of the world through lower trade

Potential impacts on the group mclude

e  Global trade and capital flows may contract as a
result of weaker economic growth in some
emerging markets banks deleveraging
expectations of tapering of quantitative easing, the
introduction of protectionist measures n certain
marhets the emergence of geopolitical nishs or
increasing redenominanon rish The contraction
might curtail the group s profitability
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¢ While growth tn emerging marhets as a whole has
been constrained by lower world demand and
commodity prices, some countries are strugghng
with domestic 1ssues and could trigger a new crisis
of confidence with the potenual for increased
volahlity Emerging markets have been supported
during the last two years by significant capital
inflows from advanced economies but a reverse of
these capital tlows, as happened 1n mid-2013,
would create difficulties for all countries having to
finance current account deficits government debt
or both HSBC closely momtors developments in
all markets to ensure insights are shared and
appropriate mitigating action 1s taken as
circumstances evolve

Increased geopohtical risk in certain regions

I'he group s operations are exposed to nshs arising
from political instability and civil unrest in a number of
countries which may have a wider effect on regionat
stability and regional and global economies

Geopolitical nish remains high m the Middle East
as a result of the continued violence and unrest 1 Egypt
and the civil war in Syria, which may spill over 1nto
neighbouring countries, such as Turkey

Tensions between Israel and Iran add o the nshs in
the region although diplomatic contacts with Iran s new
admimistration may engender an improvement n
relations In Turkey, there 1s significant political
uncertaimnty and the government 1s struggling to
maintamn a credible policy in order to maintain
crechtors confidence

Potential impacts on the group include

*  The group s results are subject to the risk of loss
from unfavourable political developments currency
fluctuations social instabtlity and changes tn
government policies on matters such as
expropriation, authorisations nternational
ownership, mterest-rate caps foreign exchange
transferability and tax in the junsdictions 1in which
1t operates  Actual conflict could put the group s
staff in harm s way and bring physical damage to
Its assets

¢ Inmnigation the group has increased its
momtoring of the geopohitical and economic
outlook 1n particular in countries where the group
has a matenal exposures and a physical presence
T'he internal credit risk rating of sovereign
counterparties takes these factors into account and
drives the appetite for conducting business in those
countries Where necessary, country hmits and
exposures arc adjusted to reflect thts appetite and
mitigate these rishs as appropriate
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Eurozone - risk of sovereign and counterparty
defaults

Eurozone countries are members of the EU and part ot
the euro single currency bloc The peripheral eurozone
countries of Greece Ireland, Italy, Portugal, Spain and
Cyprus are those which extubited levels of market
volatiluy that exceeded other eurozone countries,

demonstrating persistent fiscal or pohitical uncertainty in
2013

Throughout 2012 and 2013 m spite of austenty
measures and structural reforms, peripheral euro zone
countries continued to exhibit a high ratie of sovereign
debt to GDP or short to medium-term maturity
concentration of their habilities

Although the overall situation has improved
further structural reforms are sitll needed to contain the
threat of the exit of one more countrics from the
eurozone bloc

The group s exposure to the peripheral eurozone
countrics 15 himuted and reduced further in 2013
However the group 1s still exposed to counterparties in
core European countries which could be affected by any
SOVEreIgn Or CUrrency Crisis

The group s busimesses in peripheral eurozone
countnes are funded from a nix of local deposits local
wholesale sources and intra-Group loans extended from
HSBC operations with surplus funds intra-Group
funding carnes the nisk that a member country might
exit the eurozone and redenominate its national
currency which could result in a significant currency
devaluation The group s curozone exposutes are
analysed 111 more detail on pages 28 to 29 A description
of redenomination nisk 1n the event of the exit of a
eurozone member 18 provided on pages 29 to 30

Potential impacts on the group include

¢  The group could incur losses stemming from the
exit of one or more countnies from the eurozone
and the redenomination of their currencies

e The exposures to European banks may come under
stress hetghtening the potential for credit and
market rish losses 1f the sovereign debt and
banking system crisis in the region increases the
need to recapitalise parts of the sector

Macro-prudential, regulatory and legal nsks

Financial service providers face increasingly stringent
and costly regulatory and supervisory requirements
parucularly 1n the areas of capital and hiquidity
management. conduct of business, operational
structures and the tegrity of financial services
delivery Increased government intervention and control
over financial institutions together with measures 10
reduce systemic nisk, may significantly alter the
competitive landscape These measures may be
mtroduced as formal requirements in a super-equivalent

21

manner and to differing iimetables across regulatory
regimes

Regulatory developments affecting the business
model

Several regulatory changes are likely to affect the
group s activiies These changes include

¢ The pubhcation on 27 June 2013 of the Capital
Requirements Directive ( CRD 1V ), which
introduced in the EU the Basel [[I measures that
came mto effect on | January 20t4. together with
the publication by the PRA on 19 December 2013
of tts final rules on implementing CRD 1V which
apply to firms regulated by the Prudenual
Regulation Authonty ("PRA’} in the UK,

¢  The introduction of new regulatory bodies and

powers In Europe comprising, in the UK, the
Financial Policy Commuttee { FPC ), the PRA, the
Financial Conduct Authority { FCA }and n
particular the atlity of the FPC to seek additional
capital for lending to sectors perceived as higher
nisk, and in the eurozone the granung to the ECB
of supervisory powers from November 2014,

*  Finalisation of the Financial Services (Banking
Reform) Act 2013 in the UK to give effect to the
recommendations of the Independent Commission
on Banking ( 1CB ) in relanion to the future ring-
fencing of the UK retail banking business from
wholesale banking activiies and potential
legislative changes across the EU,

* Changes n the regime for the operation of capial
markets with increasing standardisation, central
cleaning reporting and margin requirements
through a number of regulatory imitiatives including
the European Market Infrastructure Regulation and
the revised Markets in Financial Instruments
Directive/Regulation,

+  Requirements flowing from arrangements for the
recovery and resolution of HSBC and 1ts main
operattng entities (including the bank),

* Continued changes 1n the manner and standards for
the conduct of business including the effects of the
recommendations made by the Parliamentary
Commission on Banking Standards (which will be
given effect through Part 4 of the Financial
Services (Banking Reform) Act 2013),

e  The forthcoming ECB Asset Quality Review
( AQR ) which may reveal substantial
recapitalistion 1s needed among eurozone banks,

¢ The tightening of credst controls by regulators in a
number of countnies on mortgage lending and
unsecured portfolios, and

e The conunued risk of further changes to regulation
relating to remuneration and other taxes
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Potential impacts on the group include

*  Proposed changes relating to capuital and hquidity
requirements remuneration and/or taxes could
increase the group s cost of doing business
reducing future profitability

*  Proposed changes in regulations for denvatives and
central counterpartics the 1CB ring-fencing
proposals recovery and resolution plans, the
Volcker Rule and the Toreign Account Tax
Comphiance Act { FATCA ) may aftect the manner
in which HSBC conducts activities and structures
wself This has the potenual both to increase the
costs of doing business and curtail the types of
business the group can carry out, with the risk of
decreased profitability as a result The development
and implementation of many of these vanous
regulations are i their early stages and therefore it
1s not possible to estimate the effect 1 any, on the
group s operations

¢  Mandatory central cleaning also brings new risks to
HSBC in 1ts role as a cleanng member, as the group
will be required to underwrite losses incurred by
central clearing counterparties from the default of
other clearing members and thewr clients Hence
central clearing brings with 1t a new element of
interconnectedness between clearing members and
chents which the group believes may increase
rather than reduce 1ts exposure to systemic rish

+ Potenual market disruption as a result of the AQR
may affect the group directly through the exposure
to eurozone banks and sovereigns and indirectly
should there be any diminution 1n economic
activity in the eurozone

e HSBC 1s closely engaged with the govemments and
regulators in the countries in which it operates to
help ensure that the new requirements are properly
considered and can be implemented 1n an effective
manner The group 1s also ensuning that the capital
and liquidity plans take mnto account the potential
effects of the changes Capital allocation and
Ligwdity management disciplines have been
expanded to mcorporate future increased capital
and hquidity requirements and drive appropriate
nisk management and mitigating actions

Regulatory commitments and consent orders

Financial service providers are at risk of regulatory
sanctions or fines related to conduct of business and
financial cnme The incidence of regulatory
proceedings and other adversarial proceedings aganst
financial service firms 1s increasing

In December 2012 HSBC Holding plc, the bank s
parent company, entered into agreements with US and
UK authonties in relation to investigations regarding
past inadequate comphance with anti-money laundering
{ AML ) and sanctions laws
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Among these agreements HSBC Holdings plc and
HSBC Bank USA N A entered into a five-year
deferred prosecutton agreement (the DPA ) with the
US Department of Jusuce ( Dol ) and HSBC Holdings
plc entered 1nto a two-year deferred prosecution
agreement with the New York County District Attorey
{the DANY DPA)

HSBC Holdings plc also entered into an
undertaking with the FSA (revised as the FCA
Direction’) to comply with certain forward-looking
obligations with respect to AML and sanctions
requirements

Under the settlement agreements HSBC made
payments totalling US$1 9bn to US authorities and
undertook to continue cooperating fully with US and
UK regulatory and law enforcement authorities and take
further action to strengthen its eomphance pohicies and
proccdures

The agreements with the Dol the US Federal
Reserve and the FCA Dhrection require HSBC to retain
an independent monitor (who 1s for FCA purposes a

skilled person umder section 166 of the Financial
Services and Markets Act) to evaluate the progress in
implementing the obhigations under the agreements and
FCA Direction and to produce regular assessments of
the effectiveness of the group s Compliance function

On }July 2013 the US Dustrict Court for the
Eastern District of New York approved the US DPA
and retained authority to oversee implementation of the
same Michael Cherhashy began his work as Monitor on
22 July 2013 charged with evaluating and reporting
upon the effectiveness of the Group s internal controls
pohicies and procedures as they relate to ongoing
comphance with applicable anti-money laundering and
sanctions laws His work 15 proceeding as anticipated
consistent with the umelines and requirements set forth
i relevant agreements

Potential impacts on HSBC mnclude

¢ ltis difficult to predict the outcome of the
regulatory proceedings involving HSBC s
businesses Unfavourable outcomes may have a
matenal adverse effect on the group s reputation,
brand and results, including loss of business and
withdrawal of tunding

e The Group s sigmificant mnvolvement in facilitating
intemational capital flows and trade exposes the
Group to the nisk of financial crime or inadvertently
breaching restrictions and sanctions umposed by
OFAC and other regulators Through the Global
Standards programme the Group 1s implementing
consistent procedures and controls to detect deter
and protect against financial cnme

In relation to the DPAs the Group have commutted
to tahe or continue to adhere to a number of remedial
measures Breach of the DPA at any tme durning its
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term may allow the Dol to prosecute HSBC Holdings
plc or HSBC Bank USA N A n relation to the matters
which are the subject of the US DPA Breach of the
DANY DPA may allow the New York County District
Attorney s Office to prosecute HSBC Holdings ple in
relation to the matters which are the subject of that
DPA Steps to address many of the requirements of the
DPAs and the FCA Direction have either already been
taken or are under way These include simplifying the
Group s control structure, strengthening the governance
structure with new leadership appomntments revising
key policies and establishing bodies to implement single
Global Standards shaped by the highest or most
effective standards available in any location where the
Group operates, as well as substannally tncreasing
spending and staffing in the anti-money laundering and
regulatory compliance areas in the past tew years There
can be no assurance that these steps wiil be effective or
that HSBC will not have to take additional remedial
measures 1n the future to comply with the terms of the
DPAs or the FCA Direction

Conduct of business

Regulators i the UK and other countries have
continued to increase their focus on conduct rish
including paying attention to sales processes and
incentives, product and investment suitabihity and more
general conduct of business concerns In the UK the
FCA 1s making increasing use of existing and new
powers of intervention and enforcement including
powers to consider past business undertaken and
implement customer compensation and redress schemes
or other, potentally sigmficant remedial work
Addionally, the FCA and other regulators increasingly
take acuons 1n response to customer complamnts which
may be amplified through the use of social media
channels either specific to an institution or more
generally in relation to a particular product There have
been recent examples of this approach in the context of
the possible mis-selling of payment protection
insurance { PPI ). of interest rate hedging products to
SMEs and of wealth management products

The Group also remains subject to a number of
other regulatory proceedings involving investigations
and reviews by various national regulatory, competition
and entorcement authorities including 1n the UK the
US Canada the EU Switzerland and Asia that are
conducting investigations and reviews relating to certain
past submissions made by panel banks and the process
for making submissions in connection with the setting
of London interbank offered rates ( Libor )} European
interbank offered rates ("Eunbor’) and other benchmark
interest rates In addition, regulators in the UK, the US.
Japan, Hong Kong and certain other junsdictions are
conducting investigations relating to trading on foreign
exchange markets As certain HSBC entities are
members of these panels and parucipate in the foreign
exchange market, [ISBC and/or its subsidiaries have
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been the subject of regulatory demands for information
and are cooperating with those investigations and
reviews

Potential impacts on the group include

¢ Regulators in the UK and other countries may
dentify future industry-wide mis-selling or other
1ssues that could affect the group This may lead
from time to ume to (1) sigmificant direct costs or
habilities (including i relation to mis-selling), and
(11} changes 1n the practices of such businesses
whtch benefit customers at a cost to shareholders
Also, decisions taken in the UK by the Financial
Ombudsman Service in relation to customer
complamts (or any overseas equivalent with
junsdiction) could, 1f applied to a wider class or
grouping of customers, have a material adverse
effect on the operating reselts financial condition
and prospects of the group

Dispute risk

The current econorme environment has increased the
group s exposure to actual and potential litigation
Further details are provided in Note 42 on the Financial
Statements

Potential impacts on the group include

e Dispute rish gives rise to potential financial loss
and sigmificant reputational damage which could
adversely affect customer and investor confidence

Business operations, governance and control
Heightened execution risk

There are a number of factors which may affect the
successful delvery of the group’s strategy These
include the mcreasing regulatory pressures and demands
and the chatlenging macroeconomic environment,
which may affect the group s ability to achieve planned
earmings growth The implementation of the group s
strategy to simplify the business which involves
withdrawing from certain marhets, presents disposal
risks which must be carefully managed Implementing
orgamsational changes to support the HSBC strategy, n
particular the restructure of the Compliance function
into two distinct sub-tunctions (Mnancial Ceime
Comphance and Regulatory Comphance) also requires
close management oversight

Potential impacts on the group include

¢ The group s annual plannmg and stress testing
processes consider the effect of potential risks from
the external environment on 1its earnings and capital
position and miigation actions by management

¢ The nsk of disposal include regulatory breaches,
industnal action loss of hey personnel and
interruption to systems and processes during
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business transformation and they can have both
financial and reputanonal imphcations

¢  The size and scope of the change to the group s
Compliance function could generate heightened
execution and people nsk (including significant
resourcing demands) and 1s subject to close
management oversight

Internet crime and fraud

With the ever-growing acceptance and demand for
nternet and mobile services by customers the group 1s
naturally exposed to fraudulent and criminal activities
via these channels Internet crime could result in
financial loss, and/or the compromise of customer data
and sensitive information Along with internet fraud. the
overall threat of external fraud may increase duning
adverse economic conditions particularly in retal and
commercial banking

The group aiso faces breakdowns 1n processes or
procedures and systems failure or unavailabihty and is
subject to the nsh of disruption to group s business
ansing from events that are wholly or partially beyond
group s control, such as internet crime and acts of
terrorism

Potential impacts on the group include

e Internet cnme and fraud may give nse to losses in
service to customers and/or economic loss to the
group The same threats equally apply when the
group relies on external supphers or vendors to
provide services to the group and 1ts customers
The group has ncreased the defences through
enhanced monitoring and has impiemented
additional controls, such as two-factor
authentication, to mitigate the possibility of losses
from fraud nishs The group continually assesses
these threats as they evolve and adapts controls to
mitigate them

Infermation security nisk

The security of the group s information and technology
infrastructure 15 crucial for mantaining the banking
applications and processes while protecting cusiomers
and the HSBC brand

Potenuial impacts on the group are as follows

» Fnancial loss and reputational damage which could
adversely affect customer and investor confidence
Loss of customer data would also result in
regulatery breaches which would result in fines and
penalties being incurred The group has invested

On behalf of the Board
A P S Simoes Director
Registered number 14259
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significantly in addressing this rish through
increased staff traming to raise awareness of
requirements and enhanced mulu-layered controls
protecting information and technical infrastructure

Data management

The group has received feedback from external
stahcholders that 1t needs a clear data strategy to meet
the volume granularty and frequency and scale of
regulatory reporting requirements as well as other
internal and external information demands In addition
the group 1s required to meet the Basel Committee on
Banking Supervision s { BCBS ) data and reporting
obligations by the end of 2015

Potential impacts on the group include

« Financial mstitutions that tail to meet their BCBS
data obligations by the required deadlhine may face
supervisory measures Senior management
recogmise the importance of data management and
therefore established a Data Strategy Board in 2012
to define the Group s data strategy and ensure
consistent data aggregation, reporting and
mananagement across the Group Key imitiatives
and projects to deliver the strategy and meet the
BCBS data obligations are now 1n progress

* Regulators are evaluating the industry on its ability
to provide accurate information and may use the
industry-developed data maturity model to assess
financial services firms

Model nsk

Increasingly stringent regulatory requirements
governing the development parameters applied to and
controls over models can have imphcations for the
modelled outcomes including increases 1n capital
requirements This nsk extends more broadly to the use
of models across the group, for example models used 1n
financial reporting, stress testing or pricing The
evolving external economic and legislative environment
and changes n customer behaviour can also lead to the
assumptions the group has made 1n models becoming
mvahd

Potential impacts on the group include

*  These model nishs have the potential to increase the
group s capital requirements and mahke them more
volatile The group continues to address these risks
through enhanced model development, independent
review and model oversight to ensure the models
remain fit for purpose

24 February 2014
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Introduction

Managing Risk

Whlst the crisis in the Eurozone eased during 2013,
volaulity in financial markets conunued reflecting
concerns over the US fiscal chiff and debt ceiling and the
potential tapering of quantitative easing The continuing
turmoil 1n the Middle East and 1ts possible effect on
global encrgy prices, and the widely held view that the
world economic recovery remained fragile, increased this
volauhity further

Despite this economic environment, underlying
business performance was strong across all business
segments supported by lower costs of customer redress
provisions and less adverse movements 1n the fair value
of own debt attributable to credit spreads

Results for 2013

The consolidated profit for the year attnbutable to the
shareholders of the bank was £2 495 milhon

intenim dividends of £1 400 mithon tn lieu of a final
dividend in respect of the previous financial year, and
£570 milhon were paid on the ordinary share capital
during the year

A second intertm dividend in Iteu of a final
dividend of £630 miliion was declared after 31
December 2013 payable on 24 February 2014

Further information about the results 1s given 1n the
consohdated income statement on page 93 Informauon
about future developments hkely to affect the group 1s
given 1n the Strategic Report

Risk

As a provider of banking and financial services, the group
actively manages nsk as a core part of its day-to-day
activities The growth in the group’s business during
2013 was achieved while nshs were assumed in a
measured manner in iine with the nisk appetite and rishs,
particularly reputational and operational were mitigated
when they exceeded the group s risk appetite

The group continues to maintam a very strong
hiqndity position and 1s well positioned for the changing
regulatory landscape

The group maintamned its conservative risk profile by
reducing exposure to the most likely areas of stress

¢ The group selectively managed its exposure to
sovereign debt and bank counterparties to ensure
that the overall quality of the portfolio remained
strong,

»  The group regularly assessed higher risk
countries and adjusted its nish appetite and
exposures accordingly, and

¢  The group repositioned certain portfolios and, in
addiion, made 1ts client selection filters more
robust tin managing the rnisk of financial crime
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(Unaudited)

All the group s activities involve to varying degrees. the
analysis, evaluation, acceptance and management of risks
or combinations of risks

An estabhished nsk governance framework and
ownership structure ensures oversight of and
accountabihty for the effective management of risk The
group $ nsk management framework fosters the
continuous monuoring of the nsh environment and an
integrated evaluation of nsks and their interactions
Integral to the group’s nsk management framework are
rish appetite, stress testing and the identification of
emerging risks

The group s rish management framework 1s designed
to provide appropriate nsh monitoring and assessment
The bank's Risk Committee focuses on rish governance
and provides a forward-looking view of rishs and ther
mingation

The Risk Committee 1s a sub-commuttee of the Board
and has responsibility for oversight and advice to the
Board on 1inter alia, the bank s nsk appetite, tolerance
and strategy, systems of nsk management, internal
control and compliance Additionally, the Risk
Comnmttee considers the alignment of the reward
structures and the maintenance and development of a
supportive culture 1n relation to the management of risk,
appropnately embedded by executive management
through procedures training and teadership actions

In carrying out 1ts responsibilities, the Risk
Committee 15 closely supported by the Chief Risk
Officer, the Chief Financial Officer the Head of Internal
Audit and the Head of Compliance, together with other
business functions on risks within their respective arcas
of responsibility

Risk culture

All employees are required to 1dentify, assess and manage
risk within the scope of their assigned responsibilines
Global Standards set the tone from the top and are central
to the group s approach to balancing nisk and reward
Personal accountability 1s reinforced by the HSBC

Values with employees expected to act with courageous
integrity in conducting their duties

Employees are supported by a disclosure line which
enables them to raise concemns tn a confidential manner
The group also has 1n place a suite of mandatory traming
to ensure a clear and consistent attitude 15 communicated
to staff, mandatory training not only focuses on the
technical aspects of risk but alse on the group s attitude
towards risk and the behaviours expected by 1ts policies

The risk culture 1s reinforced by the group s
approach to remuneration, individual awards are based on
the achievement of both financial and non-financial
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(relating to the HSBC Values) objectives which are
aligned to the global strategy

Risk profile

Risks are assumed by the Global Businesses 1n
accordance with their riskh appetite and managed at global
business and regional levels All risks are wdentified
through the group s nsk map process which sets out the
group s rish profile in relation to key nsh categories in
the regional and global businesses Risks are regularly
assessed through the group s rish appeute framework
stress testing process and in terms of emerging rishs

Credit, market and operational nsk are measured
using the Basel II Pillar 1 framework for regulatory
capital through the allocation of risk-weighted assets

Other risks are also measured through the group s
economic capital model under Pillar 2

Risk appetite

I'te Group s nisk appetite 1s set out in the Group s Rish
Appcute Statement, which describes the types and levels
of nisk that the group 1s prepared to accept in executing, its
strategy Quantitative and qualitative metrics are assigned
to mine hey categories earnings, capital, liquidity and
funding. securitisations cost of risk, intra-group lending
strategic investments nsk categories and rish
diversification and concentration Measurement against
the metrics

s guides underlying business acuivity ensunng it
1s ahigned to nsk appetite statements,

¢ informs rish-adjusted remuneration,

+ enables the key underlving assumptions to be
monitored and, where necessary adjusted
through subsequent business planmng cycles,
and

e promptly identifies business decisions needed to
miigate nisk

The risk appetite statement 15 approved by the HSBC
Board following advice from the Rish Commuttee, and 15
a key component of the nsk management frameworh It 1s
central to the annual planrung process, in which global
businesses geographical regions and functions are
required to articulate their nsk appetite statements These
are aligned with the Group strategy, and provide a nsk
profile of each global business. region or function in the
context of the individual nisk categories

Stress testing

The group s stress testing and scenarto analysis
programme 1s central to the momtoring of top and
emerging risks A range of group stress-testing scenarios
including but not mited to  severe global economic
downturn, country, sector and counterparty failures and a
variety of projected major operational rish events are
conducted The outcomes of the stress testing are used to
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assess the potential demand for regulatory capital under
the various scenarios The group has also parucipated in
analysis requested by regulatory bodies

In the course of 2013, the group analyscd the impact
of several scenarios, including a Global Slow Growth
scenario run for the PRA Core Programme exercise The
results of thes analysis demonstrated that the group would
remain adequately capitalised under this scenario after the
application of mitigating management actions

As part of the group s stress tesung framework a
number of macroeconomic and event driven scenanos
specific to the European region were considered and
reported to senior management These are based on
analysis under a range of scenanos including
detenoration in the French economy, UK leaving the
European Union UK economic stagnation and a move to
Negative Interest Rates 1n the UK and/or eurozone

The group also conducts Reverse Stress Testing
Reverse Stress Testing 1s a process of working bachwards
to assess a combination of scenarios and diosynceratic and
systemtc events that could render its busmess model
unviable

Reverse stress testing 15 used as part of the nisk
management process to help inform management actions
and contingency plans to mitigate against potential
stresses and vulnerabihities which the group might face

The group participates where appropriate, in
scenario analyses requested by regulatory bodies The
Banh of England has announced plans to establish a
framework for annual simultaneous stress testing of the
UK banking system, starting in 2014 This programme 1s
expected to include common scenanos applied across all
major UK banks designed by the Financial Policy
Committee { FPC ) and bespoke scenanos designed by
individual banks and approved by the PRA Board The
group also expects to participate in the forthcoming
European Banking Authority ( EBA ) stress test
programme, which 1s currently ptanned for 2014

[n addition. the group 1s developing a response to the
PRA s fimm data submission framework ( FOSF ) This s
a comprehensive submission of the data necessary to
conduct stress tests and to inform the PRA s view of the
capital buffer appropriate for the Group The first data
submission was made in the second half of 2013 and the
group will continue to provide data on a regular basis
according to a schedule agreed with the PRA
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Areas of special interest

The group determines areas of special intcrest based on
events which have taken place 1n the current or recent
reporting periods and warrant particular attention

Financial cime compliance and regulatory

comphance
(Unaudited)

In recent years the group has expenenced increasing,
levels of compliance nisk as regulators and other agencies
pursued investigations 1nto historical activities and 1t
continues to work with them in relation to extsting 1ssues
This has included the matters giving rise to the DPAs
reached with US authorities in relation to investigations
regarding inadequate compliance with anti-money
laundering and sanctions law and the related FCA
Direction undertahing

The group has also responded to a number of
investigations by the FCA mto the possible mis-selling in
the UK of certain products including PPI and interest rate
hedging products sold to SMLs 1n addition, 1t has been
involved n investigations and reviews by various
regulators and competition enforcement authorities
relating to certamn past submissions made by panel banks
and the process for making submissiens 1n connection
with the setting of Libor Eunbor and other benchmark
interest and foreign exchange rates

It 15 clear from both HSBC s own and wider industry
experience that the level of acuvity among regulators and
law enforcement agencies wn investigating possible
breaches of regulations has increased and that the direct
and wdirect costs of such breaches can be significant
Coupled with a substantial nse in the volume of new
regulation much of which has some element of extra-
territonal reach, and the geographical spread of HSBC s
businesses the group believes that the level of inherent
comphance nisk that it faces as part of the HSBC Group
will continue to remain hugh for the foreseeable future

Refinance Risk in Commercial real estate
(Unaudited)

Exposure to commercial real estate lending 1s
concentrated in the UK where during 2013 the marhet
first stabilised then steadily improved as economic
growth returned Thus resulted 1n increased tenant demand
with signs that the benefits of recovery were beginning to
filter 1o regional marhets outside of London and the South
East which had remamned relatively strong throughout the
downtum albeit the recovery 1s not entirely consistent by
geography and property

It 15 not untypical for commercial real estate lending
to require the repayment of a significant proportion of the
principal at maturity Typically. the mechanism of
repayment for the customer 1s through the acquisition of a
new loan to settle the existing debt Refinance nisk anises
when a customer is unable to repay such term debt on
maturity or to refinance debt at commereal rates
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Ths risk 1s subject to close scrutiny in key
commercial real estate markets because refinance rish can
anse particularly when a loan 1s serviced exclusively by
the property to which it relates, 1 ¢ when the bank does
not or s not able to, place principal rehance on other
cash flows available to the borrower The group monitors
the commercial real estate portfolio, assessing those
drivers that may indicate potential 1ssues with
refinancing The principal driver is the vintage of the
loan when ongination reflected previous market norms
which no longer apply in the current market Examples
are higher loan-to-value ( LTV ) ratios and/or lower
nterest cover ratios The range of refinancing sources in
the local market ts also an important constderation, with
risk increasing when lenders are restricted to banks and
when bank hquidity 1s hmited In addition, the quality of
underlying fundamentals such as the rehability of tenants,
ablity to let, and the condition of the property are
umportant

Across the group s commercial real estate portfolios
the behaviour of markets and the quality of assets did not
cause undue concern tn 2013 While the commercial real
estate marhet 1n the UK has taken some time to recover
the above drivers no longer combine to cause matenial
concerns regarding the group s sensitivity to risks of
refinance warranting enhanced management attention
Stronger liquidity in 2013. caused by the retum of a
broader range of international financiers, significantly
cased pressure of the options for refinance

A1 31 December 2013 the UK had £13 8 illion of
commercial real estate loans of which £4 1 billion were
due to be refinanced within the next 12 months Within
these balances, cases subject to close monttoring within
the Loan Management unit amounted to £1 5 bithon, £0 9
billion were disclosed as impaired agamst which
impatrment allowances of £0 4 billion have been raised
Where these loans are not considered impaired 1t 1s
because there 13 no evidence to indicate that all
contractual cash flows will not be recovered or that the
loans will need to be refinanced on terms the group would
consider below marhet norms

Interest-only mortgages
tUnaudited)

Interest-only mortgages totalled £29 6 billion
approxumately 37 per cent of UK mertgage balances (see
table of Mortgage iending by product type on page 36),
of which approximately 50 per cent relates to the first
direct offset product An -offset 1s sold as an mterest-
only product which allows customers to redraw capital up
to their mortgage account himit Many customers elect to
make capital repayments throughout the term of the offset
product

The group's underwniting cnteria for interest-only
products 1s consistent with that for equivalent capital
repayment products, and such products continue to be
typically oniginated at conservauve LTV ratos
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The group manages non-payment nish by ensuring
customers have a defined and credible repayment strategy
at onigination {with affordability assessed on a capital
repayment basis) and maintaining regular contact with the
customer

The group runs contact programmes throughout the
hfetime of the product to ensure 1t builds an informed
relationship with customers whereby they receive the
appropriate support in meeting the final repayment of
principal and understand alternative repayment options
available These contact programmes intensify in the final
five years of an interest-only product and the
eftectiveness 1s reviewed by management with
enhancements made where appropriate

The group momtors specific risk characteristics
withun the interest-only portfolio such as current LTV
ratio customer age at expiry current mcome levels and
credit bureau scores These factors are assessed both from
the context of future credit sk but also to understand 1f
there are segments of potentially vulnerable customers
There are currently no concentranons within these
characteristics that cause the interest-only portfolio to be
considered as carrying unduly high credit risk

Eurozone crisis
{Ungudited)

In spite ot austerity measures and structural reform
throughout 2012 and 2013 the penipheral eurozone
countries continued to exhibit a high ratio of sovereign
debt 10 GDP or short to medium-term matunty
concentration of their habilines However some of these
peripheral curozone countries showed improvements with
Ireland able to access the long-term bond markets and
Spain experiencing lower borrowing costs

In March 2013 Cyprus sought assistance from the
Troika (the European Commission European Central
Bank and International Monetary Fund) which ultimately
agreed a bailout under conditions requinng a
consolidauon of banking assets and the bail-in of larger
depositors monies Capital controls led to some minor
disruption of payments from Cyprus However the group
has himited exposure to the country and no impairments
were recorded

The ECB brought interest rates to record low levels
i order to support growth in the eurozone but the very
low level of inflation m the region 1s hinnting the impact
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of such measures These measures are putting additional
stress on the profitabihty of the European banking sector

At 31 December 2013, the group s net exposure to
the peripheral eurozone countries was £19 6 billion,
including off-balance sheet exposures, £1 4 billion lower
than at the end of 2012 This was pnmanly due to
reduction i exposure to sovereign borrowers and
agencies n Italy, to banks in Ireland, and to other
financial institutions and corporates in Spain These were
partly offset by an increase in exposure to banks in
Greece due to reverse repo activity which is backed by
high quality bonds

The group s businesses 1n peripheral eurozone
countries are funded from a mix of local deposits, local
wholesale funding and ntra-group loans extended from
the HSBC operations with surplus funds A description of
redenommation nsh 1n the event of the extt of a eurozone
member 1s provided on page 29

Risk Management and Contingency planning
(Unaudited)

The group has a well-developed framework for dealing
with counterparty and systemic cnisis situations both
country specific and regionally which 1s complemented
by regular specific and enterprise-wide stress testing and
scenario planming The tramework functions before,
during and after crises and ensures that the group has
detatied and evolving operational plans in the event of an
adverse situation materialising It was apphed throughout
2013 to ensure that pre-crisis preparation remamed
apposite and robust A Cyprus Major Incident Group was
cftective in dealing with the group s response to the
Cyprus sovereign debt crisis

The group recognised no impatrment n respect of 1ts
eurozone bank exposures

Management continues to closely monior and
manage eurozone bank exposures in the peripheral
curozone countries and 15 cautious in lending to this
sector

The group regularly updates its assessment of higher-
nish eurozone banks and adjusts 1s nsh appetite
accorcingly Where possible, the group also seeks to play
a positive role In mamtatning credit and Lhquidity supply
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Exposure to penpheral eurozone countries
On- and off-balance sheet exposure

{Audued)
Total net exposure
Other
On- Off- financual
balance  balance Total Risk Total Sovereign nstitutions
sheet sheet gross mifi- net and and
EXPOSUreS €XPOSUres CXPOSUres ganon  exposure  agencies Banks corporates Personal
£bn £bn £bn £bn £bn £bn £bn £bn £bn
At 31 December 2013
Spamn 74 20 94 33) 61 05 i4 42 -
Ireland 47 05 52 {0 8) 44 - 05 39 -
lialy 77 18 95 52) 43 07 05 31 -
Greece 38 07 45 03) 42 - 13 23 06
Portugal 05 01 06 01) 05 02 - 03 -
Cyprus 01 - 01 = 01 = = 01 =
242 51 293 (97) 19 6 14 37 139 06
At 31 December 2012
Spam §7 17 104 37 67 05 16 46 -
Ireland 51 05 56 (07) 49 02 10 37 -
Italy 72 i5 87 37N 50 1é 07 27 -
Greece 37 04 41 (0 5) 36 01 04 25 06
Portugal 07 01 08 (02) 06 02 02 02 -
Cyprus 01 01 02 - 02 = = 02 -
255 43 258 (8 8) 210 26 39 139 06

Redenomination risk
(Unqudited)

As the peripheral eurozone countries of Grecce Ireland,
ltaly Portugal Spain and Cyprus continue to exhibit
distress there 1s the contimung possibility of a member
state exiting from the eurozone There 15 no established
legal framework within the European treaties to facilitate
such an event Consequently 1t 1s not possible to predict
accurately the course of evenis and legal consequences
that would ensue

Based on HSBC’s assessment of the hkelihood of a
eurozone exit of each country and the related exposures
HSBC’s view remains that HSBC 1s most at nisk 1f Greece,
Italy or Spain left the euro As a rcsult only exposures in
Greece. Italy and Span (described as 1n-country } are
reported 1n the table below

Key risks associated with an exit by a Eurozone
member include

»  Foreign exchange losses an exit would probably be
accompanied by the passing of laws in the country
concerned establishing a new local currency and
providing for a redenomination of euro assets into
the new local currency The value of assets and
lhiabikities 1n the country would immediately fall
assuming the value of the redenominated currency 1s
less than the original euros when translated into the
carrying amounts [t 1s not possible to predict what
the total consequential loss might be as 1t 1s uncertan
which assets and habilities would be legally
redenominated or the extent of the devaluation
These assets and liabilities predominantly comprise
loans and deposits ansing from the group s

commercial banking operations 1n these countries,
and the net assets represent the net funding exposure
The table also 1denufies in-country oft-balance sheet
exposures as these are at ish of redenomination
should they be called giving nise to a balance sheet
exposure It 1s to be noted that this analysis can only
be an indication as it does not include euro-
denominated exposures booked by HSBC outside the
countries at nsk which are connected with those
countries (see external contracts’ below)

s External contracts redenonunation risk contracts
entered into between HSBC businesses based outside
a country exiting the euro with in-country
counterparties or those otherwise closely connected
with the relevant country may be affected by
redenomination The effect remains subject to a high
level of uncertainty Factors such as the country law
under whuch the contract 15 documented the HSBC
entity involved and the payment mechanism may all
be relevant to this assessment as will the precise exit
scenano as the consequences for external contracts of
a disorderly exit may differ from one sanctioned
under EU law In addition, capital controls could be
introduced which may affect the group s ability to
repatriate funds mcluding currencies not aftected by
the redenomination event

T'he group continues to wdentify and momitor potential
redenomination nisks and, where possible takes steps to
mutigate them and/or reduce 1ts overall exposure to losses
that might anse in the event of a redenomination
Management recogmses, however, that a euro exat could
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tahe different forms, depending on the scenario These
could have distinct legal consequences which could
sigmficantly alter the potential effectiveness of any

miugatton intauves and it ts accordingly not possible to

In-couniry funding exposure
(Unaudited)

31 Decemnber 2013

Greece
In-country assets
In-country habilities

Net in-country funding
Oft balance sheet exposure/hedging

Italy
In-country assets
In-country liabihties’

Net in-country funding

OAT balance shett exposure

Spain
In-country assets
In-country hiabifities

Net in-country funding

OfFf balance sheet exposure

31 December 2012

Greece
[n-country assets
In-country habtlities

Net in-country funding

Off balance sheet exposure/hedging

Italy
In-country assels
In-country Liabiliues'

Net in-country fundimng

Off balance sheet exposure

Spam
In-country assets
In-country habilities

Net in-country funding

Off balance sheet exposure

predict how effective particular measures may be until
they are tested against the precise circumstances of a
redenomimation event

Denominated in

Other
Euros US Dollars Currencies Total
£bn £bn £bn £bn
09 01 - 10
(0 8) (05) - {13)
01 (0 4) - {0 3)
o1n - 02 01
05 - - 05
{an - - (n
(06) - - (0.6)
06 - - 06
09 05 - 14
0 6) (©2) - (©8)
03 03 - 06
03 03 - 06
Denominated in
Other

Euros US Dollars Currencies Total
£bn £bn £bn fbn
13 0l - 14
[(KY)] {0 3) [UR))] (16)
03 04 (D) 02)
{02) 01 02 01
06 - - 06
(12 - - (t2)
(06) — - 06)
05 - - 05
15 05 - 20
(1) ©1n - (2
04 04 — 038
04 01 - 05

1 In-country habihues m Ialy include labilires 1y sued under local lav bur booked ovrside the country
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Credit risk

(Audited)

Credit nish 1s the nisk of financial loss 1f a customer or
counterparty fails 1o meet a payment obhgation under a
contract It anses principally from direct lending trade
finance and leasing business but also from off-balance
sheet products such as guarantees and credit derrvatives,
and from the group s holdings of debt securities

There were no material changes to the group s
pohcies and pracuces for the management of credit nsk 1n
2013

Of the nisks tin which the group engages credit nsk
generates the largest regulatory caputal requirements

The principal objectives of the group s credit risk
management are

+ o mamntain across the group a strong culture of
responsible lending and a robust risk policy and
control framework,

« to both partner and challenge Global Businesses in
defining implementing and continually re-
evaluating the group s nisk appetite under actual and
scenario conditions, and

= to ensure there 15 independent, expert scrutiny of
credit rishs therr costs and mitigation

Within the bank, the Credit Risk function 1s headed
by the European Chief Risk Officer and reports to the
Chief Executive Officer. with a functional reporting line
to the Group Chiet Rusk Officer Its responsitahities
include

s formulating credit policy Compliance subject to
approved dispensations 15 mandatory for all
operating companies which must develop local credit
policies consistenit with group policies that very
closely reflect Group polcy,

+ puiding operating companies on the group’s appetite
for creds risk exposure to specified market sectors
activities and banking products and controlling
exposures to certain higher-risk sectors,

¢ undentaking an independent review and objective
assessment of sk Credit nisk assesses all
commercial non-bank credit facilities and exposures
over designated limits, prior to the facilities being
committed to customers or transactions being
undertaken,

* momitoning the performance and management of
portfolios across the group,

+ controlling ¢xposure to sovereign entities banks and
other financial insiitutions as well as debt secunties
which are not held solety for the purpose of trading,

s setting policy on large credit exposures, ensuring that
concentrations of exposure by counterparty sector or
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geography do not become excessive in relation to the
group s capital base, and remain within internal and
regulatory limits,

* maintatmng and developing the group s nish rating
framework and systems through the Regional Model
Oversight Commuitees { RMOC ) which report to
the Risk Management Meeting { RMM ) and
oversees risk rating system governance for both
wholesale and retail businesses,

« reporting on retasl portfolio performance, high nsk
portfohos, nsk concentrations, large impaired
accounts, impairment allowances and stress testing
results and recommendations to the group s RMM,
the group s Audit Commuttee and the Board, and

» acting on behalf of the group as the primary
interface for credit-related 1ssues with the Bank of
England, the PRA local regulators raling agencies,
analysts and counterparts 1n major banks and non-
bank financial institutions

Credit quality
{Audited)

The group’s credit nisk rating systems and processes
differentiate exposures i1 order to highlight those with
greater rish factors and higher potential seventy of loss

In the case of mdividually significant accounts risk
ratings are reviewed regularly and any amendments are
implemented promptly Within the group s retail

business risk 1s assessed and managed using a wide range
of risk and pricing models to generate portfolio data

The group s nisk rating system facilitates the internal
raungs-based ( IRB ) approach under Basel [l adopted by
the Group to support calculation of the minimum credit
regulatory capital requirement For further details, see

Credut quahity of financial istruments on page 39

Special attention 1s paid 1o problem exposures in
order to accelerate remedial action Where appropnate,
operating companies use specialist units to provide
customers with support in order to help them avoeid
default wherever possible

The Credit Review and Rishk Identification team
reviews the robustness and effectiveness of key
management, montoring and control activities

Periodic nisk-based audits of operating compames
credit processes and portfolios are undertahen by the
Internal Audit function Internal Audit discusses with
management any risk ratings 1t considers to be
mnappropnate followmg which its final recommendations
for revised ratings must be adopted

Impairment assessment

It 15 the group s policy that each operating company
creates allowances for impatred loans promptly and
consistently Impairment allowances may be assessed and
created either for individually sigmificant accounts or on
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a collecuve basis for groups of individually significant
accounts for which no evidence of impairment has been
individually identified or for high-volume groups of
homogeneous loans that are not considered individually
signtficant

When impairment losses occur, the group reduces the
carrymng amount of loans and advances through the use of
an allowance account When impairment of available-for-
sale financial assets and held-to-matunty financtal
investments occurs, the carrying amount of the asset 1s
reduced directly For further details on the accounting
policy for impairment of available-for-sale debt and
equily securities, see accounting policies in Note 2

Concentrations of credit risk exposure

Concentrations of credit risk arise when a number of
counterparties or exposures have comparable economic
charactenstics, or such counterparties are engaged 1n
similar activities, or operate 1n the same geographical
areas or industry sectors so that their collective ability to
meet contractual obhgations 1s umformly affected by
changes 1n economic political or other conditions The
group uses a number of controls and measures to
minimise undue concentration of exposure 1n the group s
portfolios across industry country and customer groups
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These include portfolio and counterparty hmits approval
and review controls and stress tesung

Wrong-way nsk 1s an aggravated form of
concentration nsh that artses when there 1s a strong
correlation between the counterparty s probabihity of
default and the mark-to-market value of the underlying
transaction The group uses a range of procedures to
monitor and control wrong-way rish, including requiring
entities to obtan prior approval before undertaking
wrong-way risk transactions outside pre-agreed
guidelines

Maximum exposure to credit risk

The following table presents the maximum exposure to
credit nsh from balance sheet and off-balance sheet
financial instruments, before taking account any collateral
held or other credit enhancements (where such credit
enhancements do not meet offsetting requirements) For
financial assets recogmsed on the balance shect the
maxtmum exposure to credit nisk equals their carrying
amount, for financial guarantees granted 1t1s the
maximum amount that the group would have to pay 1f the
guarantees were called upon For loan commitments and
other credit-related commitments that are irrevocable
over the ife of the respective faciities, 115 generally the
full amount of the commutted facihittes
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Maximum exposure to credit risk
{Audited)

The group

Cash and balances at central banks
ltems in the course of collection from other banks

Trading assets’
treasury and other ehgible bills
debt securties
loans and advances to banks
loans and advances to customers

Financial assets designated at farr value'
treasury and other ehigible bills
debt securttics
foans and advances 10 banks
loans and advances to customers

Denvatives®

Loans and advances held at amortised cost®
loans and advances to banks
loans and advances to customers

Finanetal investments'
treasurv and other stmilar balls
debt securities

Other assets
endorsements and acceptances
accryued income and other

Financial guarantees
Loan commitments and other credit-related
commitments

At 31 December 2013

At 31 December 2012

Exposure to

Exposure to

Maximum credit sk Maximum credit risk
exposure Oflset (net) exXposure Offset (net)
£m £m £m £m £m £fm
67,584 - 67,584 51,613 - 51,613
1,948 - 1,948 1,961 - 1,961
98,090 {1,075} 97,015 138,624 (10,327 128,297
2,623 - 2,623 2,258 - 2,258
56,414 - 56,414 54,576 - 54,576
16,067 - 16,067 32,655 - 32,655
22,986 (1,075) 21,911 49135 10327 38 808
6,947 - 6,947 7,151 — 7,151
6,903 - 6,903 7,122 - 7122
44 - 44 29 - 29
137,239 (112,931) 24,308 177,808 (141,162) 36,646
358,260 (67,932) 290,328 314,971 (54,641) 260,330
53,228 (1,493) 51,735 32,286 (1,992) 30,294
305,032 {66,439) 238,593 282,685 (52,649 230,036
74,024 - 74,024 70,237 - 70,237
2,196 - 2,196 5,203 - 5,203
71,828 - 71,828 65 034 - 65,034
7.439 - 7,439 6,704 - 6,704
703 - 703 779 - 779
6,736 - 6,736 5,925 - 5,925
11,846 - 11,846 11,660 - 11,660
123,017 - 123,017 115 725 - 115,725
886,394 (181,938) 704,456 896,454 (206,130) 690,324
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Maximum exposure to credit risk

{Audited)
The bank
At 3] December 2013 At 31 December 2012

Exposure to Exposure 10
Maximum crechit misk Maximum credit risk
exposure Offset (net) exposure Offset (net)
£m £m £m £m £m £m
Cash and balances at central banks 60,996 - 60,996 45,262 - 45,262
Items in the course of collectton from other banks 1374 - 1,374 1213 - 1,213
Trading assets’ 66,865 (1,075) 65,790 115949 (10,327) 105,622
treasury and other eligible bills 643 - 643 1,120 - 1,120
debt securities 28,821 - 28,821 30,084 - 30,084
loans and advances to banks 16,568 - 16,568 38,258 - 38,2538
Joans and advances to customers 20,833 (1075) 19,758 46,487 (10,327) 36,160
Financial assets designated at fair vatue' 3,983 - 3,983 4373 - 4,373
debt securities 3,983 - 3,983 4373 - 4373
loans and advances to banks - - - — - -
Dernvatives® 112,623 (77,990) 34,633 140,340 (88,947) 51,393
Loans and advances held at amoruised cost* 281,746 (59,561) 222,185 242,774 (47.492) 195,282
loans and advances to banks 41,566 - 41,566 17,207 - 17,207
loans and advances to customers 240,180 (5%,561) 180,619 225,567 (47492) 178,075
Financial investments' 44,594 - 44,594 36,116 - 36116
treasury and other similar bills 1,927 - 1,927 4922 - 4,922
debt securities 42,667 — 42,667 31,194 - 31,194
Other assets 4,722 — 4,722 4 280 — 4,280
endorsements and acceptances 343 - 343 525 - 325
accrued income and other 4,379 - 4379 3,755 - 3.755
Financial guarantees 9,366 - 4,366 9318 - 9318

Loan commutments and other credit-related
commiiments 80,417 - 80,417 77,640 - 77,640
666,686  (138,626) 528,060 677,265  (146,766) 530 499

I Reported amounts exchide equity instrumenis

[N

The dernanve offset amount 1n the maxtmum exposure 1o credu nsk table relates 1o exposures where the counterparty has an affsetting

dernatinve exposure with the group a master neiting agreement 13 in place and the credit risk exposure 1s managed on a ret basis or the
posinon is specifically collateralised normally i the form of cash At 31 December 2013 ihe total amount of such offsets was £113
billion (2012 £141 Bilhion) of which £93 bilfion (2012 £122 billion) were offsets under a master netting arrangement £17 billion (2012
£19 hillion) were recened m cash and £3 bilhon (2012 £0 | brllion} were other collateral These amounts do not qualify for net
presentation for accounting purposes as setilemen! may not actually be made on a net bas:s

3 The loans and adhances offset adyustment primarily relates o customer loans and deposis and balances arising from repo and reverse
repo transactons The offset relates 1o balances where there 15 o legally enforceable right of offset in the event of counterparty default
and where as a result there is a net exposure for credit risk management purposes As there 1s no ntention 1o seitle these balances on a
net basis under normal circumstances they do not gqualify for net presentauion for accounting purposes

Collateral and other credit enhancements held

Loans and advances held at amortised cost
(Audied)

Although collateral can be an important mitigant of credit
risk 1t1s the group s practice to lend on the basts of the
customer s ability to meet their obligations out of their
cash flow resources rather than rely on the value of
secunity offered Depending on the customer s standing
and the type of product. faciliies may be provided
unsecured For other lending a charge over collateral 1s
obtained and considered in determining the credit
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decision and pricing In the event of a default the group
may utithse the collateral as a source of repayment

Depending on its form collateral can have a
significant financial effect in mingaung exposure 1o
credit rish The tables below provide a quantification of
the value of fixed charges the group holds over a
borrower's specific asset (or assets) where the group has
a history of enforcing. and are able to enforce, the
collateral in satisfying a debt 1n the event of the borrower
failing to meet 1ts contractual obhigations, and where the
collateral 1s cash or can be realised by sale i an
established market
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The group may also manage its nish by employing
other types of collateral and credit risk enhancements
such as second charges other hens and unsupported
guarantees, but the valuation of such miugants 1s less
certain and therr financial effect has not been quantified
In particular loans shown in the tables below as not
collateralised may benefit from such credit mitigants

Personal Lending

Consequently, the figures in the tables below only
quantify the value of fixed charges held over a specific
asset (or assets) of a borrower where the group have a
history of enforcing, and are able to enforce the collateral
n satisfying a debt 1n the event of a borrower faihng to
meet thewr contractual obligations and where the collateral
ts cash or can be realised m the form of cash by sale in an
established market

Residential morigages including loan comnutments by level of collaterals

(Audrted)

The group

Fully collateralised
Less than 25% loan to value (*LTV")
25%to 50% LTV
31% 1o 75% LTV
76% to 50% LTV
91% 10 100% LTV

Partally collateralised
greater than 100% LTV
collateral value

Total residential mortgages

The bank

Fully collateralised
Less than 25% loan to value (‘'LTV")
25%to 50% LTV
51%te 5% LTV
T6% 10 90% LTV
91% 10 100% LTV

Partially collaterahised
greater than 100% LTV
collateral value

Total residential mortgages

The above tables show residential mortgage lending
including off-balance sheet loan commitments by level of
collateral The collateral included in the table above consists
of first charges on real estate

The LTV ratio 1s calculated as the gross on-balance
sheet carrying amount of the loan and any off-balance
sheet loan commitment at the balance sheet date divided
by the value of collateral The value of collateral 15
determined using professional valuations and house price
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At 31 December 2013 At 31 December 2012

£m £m
88,249 86,583
6,521 6,872
26,126 22,009
40,165 37,358
13,262 16,392
2,175 3952
917 1,835
571 || 1,587 |
89,166 88,418

At 31 December 2013 At 31 December 2012

£m £m

83,364 80,782

6,268 6,430

24,922 20,677

37,703 34,461

12,692 15,713

1,779 3,501

744 1383

[ 479 | 1210 ]

84,108 82,165

indices The collateral valuation excludes any
adjustments for obtaiming and selling the collateral
Valuations must be updated on a regular basis and, as a
minimum at intervals of every three years More frequent
re-valuations are conducted where market conditions or
portfolio performance are subject to significant change or
where a loan 15 1dentified and assessed as impaired
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Mortgage lending by product tvpe
(Unaudited)

The following table shows the levels of personal mortgage lending products in the various portiolios in the UK and the
rest of Curope

Continental

UK Europe
£m fm
At 31 Decemnber 2013
Total residential mortgage tending 79,955 3,927
Total ympairment allowances on residential mortgage lending (222) {43)
Interest-only (including endowment) mortgages 29,585 33
Affordability montgages, including adjustable rate mortgages 1 306
Other 57 -
Total interest-only and atiordability mortgages 29,643 33
As a percentage of total mortgage lending 37 1% 86%
A131 December 2012
Total residential mortgage lending 78,514 4,030
Total impairment allowances on residential mortgage lending (262) (40}
Interest-only (including endowment) morigages 30,719 31
Affordatility mortgages, including ARMs 1 330
Other 60 -
Total interest-enly and affordability mortgages 30,780 361
As a percentage of total mortgage lending 392% 20%
Orther personal lending
Other personal lending consists primarily of credit cards financial (non-bank) lending This reflects the differing
and personal loans, both of which are generally naturc of collateral held on these portfolios In each case,
unsecured the analysis includes off-balance sheet commitments
Corporate and commercial and financial non-bank The collateral included n the table below consists of
lending fixed first charges on real estate
(Auduied)

Collateral held 1s analysed separately for commercial real
estate and for other corporate and commercial and

Commercial real estate loans and advances icluding loan commuments by level of collateral
(Audited)}

At 31 December 2013 At 31 December 2012

£m £m

Rated CRR' 1 107 18,972 20,398

Uncollateralised 2,943 4374

Fully collaterahsed 14,418 14,114

Partially collateralised 1,611 1,910

- collateral value (partially collateralised) 1,105 1,720

Rated CRR' 8 to 10 2,855 2,271

Uncollateralised 408 259

Fully collateralised 1,132 1,032

Partially collaterahsed 1,315 980

- collaseral value {partially collaterahsed) 947 581

Total commercial reat estate loans and advances 21,827 22 669
1 Customer risk rating ( CRR )

The value of collateral 15 determuined through a the collateral, or in circumstances where an obligor s
combination of professional and internal valuations and credit quality has declined sufficiently to cause concern
physical inspection Due to the complexity of collateral that the principal payment source may not fully meet the
valuations for commercial real estate local valuation obligation The collateral valuations reported exclude any
policies determine the frequency of review based on local adjustments for obtaiming and selling the collateral

marhet condittons Revaluations are sought with greater
frequency where as part of the regular credit assessment
of the obligors, materal concerns arise in relation to the
transaction which may reflect on the underiying value of

The following table shows corporate, commercial
and financial (non-bank) lending including off balance
sheet loan commitments by level of collaterahisation
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Other corporate, commercial and financial (non-bank) loans and advances icluding loan commuments by level of

coliateral rated CRR/EL 8 to 10 only
(Audited}

Uncollateralised
Fully collateralised
- LTV ratio less than 25%
- 25% to 50%
- 5% to 75%
- 76% to 90%
- 90% 10 100%

Partially coltateralised
- coliateral value

Total rated CRR/EL 8 10 10

The collateral used in the assessment of the above
primarily includes first legal charges over real estate and
charges over cash 1n the commercial and industrial sector
and charges over cash and marketable financial
instruments in the financal sector Government sector
lending 1s generally unsecured

It should be noted that the table above excludes other
types of collateral which are commenly taken for
corporate and commercial lending such as unsupported
guarantees and floating charges over the asscts of a
customer s business While such mitigants have value,
often providing nghts 1 insolvency their assignable
value 15 insufficiently certain and are therefore assigned
no value n these disclosures

As with commercial real estate, the value of real
estate collateral included in the table above 1s determined
through professional valuation The frequency of

Collateral and other credit enhancements obtamned
{Audited)

At 31 December 2013 At 31 December 2012

£fm £m
3,397 2,99
473 889
25 42
76 115
158 179
108 115
106 438
$19 836
415]] 519]
4,689 4,721

revaluation 15 undertahen on a similar basis to
commercial real estate loans and advances, however for
financing activities in corporate and commercial lending
that are not predomunantly commercial real estate
oriented, collateral value 1s not as strongly correlated to
principal repayment performance Collateral values will
generally be refreshed when an obligor s general credit
performance detenorates and 1t 1s necessary to assess the
likely performance of secondary sources of repayment
should rehance upon them prove necessary For this
reason, the table above reports values only for customers
with CRR 8 to 10 reflecung that these loans and
advances generally have valuations which are of
comparatively recent vintage For the purposes of the
table above cash 1s valued at its nominal value and
marketable secunttes at their fair value

The collateral valuation excludes any adyustments for
obtaining and selling the collateral

Nature of assets
Residential property’

The group The bank

2013 2012 2013 2012
£fm fm £m £m
28 33 15 21

I The table presenis the carrying amount of collateral and other credit enhancements obtaned which are held at the reporting date

The group obtained assets by taking possession of
collateral held as secunity or calling upon other credit
enhancements Repossessed properties are made available
for sale in orderty fashion, with the proceeds used to
reduce or repay the outstanding indebtedness
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If excess funds anse after the debt has been repaid
they are made available either to repay other secured
lenders with lower priority or are returned to the
customer The group does not generally occupy the
repossessed properties for its business use
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Loans and advances to customers by industry sector

(Audred)
The group

Personal
Residential mortgages
Other personal

Corporate and commercial
Commercial, industrial and international trade
Commercial real estate
Other property-related
Government
Other commercial

Financial
Non-bank financial institutions
Settlemnent accounts

Other
Total gross loans and advances

The bank

Personal
Residential mortgages
Other personal

Corporate and commercial
Commercial, industnial and intemational trade
Commercial rezl estate
Other property-related
Govemment
Other commercial

Financial
Non-bank financial mnstitutions
Settlement accounts

Other
Total gross loans and advances

At 31 December 2013

At 31 December 2012

Gross loans and

Gross loans by

industry sector as

Gross loans and

Gross loans by
industry sector as

advances to a % of total advances to a % of total
customers gross loans customers gross loans
£m % fm %
83,882 27 20% 82,544 28 87%
25,257 8 19% 23,222 8 12%
199,139 35 39% 105,766 36 99%
79,826 25 89% 78,176 2734%
18,755 608% 20,504 T17%
4,421 143% 4,580 160%
2,020 066% 1,481 052%
39,051 12 66% 32,283 11 29%
144,073 46 72% 137 024 47 92%
52,662 17 08% 40,539 14 18%
935 0 30% 316 011%
53,597 17 38% 40,855 14 29%
1,559 0 51% 2,286 0 80%
308,368 100 00% 285,931 100 00%

At 31 December 2013

At 31 Decernber 2052

Gross loans and

Gross loans by
industry sector as

Gross loans and

Gross loans by
mndustry sector as

advances to a % of total advances to a % of 1nal
customers gross loans customers gross toans
£m % fm Y%
77,747 3208% 76,440 33 46%
8,963 370% 8,939 391%
86,710 35 78% 85,379 3737%
59,375 24 49% 58,363 2555%
11,210 463% 12,613 552%
3,048 126% 2,999 131%
1,448 0 60% 987 G 43%
30,756 12 69% 24 798 10 85%
105,837 43 67% 99,760 43 66%
47,980 19 79% 41,030 17 95%

181 012% 36 0 02%
43,261 19 91% 41,066 17 97%
1,559 0 64% 2,286 1 00%
242,367 100 00% 228491 100 00%
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Loans and advances to banks
{Audned)

The following table shows loans and advances to banks including off-balance sheet loan commtments by level of

collateral

Loans and advances to banks bv level of collateral
(Audited)

Uncollateralised

Fully collateralised

Partally collateralised
- collateral value

Total loans and advances to banks

The collateral used in the assessment of the above relates
primarily to cash and marketable secunties Certain
products such as reverse repurchase and stoch borrowing
are effectively collateralised and have been included in
the table above details of which are disclosed 1n Note 36
‘Assets charged as securuy for habilities and collateral
accepted as securiy for assets’

Dernvatives
(Audrted)

The International Swaps and Derivatives Association

( ISDA ) Master Agreement 1s the group s preferred
agreement for documenting denvatives activity It
provides the contractual framework within which dealing
activity across a full range of over-the-counter products s
conducted, and contractually binds both parties to apply
close-out netung across alf outstanding transactions
covered by an agreement if exther party defaults or other
pre-agreed termination events occur It 1s commen, and
the group s preferred practice for the parties to execute a
Credit Support Annex { CSA } in conjunction with the
ISDA Master Agreement Under a CSA, collateral 1s
passed between the parties to mitigate the market-
contingent counterparty risk inherent n the outstanding
positions The majonty of the group’s CSAs are with
financial institntional clients

Items in the course of collection from other
banks
(Audited)

Settlement risk anses in any situations where a payment
in cash securities or equities 18 made with the expectation
of a corresponding receipt of cash secunties or equities

At 31 December 2013 At 31 December 2012

£m fm
21,928 21,368
31,716 15,775
41 39

2 kX
53,685 37,182

Daily settlement hmits are established for counterparties
to cover the aggregate of transactions with each
counterparty on any single day

The group substantially mitigates settlement nsk on
many transactions, particularly those invelving securities
and equitics by settling through assured payment
systems or on a delivery-versus-payment basis

Trading assets, financial assets designated at

fair value and financial investments
(Audited)

Debt securities treasury and other eligible bills consist of
government, bank or other financial institution 1ssued
securities for which erther government guarantees are
held or no collateral 1s held

In addinon, debt securities mclude asset-bached
securities ( ABS ) and similar instruments which are
supparted by underlying pools of financial assets The
group also purchases credit default swap gross protection
to mitigate its exposure to credit nsk

Credit quality of financial instruments
{Audited)

The five credit quality classifications defined below each
encompass a range of more granular, internal credit rating
grades assigned to wholesale and retail lending business
as well as the external raung attributed by external
agencies 1o debt secunities There 1s no direct correlation
between the internal and external ratings at granular level,
except to the exient cach falls within a single quality
classification
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Credit quality
Debt securities
and other bills Wholesale lending and denvatives Retail lending
External credit Internal credit Probability of Internal credit
Quaty classification rating ratimg default % rating  Expected loss %
Strong A- and above CRR1 to CRR2 00169 EL! to EL2 0-0999
Good BBB+toBBB- CRR3 0170 -0 740 EL3 1 000 -4 999
Satisfactory BB+ to B+ and unrated CRR4 to CRR5 0741-4914 EL4 to ELS 5000-19999
Sub - standard B and below CRR& 10 CRR8 4915-9999% EL6 to EL8 2000099999
Impaired Impaired CRR9 10 CRR{0 100 EL9 to ELIO 100+ or defaulied'

1 The EL percentage s derived through a combination of Probability of Default { PD ) and Loss Given Default { LGD ) and may exceed 100
per cent n circumstances where the LGD 15 above 100 per cent reflecting the cost of recoveries

Quality classification defimtions
fAudited)

Strong Exposures demonstrate a strong capacity to
meet financial commitments, with neghgible or low
probabihity of default and/or low levels of expected loss
Retail accounts operate within product parameters and
only exceptionally show any period of delinquency

Good Exposures require closer monttoring and
demonstrate a good capacity to meet financial
commitments, with low default sk Retail accounts
typically show only short periods of dehinquency, with
any losses expected to be mimimal following the adoption
of recovery processes

Satisfactory  Exposures require closer monitoring
and demonstrate an average to fair capactty to meet
financial commitments, with moderate detault nsk Retail
accounts typrcally show only short periods of
delinguency, with any losses expected to be minor
following the adoption of recovery processes

Sub-standard Exposures require varying degrees of
special attention and default risk 1s of greater concern
Retail portfolio segments show longer delinquency
periods of generally up to 90 days past due and/or
expected losses are higher due to a reduced ability to
mitigate these through security realisation or other
recovery processes

Impaired Exposures have been assessed,
individually or collectively, as rmpaired
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Risk rating scales
(Audited)

The Customer Risk Rating ( CRR )} 10-grade scale above
summarises a more granular underlying 23-grade scale of
obligor probability of default { PD ) All distinct HSBC
customers are rated using one of these two PD scales
depending on the degree of sophistication of the Basel II
approach adopted for the exposure

The Expected Loss { EL ) 10-grade scale for retail
business summarises a more granular underlying EL scale
for these customer segments, thrs combines obligor and
facility/product risk factors in a composite measure

For debt securities and certain other financial
instruments external ratings have been aligned to the five
quality classifications The ratings of Standard and Poor s
are cited with those of other agencies being treated
equivalently Debt secunties with short-term issue ratings
are reported aganst the long-term rating of the 1ssuer of
those secunities If mayjor rating agencies have different
ratings for the same debt securities a prudent rating
selection 15 made 1n line with regulatory requirements

For the purpose of the following disclosure retail
loans which are past due up to 89 days and are not
otherwise classified as EL9 or EL1{, are not disclosed
within the EL grade to which they relate, but are
separately classified as past due but not impaired The
following 1ables set out the group s distribution of
financtal instruments by measures of credit quality
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Distribution of financial instruments by credit quality

(Audred)

The group

Cash and balances at
central banks

frems 1o the course of
collection from other
banks

Trading assets

— treasury and other
eligible bills

— debt securities

— loans and advances to
banks

— loans and advances to
customers

Financial assets
designated at fair value

— treasury and other
ehgible bills

— debt secunties

— loans and advances to
banks

— foans and advances to
customers

Denvatives

Loans and advances held
at amortised cost

— loans and advances to
banks

— loans and advances 10
customers

Financial investments

~ treasury and other
ehgible bills

— debt secunties

Other assets

— endorsements and
acceptances

— accrued income and
other

31 December 2013

Nevther past due nor impasred

Past

Medium Sub- due not Impawrment
Strong Good _ Satislactory Standard impaired Imparred  allowances Total
fm £m £m £m £m £m fm £m
67,584 - - - - - - 67,584
1,948 - - - - - - 1,948
69,228 18,062 10,289 511 - - - 98,090
1,182 1,267 174 - - - - 2,623
45,892 7,145 2,991 386 - - - 56,414
9,469 2,762 3,720 116 - - - 16,067
12,685 6,888 3,404 9 - - - 22,986
2,599 243 4,101 4 - - - 6,947
2,557 243 4,099 4 - - - 6,903
42 - 2 - - - - 44
109,827 20,714 6,186 512 - - - 137,239
210,690 77,706 55,063 8,813 1,452 7,893 {3,357) 358,260
40,601 7,969 3272 1.383 - 4 h 53,228
170,089 69,737 51,791 7,430 1,452 7,869 (3,336) 305,032
63,005 5,662 2122 1,731 - 1,504 - 74,024
834 1,108 254 - - - - 2,196
62,171 4,554 1,868 1,731 - 1,504 — 71,828
4,967 431 1,765 257 5 14 - 7439
387 16 300 - - - - 703
4,580 415 1,465 257 5 14 - 6,736
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The group

31 December 2012

Neither past due nor impaired

Cash and balances at
central banks

Items n the course of
collection from other
banks

Trading assets

treasury and other
eligible bills

— debt securities

loans and advances to
banks

loans and advances to
CUStOMETS

Financeal assets
designated at fair
value

— treasury and other
eligible bills

— debt securiues

— loans and advances to
banks

— loans and advances to
customers

Derivatives

Loans and advances
held at amortised
cost

— loans and advances to
banks

— loans and advances to
customers

Financial investments

— treasury and other
cligible bills

— debit secunties

Other assets

-~ endorsements and
acceptances

- accrued income and
other

Past

Medium Sub- due not Impatrment
Strong Good  Sausfactory Standard impaired Impared  allowances Total
£m £m £m fm fm £m fm £m
51,613 - - - - - - 51,613
1,961 - - - - - - 1,961
99 766 21,027 17,140 691 - - - 138,624
931 797 527 3 - - - 2,258
41,991 8,017 4,320 248 - - - 54,576
22,123 5,829 4,269 434 - - - 32,655
34721 6,384 3,024 6 - - - 49,135
2,465 243 44i6 27 - - - 7,151
2,438 243 4414 27 - - - 7,122
27 - 2 - - - - 29
145,481 18,758 12537 1,032 - - - 177,808
174,617 66,580 62 145 6,678 1403 6,818 (3.270) 314,97
25,104 4,845 2,185 136 - 40 (24} 32,286
149,513 61,735 59,960 6,542 1,403 6,778 (3,246) 282 685
58,038 4,730 3,956 1,954 - 1,559 - 70 237
4,199 530 474 - - - - 5203
53,839 4,200 3,482 1,954 — 1,55% — 65,034
3,740 353 1,883 707 4 17 - 6,704
271 21 487 - - - - 719
3.469 332 1,396 707 4 17 - 5.925
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The bank

31 December 2013

Cash and balances at
central banks

ltems 10 the course of
collection from other
banks

Frading assets

treasury and other
eligible bills

debt secunties

loans and advances lo
banks

loans and advances to
customers

Financial assets
designated at fair value

— debt secunties

— loans and advances to
banks

Dertvatives

Loans and advances held
at amorhised cost

— loans and advances to
banks

~ loans and advances to
customers

Financial imvestmenis

— treasury and other
simular bills

— debt securities

(rher assets

— endorsements and
acceptances

- accrued income and
other

Nerther past due nor impawed

Fast

Medium Sub- due not Impayrment
Strong Good Satsfactory  Standard  wnpaired  Empaired  allowances Total
im £m £m £m Em im £m fm
60,996 - - - - - - 60,996
1.374 - - - - - - 1,374
48,701 10,837 6,833 494 - - - 66.865
532 - 111 - - - - 633
23,779 2,424 2,232 386 - - - 28,821
12,657 1,960 1,852 99 ~ - - 16,568
11,733 6,453 2,638 9 - - - 20,833
2 ~ 3,981 - - - - 3,983
2 - 3,981 - - - - 3,983
88,217 18,499 5443 464 - - - 112,623
172,280 56,568 40,597 7,870 562 6,072 {2,203) 281,746
29,277 4,545 4,886 2,127 - 747 (16) 41,566
143,003 52,023 35711 5,743 562 5,325 (2,187) 240,180
42,756 1,151 534 43 - 110 - 44,594
628 1,099 200 - - - - 1,927
42,128 52 334 43 - 110 - 42,667
3,775 390 554 3 - - - 4,722
44 7 292 - - - - 343
3,731 383 262 3 - = - 4,379
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31 December 2012

Neither past due nor impaied

Cash and balances at
central banks

Items in the course of
collection from other
banks

Trading assets

— treasury and other

eligible hills

debt secunties

loans and advances 10

banks

— loans and advances to
customers

i

Financial assets
designated at fair
value

— debt securities

— loans and advances to
banks

Dertvauves

Loans and advances
held at amorused cost

— loans and advances to
banks

— loans and advances t¢
customers

Financial investments

~ treasury and other
similar bills

— debt securities

Other assets

- endorsements and
acceplances

— accrued income and
other

Past

Medum Sub- due not Impanment
Strong Good  Sanisfactory  Standard impatred Impaired _ allowances Total
£m £m £m £m im £m £m fm
45,262 - - - - - - 45,262
1,213 - - - - - - 1213
87,801 15,202 12,280 666 ~ - - 115,949
537 65 515 3 - - - 1,120
23,704 4,334 1,798 248 - - - 30,084
30,686 4,659 2504 409 - - - 38,258
32 874 6,144 7,463 6 - - - 46,487
- - 4373 — - = - 4,373
_ - 4373 - - - - 437
112 617 16419 10 306 993 - - - 140,340
140,218 46,326 4721 58712 615 5,409 {2,943) 242,774
10,252 2,925 2,329 995 - 725 (19} 17,207
129,966 43,401 44,948 4,877 615 4,684 (2 924} 225 567
33,955 822 1,059 151 - 129 - 36,116
4,177 294 451 - - - - 4922
29 778 528 608 151 - 129 - 31,194
3,242 338 698 2 - - - 4280
31 13 481 - - - - 525
3211 325 217 2 - - - 3,755
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Past due but not impaired gross financial instruments

Past due but not imparred loans are those for which the
customer is 1n the early stages of delinquency and has
failed to make payment or a partial payment in
accordance with the contractual terms of the loan
agreement This 15 typically where a loan 1s less than 90
days past due and there are no other indicators of
impairment  Further examples of exposures past due but
not impaired nclude individually assessed mortgages that
are 1 arrears more than 90 days but there are no other

indicators of impairment and the value of collateral 15
sufficient to repay both the principal debt and all potentiat
interest for at least one year, or short-term trade facihities
past due more than 90 days for technical reasons such as
delays in documentauon but there 1s no concern over the
creditworthiness of the counterparty When groups of
loans are collectively assessed for impairment, collecuve
impairment allowances are recogmsed for loans classified
as past duc but not impaired

Ageing analysis of days past due but not impaired gross financial instruments

{Audiied)
The group
Up to 30-59 60-89 90-179 Over
29 days days days days 180 days Total
£m £m fm £m £m £m
At 31 December 2013
Loans and advances held
at amortised cost 1,044 244 150 9 5 1,452
Other assets 3 1 — — 1 5
1,047 245 150 9 6 1,457
At 31 December 2012
Loans and advances held
at amortised cost 900 331 149 i6 7 1,403
Other assets 3 - - - 1 4
903 331 149 16 § 1407
The bank
Up te 30-59 60-89 90-179 Over
29 days davs days days 180 days Total
£m £fm £m fm £m £m
At 31 December 2013
Loans and advances held
at amortised cost 351 129 32 - - 562
At 31 December 2012
f.oans and advances held
at amortised cost 37 143 101 - - 615

Forbearance strategies and renegotiated loans
{Audited)

The group may renegotiate the terms and conditions of a
loan for a number of reasons which include changing
market conditions. customer retention and other reasons
not retated to the credit condition of a customer Under
certain circumstances the group may renegotiate the
terms and conditions of a loan 1n response to actual or
perceived financial difficulties of a customer, this
practice of renegotiation for credit purposes 15 known as
loan forbearance

A range of forbearance strategies are employed in
order to improve the management of customer
relationships maximise collection opportumities and 1f
possible avoid default foreclosure or repossession The
policies and practices are based on ¢nitenia which, 1n the
Judgement of local management indicate that repayment
15 likely to continue

Forbearance strategies include extended payment
terms, a reduction 1n interest or principal repayments
approved extemnal debt management plans debt
consolidations, the deferral of foreclosure, and other
forms ot loan modifications and re-ageimg These
management pohcies and practices typically provide the
customer with terms and conditions that are more
favourable than those provided imttally Such
arrangements could include cases where an account 1s
brought up-te-date without full repayment of all arrears

Loan forbearance is only granted 1n situations where
the customer has showed a willingness to repay the
borrowing and 15 expected to be able to meet the revised
oblhigations

The group discloses loan forbearance as
renegotiated loans , which represent payment
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arrangement concessions granted which the group would
not normally consider, as a result of financial difficulues
of a customer

For retail lending, the group s credit rish
management policy sets out restricttons on the number
and frequency of renegotiations the minimum period an
account must have been opened before any renegonhation
can be considered and the number of qualifying payments
that must be recerved The application of this policy
varies according to the nature of the market the product
and the management of customer rclationships through
the occurrence of exceptional events

A loan that has been subjecct to a change in
contractual cash flows as a result of renegotiation for
credut purposes will be classified on renegotiation as
impaired, unless the delay in payment 1s insignificant and
there are no other indicators of impairment The loan will
remain classified as impaired until 1t has demonstrated a
history of payment performance against the original or
revised terms as appropnate to the circumstances that is
sufficient to demonstrate a significant reduction 1n the
nish of non-payment of future cash flows

For retail lending the mimimum period of payment
performance required 18 dependent on the portfolio but 1s
typically no less than six moenths of heeping up to date

Renegotiated loans and advances to customers
(Audited)

At 31 December 2013

with scheduled payments This pertod of payment
performance 1s 1n addition to the recaipt of 2 mimimum of
two payments within a 60 day period from a customer to
inttially quahty lor the renegotiation These qualitying
payments are required in order to demonstrate that the
renegotiated terms are sustainable for the borrower For
corporate and commercial lending which are individually
assessed and where non-monthly payments are more
commonly agreed, the hustory of payment performance
will depend on the underlying structure of payments
agreed as part of the restructure

Renegotiated loans are considered when calculating
collective impairment allowances, either through
management s judgement or by segregation from other
parts of the portfolioc Within the retail portfolio, when
empurical evidence indicates an increased propensity to
default and higher losses on such accounts the use of roll
rate methodology ensures this factor 1s taken into account
when calculating impairment allowances The carrying
amount of loans that have been classified as renegotiated
retain this classification until maturity or derecognition
Interest 1s recorded on renegotiated loans on the basis of
the new contractual terms following renegottation

The following table shows the group s holdings of
renegotiated loans and advances to customers by industry
sector and credit quality classification

At 31 December 2012

ot past  Pastdue

Not past Past due

due nor but not due nor but not
impaired impaired Impaired Total impawred  unpared  Impaired Total
£m £m £fm fm £m £m fm £m
Retail
Residential Mortgages 399 150 551 1,100 420 131 622 1,173
Other personal 144 23 85 252 297 39 82 418
Commercial real estate 396 23 1,148 1,567 713 - 1,382 2,095
Corporate and commercial 690 94 2,045 2,809 877 57 1.325 2,259
Financial 56 - 86 142 5 - 199 204
Governments - - - - - - - -
Total renegotiated loans and advances
to customers 1,685 290 3,915 5,890 2312 227 3,610 6,149
Impairment allowances
Collectively assussed Z7) (15}
Individually assessed (1,101) (1,063)
Total imparrment allowance on
renegotiated loans (1,128) {1,078)

Impaired loans

(Audited)

Impatred loans and advances are those that meet any of
the following critena

e Wholesale loans and advances classified as CRR9,
or CRR10 These grades are assigned when the bank
considers that either the customer 1s unlikely to pay
its credit obhigations in full wrthout recourse to
security or when the customer 1s past due 90 days or

a6

mere on any matenal credit obhgauon to the HSBC
Group

¢ Retals loans and advances classified as Expected
Loss EL9 or EL.10 These grades are assigned to
retal] loans and advances greater than 90 days or
more past due unless individually they have been
assessed as not tmparred, or
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e renegotiated loans and advances that have been unless the concession 1s insigmficant and there are no
subject to a change in contractual cash flows as a other indicators of impairment Renegouated loans
resuft of a concession which the group would not remain classified as impaired until there 1s sufficient
otherwise consider, and where tt1s probable that evidence to demonstrate a significant reduction in the
without the concession the borrower would be unable rish of non-payment of future cash flows and there
to meet 1ts contractual payment obligations m full are no other indicators of impairment

Impaired loans and advances to customers and banks by industry sector

(Audrted)
Impaired loans and advances at Impaired loans and advances at
31 December 2013 31§ December 2012
Individually  Collectively Individually  Collectively
assessed assessed Total assessed assessed Total
£m £m £in £m £m £m
Banks 24 - 24 40 - 40
Cusiomers 6,847 1,022 7,869 6,131 647 6778
Personal 735 1,003 1,738 845 618 1,463
Corporate and commercial 5,789 19 5,808 4,941 29 4,970
Fmaneial 323 - 323 345 - 345
6,871 1,022 7,893 6,171 647 6,818
Impairment allowances and charges on loans and advances to customers
(Audred)
The table below analyses the impairment allowances collective impairment allowances on loans and advances
recognised for impaired loans and advances that are either classified as not impaired
wmdividually assessed or collectively assessed and
As at 31 December
2013 2012
fm Em
Gross loans and advances
Individually assessed impaired loans' 6,847 6,131
Collectively assessed’ 301.521 279,800
Impaired loans’ 1,022 647
Non-Impaired loans’ 300,499 279,153
Total gross loans and advances 308,368 285,931
Impairment allowances
Individually assessed 2,402 2337
Collecuvely assessed 934 919
Total impairment allowances 3336 3.246
Individually assessed allowances as a percentage of individually assessed loans and advances 35 1% 3B0%
Collectively assessed allowances as a percentage of collectively assessed toans and advances 031% 0 33%

1 Impaired loans and advances are those classified as CRR 9 CRR 10 EL 9 or EL 10 and ali retarl loans 90 days or more past due

2 Collecinely assessed loans and adhances comprise homogeneous groups of loans that are not considered mdn dually sigrificant and loans
subect 1o indradual assessment where no impairment has been ulentified on an mdnidual basis but onwhich a collecine impatrment
allowances has been calculated to reflect losses which have been mcurred but not yer identified

3 Collecuvely assessed loans and advances not impaired are those classified as CRRI to CRRS and EI | 10 EL8 but excluding retail ivans 94
dey s past due
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Impairment allowances on loans and advances to customers and banks by industry sector

(Aucdued)
At 31 December 2013 At 31 December 2012
Individually Collectively Individually  Collectively
assessed assessed Total assessed assessed Total
allowances allonances allowances allowances allowances allowances
£m fm £m £m fm £m
Banks 21 - 21 24 - 24
Customers 2,402 934 3,336 2,327 919 3,246
Personal 256 585 841 256 565 861
Corporate and commercial 1,947 341 2,288 1,841 146 2187
Financial 199 8 207 150 g 198
2423 934 3,357 2,351 919 3270
Impairment allowances as a percentage of gross loans and advances'
(Audired)
The group
At 31 December
2013 2012
% %
Barnks
Individually assessed impairment allowances 0909 013
Customers
Individually assessed impairment aliowances 086 087
Collectively assessed impairment allowances 034 034
129 134
The bank
At 31 December
2013 2012
% %
Banks
Individually assessed impairment allowances 006 013
Customers
Individually assessed impmrment allowances 074 104
Collectively assessed impairment allowances 024 027
104 i44

[ Net gf reverse repo transactions settlement accounts and stock borrow ings
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Movement tn impairment allowances on loans and advances to customers and banhs

(Auded)

The group

At 1 January 2013

Amounts wntten off

Recoveries of loans and advances written off in
previous years

Charge to mncome statement

Disposal of subsidiary

Foreign exchange and other movements

At 31 December 2013

At 1 January 2012

Amounts wnitten off

Recovenies of loans and advances wntten off in
previous years

Charge to income stalement

Disposal of subsidiary

Foreign exchange and other movements

At 31 December 2012

The bank

At | January 2013

Amounts written off

Recovenes of loans and advances written off in
previous ycars

Charge to income statement

Foreign exchange and other movements

At 31 December 2013

At 1 January 2012

Amounts written off

Recoverntes of loans and advances written off in
Previous years

Charge to income statement

Foreign exchange and other movements

At 31 December 2012

Banks Customers
Individualty Individually Collectively
assessed assessed assessed Total
£m £m £m fm
24 2,327 919 3,270
3) (822) (561) (1,386)
- 3R 374 406
- 839 143 1,102
— 6 41) (35)
21 2,402 934 3,357
12 2,429 020 3,381
N (942) (526) (1,475)
- 35 179 214
- 875 338 1,213
- (18) 2 (20
(n (52) 10 (43)
24 2327 919 3.270
Banks Cuostomers
Individually Indnvadually Collecinely
assessed assessed assessed Total
£fm £m £m £m
19 2,325 599 2,943
(3) (1,438) 473) (1,914)
- 32 331 363
- n7 76 793
— 12 6 18
16 1,648 539 2,203
26 2,786 602 3414
(8) (820} {380} (1,208)
- 35 135 170
1 348 231 580
- (24) 11 (13}
19 2,325 599 2,943
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Movement in impairment allowances by industry sector
(Unaudred)

2013 2012 2011 2010 2009
£m £m £m £m £m
Impairment allowances at 1 January 3,270 3,38t 3,580 3,649 2,545
Amounis wrntten of (1,386) (1,475} (1,627} (1,824) (1,580)
Personal (559) (499) {996) (834) (1,012)
— residential mortgages (53) () (15} (31) (25)
— other personal (506) (482) {981} (803) (987)
Corporate and commercial (801) {902) (612) (980} (508)
~ commercial, industnal and itemational trade (430) (416) (345) (247) (275)
- commercial real estate and other property-related (184) (238) (165) (648) (93)
— other commercial {187} (248} (102) (85) (140}
Financial’ (26} (74} (19) [418)] (60)
Recovenes of amounts written off in previous years 406 214 297 139 170
Personal 374 180 268 136 133
- residential mortgages 16 21 13 16 17
— other personal 358 159 255 117 116
Corporate and commercial 32 32 27 22 32
-~ commercial, industrial and nternational trade 1 11 11 1 30
— commercial real estate and other property-related 4 6 5 4 2
- other commercial 17 15 11 7 -
Fnancral’ - 2 2 1 5
Charge to income statement 1,102 1,213 1,222 1,633 2619
Personal 215 250 415 803 1,130
- residential mortgages 9 (34) 60 99 100
— other personal 224 284 355 T4 1,030
Cotporate and commerctal 921 974 798 709 1329
~ commercial, industrial and international trade 318 420 261 322 543
— commercial real estate and other property-related 276 279 310 232 626
— other commercial 127 275 227 155 160
Financial' (34) (n 9 121 160
Governments - - - - -
Exchange and other movements {35) {63) 91) 3N (105)
Impawrment allowances at 31 December 3,357 3270 3,381 3,580 3,649
Impairment altowances agamst banks
- dividually assessed 21 24 32 50 57
Impairment allowances against customers
= individually assessed 2,402 2,327 2429 2248 2,312
— collectively assessed 934 Q19 920 1,282 1,280
Impairmemnt allowances at 31 December 3357 3270 3381 3580 3649
Impairment allowances against customers as a percentage of
loans and advances to customers % % % % %
- mmdividually assessed 0 80 0383 084 078 084
— collectively assessed 031 033 032 045 047
At 31 December 111 116 116 E23 131

! Includes morvements in impairment aliowances against banks
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Indwidually and collectively assessed charge to impairment allowances by industry segment

(Unatidited)

Banks
Personal
— Resiudential mortgages
— Other personal
Corporate and commercial
— Commercial, industrial and intematicnal trade
— Commercal rea estate and other property-related
— Other commercial
Financial
Total charge to income statement

Banks
Personal
— Residential mortgages
— Other personal
Corporate and commercial
— Commercial, industnial and intemational trade
— Commercial real estate and other property-related
— Other commercial
Financial
Total charge to income statement

Net loan impairment charge to the income statement
(Unaudued)

Individually assessed impairment allowances
New allowances
Release of allowances no longer required
Recoveries of amounts previously witten oft

Collecuvely assessed impairment allowances
New allowances net of allowance requtred
Release of allowances no longer required
Recoveries of amounts previously written ofT

Total charge for impairment losses
Banks
Customers

Charge for impairment losses as a percentage of closing gross loans and

advances

At 31 December

Impaired loans
Impairment allowances

Charge for impairment losses as a percentage of average gross loans and advances to customers

(Unaudited)

Net allowances net of allowances releases
Recoveries

Total charge for impairment losses
Amount wrnitten off net of recovertes

51

2013
Indrvidually Collectnely
assessed assessed Total
£m £m £m
8 207 215
(3) (6) )
11 213 224
886 35 921
505 13 518
260 16 276
121 6 127
(35) 1 34
859 243 1,102
2012
Individually Collectsvely
assessed assessed Total
£m £m fm
7 243 250
1) (13) (34)
28 256 284
378 96 974
401 19 420
236 43 279
241 34 275
(10 ) (n
875 338 1213
2013 2012 2011 2010 2009
£m fm £m £m £m
1,148 1,233 1,042 1,157 1,654
{257) (323) (236) (256) (167)
(32) (35) (19 (22) (44)
859 875 787 879 1,443
802 693 881 1,008 1,445
(18%) {176) (168) (117 (143)
(374) (179 (278) (137) (126)
243 338 435 754 1,176
1,102 1213 1,222 1,633 2,619
- - )] 2 35
1,102 1,213 1,229 1,631 2,584
030 038 036 047 081
£m fm fm £m £m
7,893 6,818 7514 6,783 6,623
3,357 3270 3,381 3,580 3,649
2013 2012 2011 2010 2009
% % Y% % Y
061 033 053 072 111
(0 16) (0 08) (0 10} {0 06) {0 07)
D 45 045 043 ) 66 104
040 046 046 067 063
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Securitisation exposures and other
structured products

(Audited}
This section contains information about the group s Also included within this section 1s information on
exposure to the following the Global Banking and Markets legacy credit activities

1n respect of Sohtaire and the securities investment

e Asset backed securiues ( ABSs ) including condunts { SICs")

mortgage-backed securities ( MBSs ) and
related collateralised debt oblhigations ( CDOs ),
and

¢ Leveraged finance transactions

Analysis of asset-backed securities

(Audtied)
Of wiuch
Gross Gross Net held through
principal principal principal Carrying  consohdated
exposure’ protechion’  exposure™  Amount™ SEs
£m £m £m £m £m
At 31 December 2013
Monrigage-related assets
Sub-prime residential 2,583 - 2,583 2,080 1,683
US Alt-A residenttal 3,204 - 3,204 2,083 1,770
Other residential 2,234 - 2,234 1,608 915
Commercial property 4,273 - 4,273 3,899 3,113
Leveraged finance-related assets 3,301 - 3,301 3,196 2,607
Student loan-related assets 2,876 60 2,816 2,329 2,114
Other assets 6,786 4,585 2,201 1,587 598
25,257 4,645 20,612 16,782 12,800
At 3| December 2012
Mortgage-related assets
Sub-prime residentiat 2,534 - 2,534 1,814 1,387
US Alt-A residential 3,939 - 3,939 2,194 1,852
Other residennial 1,954 - 1,954 1,582 892
Commercial property 5,698 - 5,698 5,140 3,677
Leveraged finance-related assets 3,656 . 3,656 3,396 2662
Student loan-related assets 31,439 62 3,377 2,645 2,301
Other assets 71,775 5,188 2,587 1,975 694
28 995 5250 23 745 18 746 13465

1 The gross principal 1s the redemption amount on maturity or n the case of an amortising instrument the sum of the future redempiion
amounts through the residual life of the securiy
Gross principal of the underlying instrument that s protected by credit default swaps { CDSs } or by matching liabilines
Net principal exposure 1s the value of gross principal amount of assets that are not protected by CDSs or by matching habihies It includes
assets that benefit from monoline protection except where this protection is purchased with a CDS
4 Carrymg amount of the Net Principal exposure As at 31 December 2013 the carrying amount of the Gross Principal Exposure 1s £21 367
nmulhion (2012 £23 870 miihion)
S The asset backed securtiies are primarily US doflar ( USD ) denominated Principal and carrying amounts are comerted o steriing
{ GBP } at the prevailing exchange rates at 31 December (2013 I1GBP USD 16531 2012 IGBP USD16163)

o o

Included in the above table are securities with a loss nsks are borne by the third party capital notes
carrying amount of £7,364 muillien (2012 £7.311 milhion} investors The carrying amount of the capital notes liability
held through the SICs, excluding Soliaire, that are at the year ended 31 December 2013 was £276 mullion
consolidated by the group Although the group includes (2012 £154 mithon)

these assets 1n full on 1ts balance sheet sigmificant first
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At each reporung date, the group assesses whether
there 15 any objective evidence of impairment in the value
of the ABSs held by the SICs Impairment charges
incurred on these assets are offset by a credit to the
impairment hine for the amount of the loss allocated to
capital note holders, subject to the carrying amount of the
capital notes bewng sufficient to offset the loss

Where the aggregate impairment charge exceeds the
carrying value of the capital notes habilty write-backs of
£13 million (2012 charge of £76 million) were attributed
to the group

Structured entities

The group enters into certatn transactions with customers
in the ordinary course of business which mvolve the
establishment of structured entittes (*SEs ) to facilitate or
secure customer transactions

The group structures that utilise SEs are authorised
centrally when they are established to ensure appropnate
purpose and governance The activities of SEs
adminustered by the group are closely monitored by senior
management

SEs are assessed for consolidation 1n accordance with
the accounting policy set out in Note 1{c)

Securities investment conduits

Solitaire the group s principal securities investment
condutt ( SIC ), purchases highly rated ABSs to faciluate
tarlored investment opportumities The group s other S1Cs
Mazarin Banon and Malachite evolved from the
restructuring of the group’s sponsored structured
imvestment vehicles ( SIVs ) in 2008

Multi-seller conduits

These vehicles were established for the purpose of
providing access to flexible marhet-based sources of
finance for the group s chents

Money market funds

The group has established and manages a number ot
money market funds which provide customers with
tailored investment opportunities within narrow and well-
defined objectives

Non-money market investment funds

The group has established a large number of non-money
marhet investment funds to enable customers to invest th a
range of assets typically equities and debt secunties

Securitisations

The group uses SEs to securitise customer leans and
advances 1t has originated, mainly 1n order to diversify its
sources of funding for asset origmanion and for capital
efficiency purposes

53

Other

The group also establishes wn the normal course of
business fer a number of purposes for example structured
credit transactions for customers to provide finance to
public and private sector infrastructure projects, and for
asset and structured finance transactions

Third party sponsored SEs

Through standby hquidity facihity commitments the group
has exposure to third party sponsored SICs conduits and
securitisations under normal banking arrangements on
standard market terms These exposures are not considered
sigmficant to the group s operations

Additional off-balance sheet arrangements and
commitments

Additional off-balance sheet commitments such as
financial guarantees, letters of credit and commitments to
lend are disclosed 1n Note 39

Leveraged finance transactions

Loan commitments in respect of leveraged finance
transactions are accounted for as derivatives where 1t 15 the
group’s ntention to sell the loan afier ongination

Liquidity and fundlng risk

(Audited)

Liquidity nisk 1s the nisk that the group does not have
sufficient financial resources to meet 1ts obligations as they
fall due or will have access to such resources only at an
excessive cost This nisk anses from mismatches n the
timing of cash flows Funding risk (a form of hquidity
risk) anses when the hquidity needed to fund 1lliquid asset
posttions cannot be obtained on the expected terms and
when required

The objective of the group s hiquudity and funding
management framework 15 to ensure that all foreseeable
funding commitments can be met when due, and that
access to the wholesale markets 1s ¢co-ordinated and cost-
effective To this end the group maintains a2 diversified
funding base comprising core retail and corporate
customer deposits and mstitutional balances [his 1s
augmented with wholesale funding and pertfolios of
highly hqud assets diversified by currency and maturity
which are held 1o enable the group to respond quickly and
smoothly to unforeseen hqudity requirements

The group requires 1ts operating entities to maintain
strong liquichty positions and to manage the liquidity
profiles of their assets liabilities and commitments with
the objective of ensuring that therr cash flows are balanced
appropriately and that all their anucipated obligations can
be met when due
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The group adapts its hquidity and funding nsh
management framework 1n response to changes in the mix
of business that it undertakes, and to changes in the nature
of the markets in which 1t operates The group also seehs
to continucusly evolve and strengthen 1ts hquidity and
funding rish management framework

The group employs a number of measures 1o momnitor
liquidity sk The group also manages its intra-day
hiquidity positions so that it 1s able to meet payment and
settlement obligations on a tmely basis Payment flows in
real ime gross settlement systems, expected peak payment
flows and large tme-cntical payments are monitored
during the day and the intra-day collateral position 1s
managed so that there 1s hquidity avarlable to meet
payments

The management of hquidity and funding 1s pnimanly
undertaken locally 1n the group s operating entities in
comphance with pohicies and hmits set by the RMM
These hmits vary according to the depth and hiquidity of
the market in which the entities operate It s the group s
general policy that each banking entity should manage 1ts
liquidity and funding risk on a standalone basis
Excephions are permitted for certain short-term treasury
requirements and start-up operations or for branches which
do not have access to local deposit markets These entities
are funded from the group s largest banking opcrations and
within clearty defined internal and regulatory guidehnes
and hmits The hmits place formal restnictions on the
transfer of resources between group entities and reflect the
range of currencies, markets and time zones within which
the group operates

The group s hiquidity and funding management
process includes

+ projecting cash [lows by major currency under
various stress scenarios and considering the level of
hqind assets necessary n relation to these

+ monioring balance sheet hquidity and advances to
core funding ratios at both a consohdated and major
currency level aganst internal and regulatory
requirements,

+ mamtaining a diverse range of funding sources with
back-up facilities,

e managing the concentration and profile of debt
maturities,

s managing contingent iiquidity commitment exposures
within pre-determined caps,

¢  mamntaimng debt financing plans,

« monitoring depositor concentration in order o avoid
undue rehance on large individual depositors and
ensure a satisfactory overal! funding mix, and

« mantatning hquidity and funding contingency plans
These plans identify early indicators of stress
conditions and describe acuions to be taken in the
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event of difficulties ansing from systemic or other
crises while mimmising adverse long-term
imphcations for the business

Liquidity and funding n 2013
(Unaudited)

The iquidity position of the group strengthened 1n 2013,
and it continued to enjoy strong inflows of customer
deposits and maintained good access to wholesale markets
The group s loans and advances to customers during 2013
grew by 8 per cent and customer deposits by 20 per cent
HSBC UK recorded a decrease in its advances to core
funding { ACF ) ratio to 100% at 31 December 2013
(2012 106%) mainly because core deposits increased
more than advances

Liquidity regulation

(Unaudued)

The European adoption of the Basel Commuttee framework
via legisiative texts known as the Capital Requirements
Regulation ( the Regulation ) and the Capital Requirements
Directive { CRD 1V ) were published in June 2013 This
requires the reporting of the liquidity coverage rano ( LCR )
and the net stable funding ratio ( NSFR ) from March 2014
[ he regulatory LCR outlined in the regulation document has
been intually set at 60 per cent from January 2015
increasing to 100 per cent by January 2018, although
individual member states are able to set a hugher standard
HSBC expects the PRA to set an 80 per cent standard 1n
January 2015 During 2013, additional guidance was given
on the definion of the LCR, much of which takes the form
of an impact assessment and recommendations that have
been submutted to the Curopean Commussion by the EBA
HSBC expects these recommendations to be maternially
adopted by the Commission into the final LCR delegated act
on 30 June 2014 Regarding the finalisation of the NSFR
metric in January 2014 the Basel Committee on Banking
Supervision issued a consultation document on a revised
frameworh This 15 intended to be implemented as a
minimum standard at the beginmng of January 2018

The management of iquidity risk
{Audtted)

The group uses a number of principal measures to manage
hquidity risk, as described below

Inherent hquidity nisk categorisation

The group categorises Its operating entities into one of
three categories to reflect its assessment of their inherent
liquidity risk, considering political economic and
regulatory factors within the operating entities  host
country and also factors specific Lo the enuty itself such
as the local footprint market share, balance sheet strength
and control framework  This assessment 15 used to
determine the seventy of the hquidity stress that the group
expects 1ts operating entities to be able to withstand
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Advances to core funding ratio

The group emphasises the importance of core customer
deposits as a source of funds to finance lending to
customers and discourages reliance on short-term
professional funding This 1s achieved by placing limits on
banking enuties which restrict their ability to increase
loans and advances to customers without corresponding
growth in core customer deposits or long term debt
funding This measure s referred 1o as the advances to
core funding ratio

Advances 1o core funding ratos’
(Audited)

HSBC UK?
Year end
Maximum
Muumum
Average

HSBC France
Year end
Maximum
Mirtimum
Average

Total of other principal group entities’
Year end
Maximum
Minimum
Average

Advances to core funding ratio limits are set by the
RMM The ratio describes current loans and advances to
customers as a percentage of the total of core customer
deposits and term funding with a remamning term to
maturity in excess of one year [oans and advances to
customers which are part of reverse repurchase
arrangements. and where the group recerves securities
which are deemed to be hiquid, are excluded from the
advances to core funding ratio

At 3] December

2013 2012
(Vo) %)
100 106
107 106
100 100
104 104
108 97
In4 97

98 81
106 88
93 92
97 93
92 82
94 88

1 This ratio measures loans and advances 1o customers as a percentage of the total of core customer deposits and term funding with a
remaimng lerm lo maturity in excess of one year The lower the percentage the stronger the funding posiion

2 The HSBC UK entity shown comprises HSBC Bank pic (including all orerseas branches) Marks and Spencer Financial Services Limited
RFC Bank Lomited and HSBC Trusi Company (UK} Limited and from | April 2013 Private Bank (UK} Limited 1s managed as a single
operaung ennty i line with the application of UK hquidity regulation as agreed with the PRA

3 Other principal entities are HSBC Trinkaus & Burkhardt AG HSBC Bank Malta plc and HSBC Bank A S (Turkey}

Core deposits

The group's internat framework 1s based on 1ts
categonsation of customer deposits into core and non-core
This charactenisation takes into account the inherent
liquidity nisk categorisation of the entity oniginating the
deposit, the nature of the customer and the size and pricing
of the deposit

Projected cash flow scenario analyses

The group uses a number of standard projected cash flow
scenanios designed to model both group-specific and
market-wide hquidity cnises in which the rate and timing
of deposit withdrawals and drawdowns on committed
lending facilities are varied and the ability to access
interbank funding and term debt markets and generate
funds from asset portfolios 1s restricted The scenarios are
modelled by all group banking entities The
appropriateness of the assumptions under each scenario 1s
regularly reviewed In addition to the group s standard
projected cash flow scenarios individual entities are
required to destgn their own scenarios tailored to reflect
specific local market conditions, products and funding
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bases Limits for cumulative net cash flows under stress
scenarios are set for each banking entity

Both ratio and cash flow limuts reflect the local market
place the diversity of funding sources available and the
concentration nsk from large depositors

Stressed coverage ratios

(Audited)

The stressed coverage ratios tabulated below express
stressed cash inflows as a percentage of stressed cash
outflows over a one-month and three-month time horizon
Operating entities are required to maintain a ratio of 100
per cent or greater out to three months

At 31 December 2013 the one-month and three-
month stressed coverage ratios for the principal entities
shown in the table below were in excess of the 100 per
cent target

In general, customer advances are assumed to be
renewed and as a result are not assumed to generate a
stressed cash inflow or represent a Liquidity resource




HS8C BANK PLC

Report of the Directors: Risk (continued)

e .

Stressed one-month and three-month coverage ratios’
(Audred)

Stressed ene-month cov erage
ratios at 31 December

Stressed three-month coverage
ratios at 31 December

HSBC UK
Year end
Maximum
Minimum
Average

HSBC France
Year end
Maximum
Minimum
Average

Towal of other principal group ennnies
Year end
Maximum
Minimum
Average

2013 2012
(%) (%)
106 114
114 117
100 108
106 112
110 12
112 118
103 107
108 i1
106 114
113 118
104 106
108 12

2013
(%)

109
109
101
103

103
104
100
103

102
106
102
103

2012
(%)

103
103
101
102

104
108
102
105

106
107
102
104

1 This rano measures the hiquid assets mvailable 10 meei net cash outflons over a 30 day/ 90 day period The higher the percentage the

greater the hquidtty

Liquid assets
(Audited)

The table of the hquid assets shows the estimated
liquidity value (before haircuts) of assets categonsed as
hgquid used for the purposes of calculating the three
month stressed coverage ratio as defined under the
Group framcwork

Liquid assets are held and managed on a standalone
operating entity basis The vast majonity of iquid assets
shown are held directly by each operating entity 5
Balance Sheet Management function primarily for the
purpose of managing hquidity risk, in Linc with the
Group s liquidity and funding risk management
framework

Liquud assets also include any unencumbered hquid
assets held outside Balance Sheet Management for any
other purpose The Group s liquidity rish management
framework gives ultimate control of all unencumbered
assets and sources of hquidity to Balance Sheet
Management
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Liquid assets
(Audited)

HSBC UK
Level |
Level 2
Level 3
Non-gevernment assets

HSBC France
Level 1
Level 2
Level 3
Non-government assets

Total of other principal group enhinies
Level t
Level 2
Level 3
Non-gavernment assets

Estimated hquidity value
at 31 December

2013 2012
£m £m
90,980 80,712
317 186
19,594 14726
110,891 95624
12,087 14,065
98 1,567
2,268 452
14,453 16,084
8,091 7275
614 1,269
1,144 734
9,849 9278
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The Group s liquid asset policy 1s to apply a more customers These facilities ncrease the funding
granular classification of hqd asseis These requirements of the group when custorners choose to raise
classifications are as follows drawdown levels above their normal utlisation rates The

liquidity risk consequences of mcreased levels of
drawdown are analysed n the form of projected cash
flows under different stress scenarios The RMM also sets

e  Level | - Central governments, central banks
supranationals and multilateral development banks,

e Level 2 — Local and regional governments, public limits for non-cancellable contingent funding
sector entities, secured covercd bonds and pass- comnutments by group entity after due consideration of
through ABSs and gold, and each entity’s ability to fund them The himits are sphit

according to the borrower the hiquidity of the underlying

o [ - n-financial entity securitie
Level 3 — Unsccured no ancia ys 3 assets and the size of the committed hine

and equities listed on recogniscd exchanges and
within hquid indices The group-managed asset exposures relate to
conschidated securities investment conduits, primarily

All assets held within the hiquid asset portfoho are Sohitaire and Mazanin These vehicles 1ssue debt secured

unencumbered by asset backed-secunities which are managed by the
An increase 1n the level of customer accounts causes group At 31 December 2013, the commercial paper

a nise 1n the level of non-core deposits and therefore the issued by Solitaire and Mazanin was enurely funded by

holding of liquid assets increases the group

Contingent iquidity nisk arising from committed In relation to commitment to customers, the table

lending facilities below shows the level of undrawn commitments

(Audited) outstanding in terms of the five largest single facihties

and the largest market sector
The group provides customers with commutted facilities,

including commutted backstop lines to condust vehicles
sponsored by the group and standby facilities to corporate

The group's contractual exposures as at 31 December monitored under the contingent hqudity risk limit structure
fAudited)

Lhe group
2013 2012
£bn fbn
Condut
Clent-originated assets'
— total Iines 76 63
— largest inchvidual hnes 04 04
Assets managed by the group 78 112
Single-issuer hgmdity facilities
— five largest® 27 37
— largest market sector’ 58 68

! These exposures relate to Regency multi-seller condut This sehicle provides funding to group customers by issuing debt secured by a
dnersified pool of customer-originated assets

2 These figures represent the undrawn balance for the five largest commutted hquidity factlittes provided to customers other than those
Jaciliies to conduits

3 These figures represent the undrawn balance for the wotal of all comnnned hiqundiry facilives provided to the largest market sector other
than those facilinies to conduts

Primary sources of funding banking subsidiaries that do not accept deposits to align
{Audited) asset and Liability matunities and currencies and to
Current accounts and savings depasits payable on maintain a presence n local money markets

demand or at short notice form a significant part of the
group s funding, and the group places considerable
importance on maintaining their stability For deposits
stability depends upon preserving depositor confidence n
the group s capital strength and hquidity, and on

An analysis of cash flows payable by the group and
bank under financial habilities by remaining contractual
matunties at the balance sheet date 15 included in Note 33
‘Maturity analysis of assets and hiabilities

competitive and transparent pricing  The group s liquidity The funding sources and uses table, which provides a
nsk framework ncludes both monitoning depositor consohdated view of how the balance sheet 1s funded,
concentration to avoid undue rehiance on large individual should be read (n the light of the group’s nsk

depositers and also himits the concentration of deposits management framework which requires 1ts operaung
from GB&M counterparuies The group also accesses entities to manage hquidity and funding risk on a stand-
professional markets in order to obtain funding for non- alone basis The table analyses the group balance sheet
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according to the assets that prunanly anise from operating
activities and the sources of funding pnimarnly supporting
these activites The assets and liabihties that do not anse
trom operating activities are presented as a net balancing
source or deployment of funds

In 2013 the level of customer accounts coniinued 1o
exceed the level of loans and advances to customers

Funding sources and deployment

(Audited)
The group
At 31 December
2013 2012
£m £m
Sources
Customer accounts 390,017 324,886
- repos 38,039 12,207
- cash deposits and other accounts 351,978 312,679
Deposits by banks 50,683 39571
- 1epos 20,863 6,357
— ¢ash deposits and other accounts 29,820 33214
Debt securtties 1ssued 32,895 40,358
Liabihties of disposal groups
held for sale - -
Subordmated habilities 10,785 10,350
Financial habalines dessgnated at faur
value 34,036 32,918
L1abilittes under msurance
contracts 1ssued 19,228 17913
Trading habilities 91,842 122,896
- 1EpOS 9,426 40,742
- stock lending 6,936 3,991
— other 75,480 78,163
Total equity 32,919 32,200
662,405 621092

Wholesale term debt maturity profile
(Unaudtted)

The maturity profile of the wholesale term debt
obligations is set out in the table below Wholesale
funding principal cash flows payable by the group under
financial liabiliies by remaining contractual maturities

The balances in the table will not agree directly
with those n the consolidated balance sheet as the table
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Excluding the impact of repos from customer accounts
and reverse repos from loans and advances to customers,
the adjusted advances to deposst ratio at 31 December
2013 for the group was 78 per cent (2012 85 per cent)
The positive funding gap was predominantly deployed
into hiquid assets cash and balances with central banks
and financial investments as required by the Group s
liquidity and funding rish management framework

At 31 December

2013 2012
£m £m
Uses
Loans and advances to customers 305,032 282,685
— FEVEISe [epos 29,081 16,890
—loans or other receivables 275,941 265,795
Loans and advartices to banks 53,228 32286
— EVEISE IEpos 30,023 13,798
— loans or other receivables 23,205 18,488
Assets held for sate 33 109
Trading assets 134,897 161,516
= reverse repos 5,607 35,951
- stock borrowing 6,241 6,863
— other trading assets 122,249 118,702
Financial investments 75,030 71,265
Cash and balances at
central banks 67,584 51,613
Net deployment in other
balance sheet assets and
liabihities 27,401 21,618
662,405 621,092

presents gross cash flows relating to principal payments
and not the balance sheet carrying value which includes
debt securities and subordinated hiabilhities measured at
fair value
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Wholesale funding cash flow s payable by the group under financial hiabiliies by remarning coniractual maiuries

(Uniedited)

At 31 December 2013

Dbt secunties issued

- unsecured CDs and CP

- unsscured senvor MTNs

- unsecured naor siructured notes
— secured covered bonds

- secured ABCP

— secored ABS

- others

Subordinated hatihitics
— subordmated debt secunues
— prefered securities

At 31 December 2012

Detd secunues issued

- unsegurgd CDs and CP

- unsecured senior MTNs

- unsecurcd senior structured neics
— secured covered boods

- secured ABCP

secured ABS

- olhers

Subordinated hablities
- subordrated debt s=cunbies
- preferred secunnes

Due
Due Due Due between Due Due

Due between betwren between 9 months between between Due

within 1and3 Jand 6 6and ¥ and 1 1 and2 2apd5 after
1 month months months months year years years 5 vears Tots!
fm £m fm im £m £m £m im £m
12697 4213 6376 503% 4816 8 143 15215 11767 68331
3333 1838 4454 1016 2580 - - - 14,018
2,618 1,035 1301 2,328 1632 6,880 18,945 1585 3432
400 543 621 640 04 1132 1.966 1996 7901
- - - 756 - 136 1662 2007 4561
6,281 - - - - ~ - - 6281
- - - 302 - - 702 - 1004
85 - - - - - - 179 244
- 17 40 10 - 3 4 11521 11833
- " 17 “ 40” m“ - ” 31 ” 4 ” |o493” 10810
- — — — - — — 1023 1023
12.697 4130 5416 5,049 4.816 8179 15,489 13,285 B0 164
10913 78R4 692 3,275 5711 9424 18 036 2097 74052
1628 332 3004 100 370 - - - R4l
- 3o7e 6226 2844 4821 7329 12570 5363 42262
149 323 413 313 377 97 2586 3183 7941
- - - - - 773 1632 511 2916
son Li170 - - - - - - 10192
10 - - - 134 422 877 24 1467
104 - 49 1% 3 213 391 15 860
4 - 28 - ] 27 153 11 182 11400
.:l -" ) lr -H s” 77 " |53|| 10 18> i 10403
- - - - - - - 997 997
10917 7 B84 9720 3275 5TE? $451 18 209 20279 85 432
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Encumbered and unencumbered assets
(Unaudtied}

The objecuve of this disclosure 1s to facilitate an
understanding of available and unrestrnicted assets that
could be used to support potential future funding and
collateral needs

An asset 1s defined as encumbered if 1t has been
pledged as collateral against an existing liabihity and as a

result is no longer available to the group to secure
funding sausfy collateral needs or be sold to reduce the
funding requirement

The disclosure 1s not designed to 1dentity assets
which would be available to meet the claims of creditors
or to predict assets that would be available to crediiors in
the event of a resolution or bankruptcy

Summary of the group's assets avatlabie to support potential future funding and collateral needs

{Unaudired)

Total on-balance sheet assets
Less

- reverse repof stock borrowing recewvables and denvative assets

— other assets that cannot be pledged as collateral

Total on-balance sheet assets that can support funding and coltateral needs

Add

— fair value of collateral recerved 1 relation to reverse repo/ stock borrowmng that is avaitable to sell or

repledge

— faur value ot collateral recerved 1n relation to derivatives that 1s avalable to sell or repledge

Total assets that can support future funding and collateral needs

Less
— on-balance sheet assets pledged

- re-pledgeng of collateral recerved n relation to reverse repo/ stock borrowing

- re-pledging of collateral recerved in relatton to denvatives

Total assets available to support funding and collateral needs

Market risk

(Audried)

Market risk1s the rish that movements in marhket factors
including foreign exchange rates and commoduy prices
interest rates, credit spreads and equity prices will reduce
the group s income or the value of its portfolios

The group separates exposures to marhet risk into
trading or non-trading portfolios

¢ Irading portfolios comprise positions arising from
market-making and warehousing of customer-
derived positions

»  Non-trading portfolios including Balance Sheet
Management comprise positions that primarily anse
from the nterest rate management of the group s
retail and commercial banking assets and habihities
financial investments designated as available-for-sale
and held-to-maturnity and exposures ansing from the
group s msurance operations

For market nsk ansing in the group s msurance
business refer to page 70

Monitoring and limiting market risk exposure
(Audited)

The group s obyective 1s 1o manage and control market
risk exposures while maintaining a marhket profile
consistent with the group s rish appetite The
management of market rish 1s principally undertahen n
Markcis using risk limits allocated from the rish appetite
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2013 2012
fm £m
811,695 815,481
(208,200) (231,044)
{83.249) (99,722)
520,246 484,715
108,471 122,502
2,773 224
631,490 607,441
(91,443) (116,904)
(79,844) (80,072)
336 -
460,539 410 465

which 1s subject to RMM ratification Limns are set for
portfolios, products and nsk types with market hguidity
being a primary tactor in determining the level of hmus
set Group Risk, an independent unit within the Group
Head Office 1s responsible for HSBC s market risk
management policies and measurement techniques Each
major operating entity has an independent marhet rish
management and control function which 1s responsible
for measuring market risk exposures in accordance with
the poheies defined by Group Rish, and monitoring and
reporting these exposures against the prescribed limits on
a daily basis

Each operating entity 1s required to assess the market
nsks which anse on each product in the business and
where there 15 a nish than can be hedged n the markets, to
transfer them to the local Markets unit for management
Where market rish 1s identified but there 1s no viable
hedge 1n the market then the nisk 1s managed under the
supervision of the local Asset and Liability Management
Commuttee ( ALCO ) The aim 1s to ensure that all
market rishs are consolidated within operations which
have the necessary shills tools management and
governance to manage them professionally In certan
cases where the market rishs cannot be fully transferred,
the group identifies the impact of varying scenarios on
valuations or on net interest income resulting from any
residual risk positions
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The group uses a range of tools to momtor and himut
market nsk exposures These include value at nsh
{ VAR ) sensiuvity analysis, stressed VAR and stress
testing

Value at nsk and stressed value at risk

(Audited)

VAR 1s a techmque that estimates the polential losses on
rish positions as a result of movements in market rates
and prices over a spectfied time hornizon and to a girven
level of confidence Stressed VAR 1s primanly used for
regulatory capital purpeses but s integrated into the nsk
management process to facilitate efficient capital
management and to tughlight possible high-risk positions
based on previous market volatihty

Both VAR and stressed VAR models used by the
group are based predeminantly on histonical sumulatton
These models denve plaustble future scenarios from past
series of recorded market rates and pnces, taking into
account inter-relationships between different markets and
rates such as interest rates and foreign exchange rates
The models also incorporate the effect of option features
on the underlying exposures

The hustorical simulation models used incorporate
the following features

+ historical market rates and prices are calculated with
reference to foreign exchange rates and commodity
prices tnterest rates, equity prices and the associated
volaulities,

s potential market movements utthsed for VAR are
calculated with reference to data from the past two
yedrs,

e poiential market movements employed for stressed
VAR calculations are based on a continuous one-
year period of stress for the trading portfolio The
choice of pertod (March 2008 to February 2009) 1s
based on the assessment at the Group level of the
most volatite period 1n recent history, and

+ VAR measures are calculated to a 99 per cent
confidence level and use a one-day holding penod
scaled to ten days, whereas stressed VAR uses a ten-
day holding period

The nature of the VAR models means that an
mcrease tn observed market volatility will lead to an
increase in VAR without any changes in the underlying
posttions

The group routinely vahidates the accuracy of the
VAR models by back-testing the hypotheucal daily profit
and loss results, adjusted to remove non-modelled items
such as fecs and commissions, against the corresponding
VAR numbers The expectation 1s, on average to see
losses tn excess of VAR 1 per cent of the ume over a one-
year period

The actual number of losses i excess of VAR over
this peniod can therefore be used to gauge how well the
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models are performing In 2013, there were no loss
exceptions for the group Although a valuable guide to
rish. VAR should always be viewed m the context of 1ts
himitations For example

» the use of histoncal data as a proxy for estimating
future events may not encompass all potential
events particularly those which are extreme in
nature,

» the use of a helding pertod assumes that all positions
can be liquidated or the rishks offset during that
period This may not fully reflect the market rish
arising at imes of severe 1lhquidity when the
holding pertod may be insufficient to hiquidate or
hedge all positions fully,

s the use of a 99 per cent confidence level by
definition does not take into account losses that
might occur beyond this level of confidence,

¢ VAR s calculated on the basis of exposures
outstanding at the close of business and therefore
does not necessarily reflect intra-day exposures, and

* VAR 15 unlikely to reflect loss potential on exposures
that only anse under significant market movements

The group s VAR model 1s designed to capture
sigmficant basis nisks such as credit default swaps versus
Bond asset swap spreads and cross-currency basis Other
basis rishs which are not completely covered in VAR,
such as the Libor tenor basis, are complemented by nish-
not-n-VAR ( RNIV ) calculations and are integrated into
the capital framework Stress testing is also used as one
of the market rnisk tools for managing basis rishs

The RNIV framework aims 10 manage and capitalise
matenial market risks that are not adequately covered in
the VAR model Risks covered by RNIV represent 13 per
cent of RWASs (unaudited) as at 31 December 2013 and
include those resulting from underlying nsk factors which
are not observable on a daily basts across asset classes
and products such as dividend nsk and correlation rishs
Risk factors are reviewed on a regular basis and either
incorporated directly in the VAR models, where possible
or quantified through VAR-based RNIV approach, or a
stress test approach within the RNIV framework The
sevenity of the scenarios 1s calibrated to be in line with
the capital adequacy requirements The outcome of the
VAR-based RNIV 15 included in the VAR calculation and
back-testing, a stressed VAR RNIV 1s also computed for
the nish factors considered in the VAR-based RNIV
approach

The farr value of Level 3 assets in trading portfolios.
compnsing trading securtties and derivatives, 15
immatenal Market rish arising from Level 3 assets 1s
managed by vanous market nish techniques such as stress
testing and notional limits to himut the exposure
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Sensitivity analysis

(Unaudtted}

Sensiivity measures are used to monitor the market rish
positions withun each nish type for example the present
value of a basis point movement 1n interest rates for
interest rate rish Sensitevity limuts are set for portfolios,
products and rish types wath the depth of the market
being one of the principal factors in determining the level
of himuts set

Stress testing

(Audited)

In recognition of the limitations of VAR the group
augments 1t with stress testing to evaluate the potential
impact on portfoho values of more extreme, although
plausible events or movements 1n a set of financial
variables

Stress tesung 1s implemented at the legal entity,
regional and the overall Group levels A standard set of
scenarios 1s utthised consistently across all regions within
the Group Scenarios are tallored in order to capture the
relevant events or market movements at each level The
rish appetite around potential stress losses for the Group
18 set and monitored against referral limits

The process 1s governed by the Stress Testing
Review Group forum which, in conjunction with regional
nskh management determines the scenarios to be applied
at portfoho and consolidated level, as follows

« single nisk factor stress scenarios that are unhkely to
be captured within the VAR models, such as the
break of a currency peg,

» technical scenarios constder the largest move 1n each
nisk factor without consideration of any underlying
market correlation,

e hypothetical scenarios consider potential macro-
economic events for example the slowdown in
matnland China and the potential effects of a
sovereign debt default including 1ts wider contagion
effects, and

» histonical scenanos incorporate historical
observations of market movements durtng previous
periods of stress which would not be captured within
VAR

Representatuve scenarios utilised for stress testing at
the regional and global levels have included the
following

China hard landing  This scenario 1s designed to
capture the ¢ffect of an economic slowdown in mainland
China and n other emerging markets The objective of
this scenano s o quantify the impact of market reactions
{0 an economic detenoration 1n Asia followed by Latin
America Under such an event, investors nsk aversion
and drops in commodity prices are assumed to affect a
range of marhet factors Credut spreads and yield curves
would rise while stock prices would fall, particularly 1n
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the regions of focus Emerging currencies would mostly
depreciate against the US dollar

US setective default This scenano assumes that the
US debt cething cannot be raised any higher and the US
government defaults on a spectfic set of treasury bonds
This type of event ts considered 1n two stages A direct
impact 1s assessed from missing coupons and bond
principals A secondary impact captures wider market
reactions such as a sharp nise of short-term US interest
rates a widening of credit spreads, a flight to alternative
safe havens to the US debt and the US dollar and a
general rish aversion in emerging marhets

Currency de-peg The managed peg of the Hong
Kong dollar, renmimbi and Middie Castern currencies to
the LIS dollar is assumed to break down Whide and
sudden exchange rate shocks for each currency patr are
designed 1o capture the 1mpact on the group s exposures

Stress testing results are submitted to the GMB and
Risk Management Commuttee { RMC ) meetings in order
to provide semior management with an assessment of the
financial effect such events would have Rush
management either provides recommendations 1o
maintain exposures which are deemed to be acceptable or
proposes mitigating actions that bring rish within its
appetite

in addition, a reverse stress test exercise 15 based
upon the premise that there ts a fixed loss The stress test
process identifies which scenarios lead to this loss The
rationale behind the reverse stress test 1s to understand
scenarios which are beyond normal business settings that
could have contagion and systemic implications

Stressed VAR and stress testing together with
reverse stress testing and the management of gap risk (see
pages 63 to 64), provide management with insights
regarding the tail nsk beyoend VAR HSBC appetite for
tail risk 15 imuted

Market risk reporting measures
fAudited)

The following table provides an overview of the reporting
of nishs within this section

Portfolio

Trading  Neon-trading
Risk type
Foreign exchange and commeodity VAR VAR
Interest rate VAR VAR/Sensitivity
Equuty VAR Sensiuvity
Credit spread VAR VAR
Structural foreign exchange nfa Sensitivity

Structural foreign exchange risk 1s monitored using
sensitivity analysis (see page 65) The reporting of
commodity nisk 1s consolidated with foreign exchange
risk There ts no commodity nsk n the non-trading
portfolios The interest rate rish on the fixed-rate
securities 1ssued by HSBC Holdings plc 1s not included 1n
the Group VAR The management of this risk 1s
described on page 65
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Trading portfohos
fAudited)

Risk measurement and control

The group s control of market rish 1n the trading
portfolios 1s based on a policy ot restricting individual
operations to trading within a list of permissible
instruments authornised for each site by Group Rusk, of
enforcing new product approval procedures, and of’
restricting trading 1n the more complex dervative
products only to offices with appropnate levels of product
expertise and robust control systems

VAR by risk type for trading activities

(Audited)
Foreign
exchange and
commodity
fm
At 31 December 2013 78
At 31 December 2012 113
Average
2013 72
2012 130
Mimimum
2013 36
2012 48
Maximum
2013 134
2012 290

Value at risk of the trading porifohos
{Audited)

Trading value ai risk

2013 2012

£m fm

As at 31 December 267 453
Average 283 437
Mimmum 202 285
Maximum 4512 761

This 1s analysed in the table below by risk type

Interest Portfoho

rate Equity Credit diversification’ Total®
£m £m £m £m £m
177 49 76 113 267
221 10 8 17 68) 453
192 31 91 (10 3} 283
245 63 I4 8 (14 9) 437
145 15 59 202
£71 20 58 285
370 89 135 452
46 162 467 761

1 Poryoho dnersificaton 1s the market risk dispersion effect of holding a portfolto contamng different risk ppes It represents the reducnon
n uns) stematic market risk that occurs when combining a number of different risk types for example mterest rate equuty and foreign
exchange together in one porifolic 1t 1s measured as the difference between the sum of the VAR by indrvidual risk 1y pe and the combined
total VAR A negative number represents the benefit of portfolio diversificaron As the maximum and minimunt occur on different days for
different 115k bpes 1t 15 not meamingful to calculate a portfolio diversificanion benefir for these measures

2 The toral VAR 15 non-additive across risk nypes due 1o dnersification effect and includes VAR RNI

The total VAR for trading activity at 31 December
2013 was lower than at 31 December 2012 primanly
due to the defensive risk profile of the equuty and
foreign exchange businesses, together with a reduced
exposure and volatility on equity dividends These
contributions and a higher diversification benefit across
asset classes led to VAR trending lower during the
period, even though a less defensive profile towards the
end of the year resulted in a nsing VAR
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Stressed value at risk of the trading portfolios
(Unaudited)

Stressed VAR 15 primanily used for regulatory caputal
purposes but 15 integrated nto the nsk management
process to facilitate efficient capital management and to
highlight potentially risky positions based on previous
marhet volatility Stressed VAR complements other nisk
measures by providing the potential losses arising from
market turmotl Calculations are based on a continuous
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one-year period of stress for the trading portfolio based
on the assessment at the Group levet of the most
volatile period 1n recent history

Ihe stressed VAR of trading portfolhios was as follows

Stressed ' AR (one-day equivalent)

2013 2012
£m £m
At 31 December 301 992

Stressed VAR for trading portfolios reduced
signuficantly mainly due to the defensive pesitions
taken by the Equity and Foreign Exchange businesses at
the start of 2013, together with a reduced exposure and
volatiiity on equity dividends As a result, the overall
nisk profile minimized the losses from highly velatile
penods and led to a relatively low stressed VAR when
compared with trading VAR Stressed VAR mncreased
towards the end of the vear due 1o a less defensive
profile in the same businesses Of the £69 1 milhon
reduction, £21 2 mtlhon was due to a change 1n the
consolidation method

Gap nisk

(Unaudited)

Certain transactions are structured to render the nisk to
the group neghgible under a wide range ot market
conditions or events however there exists a remote
possibility that a gap event could lead to loss A gap
event could arise from a sigmificant change in the
market price of a given asset with no accompanying
trading opportunity with the result that the threshold 1s
breached beyond which the nisk profile changes from no
rish to full exposure to the underlying structure Such
movements may occur for example when, in reaction
to an adverse event or unexpected news announcement
the market for a spectfic investment becomes 1thquid,
making hedging impossible

Given their charactenistics these transactions make
Iittle or no contribution to VAR or to traditional market
nsk sensiuvity measures The group captures their rishs
within its stress testing scenarios and monitors gap nish
on an ongoing basis It regularly considers the
probabihty of gap loss and farr value adjustments are
booked against this risk where sigmficant

Gap nisk derived from certam transactions n legacy
portfolios continued to be managed down during 2013
The residual exposure 15 tmmatenial The group did not
incur any material gap loss in 2013

Non-trading portfolios
(Audited)

Risk measurement and control

The principal objecuve of market nsh management of
non-trading portfolios 1s to optimse net interest income

Interest rate nisk 1n non-trading portfohos arises
principally from mismatches between the future yield
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on assets and their funding cost as a result of interest
rate changes Analysis of this risk 1s complicated by
having to make assumptions on embedded optionality
within certain product areas such as the incidence of
mortgage prepayments, and from behavioural
assumptions regarding the economuc duration of
habilities which are contractually repayable on demand
such as current accounts, and the re-pricing behaviour
of managed rate products

The group s control of market risk in the non- '
trading portfohios 1s based on transferring the assessed
market nsh of non-trading assets and habilities created
outside BSM or Markets, to the books managed by
Balance Sheet Management { BSM ) provided the
marhet nisk can be neutrahsed The net exposure 1s
typically managed by BSM through the use of fixed rate
government bonds (Liquid asset held in available for
sale books) and mierest rate swaps T'he interest rate
risk arising from fixed rate government bonds held
within available for sale portfolios 1s reflected within
the group s non-traded VAR [Interest rate swaps used
by BSM are typically classified as erther a fair value
hedge or a cash flow hedge and included within the
group s non-traded VAR Any market nsh that cannot
be neutralised n the market 1s managed by local ALCO
in segregated ALCO boohs

The group s funds transfer pricing policies give nise
to a two stage funds transfer pricing approach
reflecting the fact that the group separately manages
nterest rate risk and liquidity and funding nisk. under
different assumptions The funds transfer pricing
policies have been developed to be consistent with the
Group s nsh management frameworks Each operating
entity 1s required to apply the Group’s transfer pricing
policy framework to determine for each matenal
currency the most appropriate interest rate transfer
pricing curve a liquidity premium curve (spread over |
the interest rate nshk transter pricing curve) and a |
liquidity recharge assessment (spread under/over the i
interest rate rish transfer pricing curve)

The interest rate rish transfer pricing policy seeks
to ensure that all market interest rate rish ansing
structurally from non-trading (banking book) assets and
hiabilities which can be neutralised externally in the
market or neutrahsed internally by off-setting transfers
18 transierred to BSM to be managed centrally, as a
non-traded market risk The transfer price curve used 18
required to best reflect how BSM 1n each operating
entity would be able to neutralise the interest rate rish in
the market at the point of transfer For each matenal
currency cach operating entity employs a single interest
rate nish transfer pricing curve and a single hquidity
premiwm curve Where market re-pricing basis nisk can
be 1dentfted between an external asset or external
habihity and the re-pricing basis of the interest rate risk
transfer pncing curve the basis nish can be transferred




HSBC BANK PLC

Report of the Directors: Risk (continued)

T

to BSM as non-traded market nisk, provided BSM can

neutralise the basis nisk 1in the market

VAR of the non-trading portfolios

(Audited)
2013 2012
£m £m
As at 31 December 448 612
Average 544 971
Minimum 44 8 5711
Maximum 654 1710
This 1s analysed in the table below by risk type
Interest Credit Portfolio
rate spread drversi- Total
lication
fm £m £m £m
2013 449 294 294) 448
Average 416 413 (28 5) 544
Minimum 320 270 44 8
Maximum 632 526 654
2012 338 546 (27 2) 612
Average 388 1013 (43 0) 971
Mintmum 297 546 571
Maximum 56 8 188 4 1710

The decrease of non-trading VAR during 2013 was
primartly due to the reduced contnbution of credit
spread nisks, as a result of lower volatihities and credit
spread baselines utihsed in the VAR caleulations

Credit spread risk for available-for-sale debt
securities

The nisk assocrated with movements 1n credit spreads 1s
primanly managed through sensitivity limits stress
testing and VAR The VAR shows the effect on income
from a one-day movement in credit spreads over a two-
vear period calculated to a 99% confidence interval

Credit spread VAR for available-for-sale debt
securiies, excluding those held in insurance operations
1s mcluded in the group non-trading VAR However
SICs, which are off balance sheet, are not included

At 31 December 2013, the sensitivity ot equity
capital to the effect of movements 1n credit spreads on
the available-for-sale debt secunties including the
gross exposure for the SICs consolidated within the
balance sheet based on credit spread VAR was £49 8
million (2012 £76 0 million} This sensimivity was
calculated before taking into account losses which
would have been absorbed by the capial note holders
Excluding the gross exposure for SICs consolidated in
the balance sheet, this exposure reduced to £29 4
milhon (2012 £54 6 million)

The decrease 1n this sensiuvity at 31 December
2013 compared with 31 December 2012 was mainly
due to the effect of lower volatility and level of credit
spreads observed during 2013

At 3! December 2013 the capital note holders
would absorb the tirst £1 4 billion (2012 £1 4 billion)
of any losses incurred by the SICs prior to the group
mcuming any equity losses As at 31 December 2013
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£7m of losses have been recorded by the group as a
result of the capital note value in one of the SICs being
wiped out by impairments

Fixed-rate securities

The principal non-trading risk which 1s not included 1n
the VAR reported for Global Banhing and Markets
arises out of Fixed Rate Subordmated Notes The VAR
refated to these instruments was £16 6 million at 31
December 2013 (2012 £24 8 mullion), while the
average minimum and maximum during the year was
£24 6 milhon, £16 5 milhion and £29 7 million
respectively (2012 £32 9 mulhon £17 3 oulhion and
£37 7 mullion)

Equity securities held as available-for-sale

Potental new commitments are subject to risk appraisal
to ensure that industry and geographical concentrations
remain within acceptable levels for the portfolio
Regular reviews are performed to substantiate the
valuation of the investments within the portfolio and
investments held to facihitate on-going business, such as
holdings in government-sponsored enterprises and local
stock exchanges

Market nsk arises on equity securities held as
available-for-sale The fair value of these securities at
31 December 2013 was £1 006 million (2012 £1 029
mitlion)

The fair value of the constituents of equity
secunties hetd as available-for-sale can fluctuate
considerably For details of the impairment incurred on
avatlable-for-sale equity securities see the accounting
policies in Note 2(1)

Structural foreign exchange exposures
(Unaudited)

Structural forergn exchange exposures represent net
investments 1n subsidianies, branches and associates, the
funcuonal currencies of which are currencies other than
sterling An entity s functional currency 1s that of the
primary economic environment in which the enuty
operates

Exchange differences on structural exposures are
recognised in other comprehensive income

The group hedges structural foreign currency
exposures only n hmuted circumstances The group s
structural foreign exchange exposures are managed with
the pnimary objective of ensuring, where pracucal, that
the group’s consohdated capual ratios and the capital
ratios of individual banking subsidiaries are largely
protected from the effect of changes m exchange rates
This 1s usually achieved by ensuning that, for each
subsichary bank the ratio of structural exposures 1n a
given currency to risk-weighted assets denominated in
that currency 15 broadly equal to the capital ratio of the
subsidiary 1n question
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The group may also transact hedges where a
currency n which the group have structural exposures
1s considered likely to revalue adversely and it 1s
possible in practice to transact a hedge Any hedging s
undertaken using forward foreign exchange contracts
which are accounted tor under IFRSs as hedges of a net
investment in a foreign operation or by financing with
borrowings i the same currencies as the functional
currencies involved

For details of structural foreign exchange exposures
see Note 35 ‘Foreign exchange exposures’

Sensitivity of net interest income
(Unaudited)

A principal element of the group s management of
market risk 1n non-trading portfohios 1s monitoring the
sensiuvity of projected net interest income under
varying interest rate scenarios (simulation modetling)
The group aims to mitigate the effect of prospective
interest rate movements which could reduce future net
interest income while balancing the cost of hedging
such activittes on the current revenue stream

The group apphies a combination of scenarios and
assumptions relevant to therr local businesses, and
standard scenanos which are required throughout
HSBC The latter are consohdated to illustrate the
combined pro forma effect on the consohdated net
Interest Income

Defined benefit pension scheme
(Audited)

Market rish also anses within the group s defined
benefit pension schemes to the extent that the
obligations of the schemes are not fully matched by
assets with determinable cash flows Pension scheme
obhigauons fluctuate with changes in long-term interest
rates, inflation salary increases and the longevity of
scheme members Pension scheme assets will include
equittes and debt secunittes the cash flows of which
change as equty prices and interest rates vary There
are nishs that market movements in equity prices and
interest rates could result 1n assets which are
insufficient over ume to cover the level of projected
obligations and these in turn could increase with anse
in mflation and members hiving longer Management,
together with the trustees who act on behalt of the
pension scheme beneficianies, assess these nsks using
reports prepared by independent external actuaries and
takes action and, where appropnate. adjust investment
strategies and contribution levels accordingly

The present value of the group s defined benefit
pension schemes habilites was £18 5 billion at 31
December 2013 compared with £16 9 bilhon at 31
December 2012 Assets of the defined benefit schemes
at 31 December 2013 comprised equity investments 15
per cent (13 per cent at 31 December 2012), debt
securities 55 per cent (58 per cent at 31 December
2012) contractually hinked instruments 9 per cent (0 per

cent at 31 December 2012), property 4 per cent (5 per
cent at 31 December 2012) derivauves 9 per cent (18
per cent at 3 December 2012) and other 8 per cent (6
per cent at 31 December 2012)

Operational risk

{ Unaudited)

Operational nish 1s the nsh of loss resulting from
inadequate or falled internal processes, people and
systems or from external events, including legal risk
(along with accounting, tax security and fraud, people
systems projects, operations and orgamsational change
nisk) It anses from day to day operations or external
events 1s relevant to every aspect of the group s
business, and covers a wide spectrum of 1ssues, In
particular legal compliance sccunty and fraud Losses
and reputational damage anising from breaches of
regulation and law, unauthonised activities error,
omission, inefficiency fraud systems failure or
external events all fall within the defimtion ot
operational nsk and 1ts scope covers both prudential
and conduct risk matters

Respensibility for minimising operational nisk lies
with group s management and stafl’ Each country,
business unit and function 1s required to implement
appropriate wnitemal controls to manage the operational
rishs of the business and operational activities for which
they are responsible

Operational nsk management framework

The Operational Risk function and the operational rish
management framework { ORMF ) assist management
in discharging their responsibilities

The ORMF defines mumimum standards and
processes and the governance structure for operational
nisk and internal control across the Group To
implement the ORMF, a three lines of defence model
1s used for the management of nisk, as described below

T'he first hine of defence 15 the business who are
responsible for ensuring that all hey risks within their
operations are 1dentified, mitigated and monitored by
appropnate internal controls within an overall control
environment Every emplovee 15 responsible for the
rishs that are a part of their day-to-day jobs

The second line of defence consists of the
Functions, such as Risk (including Regulatory and
Financial Crime Compliance) Finance and HR who are
responsible for providing oversight and challenge of the
activities conducted by the first hne

The third line of defence covers the role of [nternal
Audit who provide independent assurance over the first
and second hines of defence

The ORMT conststs of a number of compenents
including

*  Rush and Control Assessments ( RCAs ). which are
used to identify and assess the matenal business
risks and controls,




HSBC BANK PLC

Report of the Directors: Risk (contnued)
| SRR RS

s  Key Indicators which are used to help momnitor the
nisks and controls,

« Top Risk Analysis, which provide management
with a quantified view of specific operational risks,

¢ Internal incidents which are used to forecast
typical losses, and

e  External data, which 1s used to inform the group s
rish assessments

Management continues to refine ORMT activities
and further embed the use of the framework across the

group

Articulating the risk appetite for material
operational rishs helps the bank s management
understand the level of nsk that 1t 1s willing to accept
Monutoring operational sk exposure agamst the
approved nisk appetite measures on a regular basis and
implementing nsh acceptance processes drives nisk
awareness n a forward-loohing manner [t assists
management m determining whether further acuon 1s
requiredt to proactively manage operational nsks within
acceptable levels Approprate means of mitigation and
controls include

o making speaific changes to strengthen the internal
control environment,

* nvestigaung whether cost-etfecuive insurance
cover Is available to mittgate the nsk, and

¢ other means of protecting us from loss

A centralised database 15 used to record the results
of the operational risk management process RCAs are
input and maintained by business units and action plans
monitored To ensure that operational risk losses are
consistently reported and monitored at country, regional
and group level. all business units/functions are
required to report individual losses when the net loss 1s
expected to exceed US$10 000 Reviews (for lessons
learnt and root causes) are performed around significant
incidents/losses or when trends anse to improve
processes and controls

Legal nsk

LCach operating company 1s required to have processes
and procedures to manage legal nsk that conform to
Group standards Legal risk falls within the defimtion
of operational risk and includes

s contractual rish, which s the risk of a group
company suffering financial loss, legal or
regulatory action or reputational damage because
1ts nghts and/or obligations under a contract to
which 1t 1s a party are technically defective,

¢ dispute nsk, whrch 1s the nsk of a group company
sutfering financial loss or reputational damage due
to adverse dispute environment or management of
disputes,
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¢ legslative nsk, which 1s the nsk that a group
company fails to adhere to the laws of the
Junisdictions 1in which 1t operates, and

*  non-contractual rights risk, which 1s the risk that a
group company s assets are not properly owned or
protected or are infninged by others, or a group
company infringes another party s rights

The group has a legal function headed by the
General Counsel for Europe, to assist management in
controlling legal sk The function provides legal
advice and support in managing claims against the
group s companies as well as in respect of non-routine
debt recoveries or other Litigation aganst third paruies
There are legal departments i a number of countries in
which the group operates

The group’s operating companies must notify the
appropriate legal department immediately any litigation
15 either threatened or commenced agamnst the group or
an employee Any claims which exceed £1 5 mulhon
must be advised to the General Counsel for Europe The
General Counsel for Europe must also be immediately
advised of any action by a regulatory authonity where
the proceedings are cimunal, or where the claim might
matenally aftect the group s reputation

In addition, the group’s operating companies ate
required to submut sem: annual returns detailling
outstanding claims where the claim {or group of similar
claims) exceeds US$10 mullion, where the actions by a
regulatory authority where the proceedings are criminat
or where the claim might matenally affect the group s
reputation These retumns are used for reporting to
various commuttees within the group

Comphiance nisk

Compliance nisk falls within the definition of
operational rish All group compantes are required to
observe the letter and spint of all relevant laws. codes
rules regulauons and standards of good market
practice These rules regulations, other standards and
group policies include those relating to anti-money
laundering, anti-bribery and corruption, conduct of
business, market conduct, counter-terronst financing
and sanctions comphance

In 2013, the Group appointed a new Head of Group
Financial Crime Comphance with particular expertise
and expenence in US law and regulation When the
Group appoimnted a new Global Head of Regulatory
Comphance mn April 2013 the Group restructured 11s
previous Cemphance sub-function within Global Risk
into two new sub-functions Financial Crime
Comphance and Regulatory Comphance jointly
supported by Compliance Shared Services The Group
structure has been replicated by the group during the
year

This restructuring allows the Group to

» manage different types of regulatory and financial
crime complhiance nsh more effectively,
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¢ tocus the group s efforts appropriately in addressing
the 1ssues highhighted by regulatory invesugations and
reviews nternal audits and nisk assessments of its
past business activiues, and

e ensure 1t has in place clear, robust accountabihty and
appropriate expertise and processes for all areas of
comphance rish

Financial Cnme Comphance will focus on setting pohcy
and managing rishs in the following areas

+ anti-money laundering, counter terronst financing and
prohteration finance,

+ sanctions, and
* anti-bribery and corruption

Regulatory Comphance will focus on setting pohicy
and managtng risks n the following areas

» conduct of business,
s  market conduct, and

» general regulatory compliance management including
stakeholder support

In 2013, the group continued to experience tncreasing
levels of compliance nsk as regulators and other agencies
pursued investigations 1nto historic activitics and as the
group continued to work with them n relation to already
identified 1ssues These included

e the mus-selling of interest rate derivative products to
SMEs 1n the UK and the settlement of claimns by the
group to provide appropriate redress,

¢ mvestigations related to certain past submissions
made by panel banks 1n connection with the setting of
LIBOR, EURIBOR and other interest rates As
certain HSBC entities are members of such panels
HSBC Heldings and certain of its subsidiaries have
been the subject of regulatory demands for
information, and

*  ongoing investigations by US regulatory and law
enforcement authorities into Group compliance with
anti-money laundering laws the BSA and OFAC
sanctions The Group has previously disclosed these
matters and has co-operated with relevant US
authorities since 2010

Group secunty and fraud nsk

Secunty and Fraud Risk Europe, which has responsibility
for physical risk fraud, mnformation and contingency rnsh,
takes functional direction from Group Secunty and Fraud
Risk This enables management to 1dentify and mitigate
the permutations of these and other non-financtal risks
across the countries in which the group operates  All group
companies manage their risk in accordance with standards
sel by Secunty and Fraud Risk, Europe which also
provide expert advice and support

Risk management of insurance
operations

(Audited)

The group operales an integrated bancassurance mode!
which provides wealth and protection insurance products
principally tor customers with whom the group has a
banking relationship Insurance products are sold through
all global businesses predominantly by Retail Banking
and Wealth Management and Commercial Banhing,
through branches and direct channels

The insurance contracts the group sells relate to the
underlying needs of the group s banking customers which
it can wdentify from 1ts pont-of-sale contacts and customer
knowledge The majonty of sales are of savings and
investment products and term and credit Life contracts By
focusing largely on personal and SME lines of business.
the group 1s able to optirmse volumes and diversify
mn¢chvidual insurance risks

In 2013 the group has ceased distribution of pension
and investment products through independent financial
advisors in the UK In the UK the group focusses on
growing the protection business

Where the group has the operational scale and risk
appetite mostly 1n life insurance these insurance products
are manufactured by the group s companies
Manufactuning insurance allows the group to retain the
nshs and rewards associated with writing insurance
contracts as both the underwriting profit and the
commussion paid by the manufacturer to the bank
distribution channel are kept withun the group

Where the group does not have the risk appetite or
operational scale to be an effective manufacturer, a
handtul of leading external insurance companies are
engaged 1n order to provide msurance products to the
group s customers through its banking network and direct
channels These arrangements are generally structured
with the group s exclusive strategic partners and eam the
group a combination of commisstons, fees and a share of
profits

The majority of the nisk in the group’s msurance
business derives from manufacturing activities and can be
categorised between financial risks, including market nisk,
credit sk and liquidity nisk and insurance risk

[nsurance manufacturers set their own control
procedures in additron to complying with guidelines 1ssued
by the Group Insurance Country level oversight 1s
exercised by local Risk Management Commuttees Country
Chief Risk Officers have direct reporting lines into local
Insurance Chief” Executive Officers and functional
reporting hines into the Group Insurance Chief Risk
Officer, who has overall accountability for nsh
management tn insurance operations The Group I[nsurance
Executive Commuttee oversees the framework globally
and 1s accountable to the Rish Management Commutiee on
nisk matters
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In addition, local ALCOs monitor and review the
duration and cash flow matching of msurance assets and
liabilities

All insurance products, whether manutactured
internally or by a third party are subjected to a product
approval process pnor to introduction

Risk management of insurance operations in
2013

Thus section provides disclosures on the risks ansing from
insurance manufacturing operations including financial
rishs such as market nisk, credit nisk and hquidity risk, and
insurance rish

Risks 1n these operations are managed within the
msurance entities using methodologies and processes
appropnate to the nsurance activities, but remain subject
to oversight at Group level

Financial nsks of insurance operations

The group s insurance businesses are exposed to a range
of financial nsks which can be categorised into

s Market nsk — nisks ansing from changes in the fair
values of financial assets or their future cash flows
from fluctuations 1n variables such as interest rates,
foreign exchange rates and equity prices,

Financial assets held by insurance manufacturing subsidiaries

{Audited)

e Credit nsk — nsk of financial loss followng the
default of third parties to meet their obligations, and

* Liqudity nsk — nisk of not being able to make
payments to policyhelders as they fall due as a result
of insufficient assets that can be reahsed as cash

Local regulatory requirements prescribe the type,
quality and concentration of assets that the group s
insurance manufacturing companies must maintain to meet
insurance habilittes These requirements complement
Group-wide pohcies

The tollowing table analyses the assets held m the
group s nsurance manufacturing compantes by type of
contract, and provides a view of the exposure to financial
nsh For unit-linked contracts, which pay benefits to
policyholders which are determined by reference to the
value of the investmenis supporting the policies the group
typically designate assets at fair value, for non-linked
contracts, the classification of the assets 1s driven by the
nature of the underlying contract

At 31 December 2013

Finangial assets designated at fair value
Debt secunties
Equity secunties

Financial investmentts - available-for-sale
Debt securities
Equity secunties

Derivatives
Other financial assets

Unit-Linked Non-hinhed Other
contracts contracts assels Total
£m £fm £m £m
2,265 544 25 2,834
5311 3,871 530 9,712
7,576 4,415 555 12,546
- 10,113 823 10,936
- 10,113 823 10,936
5 130 30 165
262 1,408 203 1,873
7.843 16,066 1,611 25,520
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Financial assets designaied at faur value
Debt securities
Equity securities

Financial invesiments - available-for-sale
Debt secunities
Equity secunties

Denivatives
Other financial assets

Approximately 54 per cent of financial assets were
invested in debt secunities at 31 December 2013 (2012
57 per cent), with 38 per cent mnvested 1n equity securities
(2012 36 per cent)

Under unit-linked msurance contracts premium
mcome less charges levied 1s invested in a portfolio of
assets The group manages the financial nsks of this
product on behalf of the policyholders by holding
appropriate assets 1n segregated funds or porttohios o
which the habilities are linked These assets represented
31 per cent of the total financial assets of the group s
insurance manufacturing companies at the end of 2013
(2012 30 per cent)

[he remaining financial nisks are managed erther
solely on behalf of the shareholder or jointly on behalf ot
the shareholder and policyholders where discretionary
participation features exist

Market risk of insurance operations

Marhet risk arises when mismatches occur between
product habilities and the investment assets which back
them For example mismatches between asset and
habihity yields and matunities give rise (o interest rate
nish

The man features of products manufactured by the
group s insurance manufacturing companies which
generate market nsk. and the market nisk to which these
features expose the companies ave discussed below

Long-lerm msurance or mvestment producls may
incorporate benefits that are guaranteed Interest rate rish
arises to the extent that yields on the assets supporting
guaranteed investment returns are lower than the
investment returns tmphed by the guarantees payable to
policyholders

The proceeds from insurance and investment
products with DPFs are primanly invested in bonds with

At 31 December 2012

Unit-hinked Non-hnked QOther
contracts contracts assets Total
£m fm £fm £m
1,983 365 {411 2,649
4,493 3428 313 8234
6,476 3,993 414 10,883
- 18,011 577 10,588
- 4 12 16
- 10,015 589 10,604
10 72 43 125
379 868 191 1,438
6,865 14,948 1,237 23,050
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a proportion allocated to other assct classes in order to
provide customers with the potential for enhanced
returns Subsidiaries with portfolios of such products are
exposed to the nisk of talls in the market prices when they
cannot be fuily reflected in the discretionary bonuses An
mcrease in market volauhty could also result in an
increase in the value of the guarantee to the policyholder

Loong-term insurance and investment products
typically permit the policyholder to surrender the policy
or let 1t lapse at any time When the surrender value 1s not
hinked to the value realised from the sale of the associated
supporung assets the subsidiary 1s exposed to market
risk In particular when customers seek 1o surrender their
policies when asset values are falling, assets may have to
be sold at a loss 10 fund redemptions

For umit-linked contracts market nisk 1s substantially
borne by the policyholder but market risk exposure
typically remains as fees eamed for management are
related to the market value of the hinhed assets

Each insurance manufacturing subsidiary manages
market nsk by using some or all of the following
techmques

» for products with DPFs adjusting bonus rates to
manage the habilities to policyholders The effect 15
that a significant portion of the market risk 18 borne
by the policyholder,

*  structuning, asset portfolios to support hability cash
flows

¢ using dertvatives, to a hmuted extent, to protect
against adverse market movements or better match
hability cash flows,

¢ for new products with investment guarantees
considering the cost when determiming the level of
premiums or the price structure,
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* penodically reviewing products identified as tugher
nisk. which contain investment guarantees and
embedded optionahity features hnked to savings and
investment products,

+ ncluding features designed to mitigate market nsk tn
new products,

e exiting, to the extent possible, investment portfolios
whose rish 15 considered unacceptable, and

* repricing of premiums charged to policyholders

The group s msurance manufacturing companies
monitor exposures aganst mandated limits regularly and
report these quarterly to Group Insurance Exposures are
aggregated and reported on a quarterly basis to semor rish
management forums in Group Insurance

Standard measures for quantifying market nisks are
as follows

+ for interest rate risk, the sensitivities of the net
present values of asset and expected hability cash
flows n total and by currency 1o a one basis point
parallel upward shift in the discount curves used to
calculate the net present values,

* for equuty price risk, the total market value of equity
holdings and the market value of equity holdings by
region and country, and

e for foreign exchange nsh the total net short foreign
exchange position and the net foreign exchange
posittons by currency

The standard measures are relauvely straightforward
to calculate and aggregate, but they have limitatniens The

Sensuwvity of the group’s insurance comparnies to risk factors

(Audited)

most significant one 1s that a paralle! shifi in yield curves
ot one basis point does not capture the non-linear
relationships between the values of certain assets and
liabilities and interest rates Non-lineanty anses, for
example, from nvestment guarantees and product
features which enable pohcyholders to surrender their
policies The group bears the shorntfall if the yrelds on
investments held to support contracts with guaranteed
benefits are less than the investment returns imphed by
the guaranteed benefits

The group recogmises these lirmitations and augments
its standard measures with stress tests which examine the
effect of a range of marhet rate scenarios on the aggregate
annual profits and total equity of the msurance
manufacturing companies after tahing into consideration
tax and accounting treatments where matenial and
relevant The results of these stress tests are reported to
the Group Insurance and Risk Commuittees every quarter

The following table illustrates the effect of selected
interest rates equity price and credit spread scenarios on
the profits for the year and total equity of insurance
manufacturtng substdiaries Where appropriate, the
impact of the stress on the present value of the in-force
long-term tnsurance business asset ( PVIF ) 1s included in
the results of the sensitivity tests The relauonship
between the profit and total equity and the nisk factors s
non-hinear and therefore the results disclosed should not
be extrapolated to measure sensitivities to different levels
of stress The sensitivities are stated before allowance for
the effect of management actions which may mitigate the
effect of changes 1n market rates and for any factors such
as policyholder behaviour that may change n response to
changes 1n marhet risk

+ 100 basis pownts parailel shift in yield curves
- 100 basis points parallel shuft in yield curves

2013 2012
Effect on profit  Eflect on total Eftect on profit Effect on total
for the year equity for the year equity
im £m £m £m
(n (12) (3) (14}
(30) (19) {21) )]
16 16 15 15

10 per cent increase In equity prices
0 per cent decrease in equity prices
Sensitivity to credit spread increases

Credit nsk of insurance operations

Credit nisk can give rise to losses through default and can
lead to volatihty in income statement and balance sheet
figures through movements 1n credit spreads principally
onthe £11 5 billwon (2012 £11 3 bllion) non-linked bond
portfolio

As tabulated above, the sensitivity of the net profit
after tax of the group s nsurance manufacturing
companies to the etfects of changes 1n credit spreads 15
£ml (2012 £ml) The sensitivity 1s calculated using
simphfied assumptions based on a one-day movement m
credit spreads over a two-year period A confidence fevel
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an (17 (16) (16)
- 2) - (2)

of 99 per cent consistent with the Group s VAR has
been applied The results are relatively insensitive to
credit spread increases due to the high rate of policy

holder participation on non-linked business

Management of the group’s insurance manufacturing
companies s respensible for the credit nsk quality and
performance of their invesiment portfolios The
assessment of creditworthiness of 1ssuers and
counterparties 15 based primanly upon internationally
recognised credit ratings and other publicly available
information




HSBC BANK PLC

Report of the Directors: Risk (continued)
—————

Investment credit exposures are monitored against Credit quahty
limits by the local insurance manufacturing subsidiaries
and arc aggregated and reported to Group Insurance
Credit Risk and Group Credit Risk Stress testing 1s
performed by Group [nsurance on the investment credit
exposures using credit spread sensitivities and default
probabilities A number of tools arc used to manage and
monitor credit nsh These include a Credit Watch Report
which contains a watch list of investments with current
credit concerns and 1s eirculated fortnightly to sentor
management in Group Insurance and to the individual
Country Chief Risk Otficers to identity investments
which may be at greater risk of future impairment

The following table presents an analysis of treasury bills
other eligible bills and debt securities within the group s
insurance business by measures of credut quality TFhe five
credit quality classifications are defined on page 40 Only
assets supporting liabhities under non-linked insurance,
investment contracts and shareholders” funds are included
in the table, as financial risk on assets supporting unit-
linked liabilities 15 predomemnantly borne by the
policyholder 84 per cent (2012 86 per cent) of the assets
included in the table are invested 1n investments rated as
Strong

Treasury bills other eligible bills and debt securities in the group 's insurance manufacturing companies
(Audnied)

At 31 December 2013 At 31 December 2012

Good/ Good/
Strong  Sansfactory Lotal Strong  Sausfactory Total’
£m £m £m £m £m £m
Financial assets designated at fair value' 418 151 569 54% 117 666
— treasury and other eligible bills - - - - - -
— debt secunties 418 151 569 549 117 666
Fmancial investments 9,286 1,650 10,936 9100 1 488 10,588
— treasury and other similar bills - - - - - -
— debt securities 9,286 1,650 10,936 9 100 1,488 10,588
9,704 1,301 11,505 4649 1,605 11,254

! Impairment 15 not measured for debt securines designated at fair value as assets in such porifolios are managed according 1o morvements in
Jarsalue and the fair value movement 13 taken directly through the income statement
2 Totalis the maximum exposure to credit risk on the treasury biils other eligrble bills and debi securintes in the group s insurance

compames
Credit risk also anses when assumed insurance rish exposure to third parties under the reinsurance
1s ceded to remsurers  [he sphit of rabilities ceded to agreements 15 tncluded 1n this table

remnsurers and outstanding reinsurance recoverics
analysed by crecht quality, 1s shown below The group’s

Rewnsurers share of habtlities under msurance contracts
(Audited)

Good/ Past due not

Strong Satisfactory impaired Total"?
£m £m £m £fm
At 31 December 2013
Unit-hinked tnsurance contracts 43 - - 43
Non-hnked insurance contracts 447 2 - 449
lotal 490 2 — 492
Reinsurance debtors 7 _ _ 7
AL 31 December 2012
Umnit-linked insurance contracts 34 - - 14
Non-linked insurance contracts 458 4 — 462
Total 492 4 - 496
Reinsurance debtors 5 - - 5

! No amounts reported within Rewnsurers share of habilities under insurance contracts were classified as sub-standard or impaired
2 Total 1s the maximum exposure to credu risk in respect of reinsurers share of habities under insurance contracts
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Liquidity nisk of insurance operations

Tt 15 an nherent charactenstic of atmost all insurance
contracts that there 15 uncertainty over the amount of
claims liabilities that may arise and the timing of their
setilement, creating hiquidity rish

There are three aspects to hquidity risk of insurance
operations The first arises in normal market conditions
and 15 referred to as funding hiquidity risk, specifically,
the capacity to raise sufficient cash when needed to meet
payment obligations Secondly. market hqudity nisk
anses when the size of a particular holding may be so
large that a sale cannot be completed at the market price
Finally, standby liquidity nsk refers to the capacity to
meet payment terms tn abnormal conditions

The group’s insurance manufacturing compantes
primarily fund cash outflows arising from claim habilities
from the followng sources of cash inflows

e premwms from new busimess, policy renewals and
recurmng premium products,

interest and dividends on investments and principal
repayments of maturing debt investments,

« cash resources, and
e the sale of investments

The group s msurance manufacturing companies
manage liquidity nisk by utihising some or all of the
following techniques

« matching cash inflows with expected cash outflows
using specific cash flow projections or more general
asset and liability matching techniques such as
duration matching,

Expected maturity of insurance contract liabilities
(Audited)

* mantaiming sufficicnt cash resources,

+ nvesting i good credit-quality investments with
deep and hquid markets to the degree to which they
exist,

*  monitoring investment concentrations and restricting
them where appropriate, for example, by debt 1ssues
or wssuers, and

¢  establishing committed contingency borrowing
facihties

Each of these techmques contributes to miugaung the
three types ot hquidity nisk of insurance operations
described above

Every quarter, the group s insurance manufacturing
compantes are required o complete and submut hiquadity
nsk reports to the Group Insurance for cotlation and
review Liquidity risk 1s assessed i these reports by
measurning changes n expected cumulative net cash flows
under a series of stress scenarios designed to determine
the effect of reducing expected available iquidity and
accelerating cash outflows This s achieved for example
by assuming new business or renewals are lower, and
surrenders or lapses are greater than expected

The following tables show the expected
undiscounted cash flows for insurance contract habilities
and the remaining contractual maturity of iInvesiment
contract lhabilities A significant proportion of the group s
non-life insurance business 1s viewed as short-term with
the settlement of habihues expected to occur within one
year of the period of nsh There 15 a greater spread of
expected maturities for the hfe business where ina large
proportion of cases, the hquidity risk 15 bome
canyunction with policyholders (wholly owned by the
policyholders in the case of unit-linked business)

Expected cash flows (undiscounted)

Within 1 year 1-5 years 5-15vears  Oher 15years Total
£m £m fm £m £m
At 31 December 2013
Non-linked insurance' 44 234 394 393 1,065
Unit-hnked nsurance 271 839 973 697 2,780
Total 315 1,073 1,367 1,090 3,845
At 31 December 2012
Non-linked insurance’ 95 187 378 316 976
Unit-hnked insurance 170 584 829 559 2,182
Total 265 771 1,207 915 3,158

I Non-hinked insurance mcludes remawing non-life business
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Remamung coniractual maturity of investment contract habiliies

(Audited)

Liabihities under investment contracts by insurance underwriting subsidiares

At 31 December 2013
Unit-Iinked investment contracts 130
Invesiment contracts with DPF —

Total 130

At 31 December 2012
Umt-hinked investment contracts 112
Investment contracts with DPF -

Within | year 1-5 years 5-10 years Over 10 years Undated' Total
£m £m £m £m £m £m

4 515 1,364 2,819 5,299

- - - 15,987 15,987

471 515 1,364 18,806 21,286

418 452 1275 2,558 4,815

- - - 15,078 15,078

418 452 1,275 17 636 19 893

Total 112

1 In most cases policyholders have the option to ternunate their contracts at any ime and recene the survender values of their policres These

muty be significanily lower than the amounts shown above
Insurance nsk

Insurance risk 1s the rish other than financial nish, of loss
transferred from the holder of the insurance contract to
the 1ssuer (the group) [nsurance nisk 1s principally
measured 1n terms of habihties under the contracts

The insurance nisk profile of the group s e
insurance manufacturing businesses has not changed
matenally duning 2013 despute the increase in habilities to
pohicyholders on these contracts to £19 2 billion (2012
£17 9 billion) This growth in liabilities largely resulted
from market value gains on underlying financial assets n
addition to new business generated during 2013

A principal risk faced by the group 15 that over ume
the cost of acquinng and administering a contract, claims
and benefits may exceed the aggregate amount of
premiums receved and investment income The cost of
claims and benefits can be influenced by many factors
including mortality and morbidity expenence, lapse and
surrender rates, expense rates and, 1f the policy has a
savings element the performance of the assets held to
support the habliiies

insurance nisks are controlled by high level policies
and procedures set both centrally and locally taking into
account where appropriate. local market conditions and
regulatory requirements Formal underwnting
remnsurance and claims-handling procedures designed to
ensure comphance with regulations are apphed. and
supplemented with stress testing

As well as exercising underwriting controls
remsurance 1s also used as a means of mitigating
exposure (0 insurance nisk Where the group manages
exposure 10 insurance rish through the use of third-party
reinsurers the associated revenue and manufacturing
profit 15 ceded to the reinsurers Although reinsurance
provides a means of managing insurance rish, such
contracts expose the group to credit risk the nisk of
default by the remnsurer (see page 72)

A principal tool used by the group to manage 1ts
exposure 10 insurance nisk, in particular for hfe msurance
contracts 15 asset and habihity matching [n certain

74

marhets in which the group operates 1t 1s neither possible
nor appropriate to follow a perfect asset and habihty
matching strategy For long dated non-linked contracts in
particular this results in a duration mismatch between
assets and liabilities The group therefore structures
portfolios to support projected habilities from non-hnked
contracts In the absence of insurable events occurring
unit-linked contracts match assets more directly with
liabilities This results in the pohicyholder bearing the
majority of the financial nisk exposure

The following tables analyse the group s insurance
risk exposures by type of business

Analysis of life insurance risk — habilities to policy
holders

{Audited)}
2013 2012
£m fm
Non-hnked imsurance’
— Insurance contracts with DPF ? 230 219
— Credit hife 79 99
— Annuities 176 363
— Term assurance and other long-term
contracts 151 135
— Non-hfe insurance — 9
Total non-linked tsurance 836 825
Unit-linked insurance 2,405 2,010
Investment contracts with DPF ? ? 15,987 15,078
Lizbilities under insurance <ontracts 19,228 17,913

—

Non-linked mnsurance mcludes remaimng non-iife business

L)

Insurance contracts and v estment contracts with DPFs gve
poiicyholders the contractual nght to recene as a supplement to
thetr guaranteed benefits additional benefits that are hkely 1o be
a significant portion of the total contractual benefits but whose
amount or ming Is contractually at the discretion of the group
These additronal benefits are contractually based on the
performance of a specified poal of contracts or assets or the
profit of the company 1ssuing the contracts

3 Although imestment contracts with DPFs are financial
imestments the group continues 1o account for them as msurance
contracts as permutted by IFRS 4

The habihties for long-term contracts are set by
reference to a range of assumptions around these dnivers
typically reflecting each enuity s own expenience
Economic assumptions, such as investment returns and
nterest rates are usually based on observable market
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data Changes in underlying assumptions affect the
liabihties

Present value of in-force long-term insurance
business

The group s life insurance business 1s accounted for using
the embedded value approach which inter alia. provides a
risk and valuation framework The sensiivity of PVIF
long-term asset to changes 1n economic and non-
economic assumptions 1s described in Note 21

Other material risks

{Unaudited)
Pension risk

Pension risk 1s the nish that contributions from Group
companies and members fail to generate sufficient funds
to meet the cost of accruing benefits for the future service
of active members, and the nisk that the performance of
assets held in pension funds 1s insufficient to cover
existing penston hablitics Pension nisk anises from
investments delivering an inadequate return, economic
conditions leading to corporate fallures adverse changes
n nterest rates or inflatton, or members hving longer
than expected (longevity nsk)

The group operates a number of pension plans
throughout Europe Some of them are defined benefit
plans, of which the largest 1s the HSBC Bank (UK}
Pension Scheme ( the principal plan”™)

In order to fund the benefits associated with these
plans group companies (and. n some instances,
employcees) make regular contnbutions in accordance
with advice from actuaries and in consultation with the
scheme 5 trustees {(where relevant) The defined benefit
plans invest these contributions 1n a range of investments
designed to meet their long-term habilities

The level of these contributions has a direct impact
on the group s cash flow and 1s set to ensure that there are
sufficient funds to meet the cost of the accruing benefits
for the future service of active members Higher
contributions will be required when plan assets are
considercd insufticient to cover the existing penston
habilities as a deficit exists Contribution rates are
tvpically revised annually or triennially, depending on the
plan The agreed contributions to the principal plan are
revised trienmally

A deficit in a defined benefit plan may arise from a
number of factors, including

s nvestments delivering a retumn below that required to
provide the projected plan benefits This could anse,
for example, when there 1s a fall in the market value
of equities, or when increases 1n long-term nterest
rates cause a fall in the value of fixed income
securities held,
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¢ the prevailing economic environment leading to
corporate failures, thus triggering write-downs 1n
asset values (both equity and debt),

» achange in erither nterest rates or infiation which
causes an increase in the value of the scheme
liabtiities, and

¢ scheme members hving longer than expected (known
as longevity nsh)

A plan’s investment strategy 1s determmed after
taking into consideration the market risk mherent in the
investments and its consequential impact on potential
future contributions The long-term investment objectives
of both the group and, where relevant and appropriate the
trustees are

¢ to hmit the risk of the assets failing to meet the
habtliwes of the plans over the long-term, and

*  to maximise returns consistent with an acceptable
level of risk so as to contrel the long-term costs of
the defined benefit plans

In purswit of these long-term objectives, a benchmark
15 established for the allocation of the defined benefit plan
assets between asset classes [n addition, each permitted
asset class has its own benchmarks, such as stock market
or property valuation indices and, where relevant desired
levels of out-performance The benchmarks are reviewed
at least trienmially within 18 months of the date at which
an actuanal valuation 1s made or more frequently if
required by local legislaton or circumstances The
process generally involves an extensive asset and hability
review

Ultimate responsibility for investment strategy resits
with either the trustees or, 1n certain circumstances, a
management commuttee The degree of independence of
the trustees from the group varies in different
Jurisdictions For example. the pnincipal plan, which
accounts for approximately 97 per cent of the obligations
of the group s defined benefit pension plans 1s overseen
by a corporate trustee who regularly monitors the market
rishs mherent in the scheme

The principal plan holds a diversified portfolio of
mvesiments to meet future cash flow abihues anising
from accrued benefits as they fall due to be paid The
trustee of the principal plan 1s required to produce a
written Statement of Investment Principles which govems
decision-making about how investments are made

In 2006, the bank and the trustee of the prncipal plan
agreed to change the investment strategy to reduce the
investment risk The target asset allocations for this
strategy 1n 2006 and as revised in 201 | demonstrating
the ongoing evolution of the strategy are shown below
The strategy 1s to hold the majonty of assets in bonds.
with the remainder it a more diverse range of
investments and inciudes a commitment to undertake a
programme of swap arrangements (see Note 43) by which
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the principal plan makes LIBOR-related intercst
payments in exchange for the receipt of cash flows which
are based on projected future benefit payments to be
made from the principal plan

2013 &

2011 2006

./ﬂ %

Equities 155 150
Bonds 605 500
Altemanve assets' 95 100
Property 90 100
Cash 55 150
1000 1000

! In 2013 and 2011 alternaine assers include ABSs MBSs and
infrastructure assets In 2006 alternatne assels included loans
and mfrastructure assets

Following a consultation process on various
employee benefit proposals the bank announced to
employees in the UK that the future service accrual for
defined benefit members would cease from 1 July 2015
As part of these amendments, the bank 1s changing the
basis of delivering 1ll-health benefits to certain
employees, resulting in the recognition of an accounting
gam of £280 mithon

Reputational nsk

Reputation risk 1s the risk that illepal unethical or
inappropriate behaviour by the group 1tself members of
staft or clients or representatives of the group will
damage HSBC s reputation leading potentially to a loss
of business fines or penaltics Reputational nsk
encompasses negative reaction not only to activities
which may be illcgal or against regulations but also o
activities that may be counter to societal standards, values
and expectations [t anses from a wide vaniety of causces,
including how the group conducts nts business and the
way 1 which chients to whom 1t provides financial
services, and bodics who represent HSBC, conduct
themselves

All employees must safeguard the reputation of the
group by maintaining the highest standards of conduct at
all imes and by being aware of 18sues activities or
associations that might pose a threat to the reputation of
the group The long-term success of the group 1s closely
linked to the confidence of 1ts stakeholders Safeguarding
and building upon the group s reputation s the
responstbility of every employee Any lapse in standards
of itegrity, compliance, customer service or operating
efficiency represents a potenuial reputational risk

The group always aspires to the highest standards of
conduct and as a matter of routine takes account of
reputattonal risks to 1ts business Reputational risks can
arise from a wide variety of causes, including
Environmental Social and Governance { ESG ) ssues
and operational risk events As a banking group a goed
repuiation depends not only upon the way in which the
group conducts 1ts business but also the way tn which
chients to whom financial services are provided conduct
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themselves Accordingly second order reputational risks
are also regularly reviewed within the group

Standards on all major aspects of business are set for
the Group and for individual subsidiaries, businesses and
functions Reputational risks, including ESG matters, are
considered and assessed by regional and local committees
and management during the formulation of policy and the
establishment of the Group s standards These policies,
which form an integral part of the internal control system
are commumcated through manuals and statements of
policy and are promuigated threugh internal
commumcattons and training The policies cover ESG
1ssues and set out operational procedures in all areas of
reputational risk including money laundering deterrence
counter-terrorist financing, environmental impact, anti-
cortuption measures and employee refations

The pohcy manuals address nisk 1ssues 1n detail and
co-operation between departments and businesses 15
required to ensure a strong adherence to the group’s rish
management system and sustamnability pracuces

Conduct risk

Conduct risk 1s defined as both the risk of the group
treating its customers unfairly and that of delivering
inappropriale outcomes for customers The HSBC Values
are central to the group s approach to managing conduct
risk which 1s embedded in the way business 15 undertaken
and has evolved over a number of years most noticeably
in the UK with the focus on making better products,
selling them properly and keeping them seld In hight of
the development of the regulatory approach with an
increased focus on conduct nsk further enhancements are
underway across all business hnes including values-based
traiming programmes improved management information
10 inform business decision mahing and revised
incentivisation strategies Many of the activities 1dentified
are being implemented through the on-going programmes
of the wealth nsk framework, Global Standards and local
business and rish imuatives
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Capital management and allocation

(Audited)
Capital management

The group s capital management approach 1s driven by 1ts
strategic and organisational requirements, tahing into
account the regulatery, economic and commercial
environment in which 1t operates

It 15 the group s policy to maintain a strong capital
base to support the development of its business and to
meet regulatory capital requirements To achteve this. the
group manages 1is own capital within the context ef an
annual capital plan which ts approved by the Board that
determines the opumal amount and mix of capital
required to support planned business growth and meet
local regulatory capital requirements HSBC Holdings plc
15 the sole provider of equity caputal to the group and also
provides non-equity capital where necessary Capital
generated in excess of planned requirements 1s returned to
the HSBC Hoeldings ple i the form of dividends

The group s policy 1s underpinned by us capital
management framework, which enables the group to
manage 1ls caprtal in a consistent manner The framework
incorporates a number of capital measures which govern
the management and allocation of capatal within the
group These capital measures include invested capital
cconomic capiial and regulatory capital defined by the
group as follows

» nvested capital 15 the equity capital provided to the
banh by HSBC,

* economic capital 1s the internally calculated capital
requirement which is deemed necessary by the group
to support the risks to which 1t 1s exposed, and

+ regulatory capital 1s the minimum level of capital
which the group 1s required to hold in accordance
with the rules set by the PRA for the bank and the
group and by the local regulators for mdividual
subsidiary companies

The following rtshs managed through the capital
management framework have been identified as material
credit. market operational, interest rate nisk in the
banking book pension fund insurance and residual nisks

Stress testing 1s incorporated into the caputal
management framework and is an important component
of understanding the sensitivities of the core assumptions
in the group s capital plans to the adverse effect of
extreme but plausible, events Stress testing allows sernor
management to formulate 1ts response including nsh
mitigating actions, i advance of conditions starting to
reflect the stress scenarios identified The actual market
stresses experienced by the financial system in recent
years have been used to inform the capital planning
process and turther develop the stress scenarios employed
by the group

Other stress tests are also carred out both at the
request of regulators and by the regulators themselves
using their prescribed assumptions The group takes into
account the results of alt such regulatory stress tesung
when undertaking 1ts 1nternal capital management
assessment

In June 2013, the European Commuission pubhished
the final Regulation and Directive, known collectively as
CRD 1V, to give effect to the Basel [11 framework tn the
EU

In December 2013, the PRA 1ssued 1ts final rules on
CRD [V in a Policy Statement PS 7/13 In uts final rules,
the PRA opted for an accelerauon of the CRD IV end
point defimuon of CET1 Despite the final PRA rules,
there remains continued uncertainty around the precise
amount of capital that banks will be required to hold This
relates to the quantification and interaction of capital
buffers and Pillar 2, where further PRA consultations are
due 1in 2014 Furthermore there are a notable number of
draft and unpublished EBA technical and implementation
standards due 1n 2014 which will potentially impact the
bank s capal position and RWAs

The group s approach to managing uts capital position
has been 1o ensure the bank, regulated subsidianes and
the group exceed current regulatory requirements and is
well placed to meet the expected regulatory requirements
from the implementation of CRD IV The group
continually reviews 1ts capital targets, reflecting any
changes as they develop

Capital measurement

The PRA 1s the supervisor of the bank and lead
supervisor of the group The PRA sets capital
requirements and receives information on the capital
adequacy for the bank and the group The bank and the
group complied with the PRA s capital adequacy
requirements throughout 2013

Individual banking subsidianes are directly regulated
by their local banking supervisors who set and monitor
local capital adequacy requirements

In 2013, the group calculated capital using the Basel
1l framework as amended for CRD III commonly known
as Basel 2 5 The Capnal Requrements Directive
( CRD ) implemented Basel I1 in the EU and the
Financial Services Authonty ( FSA ) and its successor
bodies then gave effect to the CRD by mcluding the
requirements of the CRD 1n 1ts own rulebooks

Basel i 1s structured around three pullars
e Pillar 1 mimmum capital requirements,

* Pillar 2 Supervisory Review and Evaluation
Process, and

e Pudlar3 market discipline
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There were no matenal changes to the group s
policies and practices for capital measurement 1in 2013

Risk-weighted assets
(Unaudited)

During 2013 RWAs reduced by £7 bithon to £186 bilhon
due to movements in credit and market nsk Credit risk
RWASs decreased by £4 billion  Thus reduction was
primarily attributable to reduced securitisation exposures
and updates to methodology and regulatory policy in the
calculation of corporate and commercial customer

RWAs Market Risk RWAs declined by £4 bithon
primanly through lower nsk levels following reductions
in exposures and improvements m market conditions

Regulatory capital

The group s capital comprises tier 1 capital and tier 2
capital

s tier 1 capual 1s divided into core tier 1 and other tier
I capital Core tier | capital 1s comprised of
sharcholders equity from which are deducted the
book values of goodwill and intangible assets and
other regulatory adjustments for items reflected in
sharcholders equity which are treated differently for
the purposes of capital adequacy Quahfying capial
mstruments such as non-cumulative perpetual
preference shares and hybrid capitat securities are
imctuded in other tier 1 capital, and

e tier 2 capital comprises quahfving subordinated loan
capital allowable collective impaiwrment allowances
and unrealised gains ansing on the fair valuation of
equity instruments held as available for-sale Tier 2
capital also includes reserves arising from the
revaluation of properues

The PRA s rules set hmits on the amount of hybrid
capital instruments that ¢an be included 1n tier | caputal
relative to core trer 1 capital and also limits tetal tier 2
capital to no more than uer 1 capital

The basis of consohdation for financial accounting
purposes 15 described on page 103 and ditfers from that
used for regulatory purposes Investments in banking
associates which are equity accounted 1n the financial
accounting consohdation. are proportionally conschdated
for regulatory purposes Subsidiaries and associates
engaged 1n insurance and non-financial activities are
excluded from the regulatory consolidation and are
deducted from regulatory capital The regulatory
consolidation also excludes SEs where sigmificant rish
has been transferred to third parties Exposures to these
SEs are nish weighted as secunitisation positions for

regulatory purposes
Pdlar 1 capital requirements
Pillar 1 covers the capnal resources requirements for

credit nsk (including counterparty credit risk and
secuntisations) market risk and operational nsk These
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requirements are ¢xpressed i terms of risk-weighted
assets

Credit nisk capital requirements

Basel 11 applies three approaches of increasing
sophistication to the calculation of pallar 1 credit rish
capital requirements [he most basic, the standardised
approach requires banks to use external credit ratings to
determune the mish werghtings apphed to rated
counterparties and group other counterparttes into broad
categornies and apply standardised nish weightings to these
categories The newt level the internal ratings-based

( IRB ) foundation approach allows banks to calculate
thew credit risk capital requirement on the basts of their
internal assessment of the probability that a counterparty
will default ( PD ), but subjects their quantified esumates
of exposure at default { EAD ) and loss given default

( LGD ) to standard supervisory parameters Fmally the
IRB advanced approach allows banks to use their own
mternal assessment 1n both determining PD and
quanufying EAD and LGD

The capital resources requirement, which 1s intended
to cover unexpected losses 1s denved from a formula
specified in the regulatory rules which incorporates these
factors and other vanables such as maturity and
correlation Expected losses under the IRB approaches
are calculated by multiplymmg PD by EAD and LGD
Expected losses are deducted from capital to the extent
that they exceed accounting impairment allowances

For credit nsh the group has adopted the IRB
advanced approach for the majonity of its business, with
the remainder on either IRB foundauon or standardised
approaches or under exemption from IRB treatment

Counterparty credit risk

Counterparty credit risk anses for over-the-counter
derivatives and securities financing transactions It 1s
calculated in both the trading and non-trading books and
1s the nisk that the counterparty 1o a transaction may
detault before completing the sausfactory settlement of
the transactton Three approaches to determining
counterparty credit risk exposure values are defined by
Basel [1 standardised mark-to-market and internal model
method These exposure values are used to determine
capital requirements under one of the credit nsk
approaches standardised IRB foundation and [RB
advanced

The group uses the mark-to-market and internal
model method approaches for counterparty credit nsh
The longer-term aim 15 to migrate more positions from
marh-to-marhet to the internal model method approach

Securitisation

Secuntisation posittons are held tn both the trading book
and the non-trading book For non-trading book
securttisation positions Basel 1l specifies two methods
for calculating credit nsk requirements, these being the
standardised and IRB approaches Both approaches rely
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on the mapping of rating agency credit ratings to risk
weights which range between 7 per cent and 1 250 per
cent Positons that would otherwise be weighted at 1 250
per cent are deducted from capttal

Within the IRB approach, the Ratings Based Method
15 used for the majonity of the non-trading book
securtusation positions, and the Internal Assessment
Approach for unrated hquidity facihiies and programme-
wide enhancements for asset-backed securitisations The
majonity of securiisation positions n the trading book are
treated for caputal purposes as 1f they are held 1n the non-
trading book under the standardised or IRB approaches

Other traded securitisation positions known as
correlation trading are included within an internal model
separately approved by the PRA

Market nsk capital requirement

Market risk 1s the nsk that movements in marhet rish
factors ncluding toreign exchange, commodity prices
interest rates credit spread and equity pnices will reduce
group s income or the valve of its portfolios The market
risk capital requirement 1s measured using internal market
nsk models where approved by the PRA, or the PRA s
standard rules

Under Basel 2 5, the group s market nisk models
compnse VAR stressed VAR incremental nsk charge
and correlation trading under the comprehensive rish
measure

Operational risk capital requirement

Base! I} includes a capital requirement for operational
risk, again utibising three levels of sophistication Fhe
capital required under the basic indicator approach 1s a
simple percentage of gross revenues whereas under the
standardised approach 1t 1s one of three different
percentages of gross revenues allocated to each of eight
defined business hnes Both these approaches use an
average of the last three financial years revenues
Finally, the advanced measurement approach uses banks
own statistical analysis and modelling of operational risk
data to determine capital requirements

The group has adepted the standardised approach 1n
determiming its operational risk capital requirements

Pillar 2 capital requirement

The group conducts an Internal Capital Adequacy
Assessment Process { ICAAP ) to determine a forward
looking assessment of 1ts capntal requirements given its
business strategy risk profite rish appetite and capital
plan This process incorporates the nsk management
processes and governance of the firm A range of stress
tests arc applied to the base capital plan These, coupled
with the group s nsk management practices are used to
assess uts capital adequacy requirements

The group provides ICAAP documentation to the
PRA summarising the ICAAP process and capital
adequacy conclusions This forms part of the basis of the
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PRA s Supervisory Review and Evaluation Process

{ SREP ), which occurs periodically to enable the PRA to
define the mimimum capital requirements for the bank and
the group For 2013 the PRA sct a capital resources floor
for the bank based on nts definition for core tier 1 capual

Pillar 3 disclosure requirements

Pitlar 3 of Basel 11 1s related to market disciphine and
aims to mahe firms more transparent by requinng them to
publish a report giving a comprehensive view of their nisk
profile including specific details of their risks, capital and
management of these Pillar 3 disclosures will be
published as a separate document on the bank s website

Regulation and Supervision

{Unaudied)

The regulation and supervision of financial institutions
continues to undergo significant change in response to the
global financial cnsis

Basel 111

In December 2010 the Basel Commuttee 1ssued two
documents A global regulatory framework for more
resilient banks and banhing systems and International
framework for hiquidity risk measurement standards and
morutoring , which together are commonly referred to as

Basel 11l [n June 2011 the Basel Committee 1ssued a
revision to the former document setting out the finalised
capital treatment for counterparty credit risk n bilateral
trades

The Basel Il rules set out the minimum common
equity tier 1 ratio requirement of 4 5 per cent and an
additional capital conservation buffer requirement of 2 5
per cent, to be phased n sequentally from 1 January
2013, becomng fully effective on } January 2019 Any
additional countercychcal capital buffer requirements will
also be phased in starting in 2016 to a proposed
maximum level of 2 3 per cent effective on | January
2019, although individual junsdictions may choose to
implement larger countercycheal capital buffers

In addition to the criteria detailed 1n the Basel 111
proposals the Basel Commuittee 1ssued further minimum
requirements 1n January 2011 to ensure that all classes of
capital instruments fully absorb losses at the point of non-
viabtlity before taxpayers are exposed to loss Instruments
1ssued on or after 1 January 2013 may only be included in
regulatory capital if the new requirements are satisfied
The current capital treatment of secunities issued prior to
this date, not meeting these requirements, will be phased
out over a 10-year period commencing on 1 January
2013

The Basel IT! framework also introduced the
leverage ratio as a non-risk-based backstop limit, to
supplement nisk-based capital requirements 1t aims to
constrain the bulld-up of excess leverage i the banking
sector, introducing additional safeguards against model
risk and measurement errors  The ratio 15 a volume-based
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measure calculated as Basel 11 tier | capital divided by
total on-balance sheet and off-balance sheet exposures

Base! 111 provides for a transitional period for the
introduction of the leverage ratio comprising a
supervisory monitoring period that started tin 2011 and a
parallel run period which will last from 1 January 2013
unuil 1 January 2017 The parallel run will be used to
assess whether the proposed ratio of 3% 15 appropniate,
with a view to migrating to a Pillar | requirement from 1
January 2018 The leverage ratio 1s subject to a
supervisory momtoring period which commenced on 1
January 2011 and 2 parallel run period which will last
from 1 January 2013 until 1 January 2017

Further cahbration of the leverage ratio will be
carried out 1n the first half of 2017 with a view to
mugrating to a Pullar 1 requirement from 1 Janvary 2018
In January 2014 the Basel Commttee published 1ts
finalised leverage ratie frameworh along with the pubhc
disclosure requirements applicable from 1 January 2015

CRD 1V

Commencing | January 2014, the CRD IV rule changes
mtroduce a revised definition of regulatory capital,
primarily focused on commeon equity tier 1 { CETL )
capital as the predominant form of going concern capital
with a greater quantum to be heid by banks There are
increased capital deductions and new regulatory
adjustments affecting this higher tier of caprtal The new
rules also introduce increased RWA requirements, mainly
for Counterparty Credit Risk { CCR )

The most significant impacts on CET1 capital are the
proposed deduction of equity heldings in banks financial
msututions and insurance entities and the excess of
expected losses over impairment allowances resulting in
a reallocation of current deductions to this hugher tier of
capital and new rules for calculating the amounts to be
deducted and the introductien of an addonal valuation
adjustment of balance sheet positions measured at market
or fair value using specified standards for prudent
valuation

CRD 1V also requires banks to maintamn a number of
additional capital buffers to be met by CET1 capital
These new capital requirements include a Capatal
Conservation Buffer designed 1o ensure banks build up
capital outside peniods of stress that can be drawn down
when losses are incurred currently set at 2 5 per cent and
an institution spectfic Countercychical Capital Buffer
( CCB ). to protect against future losses where
unsustainable levels of leverage, debt or credit growth
pose a systemic threat Additionally, CRD 1V set out &
Systemic Rusk Buffer { SRB ) for the banking system as a
whole to mitigate structural macro-prudential nisk If
applicable the SRB will be set at a mimmum of 1 per
cent The Capital Conservation Buffer and the CCB are to
be phased in subject to national transposition i the UK

The most significant impact on RWASs 1s a new
capital charge to cover nisk of mark to market losses on
expected counterparty risk, referred to as a regulatory
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credit valuation adjustment ( CVA ) nish capital charge
calculated on a full range of OTC (1 ¢ non-exchange
traded) derivative counterparties Other changes will
impose increases in the asset value correlation multiplier
for financial counterparties, addittonal requirements for
collateralised counterparties margin period of rish and
new requirements for exposures to central clearing
counterparties resulting in a higher CCR charge

Under CRD 1V, the finat calibration and legislative
proposatl for a leverage ratio are expected to be
determined following a review of the revised Basel
Committee proposals and the basis of the EBA s
assessment of the impact and effectiveness of the
leverage ratio during a momtoring pentod from 1 January
2014 until 30 Junc 2016 In December 2013, the PRA
1ssued 1ts final rules on CRD 1V 1n a Policy Statement PS
7/13 Thus transposes the various areas of national
discretion within the final CRD 1V legislation into UK
law Whilst CRD 1V allows for the majonty of regulatory
adjustments and deductions from CET] to be
implemented on a gradual basis from | January 2014 to 1
January 2018, the PRA s transposition of the national
discretions does not to make use of those transitional
provisions

Despite final PRA rules uncertainty remains around
the precise amount of capital that banks will be required
to hold Thus relates to the quantification and 1nteraction
of capital buffers and Pillar 2, where further PRA
consuftations are due 1n 2014 In addition many
Technical Standards and guidelines have been 1ssued by
the EBA 1n draft form for consultation or are pending
publication in 2014 These must be adopted by the
European Commussion for them to become legally
enforceable This provides further uncertamnty as to the
precise capital requirements under CRD IV

In December 2013, the EBA published a draft final
consultation on the Regutatory Technical Standard for
Own Funds — Part III" which ¢laborates on the capial
calculation of holdings of common equity instruments of
financial sector enuties This 1s currently under review
and may have a material impact on our capital position

Other regulatory proposals

The ability of banks internal models to adequately
capture the rish of a portfoho has been an on-going area
of regulatory focus During 2013, the PRA proposed a
framework to UK banks to be apphed in assessing low-
default wholesale portfolios This framework will impose
LGD and exposure at default (‘EAD ) Noors based on the
foundation approach for portfohios with less than 20
events of default {per country) In December 2013, the
PRA confirmed that floors would be implemented across
two porifolios by the end of March 2014

In December 2013, the PRA 1ssued 1ts Supervisory
Statement $SS13/13 n relauon to Market Risk This
requires banks to identify nisks not adequately captured
by models and to hold additional funds agamnst these risks
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under uts Risks not in VAR ("RN1V ) framework In
assessing these risks, no oftsetting or diversification will
be allowed across nish factors To align with this
requirement, the group 15 currently reviewing and
revising 1ts methodology

In October 2013, the Bank of England published a
discussion paper A framework for stress testing the UK
banking system The framework replaces the current
stress testing for the Pillar 2 capital planning buffer ( the
PRA buffer ) with annual concurrent stress tests, the
results of which are expected to inform the setting of the
PRA bufter, the CCB, the SCR and other 'PC
recommendations 1o the PRA The PRA s expected to
further consult on Pillar 2 in 2014

Until outstanding consultations are published and
guidance 1ssued, there remains uncertainty as to the
nteraction between these buffers, the exact buffer
requirements and what 1f any, will be the final capital
impact

UK regulatory reform

The UK financial services regulatory structure has
undergone substantial reform following the abolition of
the FSA and establishment of three new regulatory bodies
from 1 Apnl 2013 These three bodies comprise the FPC
ot the Bank of England, the PRA and the FCA The bank
1s a dual-regulated firm, subject to prudenuial regulation
by the PRA and to conduct regulation by the FCA

These reforms have also provided the new regulatory
bodies with additional powers

e The FPC has been granted powers to give directions
to the FCA or the PRA on the exercise of their
supervisory powers. and may make
recommendations within the BoE, to HM Treasury,
to the FCA or the PRA or to other persons

s From 2014 the FPC 15 also responsible for decisions
on the countercyclical caprtal buffer ( CCB ), aCRD
IV requirement, to be apphed to certain financial
mstitutions The CCB 15 a macro-prudential tool at
the disposal of national authonties that can be
deployed when the FPC judges that threats to
financial stabihty have ansen in the UK ncreasing
system-wide risk and to protect the banhing sector
from future potenhal losses Should a CCB be
required, 1t 1s expected that the additional capital
required would be in the range of 0-2 5 per cent of
nsh-weighted assets although national supervisors
have powers under CRD 1V to increase this capital
add-on

e In addition, the FPC has been granted direction
power, under the new legislation, over sectoral
capital requirements { SCR s) The SCR tool would
allow the FPC to change capital requirements above
minimum regulatory standards on exposures held by
all UK banks to three broad sectors judged to pose a
rish to the system as a whole (residential property.
including mortgages, commercial property, and
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exposures to the financial sector), as well as more
granular sub-sectors (for example, 10 mortgages with
high loan-to-value or loan-1o-income rauos at
originationy This will include both banking book
and trading book exposures and ignores the domicile
of the ulumate borrower

The CCB and SCR tools are stated as broad tools
designed to reduce the likelihood and seventy of financial
crises, the primary purpose being to tackle cyclical nsks
Both tools provide the FPC with means to increase the
amount of capttal that banks are required to hold when
threats to financial stability are judged to be emerging
The amount of capital add-ons for SCR has not yet been
quantified

Structural banking reform

In December 2013 the UK s Financial Services (Banking
Reform) Act 2013 received Royal Assent, becoming
primary legislation It implements the recommendations
of the Independent Commssion on Banking and of the
Parliamentary Commission on Banking Standards which
inter aha establishes a framework for “ring-fencing the
UK retail banking from wholesale banking activities and
sets out requirements for greater loss absorbency
capacity A consultation has also taken place on drafi
secondary legislation setting out further details of the
implementation but the underlying rules from supervisory
authorities are not yet available The UK government
intends to complete the legislative and rule-making
process by the end of this Parliament in May 20135 and to
have reforms n place by 2019

In January 2014, following a consultation period, the
European Commussion published 1ts own legislative
proposals on the structural reform of the European
banking sector which would ban propnetary trading in
financial instruments and commodities, and enable
supervisors to require trading activities such as marhet-
making complex derivaitves and securitisation operations
to be undertaken 1n a separate subsidiary from deposit
taking activities

The ring-fenced deposit taking entity would be
subject to separation from the trading entity including
capital and management structures, 1ssuance of own debt
and arms-length transactions between entities The
proposals allow for derogation from these requirements
for super-equivalent national regimes but it 1s not
currently clear 1f the UK laws will quahfy for this
treatment On the current basis 1t 1s understood that non-
EU substdiaries of the group which could be separately
resolved without a threat to the financial stability of the
EU would be excluded from the proposals

The proposals will now be subject to discussion in the
European Parliament and the Council of Mimisters
(representing the EU member states) and are not expected
to be finalised in 2014 The implementatton date for any
separation under the final rules would depend upon the
date on which the final legislation 1s agreed The group
coniinues to monttor these developments
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Capital structure’ at 31 December

Composition of regulatory capital {Audited)
Lier 1 capatal
Shareholders equity
Sharcholders’ equity per balance sheet
Preference share & related premium
Other equity instruments
Deconsolidation of special purpose entities .
Non controlling interests
Non-controlling interests per balance sheet
Ot which representing non-controliing interests in preterence shares
Regulatory adjustments to the accounting basis
Unrealised (gamns)/losses on available- for-sale debt securities *
Own credit spread
Defined benefit pension fund adjustment *
Cash flow hedging reserve
Reserves ansing from revaluation of property & unrealised gans on available-for-sale equities
Other regulatory adjustments
Deductions
Goodwtll capitalised & intangible assets
50% of securiisation positions
50% of excess expected losses over tmpairment allowances
50% of tax credit adjustment for excess expected losses
Total Core tier 1 capital

Other tier 1 capital before deductions
Preference shares & related premium
Hybnid capital secunities

Deductions
Unconsolidated mvestments ©
50% of 1ax credit adjustment for excess expected losses

Total Tier 1 captal

Tier 2 capital

Total qualifying tier 2 capital before deductions
Reserves ansing from unreahised gans on revaluation of property & available-for-sale equities
Collective impaiment allowances ’
Perpetual subordinated debt
Term subordmated debt

Total deductions other than from tier 1 capital
Unconsolidated investments *
50% of secuntisation positions
50% of excess expected losses over impaument allowances
Other deductions

Total regulatory capital

Rish-w erghted assets (Unaudited)
Credit and counterparty nsk
Market risk

Operational risk

Total

Capital ratios (Unaudited)
Core tigr | rahio

Tier | ratio

Total capual rauo

Based on Basel Il requirements

o —

the Board of Directors afier 31 December 2013

Mamly comprise im estments i insurance enitiies

~ b

capital
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2013 2012
£m £fm
31,992 31,840
32,370 31,675
(431) (431)
53 596
399 375
549 525
(150) (150)
(1,388) {1,833)
(451) (163)
218 39
(946) (1,219)
13 (259)
221) (226)
1} (55)
{8,565) (8,294)
(7,218) (7,107)
(902) (922)
7N (288)
32 23
22,438 22,088
2,353 2,363
581 581
1,772 1 782
(683) {434)
(715) (457)
32 23
24,108 24,017
11,582 11,634
221 226
139 271
2,683 2,743
8,539 8,394
@,147) (2.187)
(715) (571)
(902) (922}
477) (288)
(53) (6)
33,543 33,464
145,909 149,970
17,931 21,566
22,039 21,866
185,879 193,402
121 114
130 124
180 173

Mainly comprises unrealised losses on avarlable-for-sale debt securinies ow ned by deconsolidated special purpose entinies
Under PRA rules unrealtsed gains/losses on avatlable-for-sale debt securitres must be excluded from caprial resources
PRA rules require banks to exclude from capital resources any surplus 1n a defined benefit pension scheme

Includes externally venified profits for the year 1o 31 December 2013 Does not ncinde the interim dindend of £630 mullion declared by

Under PRA rules collectne impairment aliowances on loan porifolos under the standardised approach may be included in tier 2
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Corporate Governance Report

The statement of corporate governance practices set out
on pages 83 to 90 and information incorporated by
reference constitutes the Corporate Governance Report of
HSBC Bank pic

The Directors serving as at the date of this report are set
out below

Directors

JF TruemanT, 71
Deputy Chairman

Chairman of the Risk Commutiee and a member of the
Audit Commitiee

A Director since 2004 and Deputy Chairman since 19
December 2013 Chairman of HISBC Private Bank (UK)
Lamited Formerly Deputy Chairman of S G Warburg &
Co

A M Kaeir, 55
Chiefl Executive

Chief Executive and a Director since 1 October 2013 A
Group Managing Director since 2011 A director of
HSBC Trinkaus & Burkhardt AG since 31 August 2013
and of HSBC France since 1¢ December 2013 Formerly
Global Head of Commercial Banking HSBC Holdings
plc Jomned HSBC in 1981

P Antika*, 53

A Drrector since 2011 Consultant Antika Partners
Formerly Chief Executive of HSBC Bank AS Turkey
from 1993 to 2010 and a Group General Manager of
HSBC Hoeldings plc from 1995 until her retirement 1n
2011

S N Cooper, 46

A Director since 18 Apnl 2013 A Group Managing
Director since 1 October 2013 Chief Executive, Global
Commercial Banking, HSBC Holdings ple Formerly
Deputy Chairman and Chief Executive of HSBC Bank
Middle East Limited, Chairman of HSBC Bank Egypt
SAE and HSBC Bank Oman S A O G Jomned HSBC in
1989

Dame Denise Ho'lt', 64

A member of the Risk Commuitee

A Director since 2011 Chairman of Marks and Spencer
Financial Services plc since 12 December 2013 and a
director of Marks and Spencer Financial Services ple
since 1 August 2013 A director of Marks and Spencer
Savings and Investments Limited and Marks & Spencer
Umit Trust Management Limited since | August 2013
Formerly a seruor British Ambassador with 40 ycars
experience of working in Government, including postings
in Treland Mexico, Brazil and most recently. as Brinish
Ambassador to Spatn from 2007 until her retirement in
2009

S W Leathes’, 66

Chairman of the Audit Commiltee and a member of the
Risk Comnutiee

A Director since May 2012 A director ot HSBC Trinkaus
& Burkhardt AG since 31 August 2013 and a member of
the Audit and Risk Commuttees of HSBC Trinkaus &
Burkhardt AG since 26 September 2013 Formerly Vice-
Chairman of Barclays Capital and Group Finance
Dhrector of § G Warburg Group ple

Dame Mary Marsh', 67

A Director since 2009 A member of the Corporate
Sustamability Commuttee of HSBC Holdings plc until 31
December 2013 Director of the Clore Social Leadership
Programme and non-executive director and Chair of the
International Skills Standards Orgarusation Formerly
Chief Executive of the NSPCC

R E S Martin!, 53

A Director since 2005 General Counsel & Company
Secretary, Vodafone Group ple

TB MoulonguetT, 62

A member of the Audit Commuttee and the Risk
Comnuttee

A Dnrector since July 2012 A director and Chairman of
the Audit and Riskh Committees. HSBC France A director
of Fuich Rating Group Inc, Fimalac, Groupe Lucien
Barriere and Valeo Formerly Executive Vice President
and Chief Finaneial Officer of Renault Group

A P S Simoes, 38

Deputy Chief Executive, Head of UK and Retail
Banking and Wealth Management, Europe

A Dairector since February 2012 A Group General
Manager since January 2011 A director of HSBC France
Formerty Group Head of Strategy and Planning Joned
HSBC in 2007

A M Thomsen', 67

A member of the Audit Commuttee and the Risk
Committee

A Durector since 18 April 2013 Chawman of Hays ple,
Bodycote plc and Polypipe Limied Non-Executive
director and Chairman of the Audit Committee of Alstom
SA, France Formerly Group Finance Director, Smiths
Group ple

Independent non-execuine Director

*  Non-executive Director

Secretary

J H McKenzie, 60

Jomned HSBC 1n 1987
Regustered Office 8 Canada Square, London E14 SHQ
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Board of Directors

The objectives of the management structures within the
bank, headed by the Board of Directors and led by the
Chairman are to deliver sustainable value to
shareholders Implemeniation of the strategy set by the
Board 1s delegated to the bank s Executive Committee

The Board meets regularly and Directors receive
information between meetings about the activities of
committees and developments in the bank s business All
Directors have full and timely access to all relevant
iformation and may take independent professional
adwvice 1f necessary

The names of Directors serving at the date of this
report and brief brographical particulars for each of them
are set out on page 83

All Directors including those appointed by the
Board to fill a casual vacancy are subject to annual
re-election at the bank’s Annual General Meeting
Non-executive Directors have no service contracts

J F Trueman was appointed Deputy Chairman on 19
December 2013 A M Keir was appointed as a Director
and Chief Executive on 1 October 2013 S N Cooper was
appomted as a Director on 18 April 2013 A M Thomson
was appointed as an independent non-executive Director
on 18 Apnl 2013

J W Leng resigned as Chairman and as a Director on
31 December 2013 B Robertson resigned as Chief
Executive and as a Director on 30 September 2013 AR
D Monro-Davies and P M Shawyer resigned as Directors
on 25 April 2013 and 6 January 2014 respectively

Directors’ emoluments

Details on the emoluments of the Directors of the bank
for 2013 disclosed in accordance with the Companies
Act are shown in Note 7 ‘Employee compensation and
benefits’

Board committees

The Board has appointed a number ot commuiitces
consisting of certain Directors and, where appropriate
semor executives

As at the date of this report the following arc the
principal committees

Audit Committee

The Audit Commuttee meets regularly with the bank s
semor financial and internal audit management and the
external auditor to consider, inter aha, the bank's
financial reporting, the nature and scope of audit reviews
and the effectiveness of the systems of intemnal control

The members of the Audit Commuttee are S W
Leathes (Chairman) T B Moulonguet, A M Thomsen and
J F Trueman All of the members of the Audit Committee
who served during 2013 are independent non-executive
Directors

S W Leathes was appownted Chairman of the
Commuttee on t April 2013 in succession to J F Trueman
who remains as a member

Risk Committee

The Risk Commuttee meets regularly with the bank s
semior financial, nish intenmal audit and comphance
management and the external auditor to consider, inter
aha, nisk reports and intemal audt reports and the
effeciveness of complance

The members of the Riskh Commuttee are J F
Trueman (Chairman), D M Holt, S W Leathes, T B
Moulonguet and A M Thomson All of the members of
the Rish Commiuee who served during 2013 are
independent non-executive Directors

Chairman’s Committee

The Chairman s Committee, established by resolution of
the Board in June 2013, has responsibility for (1)
Nominauons leading the process for Beard appointments
and for 1dentifying and nominating, for the approval of
the Board, candidates for appointment to the Board, (1)
Values driving the implementation of HSBC s Values
and business principles and comphance with Group
standards and policies throughout the bank, and (1)
Remuneration reviewing the over-arching principles,
parameters and govemnance framework of the Group s
remuneration policy and the remuneration of the bank s
Senior executives

The current members of the Chairman s Commuttee
are S W Leathes, R € 8 Martin and J F Trueman

Executive Committee

The Lxecutive Committee meets regularly and operates
as a general management committee under the direct
authonty of the Board, exercising all of the powers
authonties and discretions of the Board 1n so far as they
concern the management and day to day runmng of the
bank, 1n accordance with such policies and directions as
the Board may from time to time determine  The
members of the Executive Committee include the bank's
executive Directors, A M Keir (Committec Chairman)
and A P S Simocs

Remuneration Committee

The tunctions of the Remuneration Commuttee are
fulfilled by the Remuneration Committee of the Board of
the bank's parent company HSBC Holdings plc
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Internal control

The Directors are responsible for maintaining and
reviewing the effectiveness of nisk management and
internal control systems and for determining the nature
and extent of the ssgruficant nisks 1t 1s willing 1o take 1n
achieving its strategic objectives To meet this
requirement and to discharge its obligations under the

Handbook of Rules and Guidance 1ssued by the
Financial Conduct Authority, procedures have been
designed for safeguarding assets against unauthensed use
or disposal, for maintaining proper accounting records,
and for ensuring the reliability and usetulness of financial
information used within the business or for publication
These procedures can only provide reasonable and not
absolute assurance against material misstatement, errors,
losses or fraud

These procedures are designed to provide effective
internal control within the group and accord with the
Financial Reporuing Council s gidance for directors
1ssued 1n tts revised form in 2005 and which 1s the subject
of a recent consultation which closed i January 2014
They have been 1n place throughout the year and up to 24
February 2014, the date of approval of the Annual Report
and Accounts 2013

Key nsk management and internal control
procedures include the following

¢  Group standards- Functional. operating financial
reporting and certain management reporting
standards are established by HSBC global function
management committees, for apphication throughout
the Group These are supplemented by operating
standards set by functional and local management as
required for the type of bustness and geographical
location of each subsidiary

e Delegation of authority within limtts set by the
Board: Authority to operate the bank and
responsibility for financial performance against plans
and capital expenditure 1s delegated to the Chief
Executive who has responsibihity for overseeing the
establishment and maintenance of systems of control
appropnate to the business and who has the authority
to delegate such duties and responsibilities as he sees
fit The appointments to the most semor positions
within the group require the approval of the Board of
Directors of HSBC Holdings

* Rusk udentificatior and momtoring* Systems and
procedures are in place 1n the group to 1dentfy
control and report on the major rishs facing the
group including credit, market, liquidity and funding,
capital, financial management, model, reputational,
pension, strategic sustainability and operational risk
(including accounting tax legal regulatory
comphance, financial crime comphance, fiduciary,
security and fraud systems operations project and
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people nisk) Exposure to these risks 15 momtored by
rish management committees, asset, habihty and
capital management committees, and executive
committees The group’s operational nisk profile and
the effective implementation of the group s
operational nisk management framework 1s
monitored by the bank s RMM The minutes of this
meeting are submitted to the Group RMM

Changes in market conditiens/practices Processes
are in place to dentfy new nsks ansing from
changes in market conditions/practices or customer
behaviours which could expose the group to
heightened sk of loss or reputational damage

Strategic plans Periodic strategic plans are
prepared for global businesses, functions and certain
geographical regions 1ncluding the home and
prionty growth markets in Europe The geographic
plans are designed to align closely with Group
strategy with signmificant input and ultimate
endorsement by the Directors of the bank These
strategic plans set the direction and pace of
development of individual businesses and also cover
key business imitiatives that will enable the business
to deliver 1ts operating result

The bank also prepares annual operating plans which
concern financial performance and are informed by
detailed analysis of nsk appetite, the impact of key
nmatives deriving from the strategic planning
process economic forecasts and anticipated
customet behaviour

Disclosure Committee The Disclosure Commuitiee
reviews material public disclosures made by the
bank for any material errors, misstatements or
omissions The integrity of disclosures 1s
underpinned by structures and processes within the
Finance and Risk functions that support expert and
rigorous analytical review of financial reporting
complemented by certified reviews by the business
and functions

Financial reporting: The group s financial
reporting process for preparing the consolidated
Annual Report and Aecounts 2013 1s controlled
using documented accounting policies and reporting
tormats, supported by a chart of accounts with
detailed instructions and guidance on reporting
requirements, 1ssued by Group Finance to the bank
and all reportimg entities within the group m advance
of each reporting period end The submission of
financial mformation from each reporting entity 1s
subject to certification by the responsible financial
otficer and analytical review procedures at reporting
entity and group levels

Responsibility for risk management- Management
of businesses and functions are primarily
accountable for managing measuring and
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momtoring their risks and controls Policies and
procedures are n place as part of the Three Lines of
Defence model to ensure weaknesses are escalated to
semor management and addressed

* IT operations Centralised functional vontrol 1s
exercised over all [T developments and operations
Common systems are employed for similar business
processes wherever practicable

¢ Functional management Global functional
management 1s responsible for setting policies,
procedures and standards for the following rishs
credit market, hquidity capital financial
management, model, reputational, pension, strategic
sustamabihty and operational nsk (including
accounting, tax legal regulatory compliance
financial crtme comphance fiduciary information
secunty security and fraud systems and people
nsk) Authorities to enter into credit and market nisk
exposures are delegated with limuts to hine
managemens of group compames The concurrence
of the appropnate global function s required
however, to credit proposals with specitied higher
nisk characteristics Credit and marhet risks are
measured and reported on in subsidiaries and
aggregated for review of rish concentrations en a
Group-wide basis

s CEO Attestation Process Operational Risk
coordinate the annual CEO Attestation process under
which the Chief Executive Officers of the group s
material subsidiaries confirm on behalf of their
subsicharies that the internal control framework has
been reviewed through the CEQ Attestation process
and significant open 1ssues 1dentified with action
plans in place 1o address weaknesses for review by
the Risk Committee and the Audit Commuttee These
issues are then tracked by the Operational Risk and
Internal Control {ORIC) teams for the relevant
businesses through reports to their ORIC committees
and quarterly updates on progress to Regional
Operational Risk

¢ Internal Andit The establishment and mantenance
of appropnate svstems of nsh management and
mnternal control 15 primarily the responsibility of
business management The Internal Audit function
which 1s centrally controlled, provides independent
and objective assurance in respect of the adequacy of
the design and operating effectiveness of the
framework of risk management, control and
governance process across the group, focussing on
the arcas of greatest risk to HSBC using a risk-based
approach

» Internal Audit recommendations Executive
management 1$ responsible for ensuring that
recommendations made by the Internal Audit
function are implemented within an appropnate and

agreed timetable Confirmation to this etfect must be
previded to Internal Audt

+  Reputational nsk Policies to guide the banh,
subsidiary companies and management at all levels
in the conduct of business to sateguard the Group s
reputation are established by the Group, subsidiary
company boards and committees board commuttees
and sentor management Reputational nisks can anise
from almost any aspect of the Group s operations
including environmental, social and governance
1ssues or as a consequence of operational nisk events
or as a result of employees acting m a manner
inconsistent with the HSBC values HSBC s
reputation depends upon the way in which it
conducts its business and may be affected by the way
in which clients to whtch 1t provides financial
services, conduct their business or use financaial
products and services

I'he Risk Commuttee and the Audit Commttee have
kept under review the effectiveness of this system of
internal control and have reported regularly to the Board
of Directors In carrying out their reviews the committees
receive regular business and operational risk assesstnents,
regular reports from the heads of key risk functions,
which cover all internal controls, both financial and
non-financial, semi-annual confirmations from senior
executives that there have been no matenal losses,
contingencies or uncertainties caused by weaknesses in
internal controls internal audit reports, external audit
reports, prudential reviews, and regulatory reports

The Risk Conmittce monitors the status ot top and
emerging risks which impact or may impact the group
and considers whether the mitigating actions put in place
are appropriate In addition when unexpected losses have
anisen or when incidents have occurred which indicate
gaps 1n the control framework or 1n adherence to HSBC
Group policies, the Risk Commuttee reviews special
reports prepared at the instigation of management which
analyse the cause of the 1ssue the lessons learned and the
actions proposed by management to address the 1ssue

The Directors, through the Audit and Risk
Commuttees have conducted an annual review of the
effectiveness of the group s system of rish management
and mternal control covenng all material controls,
including financial operational and compliance controls
and rish management systems, the adequacy of resources
quahfications and expenence of staff of the accounting
and financial reporting function and their training
programmes and budget The Audit and Risk Commuttees
have received confirmation that executive management
has tahen or 1s taking the necessary actions to remedy any
fathngs or weaknesses 1dentified through the operation of
the group s framework of controls

The Audit Committee has non-cxecutive
responsibility for oversight of rish management and
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internal controls over financial reporting and the Rish
Commuittee has non-executive responsibility for oversight
of nsk management and internal controls other than over
financial reporting

Health and safety

The maintenance of appropnate health and safety
standards remains a key responsibihity of all managers
and the bank 15 commutted to proactively managing ali
health and safety rishs associated with 1ts business The
bank s objectives are to identfy, remove, reduce or
control matenal risks relating to fires and accidents or
ijurics to employees customers and visitors

Group policies standards and guidance for the
management of health and safety are set by global
Corporate Real Estate Achteving these m each country in
which the Group operates 1s the responsibility ot the
Chief Operating Ofticer of that country with support and
coordination provided by the Health and Safety
Coardimator for that country

In terms of physical and geopohitical nsh Global
Security and Fraud Risk provide regular Security Risk
Assessments to assist management in judging the level of
terrorist and violent cnminal threat Regional Secunity
and Fraud Risk funcuons conduct regular security
reviews of all Group buildings 1o ensure measures to
protect staff, buildmgs, assets and information are
appropniate to the level of threat

HSBC remains committed to maintaimng its
preparedness and to ensuring the highest standards of
heaith and safety wherever in the world the Group
operates

Diversity and inclusion

regulator Ofsted awarded HSBC 2 2 good rating in 2013
for the scheme

Progress in this area 1s measured by the Diversity &
Inclusion questions which are part of the Group s
employee engagement survey (please sce ‘employee
engagement section for additional information)
According to the results, 72 per cent of the employees
who completed the survey believe that they work 1n an
environment where they can succeed regardless of their
background and charactenstics

HSBC s making a strong commercial and
sustamable shift towards a more inclusive and
meritocratic environment Dunng 2013 the UK busmess
invested 1n developing its leaders to consider the
sustamable behaviours required to navigate between the
nsk and growth environment

A number of leadership teams have attended the
Inclusive Leadership programme that enables leaders to
become aware of personal and orgamsational biases and
the impact these have on the way our teams feel about
meritocracy and the commitment the UK business will
make to support their career development

Antorio Simoes Deputy Chief Executive and Head
of UK and Retail Banking and Wealth Management
Europe, topped the hst of the 50 most inspiring LGBT
senlor business executives, as compiled by OUTstanding
in Business a UK-based LGBT professional network and
was voted Diversity Champion of the Year at the
European Diversity Awards

Employees with disabilities

The Group continues to be commutted to providing equal
apporturities to employees and encouraging an inclusive
workplace 1n line with the Group s brand promtse

HSBC actively encourages applications to join the
bank from a diverse range of backgrounds In the UK this
1s supported by uts award-winning work experience
programme for students HSBC has also recently
launched an enhanced programme for students in the UK
m the Not in Education, Employment or Training
category which will provide those students who
successfully meet our professional standards the
opportunity to join HSBC

In September 2011 HSBC became the first major
bank in the UK to establish an apprenticeship programme
for its non-graduate direct entry population Since launch
1,600 employees have registered to join the programme
The scheme won the National Apprenticeship Service
Newcomer Employer of the Year Award in 2013 The

The group continues to recruit tram and develop disabled
employees and mahe reasonable adjustments to
employment terms and the working environment for
employees that are disabled or become disabled durning
their emplovment

The bank continues to suppert the commitments of
the two tick symbol employability campaign to interview
disabled candidates who meet the minimum job cniteria
I'he symbol 1s a recognition given by Jobeentre Plus to
employers who have agreed to mahe certain positive
commitments regarding the employment, retention
tramning and career development of disabled people

Employee involvement

As a large orgamsation with a unified strategic purpose, it
1s vital that HSBC nvolves and engages 1ts employees

Among various means of achieving this, coordinated
communications to HSBC employees are key A
dedicated global team 1s responsible for strategy,
alignment and delivery of all central communications to
HSBC employees and supporting teams are in place for
the continental European and UK audiences
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Within HSBC s employec communicauons channel
portfolio the global and country staff websites are those
most used by employees and therefore are the primary
vehicles for systematic dissemination of news and video
content retaung to HSBC strategy, values policy and
employee matters and industry activity Feedbach and

hsteming channels are increasingly used to ensure
communtcations and certain business activittes are
responsive to employee views and concerns

In the UK HSBC works with a number of elected
employee consultaton bodies along with recogmising
Unite, an accredited trade union for collective bargaiming
purposes for specific groups of employees  Within
individual European countries there are a vanety of
consultation mechamsms with both trade untons and
works councils and, 1 some countries specific Collective
Bargamming agreements The purpose of each of these
relationships 1s to provide information on matters that
may affect employees and to consult over these matters to
ensure that employees' views are tahen into account when
making decisions Meetings are held on a regular and ad
hoc basis with each body Through these consultation
mechanisms, HSBC ensures that 1t meets 1t$ statutory
oblhigations for information and consultation, along with
helping to inform the decision-making process through
the input and consideration of a wide range of 1deas and
opIniens

Subject to fulfilment of a service requirement, all
employees in the UK have been invited annually to
participate in HS8C Holdings Sharesave plan The
Sharesave plan provides employees with an opportunity
to buy shares in HSBC Holdings plc at a future date at a
discounted option price set immeduiately prior to the
wvitation period Employees are also able to buy shares
from their pre-tax salary via the Share Incentive Plan up
to a maximum of £125 per month Both of these
HMRC-approved plans provide an accessible way for
employees to have a stake in the business and the wider
HSBC Group through share ownership and actively
encourage employees to engage with the company's
performance

To help achieve HSBC s goals, the association
between individual, team, business arca and company
performances must be demonstrated Therefore 1n
addition to HSBC s day-to-day communications, specific
mechantsms are in place to explain and familianise
employees with internal and external factors affecting the
company s pertormance These include regular editonals
from HSBC s economists business reviews by semior
managers financial news stories and a share price tracker
Focus 1s particularly given internally to HSBC s Annual
and Interim Results, with dedicated communications and
online content designed to provide relevance and
understanding for employees

Employee engagement

‘Emplovee engagement’ describes employeces cmotional
and intellectual commitment to any organisation HSBC s
br-annual survey of employees shows that they value
HSBC s commitment to sustainable business practices
and view the bank as being a leader in this regard

As an HSBC Group member, the bank has a
well-estabhished framework for employees to provide
feedbach and develop action plans at local and national
levels to improve the working expenence and
engagement

In 2013, our bi-annual Global People Survey was
undertaken to momitor employee engagement The
engagement score in the UK was 61 per cent while the
European overall score was 60 per cent According to the
results, 69 per cent of the employees who completed the \
survey indicated that employees are encouraged to try |
new ideas and new ways of doing things to increase the |
effectiveness of the orgamsation The next Global People
Survey will be 1n 2015

In the UK, the bank has continued to use numerous
complementary programmes to involve and seek
feedback from employees including Best Place to
Suggest Idea of the Month My Health & Wellbeing and
a soctal networhing tool Employees can also comment
on many of HSBC's internal blogs and commumications
Antonio Stmoes, Deputy Chief Executive, Head of UK
and Retail Banking and Wealth Management Lurope,
operates a Connected communication forum enabling
employees to hear from hum on a vanety of topics and for
them to post comments and feedbach

Corporate sustainability

Sustainability Governance

The Corporate Sustainability Comnuttee of the HSBC

Holdings Board was responsible during 2013 for advising I
the Board commuttees of the Board and executive

management on cotporate sustainability policies across

the Group including environmental, social and ethical

1ssues Dame Mary Marsh, an independent non-executive

Director of the bank, was a co-opted member of the

Corporate Sustainability Comimittee  The Commuttee has

been demised by resolution of the HSBC Holdings Board

with effect from 31 December 2013 A Conduct & Values

Commuttee has been established which undertakes some

of the responsibiities of the Corporate Sustaimability

Committee ‘

Corporate Sustainability ¢xists as a global function
Sentor executives are charged with implementing
sustamnable business practice in all major regions
Responsibility for this 1s included in the HSBC Global
Standards Manual and through induction and
developmental traiming  Local teams are in charge of
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embedding corporate sustamabihty strategies within
banking activities

HSBC Heldings plc reports on (s progress in
developing and rmplementing 1ts sustainability strategy
annually in the HSBC Sustaimahiuty Report, which 15
independently verified and prepared using the Global
Reporting Imtiative framework The HSBC
Sustamability Report 2013 will be 1ssued on 23 May 2014
and will be available at www hsbe com/Sustamnanhts

Corporate sustainabihty

HSBC recognises that environmental, social and
econonnc 1ssues can impact on the Group s long term
success as a business Corporate Sustamability means
achieving sustainable profit growth so that HSBC can
continue to reward shareholders and employees build
long-lasting relationships with customers and supphers
pay taxes and duties in those countries where 1t operates
and invest in commumnities for future growth

The way the Group does business s as impontant as
what 1t does The Group’s responsibility to its customers,
employees and shareholders as well as the countries and
communitics i which 1t operates goes far wider than
simply being profitable

HSBC s continuing financial success depends, in
part, on 1ts ability 1o 1dentify and address certain factors
which present rishs or opportunities for the business
These can affect reputation, drive employee engagement,
help manage the nshs of lending create savings through
eco-cfficiency and secure new revenue streams These
generally fall into the four broad areas discussed below

Business finance

HSBC aims to build long-term customer relationships
around the world through the provision ot a consistent
and high quality service and customer expenence HSBC
uses the benefits of its scale financial strength
geographic reach and strong brand value to achieve this

HSBC aims to take advantage of the opportunities
and manage the rishs presented by emerging global trends
by developing sustainable business models to address
these When setting strategy HSBC considers factors
such as population growth, increased longevity,
urbamisation and the resulting resource constraints and
rising atmospheric CO, levels

Operational environmental efficiency

HSBC focuses 1ts environmental initiatives primanly on
addressing and responding to 1ssues associated with
chmate change, including energy use, water and waste
management Chimate change has the potential to
matenally affect HSBC s customers and, by extension,
HSBC’s long-term success introducing new rishs to
busimess activity At the end of 2011, HSBC commutted to
a series of targets stretching through to 2020, which will

further reduce HSBC s impact on the environment Work
began 1n 2012 to achieve these targets

Commumity Investment

HSBC has a long-standing commitment to the
commumnties in which it operates HSBC s operations
bring benefits to local people and businesses through
employment, traiming, purchasing and investment
Beyond its core business, HSBC aims to encourage social
and economic opportunity through community
investment activities

HSBC’s focus 1s on education and the environment,
which 1t believes are essential building blocks for the
development of communities and are prerequisites for
economic growth @hese philanthropic programmes aim
to involve employees 1n the work of local
non-governmental organisations and charities In 2013,
HSBC launched the three year £30 million Opportumity
Partnership  to help transform the lives of 25,000
disadvantaged voung people 1n the UK through
education training and work

During 2013 the bank supported community
activities 1n the UK through charitable donations and UK
employees volunteered around 60,700 hours 1in work
time In 2013, the UK business gave £4 8 milhon in
chantable donations and in addition the Group
Community Investment spend tn the UK was £25 |
million

Sustainabibty nsk

We recogmise that businesses can have an impact on the
environment and communities around them For over 10
years we have been developing implementing and
refining our approach to working with our business
customers to understand and manage these 1ssues We
assess and support customers 11 six sensitive sectors
using our own pelicies and, in financing for projects,
using the Equator Principles as a starting point By
extending their application to all relevant corporate loans
and providing independent assurance on thewr
implementation, we go beyond the minimum
requirements of the Equator Principles framework Our
sustatnability nsk framework 1s based on robust policies,
formal processes and well-traned empowered people

In 2013, HSBC was approached by
non-governmental organisations ( NGOs ) raising
concerns regarding the mplementation of our forest land
and forest products sector policy We welcome
constructive teedback from NGOs and campaign groups
and regularly engage with a number of them on matters of
shared interest If our chients do not comply fully with our
policies or cannot show that they are on a credible path 1o
do so. we will exit our relationship wath them
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Auditor

Auditor KPMG Audit ple has expressed its willingness to
continue 1n office and the Board recommends that it be
reappointed A resolution proposing the reappointment of
KPMG Audit plc as auditor of the bank and giving
authority to the Directors to determine its remuneration
will be submitted to the forthcoming Annual General
Meeting

Conflicts of interest and indemnification
of Directors

The bank s Articles of Association give the Board
authority to approve Directors conflicts and potential
conflicts ot interest The Board has adopted a policy and
procedures for the approval of Directors  conflicts or
potential conflicts of interest The Board s powers to
authorise conflicts are operating effectively and the
procedures are beng followed A review of situattonal
conflicts which have been authorised mcluding the terms
of authonisation 15 undertaken by the Board annually

The Articles of Association provide that Directors
are entitled to be indemnified out of the assets of the
company against claims from third parties in respect of
certain habibities anising 1in connection with the
performance of their functions, in accordance with the
provistons of the UK Compantes Act 2006 Such
indemnity provisions have been in place during the
financial year but have not been utihsed by the Directors
All Directors have the benefit of directors and officers
hability insurance

Statement on going concern

foreseeable future In making this assessment, the
Directors have considered a wide range of information
relating to present and future conditions Further
information relevant to the assessment 15 provided in the
Strategtc Report and Report of the Directors in
particular

A descrtption of the group s strategic direcuion and
principal risks and uncertainties

A summary of financial performance and review of
business performance

The group s approach to capital management and
allocation

In addition, the objectives, policies and processes for
managing credit hquidity and market risk are set out in
the ‘Report of the Directors Risk

The Directors have also considered future projections
of profitabihty, cash flows and capial resources 1n
making their assessment

Disclosure of information to the Auditor

The financial statements are prepared on a going concern
basis as the Directors are satisfied that the group and
bank have the resources to continue in business for the

On behalf of the Board
} H McKenzie, Secretary

Registered number 14259

The Directors who held office at the date of approval of
this Directors report contirm that so far as they are each
aware there 15 no relevant audit information of which the
bank s auditors are unaware, and each Director has taken
all the steps that he ought to have taken as a Director to
make humself aware of any relevant audit information and
to establish that the company s auditors are aware of that
mformation

24 February 2014
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Statement of Directors’ Responsibilities in Respect of the Annual Report and

Accounts 2013 and the Financial Statements

The following statement, which should be read in comjunction with the Auditor s statement of their responsibihities set out
in thewr report on the next page, 1s made with a view to distingwshing for shareholders the respective responsibilities of
the Directors and of the Auditor 1n relation to the financial statements

The Directors are responstble for preparning the Annual Report and Accounts 2013, compnising the consohidated
financial statements of HSBC Bank plc and 1ts subsidianes (the group ) and parent company financial statements for
HSBC Banh plc (the bank ) in accordance wuh applicable laws and regulations

Company law requires the Directors to prepare group and parent company financial statements for each financial
year The Directors are required to prepare the group financial statements in accordance with IFRSs as adopted by the EU
and have elected to prepare the bank financial statements on the same basis

Under company law the Directors must not approve the financial statements unless they are satisfied that they give a
true and fair view of the state of affairs of the group and parent company and of their profit or loss for that period In
preparing each of the group and parent company financial statements, the Directors are required to

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

The Directors are required to prepare the financial statements on the going concern basis unless it 1s not appropriate
Since the Directors are satisfied that the group has the resources to continue 1n business for the foreseeable future, the
financial statements continue to be prepared on a going concern basis

The Dhrectors have responsibihity for ensunng that sufficient accounting records are kept that disclose with
reasonable accuracy at any time the financial position of the bank and enable them to ensure that its financial statements
comply with the Companies Act 2006

The Directors have general responsibility for taking such steps as are reasonably open to them to safeguard the assets
of the group and to prevent and detect fraud and other irregularities

The Dnrectors have responsibihity for the maintenance and integnity of the Annual Report and Accounts as they
appear on the bank s website UK legislation governing the preparation and dissemination of financial statements may
differ from legislation 1n other junsdictions

Each of the Directors the names of whom are set out in the Report of Directors Governance secuion on page 83 of
this Annual Report and Accounts 20113, confirm to the best of their knowledge

+ i accordance with rule 4 1 12(3}(a) of the Disclosure Rules and Transparency Rules the consolidated financial
statements, which have been prepared 1n accordance with IFRSs as 1ssued by the JASB and as endoersed by the EU,
have been prepared 1n accordance with the applicable set of accounting standards and give a true and fair view of the
assets habilities financial position and profit or loss of the bank and the undertahings included in the consohdation
taken as a whole, and

s the management report represented by the Strategic Report and the Report of the Directors has been prepared in
accordance with rule 4 1 12(3)(b) of the Disclosure Rules and Transparency Rules, and includes a fair review of the
development and performance of the business and the position of the bank and the undertakings included 1n the
consolidation as a whole together with a description of the prnineipal nshs and uncertainties that the group faces

On behalf of the Board
J H McKenzie, Secretary 24 February 2014
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Independent Auditor’'s Report to the Member of HSBC Bank plc
————

We have audited the financial statements of HSBC Bank plc { the bank ) for the year ended 31 December 2013 set out on
pages 93 to 215 The financial reporting framework that has been applied in their preparation 1s apphcable law and
International Financial Reporting Standards (IFRSs) as adopted by the CU and, as regards the parent company financial
statements as apphed in accordance with the provisions of the Compames Act 2006

This report 1s made solely to the bank s member, as a body. 1n accordance with Chapter 3 of Part 16 of the Companies
Act 2006 Qur audit work has been undertahen so that we might state 1o the bank s member those matters we are required
1o 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 responsibihity to anyone other than the bank and the bank s member, as a body. for our audit work for this
report, or for the opinions we have formed

Respective responsibilities of directors and auditor

As explained more fully 1n the Directors Responsiilities Statement set out on page 91, the directors are responstble for
the preparation of the financial statements and for being sausfied that they give awrue and fair view  Qur responsibility 1s
to audit and express an opinon on the financial statements 1n accordance with apphcable law and International
Standards on Auditing (UK and Ireland) These standards require us to comply with the Auditing Practices Board s
Ethical Standards for Auditors

Scope of the audit of the financial statements

A description of the scope of an audit of finaneial statements 1s provided on the Financial Reporting Council s website at
www fre org ub/fanditscopeukprivate

Opinton on financial statements
In our opinion

¢ the financial statements give a true and fair view of the state of the group s and of the parent company s affairs as at
31 December 2013 and of the group s profit for the year then ended,

» the group financial statements have been propetly prepared in accordance with IFRSs as adopted by the EU,

» the parent company financial statements have been properly prepared in accordance with IFRSs as adopted by the
LU and as applied n accordance with the provisions of the Companies Act 2006, and

¢ the financial statements have been prepared 1n accordance with the requirements of the Companies Act 2006 and as
regards the group financial statements Article 4 of IAS Regulation

Opimon on other matter prescribed by the Companies Act 2006

[n our opimion the information given in the Strategic Report and the Directors  Report for the financial year for which the
financial statements are prepared 15 consistent with the financial statements

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report to you
if, 1n our opinion

» adequate accounting records have not been kept by the parent company or returns adequate for our audit have not
been received from branches not visited by us, or

e  the parent company {inancial statements are not in agreement with the accounting records and returns, or
»  centain disclosures of directors remuneration specified by law are not made, or

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

Nicholas Edmonds, Senior Statutory Auditer

Jor and on behalf of KPMG Audnt Ple, Statutory Auditor
Chartered Accountants

London, England 24 February 2014
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Financial Statements
s "

Consolidated income statement for the year ended 31 December 2013’

2013 2012
Continurng Discontinued
Total operations operalions Total
£m £m £fm £m
Interest income 10,008 10,214 460 10,674
Interest expense (3,047) (3,695) {75) {3,770)
Net interest income 6,961 6,519 385 6,504
Fee income 4,723 4,522 533 5,055
Fee expense (1,387) (1,213) &) (1,274)
Net fee income 3336 3,309 472 3,781
Trading income excluding net interest tncome 1,694 645 247 892
Net mierest income on trading activities 679 042 - 942
Net trading income 2373 1,587 247 1,834
Net income from financial instruments designated at fair
value 900 118 - 118
Gains less losses from financial investments 100 335 1 336
Dividend income 18 13 1 16
Net eamed insurance premisms 4 2,022 2,286 - 2,286
Other operating mmcome 158 129 3 132
Total eperating income 15,868 14,208 1,109 15,407
Net msurance claims incurred and movement in habilities to
poltcyholders 5 (3,028) {2,919) — (2,919)
Net operating income before loan impairment charges
and other ¢redit risk provisions 12,340 11,379 1,109 12,488
Loan impairment charges and other credit risk provisions [ 971) (1,246) ] (1,245)
MNet operating income [ 11,869 10,133 1,110 11,243
Employee compensation and benefits 7 (3,838) (4,353) (436) (4,789)
General and administrative expenses 4,195) (4,626) (280) (4,906)
Depreciation and impairment of property, plant and
equipment 22 (331) (353) (13) (366)
Amorusanon and impairment of tntangible assets 21 211) (174) (i) (175)
Total operating expenses (8,575) (9,506} {730) (10,236)
Operating profit 3,294 627 380 1,007
Share of {loss)/profit in associates and joint ventures - (3) - 3)
Profit before tax 3,294 624 380 1004
Tax credst/{expense) 10 (754) 220 (64) 156
Profit for the year before gain on disposal of
discontinued operations 2,540 844 316 1160
Gain on sale of discontinued operations - - 1,265 1,265
Profit for the year 2,540 844 1 381 2425
Profit attnbutable to shareholders of the parent company 2,495 803 1,581 2,384
Profit attributable to non-controliing nterests 45 41 - 41

I In November 2012 the group soid HSBC Private Banking Holdings {Sutsse) 54 1o HSBC Holdings plc The ownership of HSBC Prnate
Bank {UK) Limuted remains withun the group The comparatne numbers in the mcome statement and the siatement of comprehensive
mcome has been presented to show the discontinued operation separately from conimung operations

The accompanying notes on pages 103 to 215 and the audied sections of the  Report of the Directors Risk on pages 25 to 76 and the Report
of the Drrectors Capual Management on pages 77 to 52 form an integral part of these financial statements
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Financial Statements (continued)

O

Consolidated statement of comprehensive income for the year ended 31 December 2013

2083 2012
Continuing Discontinued
Total operations operations Total
£m fm £m £m
Profit for the year 2.540 844 1,581 2,425
QOther comprehensive wmcome
[tems that w1l be reclassified subsequently to profit or
loss when specific conditions are met
Available-for-sale investments
— fair value gans 420 2,378 136 2,514
— fair value losses/(gains) transferred to the income
statement on disposal 223 (342) 89 {253)
— amounts transferred 10 the income statement i respect
of impairment losses 115 444 1 445
— Income laxes 2 (88) (29} (nn
Cash flow hedges
— fair value gans 46 217 6 223
— fair value {gains) transterred to the income statement (423) (181) (12) (193)
- meome taxes 109 ()] - @)
Exchange differences and other 39 (224) (1,486) (1,710
Items that will not be reclassified subsequently to profit
or loss
Actuarial (losses)gains on defined benefit plans
- before iIncome taxes (957) 89 8 97
— income 1axes 251 i (2) {1}
Other comprehensive income for the year, net of tax {175) 2287 (1,289) 998
T'otal comprehensive income for the year 2,365 3,131 292 3423
Total comprehensive mcome for the year attnbutable to
— shareholders of the parent company 2,319 3,098 292 3,390
— non-controlling interests 46 33 - 33
2,363 3131 292 3,423

The accompanying notes on pages 103 10 215 and the audited sections of the Report of the Directors Risk on pages 25 to 76 and the Report

of the Directors Capital Management on pages 77 to 82 form an iniegral part of these financial siatements
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Financial Statements (continued)
| ML

Consohdated statement of financial position at 31 December 2013

2013 2012

Notes £m fm
ASSETS
Cash and balances at central banks 67,584 51,613
Items in the course of collection from other banks 1,948 1,961
Trading assets 15 134,097 161,516
Financial assets designated at fair value 16 16,661 15,387
Derivatives 17 137,239 177808
Loans and advances to banks 32 53,228 32286
Loans and advances to customers 32 305,032 282,685
Financial investments 18 75030 71,265
Other assets 24 6,621 6,366
Current tax assets 210 200
Prepayments and accreed tncome 2,584 2,584
Interests in associates and joint ventures 20 67 67
Gooedwill and intangible assets 21 7934 7.826
Property, plant and equipment 22 2,004 2,024
Deferred tax assets 1 222 274
Reurement benefit assets 7 1,234 1,619
Total assets 811,695 815481
LIABILITIES AND EQUITY
Liabilities
Deposits by banks 32 50,683 39,571
Customer accounts 32 390,007 324,886
Items 1n the course of transmission to other banks 9260 1,017
Trading Liabilities 25 9,842 122,896
Financial habihties designated at fair value 26 34,036 32,918
Dervatives 17 137,352 181,095
Debt secunties un 1ssue 32 32,895 40,358
Cither habilities 27 5,350 6,846
Current tax [labilities 89 122
Liabilities under mnsurance contracts 1ssued 28 19,228 17913
Accruals and deferred meome 1,990 3,250
Provisions 29 1,707 1,641
Deferred tax habihiies i0 24 99
Retirement benefit habiltties 7 318 319
Subordinated habilities 30 10,785 10,350
Total habilities 778,776 783 281
Equity
Called up share capital 37 797 797
Share premium account 20,427 20,025
Cther reserves 921 394
Retained eamings 10,225 10,459
Total equity attributable to shareholders of the parent company 32,370 31,675
Non-controlling mterests 549 525
Total equity 32,919 32,200
Total equity and krabibties 811,695 815 481

The accompanying notes on pages 103 10 215 and the audiied sections of the Report of the Directors Risk onm pages 25 to 76 and the Report
of the Directors Capual Management on pages 77 10 82 form an wiegral part of these financial siatements

A P S Simoes Director 24 February 2014
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Financial Statements (continued)

Consolidated cash flow statement for the year ended 31 December 2013

Cash flows from operating activities
Profit before tax

Adjustments for

— non-cash items included 1n profit before tax
- change in operating assets

- change in operating habilities

- ehmnation of exchange differences’

- net gamn from investing activities

— share of loss 1n associates and jomnt ventures
— contributions paid to defined benefit plans
- tax paid

Net cash generated from/{used m) operating activities

Cash flows from investing activities

Purchase of financial investments

Proceeds from the sale and maturity of financial mvestments
Purchase of property, plant and equipment

Proceeds from the sale of property, plant and equipment
Purchase of goodwill and mtangible assets

Proceeds from the sale of intangible asscts

Net cash outflow from acquisition of businesses and subsidiaries
Proceeds from disposal of subsidianes

Net cash disposed of on sale of subsidiaries

Purchases of HSBC Holdings ple shares 10 sausfy share-based payment transactions

Net cash used in mvesting activities

Cash flows from financing activities

Issue ot ordinary share capital

Subordinated liabilities 1ssued

Subordinated habubities repaid

Net cash outflow from increase in stake of subsidiaries
Dividends patd to shareholders

Dividends paid to nen-controlling interests

Net cash used 1n financing activities

Net increase/(decrease) 1n cash and cash equivalents
Cash and cash equivalents at 1 January
Effect of exchange rate changes on cash and cash equivatents

Cash and cash equivalents at 31 December

1 Adustment to bring changes berw een opening and closing balance sheet amournis 1o anerage rates This 1s not done on a line-by -Iine basis

as detmls cannot be determined without unreasonable expense

2013 2012
Notes fm £m
3,294 1,004
38 2,684 3988
38 (53,006) (34,029)
38 61,035 23,887
(623) 4,162
(130} (344}
- 3
{393) (197)
{363} {71
12,498 (1 657)
(32,298 {47.431)
32,472 54,772
3y (347)
14 30
(199) {229)
3 3
(406) -
12 51
- (10,008)
- (3)
{724) (3,162)
402 -
542 473
2] (350
- 2)
(2,014) (2,821)
(22) (20)
(1,099) (2,720)
10,675 (7379
98,158 108,440
(64) (2,703)
38 108,769 98 158

The accompanying notes on pages 103 10 213 and the audited sections of the  Report of the Directors Risk on pages 25 10 76 and the Repori
of the Directors Caputal Managenient on pages 77 to 82 form an integral part of these financral statements
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Consohdsted statement of changes in equity for the year ended 31 December 2013

2013

(nher reserves

Available Total
Called up for sale Cash flow Foraign share- hil}
Share Share Retained farr value bedging cxchange holders controlling Total
capetal presium carnings Teserve reserve’ reserve fquity interests equity
£m £m £ im fm £m im £m im
Al Januan 97 0015 10 459 {131) 259 266 31875 528 32,100
Profit for the vear - - 2495 - - - 2495 45 2540
Other comprehensive income (net of tax) - - (mon 165 (2 3 (176) 1 (175)
Avaslabk for sale imvestments - - - 765 - - 765 (5 T60
Cazh flow hedges - - - - {268} - {268) - {263)
Actuanal gansAlosses) on defined benefit plans - - (707 - - - {707)] 1 {706)
Exchange differences and other - - - - - - 34 H 5 33
Tetal comprebsnsiye ingome for the sear - - 1788 765 {268) 34 2319 46 1,365
Share capital 1ssued net of costs’ - 402 - - - - 2 - 402
Dnssdends 10 sharcholders - - @0 - - - (2o {22) {1.036)
Net umpact of equity scttled share based pavments - - 4 - - - 4 - 1
Change tn business conbmabions ad olher movements - - an - {1 - (15} - (15)
Tax on atemns tzhen dircethy to equite  cument — -~ {1} - - - [1}] - (1)
At 31 December 797 20427 10125 634 13} 300 31370 349 321919

Al new capial subscribed dunng the year was 1sswed o HSBC Holdings ple See Note 37 for further derails

i
7 Inchedes deferred tox of 1 (8) million
3

Yovements in the cash flow hedging reserve inchide amonnts transferred w the incomu ssarement of £423 million comprising a £232 muihion losy taken 1o Net inigrest income angd o LI9] miflion loss raken

fo Nel trading income

The accompany mg notes on pages 103 10 215 and the audited secnons of the Repors of the Dirctors Rusk o pages 13 1o 76 and the Report of the [hreciors € apital Management on pages 77 10 82 form an

wiegral part of these financial statements
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2012

Other reserycs

Available Total
Called up for sale Cash flow Foreign share Non
Share Share Reluned fair value hedging exchange holders controlling Total
capnal premium camings resenve resenct resene cquils Interests equity
im im £m £m £m im £m m £m
At | Januar %7 20025 10 805 (2793) 216 2020 31050 514 31604
Profis for the vear - - 138 - - - 2384 4l 2425
(rher comprehensive mncome {net of tav) - - 101 257K 231 (1 696) 1006 () 9uR
Aratlable for sale investments - - - 2578 - - 2578 11 2389
Cash flow hedges - - - - 23 - 23 - 3
Actuanal gains/{losses) on defined benefit plans - - 1 - - - 101 [£3] 9%
Exchange differences and ot - - — - - {1 696) {1 696] (14} 1 710}
Total comprehensive tncome for the vear - - 2485 2578 23 (1696) 3390 33 340
Davidends 1o sharcholders. - - 2821y - - - (2821) (20) {2841)
Net impact of equits scitled shere based pavments' - - 4 - - - 14 - 4
Dhsposal of subsideanes® - - (26) B4 - (58} - 03] 2)
Tax on siems (zhen duecth 10 equith  current - - 2 - = ~ 2 - 2
Al 31 December 797 20 025 10 459 {131) 259 266 31675- 525 32 200
1 Includes & ferred rax of £18 milbor
2 Relores 1o the sale of HNBC Privare Bankang Holdings (Suisse) SA See Note 41 for further desmls
3

10 Net irading meome

Mavemenrs in the cash flow hedging reserve incinde amounts transfernd to the income statemni of [193 mutlon compriung o £241 snihon jass raben to Net interest income and a L18 miflion loss talen

The accompan) ing noics ort pages 103 1o 21> and the audired sccnons of the Report of the Directors Rish on pages 25 1o 76 and the Repors of rhe Dhirectors Capial Monagement on pages 77 to 82 form ant

mtegrol part of these financial siau ments
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H5BC BANK PLC

Financial Statements (continued)
G SRR

HSBC Bank plc statement of financial position at 31 December 2013

2013 2012
Notes fm fm

ASSETS
Cash and balances at central banks 60,996 45,262
Items i the course of collection from other banks 1,374 1,213
Trading asseis 15 101,287 137,999
Financial assets designated at fair value 16 3983 4373
Derivatives 17 112,623 140,340
Loans and advances to banks 32 41,566 17,207
Loans and advances to customers 32 240,180 225,567
Financtal investments 18 45,048 36,603
Other assets 24 4,558 4,688
Current tax assets 424 i68
Prepayments and accrued income 1,185 1,174
Interests 1n associates and joint ventures 20 62 62
Investments i subsihary undertakings 23 11,206 11,031
Goodwill and intangible assets 2! 8N 879
Property, plant and equipment 22 1,224 1,241
Deferred tax assets 10 38 204
Retirement benefit assets 7 1,234 1,619
Total assets 627,929 629 630
LIABILITIES AND EQUITY
Liabilities
Deposits by banks 32 52,514 30,129
Customer accounts 32 312,080 256,341
Items in the course of transmussion to other banks 422 334
TFrading habihties 25 62,414 104,946
Financial habihities designated at fair value 26 22,006 23513
Denivatives 17 114,710 143,921
Debt secursties i 1ssue 32 19,576 24970
Other habilitues 27 3,827 5,248
Current tax liabilities 142 30
Accruals and deferred income 1,724 1,758
Provisiom 28 1,271 1,250
Deferred tax habilities 10 2 2
Retirement benefit liabilities 7 144 153
Subordinated habilittes 30 9,903 9.968
Total Labilities 600,735 602,563
Equty
Called up share capital 37 797 797
Share premium account 20,427 20,025
nher reserves (372) (343)
Retained eamings 6,342 6,588
Total equity 27,194 27,067
Total equity and habilizes 627,929 629,630

The accompanying notes on pages 103 to 215 and the audited sections of the Report of the Directors Risk on pages 25 10 76 and the Report
of the Directors Capital Management’ on pages 77 to 82 form an mtegral part of these financial statements

A P S Simoes, Director 24 February 2014
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Financial Statements (continued)
e ——

HSBC Bank pl¢ cash flow statement for the year ended 31 December 2013

Notes

Cash flows from operating activilies
Profit before tax

Adjustments for
— non-cash 1tems included n profit before tax 38
- change in cperating assets 38
- change m operating habilities 38
- ehimunation of exchange differences’
~net gain from invesling activities
- contributions paid to defined benefit plans
—tax (pawd)/received

Net cash generated from operating activities

Cash flows from investing activiltes

Purchase of financial mvestments

Proceeds from the sale and maturity of financial investments
Purchase of property, plant and equipment

Proceeds from the sale of property, plant and equipment
Purchase of goodwill and intangible assets

Net cash outflow from acgmsimion of businesses and subsidanes
Proceeds from disposal and hiquidatton of businesses

Net cash (used in)/generated from investing actvities
Cash flows from financing activities

Issue of ordinary share capital

Subordinated habitimes 1ssued

Subordinated habilities repaid

Net cash outflow from increase 1n stake of substdianies
Dividends paid to shareholders

Net cash used in financing activities
Net increase in cash and cash equivalents

Cash and cash equivalents at | January
Effect of exchange rate changes on cash and cash equivalents

Cash and cash equivalents at 31 December 38

2013 2012
£m Em
2913 2,132
2,008 3,752
(52,222) (20,023)
67,495 19,029
1,407 (464)
am 3Bi7n
387) {150)
{169} 251
20,928 4210
(28,472) (26,873)
19,488 31,641
227 (175)
3 10
(184) (202)
(406) (707
447 -
(9.351) 3,694
402 -
542 350
(542) (350}
(207) V3]
(2,011) (2.816)
{1,816) 2.818)
9,761 5,086
78,661 75,356
(405) (1,781)
$8,017 78,661

! Adustment to bring changes benween openg und closing balance sheet amounts 10 average rates This 1s not done on g ling-by-fine basis

as detarls cannot be determined without unreasonable expense

The accompanying notes on pages 103 10 215 and the awdned sections of the Report of the Directors Risk on pages 25 10 76 and the Report

of the Directors Capnal Management on pages 77 to 82 form an integral part of these financial statements
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HSBC Bank plc statement of changes in equity for the year ended 31 December 2013

At 1 Januan
Profit for the vear

(ther comprehennn ¢ income {nel of 1)
Available for sale investments

Cash Now hedges

Aciugrial gans on defined benzfit plans
Exchange differences and other

Tolal comprehersing income for the vear

$hare capial issued net of casts®

Dnvidends to sharcholders

Net impact of equils -setiled share based pas ments?
Change m business combmations ad other mor cmenls
Tax on ttems taken direeth to &quits  currenl

Al 31 December -

[N

Irchudes deferred tax of L) million

to Net trading imcome

013
Other reserves
Available-
Cabled up Other for sale farr Cash Aow Forergn
share Share equiry Retammed vatue hedgiag exchange

capital premiym  instruments EATRIAES reserve reserve reserve  Totad equity
im £m im im £m im im im
797 20.025 - 6,588 37 167 (133) 27 067

- - - 2435 - - - 2485
- - - (7109 62 1175} 86 (136)

- - - - 62 - - 62
- - - - - (175} {173y
- - - {109) - - - {709)

- - - - - = 86 86

- - - 1776 62 (175 1149

- 02 - - - - - 402
- - - 2011} - - - {24011)

- - - 3} - - - 3

- - - 3) (2) - - (10)

797 20 427 — 6342 {317) i8) {$7) 27 194

Movements i the cash flow hedgmg roserve includes amounts

{10 the tmcome

Ail new caprial subscribed during the year was issued fo HSBU Holdngs ple See Note 37 for further details

af £317 mithon comprismg, a £18mlhon loss waken 1o Netinteresiincome and a £13melhon loss 1akon

The accomparm ing motes ort peges [03 10 21 5 and the quchred secnons of the Report of the Dhreciors Risk on pages 25 10 76 and the Report of the Ihrectors € apual Management on pages 77 w0 87 form an

rmregral part of these financial statements
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At 1 Januan
Profit for the vear

Cther comprehensine income (ol of ln)
Available for sale mvestments

Cash flow hedges

Actuanal gans on defined benefit plans
Exchange differences and other

Total comprehensive income for the vear

Dividends 10 sharcholders

Net umpact of equits -setiled share-based pay ments’

Onher

Tax on 1tems taken directhy to equin  current

AL 3] December

I Includes deferred tax of £18 mulhon

2012
Oxher resenes
Available
for sale faw Cish flow Forcign
Called up Share  Other equis Retained 1atue hedging exthange
share capital premum  instruments EATHRES resene resene! reserne Total equuity
tm im £m £m £m £m £m tm
797 200625 - 5454 {457) 138 {21y 25936
- - - 3751 - - - 3751
- = - 136 %0 29 {112) £23
- - - - 80 . - 0
- - - - - b2} - 29
- - - 136 - - - 136
- - - - — - {E12)) {112)
- - - 3887 80 29 112y 3 R84
- - - (2 816) - - - (2816)
- - - 60 - - - 60
- - - 3 - - - 3
797 20025 = 6588 (377} 167 (133 27067

2 Movements in the cash flow hedging reserve include an amount iransferred to the income siatement of £189 million loss ialen to Met iicrest income

The accompam tng rois ont papes 103 to 243 and the auditd secrions of the Report of the irectors Risk on pages 23 1o 76 and the Ruport of the {ireciors Lapual Managemen: on pages 77 io 82 forman
wmtegral pars of these financiol sialmenis
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HSBC BANK PLC

Notes on the Financial Statements
=

1 Basis of preparation

{a} Comphance with International Financial Reporting Standards

The consolidated financial statements of the group and the separate financial statements of HSBC Bank plc have
been prepared in accordance with International Financuial Reporting Standards { [FRSs ) as 1ssued by the
International Accounting Standards Board ( IASB ) and as endorsed by the EU EU-endorsed IFRSs may differ
from IFRSs as 1ssued by the IASB 1f at any pownt in ime, new or amended ITRSs have not been endorsed by the
EU

At 31 December 2013 there were no unendorsed standards effective for the vear ended 31 December 2013
affecting these consolidated and separate financial statements and there was no difference between IFRSs
endorsed by the EU and IFRSs 1ssued by the IASB in terms of their application to the group Accordingly, the
group s financial statements tor the year ended 31 December 2013 are prepared in accordance with IFRSs as
issued by the [ASB

IFRSs comprise accounting standards 1ssued by the IASB and s predecessor body as well as interpretations
tssued by the [FRS Interpretations Commuttee { IFRIC ) and 1ts predecessor body

Standards adopted during the year ended 31 December 2013

On | January 2013 the group adopted the following sigmficant new standards and amendments to standards for
which the financial effect 1s insigmficant to these consohdated financial statements

e [FRS 10 Consolidated Financial Statements, [FRS 11 Joint Arrangements’, IFRS 12 Disclosure of
Interests in Other Entities  and amendments to [FRS 10, IFRS 11 and IFRS 12 *Transition Guidance are
required to be applied retrospectively

¢  Under IFRS 10, there 1s one approach for determining consclidation for all entities based on the concepts of
power vanabihity of returns and their hinkage This replaces the approach which apphied to previous
financial statements which emphasised legal control or exposure to nsks and rewards depending on the
nature of the entity The group controls and consequently consolidates an entity when 1t 1s exposed, or has
rights to vanable returns from its involvement with the entity and has the ability to affect those retumns by
exercising 1its power over the entity

In accordance with the transitional provisions of [FRS 10, we reviewed the population of investments in
enbitics as at 1 January 2013 1o determnine whether catities previously consohdated or unconsolhidated in
accordance with IAS 27 Conschidated and Separate Financial Statements and SIC 12 Censolidation —
Special Purpose Entities changed therr consolidation status as a result of applying IFRS 10 The result of
this review was that the effect of applying the requirements of IFRS 10 did not have a material effect on
these consolidated financial statements Therefore no restatements are necessary on application of [FRS 10

e IFRS i1 places more focus on the investors rights and obligations than on the structure of the arrangement
when determining the type ot joint arrangement with which the group 15 involved, unlike the previous
approach and introduces the concept of a joint operation The apphication of IFRS 11 did not have a
material effect on these consolidated financial statements

e IFRS 1215 a comprehensive standard on disclosure requirements for all torms of interests in other entities,
including for unconsolidated structured entities The disclosure requirements of IFRS 12 do not require

comparative information to be provided for penods prior to initial apphication New disclosures are provided
in Note 41

» [FRS 13 Farr Value Measurement estabhishes a single framework for measuning fair value and introduces
new requirements for disclosure of fair value measurements [FRS 13 1s required to be apphed prospectively
from the beginning of the first annual period 1 which 1t 1s applied The disclosure requirements of IFRS i3
do not require comparative imformation to be provided for pertods prior to imitial application Disclosures are
provided in Note 31

*  Amendments to [IFRS 7 Disclosures — Offsetting Financial Assets and Financial Liabihties® require
disclosure of the effect or potental effects of netting arrangements on an entity s financial position [ he
amendment requires disclosure of recogmised financial instruments that are subject to an enforceable master
netung arrangement or similar agreement The amendments have been apphed retrospecuvely Disclosures
are provided 1n Note 34

» Amendments to IAS 19 Employee Benefits ( IAS 19 revised ) are required to be applied retrospectively

103




HSBC BANK PLC

Notes on the Financial Statements (contnued)

| o —

(b)

(©)

The mam effect of [AS 19 revised tor the group 1s that 1t replaces the interest cost on the plan habtlity and
expected return on plan assets with a finance cost comprising the net interest on the net defined benefit
hability or asset This finance cost 1s determined by applying to the net defined benefit hability or asset the
same discount rate used to measure the defined benefit obhgation The difference between the actual return
on plan assets and the return included n the finance cost component reflected in the income statement 15
presented in other comprehensive income  The effect of this change 15 to increase or decrease the pension
expense by the difterence between the current expected return on plan assets and the return calculated by
applying the relevant discount rate

During 2013 the group adopted a number of interpretations and amendments to standards which had an
instgnificant effect on the consolidated financial statements of the group and the separate financial statements of
HSBC Bank plc

Presentation of information

Disclosures under IFRS 4 Insurance Contracts ( IFRS 4 Yand IFRS 7 T'nancial Instruments Disclosures®
{ IFRS 7 ) concerning the nature and extent of nsks relating to msurance contracts and financial instruments
have been included in the audited sections of the Report of the Directors Risk on pages 25 to 76

Capital disclosures under [AS 1 Presentation of Financial Statements ( [AS 1 )} have been included in the
audited sections of the Report of the Diwrectors Capital Management on pages 77 1o 82

Disclosures relating to the group s secuntisation activities and structured products have been included in the
audited section of Report of the Directors Risk on pages 52 to 53

In publishing the parent company financial statements here together with the group financial statements the
bank has taken advantage of the exemption 1n section 408(3) of the Companies Act 2006 not to present its
individual income statement, individual statement of comprehensive income and related notes that form a part of
these financial statements

The functional currency of the bank 1s Sterling, which 1s also the presentation currency of the conschdated
financial statements of the group

Consolidation

The consolidated financial statements of the group comprise the financial statements of HSBC Bank plc and its
subsidiaries made up to 31 December

The group controls and consequently consolidates an entity when 1t 1s exposed, or has the nghts, 1o vanable
returns from its involvement with the entity and has the ability to affect those returns through its power over the
entty The group 1s considered to have power over an entity when 1t has exisung rights that give it the current
abthty to direct the relevant acuviues For the group to have power over an entity it must have the pracucal
atnlity to exercise those rights In the rare situations where potential voting nghts exist these are taken into
account if the group has the practical ability to exercise those nights

Where voting rights are not relevant in deciding whether the group has power over an entity, the assessment of
control 15 based on all facts and circumstances The group may have power over an entity even though 1t holds
less than a majonity of the voting nights, 1f it holds additional nights ansing through other contractual
arrangements or substantive potential voting rights which give 1t power

When assessing whether to consolidate investment funds the group reviews all facts and circumstances to
determune whether the group, as fund manager 1s acting as agent or principal The group may be deemed to be a
principal and hence controls and consohdates the funds when it acts as fund manager and cannot be removed
without cause, has vanable retumns through significant unit holdings and/or a guarantee and 15 able to influence
the returns of the funds through its power

The acquisition method of accounting 1s used when subsidiaries are acquired by the group The cost of an
acquisition 1s measured at the fair value of the consideratton, including contingent consideration, given at the
date of exchange Acquisition-related costs are recogmised as an expense in the income statement in the perod in
which they are incurred The acquired dentifiable assets habihities and contingent habiliies are generally
measured at thewr fair values at the date of acquisiion Goodw1ll 1s measured as the excess of the aggregate of the
consideration transferred. the amount of non-controlling interest and the fair value of the acquirer s previously
held equity interest, 1f any, over the net of the amounts of the 1dentiftable assets acquired and the hiabilities
assumed The amount of non-controlling interest 1s measured either at fair value or at the non-controlling
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mnterest s proporhonate share of the acquiree s identifiable net assets In a business combination achieved 1n
stages, the previously held equity interest i1s remeasured at the acquisition-date fair value with the resulung gain
or loss recogmsed n the mcome statement In the event that the amounts of net assets acquired 1s in excess of the
aggregate of the consideration transterred the amount of non-controlling interest and the fair value of the

group s previously held equity interest the difference 1s recogmised immediately 1n the income statement

Changes in a parent s ownership interest in a substdiary that do not result 1n a loss of control are treated as
transactions between equity holders and are reported in equity

Entities that are controlled by the group are consolidated from the date that the group obtains control until the
date the group loses control of the entity

The group performs a re-assessment of consolidation whenever there 1s a change in the facts and circumstances
of determuning the control of any entity

All intra-group transactions are chiminated on consohdation

The consohdated financial statements of the group also include the attributable share of the results and reserves
of jomt ventures and associates These are based on financial statements made up to dates not earhier than three
months prior to 31 December adjusted for the effect of any significant transactions or events that occur between
that date and the group s reporung date

Disclosures of interests in unconsohidated structured entities provide imformation on involvement 1n these entities
which exposes the group to vanabihity of returns trom the performance of the other entity Involvement is
considered on a case by case basis, taking into account the nature of the entity s activity This could include
holding debt and equity instruments, or the provision of structured denvatives but excludes involvement that
exist only because of a typical customer supplier relationshup, such as market making transactions to facilitate
secondary trading or sentor lending 1n the normal course of businegss

Future accounting developments

In addition to the projects to complete financial insirument accounting discussed below the IASB 1s continuing
to worh on projects on insurance and lease accounting which could represent significant changes to accounting
requirements 1 the future

Amendments 1ssued by the IASB and endorsed by the EU

In December 2011 the IASB issued amendments Offsetting Financial Assets and Financial Liabilitres
(Amendments to IAS 32) which clanfied the requirements for offsetting financial instruments and addressed
inconststencies tn current practice when applying the offsetting critena in IAS 32 Financial Instruments
Presentation” The amendments are effective for annual periods beginming on or after 1 January 2014 with early
adoption permitted and are required te be applied retrospectively

Based on the assessment performed to date we do not expect the amendments to IAS 32 1o have a materal effect
on the group s financial statements

Amendments 1ssued by the IASB but not endorsed by the EU

During 2012 and 2013 the IASB 1ssued various amendments to IFRS that are effective from 1 January 2014 and
which are expected to have an insignificant effect on the consolidated financtal statements of the group

[n November 2009, the IASB issued IFRS 9 Financial Instruments which introduced new requirements for the
classification and measurement of financial assets In October 2010 the IASB 1ssued an amendment to IFRS 9
mcorperating requirements for financial habilines Fogether, these changes represent the first phase in the
IASB s planned replacement of IAS 39 Financial Instruments Recogmition and Measurement  [FRS 9
classification and measurement requirements are to be applied retrospectively but prior periods need not be
restated

In November 2013, The IASB 1ssued proposed amendments to IFRS 9 1n respect of classification and
measurement Since the final requirements for classification and measurement are uncertain 1t remains

impracticable to quantify the effects of IFRS 9 as at the date of publication of these financial statements

The second phase in the JASB s project to replace 1AS 39 will address the impawrment ot financial assets [tis
proposed to replace the ncurred loss approach to the impairment of financial assets carned ar amortised cost in
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IAS 39 with an expected credit loss approach and require that the expected credit loss approach be applied to
other categories of financial tnstrument including loan commitment and financial guarantees 1he final
requirements for impairment of financial assets are expected to be published 1n 2014

The third phase of the project addresses general hedge accounung Macro hedging 1s not included n the IFRS 9
project and will be considered separately In November 2013, the [ASB 1ssued amendments to IFRS 9 in respect
of the general hedge accounting requirements, transition and effective date As a result of these amendments, it 15
confirmed that all phases of IFRS 9 (except for changes to the presentation of gams and losses for certain
hiabilities measured at fair value) must be apphed from the same eftective date This effective date has not vet
been set by the IASB but 15 not expected to be earhier than 1 January 2017 The revised hedge accounting
requirements are applied prospectively and the group ts currently assessing the impact they may have on the
financial statements

2 Summary of significant accounting policies

{a) tnterest income and expense

Interest income and expense for all financial instrumenis except for those classified as held-for-trading or
designated at fair value (other than debt securiies 1ssued by the group and derivatives managed in conjunction
with those debt securities) are recogmsed in Interest income and Interest expense n the income statement
using the effective interest method The effective interest method 1s a way of caleulating the amortised costofa
financial asset or a financial hability (or groups of financial asscts or financial habihities) and of allocating the
intercst income or interest expense over the relevant period

The effective interest rate 15 the rate that exactly discounts estimated future cash receipts or payments through
the expected life of the financial instrument or, where appropnate a shorter peniod 1o the net camying amount of
the financial asset or financial hability When calculating the efiective interest rate the group estimates cash
flows considering all contractual terms of the financial instrument but excluding future credit losses The
calculation includes all amounts paid or received by the group that are an integral part of the effective interest
rate of a financial instrument, incleding transaction costs and all other premiums or discounts

Interest on impaired financial assets 1s recogmsed using the rate of interest used to discount the future cash flows
for the purpose of measuring the impairment loss
(b} Non interest income

Fee income 15 earned from a diverse range of services provided by the group to its customers Fee income 18
accounted for as follows

+ mcome earned on the execution of a significant act 1s recogmsed as revenue when the act 15 completed (for
example, fees arising from negotiating or participating 1n the negotiation of, a transaction for a third party,
such as an arrangement for the acquisiuon of shares or other securinies),

» ncome earned from the provision of services is recogmsed as revenue as the services are provided (for
example, asset management portfoho and other management advisory and service fees), and

« income which forms an integral part of the effective interest rate of a financial instrument 1s recognised as
an adjustment to the effective interest rate (for example certain loan commitment fees) and recorded 1n
Interest income (Note 2(a))

Net trading income compnises all gains and losses from changes in the fair value of financial assets and
financial habilities held for trading together with related interest income, expense and dividends

Net income from financial mstruments designated at fair value includes

¢  all gains and losses from changes 1n the fair value of financial assets and financial labhues designated at
fair value through profit or loss including habihities under investment contracts,

¢ all gans and losses from changes in the fair value of denvauves that are managed in conjuncuon with
financial assets and habiliies designated at fair value through profit or loss, and

+ interest income and expense and dividend income 1n respect of
- financial assets and Liabihties designated at fair value through profit or loss, and
- dervatives managed 1in conjunction with the above,
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except for interest ansing from the group s 1ssued debt securities and derivatives managed tn conjunction
with those debt securities which 1s recogmsed in Interest expense  {Note 2(a))

Dividend income 15 recogmsed when the night to receive payment 1s established This 1s the ex-dividend date for
listed equity securtties and usually the date when shareholders have approved the dividend for unhisted equity
securities

Operating Segments

The group has revised its operating segments to Retail Banhing and Wealth Management, Commercial Banking,
Global Banking and Markets Global Private Banking and Other effective 1 January 2013 Ths follows the sale
of HSBC Private Banking (Suisse) SA in November 2012 and a reorganisation of reporting lines Global Private
Banking includes HSBC Private Bank (UK) Limited and Private Banking businesses in France

The revised segments are consistent with those reported to the group s Executive Commuttee, the identified
Chief Operating Decision Maker { CODM ) under IFRS 8

Measurement of segmental assets liabilities, income and expenses 1s 10 accordance with the group s accounting
pelicies Segmental income and expenses include transfers between segments and these transfers are conducted
on arm s tength terms and conditions Shared costs are included 1n segments on the basis of the actual recharges
made

Valuation of financial instruments

All financial instruments are recogmsed tnitially at fair value In the normal course of business, the fair value of
a financial instrument on wutial recogmition 1s the transaction price (that 1s, the fair value of the consideration
given or received) In certain circumstances, however, the fair value will be based on other observable current
market transactions 1n the same mstrument, without modification or repackaging, or on a valuation techmque
whose vanables include only data from observable markets such as interest rate yield curves option volatilities
and currency rates When such evidence exists the group recognises a trading gan or loss on inception of the
financial insttument being the difference between the transaction price and the fair value When unobservable
market data have a significant impact on the vajuation of financial instruments, the entire imtal ditference 1n fair
value indicated by the valuauon model from the transaction price 1s not recognised immediately 1n the mecome
statement but 1s recognised over the life of the transaction on an appropriate basis or when the mmputs become
observable or the transaction matures or is closed out, or when the group enters into an offsetting transaction

T'he fair value of financial instruments 1s generally measured by the individual financial instrument However. 1n
cases where the group manages a group of financial assets and financal Liabilities on the basis of its net exposure
to either market nsks or credit risk the group measures the fair value of the group of financial instruments on a
net basis, but presents the underlying financial assets and habihties separately 1n the financial statements, unless
they satisfy the IFRS offsetung critena as descnibed on page 116

Subsequent to imitial recognition, the fair values of financial instruments measured at fair value are measured 1n
accordance with the group s valuation methodologies, which are desenibed in Noie 31 and Note 32

Loans and advances to banks and customers

Loans and advances to banks and customers mclude loans and advances originated by the group which are not
classified erther as held for trading or designated at fair value Loans and advances are recogmsed when cash 1s
advanced to borrowers They are derecognised when ether the borrower repays 1ts obligations, or the loans are
sold or written off, or substantially ail the risks and rewards of ownership are transferred They are initally
recorded at fair value plus any directly attributable transaction costs and are subsequently measured at amortised
cost using the effective interest method less impairment losses Where exposures are hedged by derivauves
designated and qualifymng as fair value hedges, the carrying value of the loans and advances so hedged mncludes a
fair value adjustment for the hedged rish only

Loans and advances are reclassified to Assets held for sale when their carrying amounts are to be recovered
principally through sale, they are available lor sale in their present condition and their sale 1s highly probable,
however, such loans and advances continue to be measured n accordance with the policy descnibed above

The group may commut to underwrite loans on fixed contractual terms for speaified periods of time, where the
drawdown of the loan 1s contingent upon certain future events outside the control of the group Where the loan
anising from the lending commitment 1s expected to be held for trading the commitment to lend 15 recorded as a
trading dernivative and measured at fair value through profit and loss On drawdown the loan 1s classified as held
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tor trading and measured at fair value through profitand loss Where 1t 1s not the group s intention to trade the
loan a provision on the loan commitment 15 only recorded where 1t 15 probable that the group will incur a loss
This may occur, for example, where a loss of principal 1s probable or the interest rate charged on the loan 1s
lower than the cost of funding On inception the loan, the hold portion 1s recorded at s fair value and
subsequently measured at amortised cost using the eflective interest method However, where the imtial farr
value 15 lower than the cash amount advanced (for example. due to the rate of interest charged on the loan being
below the marhet rate of interest) the write down 1s charged to the income statement The write down will be
recovered over the hfe of the loan through the recogmuon of interest income using the effective interest method
unless the loan becomes impaired [he write down 1s recorded as a reduction to other operating income

Financial assets which have been reclassified out of the fair value through profit and loss category into the loans
and receivables category are inittally recorded at the fair value at the date of reclassification The reclassified
asscts are subsequently measured at amortised cost using the effective interest rate determined at the date of
reclassification

(i Impairment of loans and advances

Losses for impaired loans are recognised promptly when there 15 objective evidence that impairment of a loan or
portfolio of loans has cccurred Impairment losses are calculated on individual loans and on groups of loans
assessed collecuvely Impairment losses are recorded as charges to the income statement The carrying amount
of impatred loans on the balance sheet 1s reduced through the use of impairment allowance accounts Losses
which may arise from future events are not recogmsed

Individually assessed loans and advances

The factors constdered 1n determiming that a loan 1s individually significant for the purposes of assessing
impairment incluede

¢ the size of the loan,
e the number of loans in the portfolio,
e  the importance of the individual loan relationship and how this 15 managed, and

¢ whether volumes of defaults and losses are sufficient to enable a collecuive assessment methedology to be
apphed

Loans considered as individually significant are typically to corporate and commercial customers and are for
larger amounts. which are managed on an individual relauonship basis Rewait lending portfohos are generally
assessed for impairment on a collective basis as the portfolios generally consist of large pools of homogeneous
loans

For all loans that are considered individually significant the group assesses on a case-by-case basis at each
balance sheet date whether there 18 any objective evidence that a loan 1s impaired The criteria used by the group
to determune that there 15 such objective evidence include

¢ known cash flow difficulues expenienced by the borrower,

¢  past due contractual payments of either principal or interest,

+ ihe probability that the borrower will enter bankruptey or other financial realisation, and
¢ asignificant downgrading in credit rating by an external credit rating agency

For those loans where objective evidence of impatrment exists, impatrment losses are determined considering the
following factors

s the group s aggregate exposure to the customer,

« the viability of the customer s business model and its capability to trade successfully out of financial
difficulties and generate sufficient cash flow to service its debt obligations,

s the amount and uming of expected receipts and recoveries,
» the hkely dividend available on hquidation or bankruptcy,

» the extent of other creditors commitments ranking ahead of, or parr passu with, the group and the
likelihood of other creditors continuing to support the company,
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s the complexity of determining the aggregate amount and ranking of all creditor claims and the extent to
which legal and insurance uncertainties are evident

e the realisable value of security {or other credit mingants) and likehhood of successful repossession,
* the hkely deduction of any costs invelved m recovery of amounts outstanding,

e the ability of the borrower to obtain and make payments in, the currency of the loan If not denominated 1n
local currency, and

* when available the secondary market price of the debt

T'he reahsable value of security 1s determined based on the current market value when the impairment
assessment 18 performed The value 15 not adjusted for expected future increases in market prices however
adjustments are made to reflect local conditions such as forced sale discounts

Impairment losses are calculated by discounting the expected future cash flows of a loan, which includes
expected future receipts of contractual interest, at the loan s onginal effective interest rate and comparing the
resultant present value with the loan s current carrying amount The impairment allowances on individually
significant accounts are reviewed at least quarterly and more regularly when circumstances require This
normally encompasses re-assessment of the enforceability of any collateral held and the timing and amount of
actual and anticipated receipts Individually assessed impairment allowances are only released when there 1s
reasonable and objective evidence of a reduction in the established loss estimate

Collectively assessed loans and advances
Impairment 1s assessed on a collective basis in twe circumstances

+ 1o cover losses which have been incurred but have not yet been identified on loans subject to individual
assessment, and

¢ for homogeneous groups of loans that are not considered individually sigmificant

Incurred but not yet identified impairment

Individually assessed loans for which no evidence of loss has been specifically tdentified on an individual basis
are grouped together according to therr credit nisk charactenstics for the purpose of calculating an esumated
collective impairment This reflects impairment lesses that the group has incurred as a result of events occurring
before the balance sheet date, which the group 1s not able to 1dentify on an individual loan basis and that can be
rehably estimated These losses will only be individually 1dentified in the future As soon as information
becomes available which identifies losses on individual loans within the group those loans are removed from the
group and assessed on an individual basis for impairment

The collective impairment allowance 1s determined after tahing into account

» histonical loss expenience 1n portfolios of similar credit risk charactenistics (for example by industry sector
or product),

* the estumated period between impairment occurring and the foss being 1dentified and evidenced by the
establishment of an appropriate allowance against the individuat loan, and

« management s experienced judgement as to whether current economic and credit conditions are such that
the actual level of mherent losses at the balance sheet date 1s likely 1o be greater or less than that suggested
by historical experience

The period between a loss occurring and 1ts 1dentification 1s estimated by local management for each identified
portfolio The factors that may influence this estimation include economic and market conditions, customer
behaviour, portfolio management mformation, credit management techntques and collection and recovery
expenences in the market As it 1s assessed empirically on a perniodic basis the estimated period between a loss
occurring and 1ts identification may vary over time as these factors change
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Homogeneous groups of loans and advances

Staustical methods are used to determine impairment losses on a collective basis for homogeneous groups of
loans that arc not considered individually significant because individual loan assessment 15 impracticable
Losses in these groups of loans are recorded on an individual basis when individual loans are written olf, at
which point they are removed from the group Two alternative methods are used to calculate allowances on a
collective basis

e when appropniate empirical information 1s available, the group uses roll-rate methodology This
methodology employs statistical anatyses of histoncal data and expenence of dehnquency and default to
estimate the amount of loans that will eventually be written off as a result of the events occurnng before the
balance sheet date which the group 1s not able to identify on an individual loan basis, and that can be
rehably estimated Under this methodology, loans are grouped into ranges according to the number of days
past due and statistical analysis 1s used to estimate the likelthood that loans 1n each range will progress
through the vanous stages of delinquency and ultimately prove urecoverable Current econonmic conditions
are also evaluated when calculating the appropriate fevel of allowance required to cover inherent loss The
estimated loss 1s the difference between the present value of expected future cash flows, discounted at the
onginal effective interest rate of the portfolio, and the carrying amount of the portfelio In certain highly
developed markets soplusticated models also take 1nto account behavioural and account management trends
as revealed in for enample bankruptey and rescheduling statistics

+ when the portfelio size 1s small or when information 1s insufficient or not reliable enough to adopt a roll-rate
methodology the group adopts a basic approach based on historical expertence

In normal circumstances historical expenence provides the most objective and relevant information from which
to assess mherent loss within each portfolio though sometimes 1t provides less relevant information about the
inherent loss n a given portfolio at the balance sheet date, for example, when there have been changes 1n
economic regulatory or behavioural condiiions which result in the most recent trends in portfolio nisk factors
being not fully reflected in the statistical models In these circumstances the rish factors are taken into account
by adjusting the impairment allowances derived solely from historical loss expenence

1 hese additional portiolio risk factors may include recent loan portfolio growth and product mix unemployment
rates bankruptcy trends, geographic concentrauons loan product features (such as the ability of borrowers to
repay adjustable-rate loans where reset interest rates give rise 10 increases 1n nterest charges), economic
conditions such as national and local trends 1n housing markets and interest rates, portfolio seasoning, account
management policies and practices current levels of write-offs adjustments to the period of time between loss
wdentification and wrnite-oflf changes n laws and regulations and other items which can affect customer payment
patierns on outstanding loans, such as natural disasters These nisk factors where relevant are taken 1nto account
when calculating the appropriate level of impairment allowances by adjusting the impairment allowances derived
solely from historical loss experience

Roll rates, loss rates and the expected uming of future recoveries are regularly benchmarked against actual
outcomes 10 ensure they remain appropriate
Wnite-off of loans and advances

Loans (and the related impairment allowance account) are normally written off, either partially or in full, when
there 15 no realisuc prospect of recovery Where loans are secured, this 1s generally after receipt of any proceeds
from the realisatton of security In circumstances where the net realisable value of any collateral has been
determined and there 15 no reasonable expectation of further recovery write off may be earher

Reversals of impairment

If the amount of an impairment loss decreases 1n a subsequent penod and the decrease can be related objectively
to an event occurring after the impairment was recognised, the excess 1s written bach by reducing the loan
imparrment allowance account accordingly The write-back 15 recogntsed i the income statement

Reclassified loans and advances

Where financial assets have been reclassified out of the fair value through profit or loss category to the loans and
recetvables category, the etfective interest rate determuined at the date of reclassification 1s used to calculate any
impairment losses
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Following reclassification where there 1s a subsequent increase in the estimates of fulure cash receipts as a result
of mcreased recoverability of those cash receipts, the eftect of that increase 15 recogmsed as an adjusiment 1o the
effecuve interest rate from the date of change in the estimate rather than as an adjustment to the carrying amount
of the asset at the date of change in the estimate

Assets acquired in exchange for loans

Non-financial assets acquired in exchange for loans as part of an orderly realisation are recorded as assets held
for sale and reported in Other assets tf the carrying amounts of the assets are recovered principally through
sale, the assets are available for sale in thetr present condition and their sale 1s hughty probable The asset
acquired ts recorded at the lower of 1ts fair value less costs to sell and the carrying amount of the loan (net of
impairment allowance) at the date of exchange No depreciation 1s charged in respect of assets held for sale Any
subsequent write-down of the acquired asset to fair value less costs to sell 1s recogmised in the mncome statement,
in Other operating income  Any subsequent increase in the fair value less costs to sell, to the extent this does
not exceed the cumulative write down, 1s also recognised in Other operating income , together with any reahsed
gains or losses on disposal

Renegotiated loans

Loans subject to collective impairment assessment whose terms have been renegotiated are no longer considered
past due, but are treated as up to date loans for measurement purposes once the mimimum numbers of payments
required under the new amrangements have been received Renegotiated loans are considered when calculating
collective impawrment provisions either through management's judgment or by segregauon from other parts of
the loan portfolio, to recognise that hugher rates of losses are often encountered in this segment of the portfolio
Loans subyject to individual impairment assessment, whose terms have been renegotiated, are subject to ongomg
review to determine whether they remain impaired or should be considered past due The carrying amount of
loans that have been classified as renegotiated retain this classification untit matunty or derecognition Interest s
recorded on renegotiated loans taking into account the new contractual terms following renegoniation

A loan that 1s renegotiated 1s derecognised 1t the existing agreement is cancelled and a new agreement made on
substantialty different terms or if the terms of an existing agreement are modified, such that the renegotiated
loan 1s substantially a different financial instrument

Trading assets and trading habilities

Treasury bills, debt securities equity shares loans, deposits debt securities in 1ssue and short posttions in
secunities are classified as held for trading if they have been acquired or incurred principally for the purpose of
selling or repurchasing in the near term. or they form part of a portfolio of identified financial instruments that
are managed together and for which there 13 evidence of a recent pattern of short-term profit-taking These
financial assets or financial habilities are recogmsed on trade date when the group enters mto contraciual
arrangements with counterparties to purchase or sell the financial instruments and are normally derecogmsed
when either sold (assets) or extingmshed (habilities) Measurement 1s instially at fair value, with transaction costs
taken to the income statement  Subsequently their fair values are remeasured and gains and losses from changes
therein are recogmised 1n the mcome statement in Net trading mcome

Financial instruments designated at fair value

Financial nstruments, other than those held for trading, are classified in this category 1f they meet one or more of
the cnitena set out below and are so designated by management The group may designate financral instruments
at fair value when the designation

+ chmnates or sigmficantly reduces measurement or recognition mconsistencies that would otherwise arise
from measuring financial assets or financtal iabihues, or recognising gains and losses on them, on different
bases Under this criterion, the main classes of financial instruments designated by the group arc

Long-term debt 1ssues — The interest payable on certain fixed rate long-term debt securities 1ssued has been
matched with the interest on receive fixed/pay vanable interest rate swaps as part of a documented interest
rate nsk management strategy An accounting mismatch would artse 1f the debt securines ssued were
accounted for at amortised cost, because the related derivatives are measured at fair value with changes in
the fair value recognised in the income statement By destgnating the long-term debt at fair value the
movement 1n the fair value of the long-term debt will also be recognised n the income statement
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Financial assets and finaneial habihities under unit-linked msurance and umt-hinked investment
contracts — Liabilities to customers under linked contracts are determined based on the fair value of the
assets held in the hinked funds, with changes recogmsed in the income statement 1f no designation was
made for the assets relating to the customer habthities they would be classified as avaitable-for-sale and the
changes in fair value would be recorded directly 1n other comprehensive income These financial
nstruments are managed on a fair value basis and information 1s provided to management on that basis
Designation at fair vatue of the financial assets and habilties under investment coniracts allows the changes
n fair values to be recorded in the income statement and presented 1n the same hine '

s applies to groups of financial assets, financial habihiies or combinations thereof that are managed and their
performance evaluated on a fair value basis in accordance with a docemented nisk management or
investment strategy and where information about the groups of financal instruments 15 reported to
management on that basis Under this cntenon certain financial assets held to meet habiliies under
mnsurance contracts are the main class of financial instrument so designated The group has documented nish
management and investment strategtes designed to manage such assets at fair value, taking into
consideration the relationship of assets to habilities in a way that mitigates market nsks Reports are
provided to management on the fair value of the assets Fair value measurement 1s also consistent with the
regulatory reporting requirements under the appropriate regulations for these insurance operations

¢ relates to financial instruments containing one or more embedded denvatives that significantly modify the
cash flows resulting from those financial instruments. including certain debt 1ssues and debt securities held

The fair value designation., once made, 1s irrevocable Designated financial assets and financial liabihities are
recogmised when the group enters mto the contractual provisions of the arrangements with counterparties which
15 generally on trade date. and are normally derecognised when cither sold (assets) or extinguished (liabilities)
Measurement s imtially at fair value with transaction costs taken directly to the mcome statement
Subsequently the fair values are remeasured and gains and losses from changes therein are recognised in the
income statement in Net income from financial instruments designated at fair value”

Financial investments

Treasury bills debt securities and equity shares intended to be held on a conunuing basis, other than those

designated at fair value are classified as available-for-sale or held-to-maturity  Financial investments are ‘
recogmsed on trade date when the group enters into contractual arrangements with counterparties to purchase \
secunties and are normally derecognised when either the securities are sold or the borrowers repay their |
obligations ‘

(1) Avalable-for-sale financial assets are imbially measured at fair value plus direct and incremental transaction
costs They are subsequently remeasured at tair value and changes theremn are recognised in other
comprehensive income 1n  Available-for-sale investments — fair value gains/ (losses) untd the financial
assets are either sold or become impaired When available-for-sale financial assets are sold., cumulative
gains or losses previously recognised in other comprehensive income are recogmised 1n the income statement
as Gains less losses from financial investments

Interest income 1s recogmsed on available-for-sale debt secunities using the effective mnterest method,
calculated over the asset s expected hife Premiums and/or discounts ansing on the purchase of dated
investment secunities are included in the calculation of their etfective interest rates Dividends are
recogmised 1n the income statement when the rnght to recerve payment has been established

At each balance sheet date an assessment 1s made of whether there 1s any objective evidence of impairment
in the value of a financial asset [mpairment losses are recogmsed 1f, and only 1if. there i1s objective evidence
of impairment as a result of one or more events that occurred after the imtial recognition of the financial
asset (a loss event ) and that loss event (or events) has an impact on the estimated future cash flows of the
financial asset that can be reliably estimated

If the available-for-sale financial asset 1s impaired, the difference between the financial asset s acquisition
cost (net of any principal repayments and amortisation) and the current fawr value, less any previous
impairment loss recognised 1n the income statement 1s removed from other comprehensive income and
recognised in the income statement

Impatrment losses for available-for-sale debt securities are recognised within  Loan impairment charges and
other credit risk provision” 1n the income statement and imparment losses for available-for-sale equity
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securities are recognised within Gains less losses from financial investments i the income statement The
impairment methodologies for available-for-sale financial assets are set out in more detail below

—  Available-for-sale debt secunitics When assessing available-tfor-sale debt securities tor objecuive
evidence of impairment at the reporting date, the group considers all available evidence including
observable data or information about events specifically relating to the securiies which may result 1n a
shortfall in recovery of future cash flows These events may mclude a signficant financial difficulty of
the 1ssuer, a breach ot contract such as a default, bankruptcy or other financial reorgamisation or the
disappearance of an active market for the debt secunity because of financial difficulties relating to the
1ssuer

These types of specific event and other factors such as mformation about the 1ssuers™ hquidity, business
and financial rish exposures, levels of and trends in default for similar financial assets, national and
locat economic trends and conditions, and the fair value of collaterat and guarantees may be considered
individuaily, or 1n combination to determine 1f there 1s objective evidence of impairment of a debt
security

In addition when assessing available-for-sale asset-bached securities { ABS s) for objective evidence of
impairment the group considers the performance of underlyng collateral and the extent and depth of
marhet price dechines Changes in credit ratings are considered but a downgrade of a secunty s credit
rating 15 not, of uself, evidence of impairment The primary indicators of potential impairment are
considered to be adverse fair value movements, and the disappearance of an active market for a

security

—  Avalable-for-sale equity secunities Objective evidence of impairment for available-for sale equity
securiies may nclude specific information about the 1ssuer as detailed above, but may also include
information about significant changes in technology, markets, economics or the law that provides
evidence that the cost of the equity secunties may not be recovered

A sigmiicant or prolonged dechne in the fair value of the assel below its cost 15 also objective evidence
of impairment  In assessing whether 1t 15 significant the decline in fair value 15 evaluated against the
onginal cost of the asset at imtial recogmtion In assessing whether it 1s prolonged the decline 1s
evaluated against the period in which the fair value of the asset has been below 1ts oniginal cost at imual
recognmon

Once an impairment loss has been recognised on an available-for-sale financial asset the subsequent
accounting treatment for changes n the fair value of that asset differs depending on the nature of the
available-for-sale financial asset concerned

» for an available-for-sale debt security, a subsequent dechine in the fair value of the instrument 15
recogmsed i the income statement when there ts further objective evidence of impairment as a result of
further decreases 1n the estimated future cash flows of the financial asset Where there 1s no further
objecuve evidence of impairment the decline in the fair value of the financial asset 1s recogmised
other comprehensive income If the fair value of the debt security increases in a subsequent period and
the mcrease can be objectively related to an event occuming after the impairment loss was recognised in
the income statement the impairment {oss 1s reversed through the income statement to the extent of the
increase 1n fawr value

s for an available-for-sale equity secunty, all subsequent increases (n the fair value of the instrument are
treated as a revaluation and are recognised directly in other comprehensive income Impairment losses
recogmised on the equity security are not reversed through the income statement Subsequent decreases
in the fair value of the available-for-sale equity secunty are recognised in the income statement, to the
extent that further cumulative impatrment losses have been incurred 1n relation to the acquisition cost of
the equity secunty

() Held-to-matunty investments are non-derivative financial assets with fixed or determinable payments and
fixed maturities that the group posutively intends, and 1s able, to hold until matunty Held-to-maturity
investments are imtially recorded at fair value plus any directly attributable transaction costs, and are
subsequently measured at amortised cost using the effective interest method, less any impairment losses

{) Sale and repurchase agreements (including stock lending and borrowing)

When securities are sold subject to a commuiment to repurchase them at a predetermined pnice ( repos™) they
remam on the balance sheet and a habihity 1s recorded in respect of the consideration received Securities
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purchased under commutments to sell ( reverse repos ) are not recognised on the balance sheet and the
consideration paid 1s recorded i Loans and advances to banks  Loans and advances to customers or “Trading
assets as appropriate The difference between the sale and repurchase price 1s treated as nterest and recognised
over the life of the agreement for loans and advances 1o banks and customers and as net trading income for
trading assets

Secunities lending and borrowing iransactions are generally secured with collateral taking the form of securities
or cash advanced or received The transter of securtties to counterparties under these agreements 18 not normally
reflected on the balance sheet Cash collateral advanced or received 1s recorded as an asset or a hability
respectively

Secunties borrowed are not recognised on the balance sheet [f they are sold on to third parties, an obhgation to
return the securiuies 1s recorded as a trading hability and measured at fair value and any gains or losses are
included in "Net trading income

Dernvatives and hedge accounting

Denvatives are recognised imitially, and are subsequently remeasured at farr value Fartr values of exchange-
traded derivatives are obtained from quoted market prices Fair values of over-the-counter derivatives are
obtained using valuation techruques mcluding discounted cash flow models and option pricing medels

Dernvatives may be embedded in other financial mstruments for example a convertible bond with an embedded
conversion option Embedded dervatives are treated as separate denivatives when their economuc charactenstics
and risks are not clearly and closely related to those of the host contract, the terms of the embedded derivative
would meet the defimtion of a stand-alone derivauve 1f they were contained n a separate contract, and the
combined contract 1s not held for trading nor designated at fair value These embedded derivatives are measured
at tair value with changes therein recognised in the income statement

Denvatives are classified as assets when thewr fair value 15 positive or as liabihities when therr fair value 1s
negative Denvative assets and hiabihiues arising from different transactions are offset only 1f the transactions are

with the same counterparty, a legal nght of offset exists, and the parues intend to settle the cash flows on a net
basis

The method of recognising fair value gains or losses depends on whether denivatives are held for trading or are
designated as hedging instruments and 1f the latter the nature of the risks being hedged All gains and losses
from changes n the fair value of denivatives held for trading are recogmised m the income statement When
derivatives are designated as hedges the group classifies them as either (1) hedges of the change in fair value of
recogmsed assets or hatihites or firm commutments ( fair value hedges ), (1) hedges of the vanability in highly
probable future cash flows attributable to a recogmsed asset or hability, or a forecast transaction ( cash flow
hedges ), or (i) a hedge of a net investment tn a foreign operation ( net investment hedges ) Hedge accounting
15 applied to denvatives designated as hedging instruments 1n a fair value, cash flow or net investment hedge
provided certain criteria are met

Hedge accounting

At the inception of a hedging relatonship, the group documents the relationship between the hedging
mstruments and the hedged ttems its nsk management objective and 1ts strategy for undertahing the hedge The
group also requires a documented assessment, both at hedge inception and on an ongowng basis of whether or
not the hedging mstruments, primanly derivatives, that are used 1n hedging transactions are highly effective m
offsetting the changes attributable to the hedged risks 1n the fair values or cash flows of the hedged items
Interest on designated qualifying hedges 1s included 1in Net interest income

Fair value hedge

Changes n the fair value of denvatives that are designated and qualify as fair value hedging instruments are
recorded 1n the income statement, along with changes 1n the fair value of the hedged assets, habilities or group
thereof that are attributable to the hedged rish

If a hedging relatonship no longer meets the cnitena for hedge accounting the cumulative adjusiment to the
carrying amount of the hedged item 1s amorused to the income statement based on a recalculated effective
interest rate over the residual period to matunty unless the hedged item has been derecognised 1n which case 1t
1s released to the income statement immediately
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Cash flow hedge

The effective portion of changes 1n the fair value of denvatives that are designated and quahfy as cash flow
hedges 1s recogmised 1n other comprehensive income within ~ Cash flow hedges - fair valuegains/(losses)” Any
gain or loss in farr value relating to an ineffective portion i1s recognised immechately 1n the income statement

The accumulated gains and losses recogmised in other comprehensive income are reclassified to the income
statement 1n the periods in which the hedged item will aftect profit or loss However, when the forecast
transactton that 1s hedged results in the recognition of a non-financial asset or a non-financial habihity, the gains
and losses previously recognised in other comprehensive income are removed from equity and included in the
inithial measurement of the cost of the asset or hability

When a hedging instrument expires or ts sold. or when a hedge no longer meets the cniteria for hedge accounting,
any cumulative gain or loss recognised in other comprehensive income at that time remains 1n equity until the
forecast transaction 1s eventually recognised in the income statement When a forecast transaction 15 no fonger
expected to occur, the cumulative gain or loss that was reported 1n other comprehensive income 1s immedrately
reclassified to the income statement

Net tnvestment hedge

Hedges of net mvestments in foreign operations are accounted for in a similar way to cash flow hedges A gain
or loss on the effective portion of the hedging instrument 15 recogmsed in other comprehensive income, a gamn or
loss on the ineffective portion 1s recogmised immediately :n the income statement Gains and losses previously
recognised in other comprehensive income are reclassified to the income statement on the disposal, or part
disposal of the foreign operation

Hedge effectiveness testing

To quahiy for hedge accounting the group requires that at the inception of the hedge and throughout its hife
each hedge must be expected to be highly effective (prospective effectiveness) and demonstrate actual
effectiveness (retrospective effectiveness) on an ongoing basis

The documentation of each hedging relationship sets out how the effectiveness of the hedge 15 assessed The
method a group entity adopts for assessing hedge effectiveness will depend on s sk management strategy

For prospective effectiveness the hedging instrument must be expected to be highly effective in offsetting
changes in fair value or cash flows atinbutable to the hedged nsk during the period for which the hedge 1s
designated For actual effectiveness to be achieved. the changes in fair value or cash flows must offset each other
in the range of 80 per cent to 125 per cent

Hedge ineffectiveness 1s recogmised in the income statement in Net trading income

Derivatives that do not quahfy for hedge accounting

All gains and losses from changes in the far values of derivatives that do not qualify for hedge accounting are
recognused immediately in the income statement These gains and losses are reported in Net trading ncome ,
except where denvauves are managed 1n comjunction with financial instruments designated at fair value {other
than derivatives managed in conjunction with debt securities 1ssued by the group), in which case gains and losses
are reported i Net income from financial instruments designated at fair value  The interest on derivatives
managed 1n comunction with debt securities 1ssued by the group which are designated at fair value 1s recognised
in ‘Interest expense’ All other gains and losses on these derivatives are reported 1n *Net income from financial
instruments destgnated at far value

Derivatives that do not qualify for hedge accounung include non-qualifying hedges entered 1nto as part of
documented interest rate management strategies for which hedge accounting was not, or could not be apphed
The size and direction of changes n fair value of non-qualifiing hedges can be volatile from year to vear, but do
not alter the cash flows expected as part of the documented management strategies for both the non-qualifymg
hedge instruments and the assets and habilities to which the documented interest rate strategies relate Non-
quahifying hedges theretfore operate as economic hedges of the related assets and habihities

Derecognition of financial assets and liabilities

Financial assets are derecognised when the contractual right 1o receive cash flows from the assets has expired or
when the group has transferred its contractual nght to receive the cash flows of the financial assets, and either
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= substanually all the rishs and rewards of ownership have been transferred, or

* the group has neither retamned nor transferred substantially all the rishs and rewards but has not retained
control

Financial habilities are derecogmised when they are extinguished that 1s when the obligation 1s discharged
cancelled or expires

(m) Offsetting financial assets and financial iabihties

(n)

(0)

Financial assets and financial habilities are offset and the net amount s reported 1n the balance sheet when there
15 a legally enforceable night to offset the recogmsed amounts and there 1s an intention to setile on a net basis or
reahise the asset and settle the liability simultaneousty

Subsidiaries, associates and joint ventures

The group classifies investments 1n entiics which it controls as subsidharies Investments in which the group,
together with one or more parties has joint control of an arrangement set up to undertake an economic activity
are classified as joint ventures The group classifies investments i entities over which 1t has sigmficant
influence and that are neither subsidianies nor jomnt ventures, as associates

The bank s investments 1n subsidiartes are stated at cost less any impairment losses Impairment osses
recognised in prior periods are reversed through the income statement 1f and only 1f there has been a change 1n
the estimates used to determne the investment in subsichary s recoverable amount since the last impairment loss
was recognised

Investments in associates and interests in joint ventures are recognised using the equity method Under this
method. such investments are mmtially stated at cost, including attributable goodwill and are adjusted thereafter
for the post-acqusition change in the group s share of net assets

Profits on transactions between the group and its associates and joint ventures are eliminated 1o the extent of the
group s interest 1n the respective associaies or joint ventures Losses are also eliminated to the extent of the
group s interest in the associates or Joint ventures unless the transaction provides evidence of an impairment of
the asset transferred

A structured entity 1s an entity that has been designed so that voting or similar nights are not the dominant factor
n deciding who controls the entity for example when any voting nghts relate to administrative tashs only and
key activities are directed by contractual agreement Structured entiies often have restricted activities and a
narrow and well defined objective Examples of structured entities include investment funds, securitisation
vehicles and asset bached financings nvolvement with consohdated and unconscohdated structured entities 15
disclosed 1n Note 41

For the purposes of disclosure, the group would be considered to sponsor another entity 1f 1t has a key role 1n
establishing that entity or 1n bringing together the relevant counterparties so that the transaction which 1s the
purpose of the entity, can occur This may include instances where the group inttially sets up an entity tor a
structured transaction and acts as an underwnter or lead manager The group would not be considered a sponsor
once our mitial involvement in setting up the structured entity had ceased even if we were subsequently involved
with an entity to the extent of providing arm s length services in the normal course of business, for example
through the provision of semor fending

Goodwill and intangible assets

(1) Goodwill arises on the acqusition of subsidiaries when the aggregate of the fair value of the consideration
transferred, the amount of any non-controlling interest and the fair value of any previously held equity
interests in the acquiree exceed the amounts of the identifiable assets and habilities acquired 1t they do not
exceed the amounts of the idenufiable assets and habilities of an acquired business the difference 1s
recogmised immediately in the income statement Goodwill anises on the acquisition of interests in joint
ventures and associates when the cost of investment exceeds the group s share of the net fair value of the
associate s or joint venture s wdentifiable assets and liabilities

Intangible assets are recogmised separately from goodwill when they are separable or anse from contractual
or other iegal nights and their fair value can be measured rehably

Goodwill 1s allocated to cash-generating unuts for the purpose of impawrment testing, which 1s undertahen at
the fowest level at which goodwill 1s monitored for internal management purposes Impairment tesung 1s
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performed at feast annually, and whenever there 1s an indication that the cash-generating umit may be
impaired, by comparing the recoverable amount from a cash-generating unit with the carrying amount of 1
net assets nchuding attributable goodwill The recoverable amount of an asset 15 the higher of its far value
less cost to sell and its value 1n use Value i use is the present value of the expected future cash flows from
a cash-generating unit [f the recoverable amount 1s less than the carrying value, an impairment loss 15
charged to the income statement Goodwill 1s stated at cost less accumulated impairment losses

Goodwill on acquisiuons of interests tn jont ventures and associates 1s included i Interests in associates
and jont ventures’ and 1s not tested separately for impairment

At the date of disposal of a business attnbutable goodwill 15 included i the group s share of net assets in
the calculation of the gan or loss on disposal

Goodwillis included on a disposal group held for sale (f the group s a cash-generating umt { CGU ) to
which goodwill has been allocated or 1t 15 an operation within such a CGU The goodwill associated with the
operation disposed of 1s measured on the basis of the relative values of the operation disposed of and the
portion of the CGU retained

Intangible assets include the present value of in-force long-term insurance business computer software,
trade names mortgage service rights, customer lists, core deposit relationships, credit card customer
relationships and merchant or other loan relationships Computer software mcludes both purchased and
internally generated software The cost of internally generated software comprises all directly attnibutable
costs necessary to create, produce and prepare the software to be capable of operating in the manner
mitended by management Costs incurred 1n the ongoing maintenance of software are expensed immediately
as incurred Intangible assets are subject to imparrment review If there are events or changes in
circumstances that indicate that the carrying amoumt may not be recoverable Where

— ntangible assets that have an indefinite useful hife. or are not yet ready for use are tested for
impairment annually This impairment test may be performed at any time during the year, provided it1s
performed at the same time every year Anintangible asset recognised during the current peniod s
tested before the end of the current year, and

— intangible assets that have a fimte useful hfe, except for the present value of m-force long-term
nsurance business are stated at cost less amortisation and accumulated impairment losses and are
amortised over their estimated useful hives Estimated useful Iife 1s the lower of legat duration and
expected useful life The amortisation of mortgage servicing rights 1s mcluded within Net fee income

For the accounting policy governing the present value of in-force long-term insurance businesses see
Note 2(x)

{1n) Intangible assets with finite useful lives are amortised, generally on a straight-line basis over their useful

lives as follows

Trade names 10 years

Mortgage service rnighis generally between 5 and 12 years
Internally generated software between 3 and 5 years

Purchased software between 3 and 5 years
Customer/merchant relatienships between 3 and 10 years

Other generally 10 years

Property, plant and equipment

Land and buildings are stated at historical cost, or farr value at the date of transition to IFRSs ( deemed costs ),
less any impairment losses and depreciation calculated to write ofT the assets over their estimated useful lives as
follows

freehold land 1s not depreciated,

freehold buildings are depreciated at the greater of 2% per annum on a straight-line basis or over thewr
remaining useful hves, and

leaschold buildings are depreciated over the shorter of their unexpired terms ot the leases or over theiwr
remammng useful lives

Equipment fixwres and fittings (including equipment on operating leases where the group s the lesser) are
stated at cost less any imparrment losses and depreciatien calculated on a straight-hine basis to white off the
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assets over their useful lives which run to a maximum of 33 years but are generally between 5 vears and 20
years

Property, plant and equipment 18 subject to an impairment review 1f there are events or changes in circumstances
which indicate that the carrving amount may not be recoverable

The group holds certain properties as investments to earn rentals or for capital appreciatton or both Investment
properuies are included in the balance sheet at fair value with changes therein recogmsed in the mcome statement
n the period of change Fair values are determined by independent professional valuers who apply recognised
valuation techniques

Finance and operating leases

Agreements which transter to counterparties substantially all the nshs and rewards meidental to the ownership of
assets, but not necessanly legal title, arc classified as finance leases When the group 1s a lessor under finance
leases the amounts due under the leases, after deduction of unearned charges, are included in Loans and
advances to banks or Loans and advances to customers as appropriate The finance income recervable 1s
recognised in Net interest income  over the periods of the leases so as to give a constant rate of return on the net
nvestment 1n the leases

When the group 15 a lessee under finance leases, the leased assets are capitalised and included i Property, plant
and equipment and the coiresponding hability to the lessor 1s mcluded 1n Other habilitics A finance lease and
1ts corresponding hiability are recogmised imtially at the fair value of the asset or, if lower the present value of
the mimimum lease payments Finance charges payable are recogmsed in Net interest income  over the perniod of
the lease based on the interest rate implicit in the lease so as to give a constant rate of interest on the remaining
balance of the Lhability

All other leases are classified as operating leases When acting as lessor the group includes the assets subject 1o
operating leases in Property, plant and equipment and accounts for them accordingly [mpairment losses are
recognsed to the extent that restdual values are not fully recoverable and the carrying value of the assets 1s
thereby impatred When the group s the lessee leased assets are not recogrused on the balance sheet Rentals
payable and receivable under operating leases are accounted for on a straight-line basis over the penods of the
leases and are included in General and administrative expenses and Other operating income  respectively

Income tax

Income tax comprses current tax and deferred tax Income tax 1s recognised in the income statement except to
the extent that 1t relates to items recogmised tn other comprehensive income or directly in equity tn which case 1t
1s recognised in the same statement (n which the related tem appears

Current tax 1s the tax expected to be payable on the taxable profit for the vear calculated using tax rates enacted
or substantively enacted by the balance sheet date, and any adjustment to tax payable in respect of previous
years Current tax assets and Liabilities are offset when the group intends to settle on a net basis and the legal
right to offset exists

Deferred tax 15 recognised on temporary differences between the carrying amounts of assets and labilities 1n the
balance sheet and the amounts attnibuted to such assets and habiliues for tax purposes Deferred tax habihities are
generally recogmsed for all taxable temporary differences and deferred tax assets are recognised to the extent
that 1t 1s probable that future taxable profits will be available aganst which deductible temporary difterences can
be utilised

Deferred tax 15 calculated using the tax rates expected to apply in the penods 1n which the assets wall be reahised
or the habiliies settled based on tax rates and laws enacted, or substantively enacted, by the balance sheet date
Deferred tax assets and liabihties are offset when they anise in the same 1ax reporting group and relate to income
taxes levied by the same taxation authortty, and when the group has a legal nght to otfset

Deferred tax relating to actuanal gains and losses on post-employment benefits 15 recognised in other
comprchensive income Deferred tax relating to share-based payment transactions 1s recogmsed directly mn
equity to the extent that the amount of the estimated future tax deduction exceeds the amount of the related
cumulative remuneration expense Deferred tax relating to fair value remeasurements of available-for-sale
investments and cash flow hedging mstruments which are charged or credited directly to other comprehensive
income 1s also credited or charged directly to other comprehensive income and 1s subsequently recognised in the
income statement when the deferred fair value gain or loss 1s recognised 1n the income statement
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The group operates a number of pension and other post-employment benefit plans These plans include both
defined benefit and defined contnibution plans and vartous other post-employment benefits such as post-
employment healthcare

Payments to defined contribution plans and state-managed retirement benefit plans where the group’s

obligations under the plans are equivalent to a defined contribution plan are charged as an expense as they fall
due

T'he defined benefit pension costs and the present value of defined benefit obligations are calculated at the
reporiing date by the scheme’s actuartes using the Projected Unit Credit Method The net charge to the income
statement mainly compnses the service cost and the net interest on the net defined benefit asset or liability and 15
presented 1n operating expenses

The past service costs which are charged immediately to the inceme statement 1s the change n the present value
of the defined benefit obligation for service in prior peneds, resulting from a plan amendment or curtailment

Actuanal gains and losses comprise experience adjustments (the effects of differences between the previous
actuanal assumptions and what has actually occurred), as well as the effects of changes in actuartal assumptions
Actuanal gams and losses are recogmised in other comprehenstve income in the pertod in which they anse

The defined benefit habihty recogmised in the balance sheet represents the present value of defined benefit
obligations adjusted for unrecognised past service costs and reduced by the fair value of plan assets Any net
defined benefit surplus is limited to unrecognised past service costs plus the present value of available refunds
and reductions m future contributions to the plan

The costs of obligations arising from other defined post-employment benefits plans, such as defined benefit
health-care plans, are accounted for on the same basis as defined benefit pension plans

Share-based payments

The cost of share-based payment arrangements with employees 1s measured by reference to the fair value of
equity instruments on the date they are granted and recognised as an expense on a straight-line basis over the
vestng penod with a corresponding credit to Retained Earnings  The vesting penod 1s the peniod during which
all the specified vesting conditions of a share-based payment arrangement are to be satisfied The fair value of

equity struments that are made available immechately, with no vesting period attached to the award, are
expensed immedately

Fair value s determined by using appropnate valuation models, taking into account the terms and conditions
upon which the equity instruments were granted Vesting condinons include service conditions and performance
conditions Market performance conditions are taken into account when estimating the fair value of equity
instruments at the date of grant. so that an award 1s treated as vesting irrespective of whether the market
performance condition or non-vesting condition 1s satisfied, provided ali other conditions are satisfied

Vesting conditions other than market performance conditions are not taken into account i1n the initial esumate
of the fair value at the grant date They are taken mnto account by adjusting the number of equity instruments
included in the measurement of the transaction, so that the amount recogmised for services received as
constderation for the equity instruments granted shali be based on the number of equity instruments that
eventnally vest On a cumulative basis no expense 15 recognised for equity instruments that do not vest because
of a failure to satisfy non-market performance or service conditions

Where an award has been modified, as a mimimum, the expense of the original award continues to be recognised
as 1f it had not been modified Where the effect of a2 modification 1s to increase the fair value of an award or
increase the number of equity instruments, the incremental fawr value of the award or incremental fair value of
lialiues are measured at the higher of the intial fair value less cumulative amortisation, and the best estimate
of the expenditure requred to settle the obligation

A cancellation that occurs during the vesting period 1s treated as an acceleration of vesting and recogmsed
immediately for the amount that would otherwise have been recognised for services over the vesting period

HSBC Holdings 1s the grantor of its equity instrument for all share awards and share options acroess the group
The credit to 'Retained earmings’ over the vesting period on expensing an award represents the effective capital
contribution from HSBC Holdings To the extent the group will be or has been required to fund a share-based
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payment arrangement, this capital contribution 1s reduced and the fair value of shares cxpected to be released to
employees is recorded within 'Other liabilines'

FOI’EIgl‘I currencies

[tems included in the financial statements of each of the group’s entihies are measured using the currency of the
primary economic environment 1 which the entity operates { the tunctional currency )

Transactions in foreign currenctes are recorded in the functional currency at the rate of exchange prevaiiing on
the date of the transaction Monetary assets and hiabihities denominated n foreign currencies are translated into
the functional currency at the rate of exchange ruling at the balance sheet date Any resulting exchange
differences are included 1n the income statement Non-monetary assets and habilities that are measured at
historical cost 1n a forexgn currency are translated into the functional currency using the rate of exchange at the
date of the initial transaction Non-monetary assets and liabilities measured at fair value i a foreign currency are
transhated into the functional currency using the rate of exchange at the date the far value was determuned Any
exchange component of a gain or loss on a non-menetary stem 1s recogrused i other comprehensive income 1
the gain or loss on the non-monetary 1item 1s recogmised n other comprehensive income Any exchange
component of a gain or loss on 2 non-monetary item 15 recognised in the income statement 1f the gain or loss on
the non-monetary item 1s recognised 1n the income statement

In the consolidated financial statements the assets, including related goodwill where applicable, and habilities of
branches subsidiaries, jont ventures and associates whose functtonal currency 1s not sterling, are translated into
the group s presentational currency at the rate of exchange ruling at the balance sheet date The results of
branches subsidiaries, joint ventures and associates whose funcuonal currency 1s not sterling are translated into
sterling at the average rates of exchange for the reporting period Exchange difterences arising from the
retranslation of opening foreign currency net investments, and exchange difterences anising from retranslation of
the result for the reporting period from the average rate to the exchange rate prevailing at the period end are
recogmised n other comprehensive income Exchange differences on a monetary item that 1s part of a net
investment 1 a foreign operation are recognised in the income statement of the separate financial statements In
consolidated financial statements these exchange differences are recognised in other comprehensive income On
disposal of a foreign operation exchange differences relating thereto and previously recogmsed 1n other
comprehensive income are recognised 1n the income statement

Provisions

Provisions are recogrused when it 1s probable that an outflow of economic benefits will be required to settle a
current legal or constructive obhigation which has arisen as a result of past events and for which a rehiable
estimate can be made of the amount of the obligation

Contingent habihities which include certain guarantees and letters of credit pledged as collateral security, are
possible obligations that arise from past events whose existence will be confirmed only by the occurrence or
non-occurrence of one or more uncertain future events not wholly within the control of the group, or are present
obltgations that have ansen from past events but are not recognised because 1t not probable that settlement will
require outflow of economic benefits, or because the amount of the obligations cannot be reliably measured
Contingent liabilities are not recogmised n the financial statements but are disclosed unless the probability of
settlement 1s remote

Financial guarantee contracts

Liabilitres under financial guarantee contracts not classified as msurance contracts are recorded imually at thesr
fair value, which s generally the fee received or receivable Subsequently the financial guarantee lhabilities are
measured at the higher of the wutial fair value, less cumulative amortisation and the besi estimate of the
expenditure required to settle the obhgations

The group has 1ssued financial guarantees and similar contracts to other group entiies Where it has previously
asserted exphaitly that it regards such contracts as insurance contracts and has used accounting applicable to
insurance contracts, the group may elect to account for guarantees as insurance contracts This election 15 made
on a contract by contract basis but the election for each contract 1s irrevocable  Where these guarantees have
been classified as insurance contracts, they are measured and recogmised as insurance liabilities

Where the group 1s the recipient of a guarantee, including from other HSBC Group companies amounts
recervable under a claim are recognised when their receipt 1s virtually certain: Any fees payable to the guarantor
are expensed over the penod of the guarantee contract
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Through its insurance subsidharics the group issues contracts lo customers that contamn insurance risk., financial
rish or a combination thereot A contract under which the group accepts significant insurance nish from another
party by agreeng to compensate that party on the occurrence of a specified unceriain future event is classified as
an insurance contract An insurance contract may also transfer financial risk, but 1s accounted for as an insurance
contract 1f the insurance nsk 1s significant

While investment contracts with discretionary participation features are financial instruments, they continue to
be treated as insurance contracts as permitted by [FRS 4

Insurance contracts are accounted for as follows

Insurance premiums

Premmums for hfe msurance contracis are accounted for when receivable, except in unit-hinked insurance
contracts where premiums are accounted for when habilities are established

Gross insurance premiums for non-life msurance business are reported as income over the term of the insurance
contract based on the proportion of rishs borne dunng the accounting period The uneamned premium (the
proportion of the business underwritten 1n the accounting year relaung to the period of nsk after the balance
sheet date) 1s calculated on a daily or monthly pro rata basis

Remnsurance premiums are accounted for in the same accounting period as the premiums for the direct mnsurance
contracts to which they relate

Insurance claims and reinsurance recoveries

Gross insurance claims for life insurance contracts reflect the total cost of claims ansing during the year,
including claim handling costs and any policyholder bonuses allocated i anticipation of a bonus declaraton
Claims ansing during the year include maturities. surrenders and death claims

Maturity claims are recognised when due for payment Surrenders are recognised when patd or at an earlier date
on which iollowing noufication the policy ceases to be included within the calculation of the related msurance
habilmes Death claims are recogmsed when notified

Gross msurance claims for non-life insurance contracts include pard claims and movements tn outstandmg
Jaims lrabilities

Remnsurance recoveries are accounted for in the same penod as the related claim

Liabihities under insurance contracts

Liabilities under non-hnked life insurance contracts are calculated by each life insurance operation based on
local actuanal principles Liabilites under unit-linked life insurance contracts are at least equivalent to the
surrender or transfer value which 1s calculated by reference 10 the value of the relevant underlying funds or
indices

Outstanding claims hatihties for non-life imsurance contracts are based on the estimated ultimate cost of all
claims incurred but not settled at the balance sheet date whether reported or not. together with related claim-
handling costs and a reduction for the expected value of salvage and other recovertes Liabilittes for claims
incurred but not reported are made on an estimated basis, using appropriate statistical techniques

A hability adequacy test 1s carmied out on insurance habihties to ensure that the carrying amount of the llabihties
15 sufficient in the hght of current estimates of future cash flows When performing the hability adequacy test, all
contractual cash flows are discounted and compared with the carrying value of the hability When a shortfall 1s
dentified 1t 1s charged immediately to the income statement

Future profit participation on insurance contracts with discrettonary participation features

Where contracts provide discretionary profit participation benefits to policyhelders, habihities for these contracts
include provisions for the future discreuonary benefits to pohicyholders These provisions reflect actual
performance of the mvestment portfoho to date and management expectatton on the future performance in
connection with the assets baching the contracts, as well as other eaperience factors such as mortality, lapses and
operational efficiency. where appropriate This benefit may arise from the contractual tlerms regulation or past
distribution pohey
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Investment contracts

Unit linked and non-unit inked

Customer habilities under hinked and certain non-linked investment contracts and the corresponding financial
assets are designated at fair vatlue Movements in fair value are recogrised in Net income from financial
instruments designated at fair value  Premiums receivable and amounts withdrawn are accounted for as
increases or decreases (n the hability recorded in respect ot investment contracts

Liabilities under hinked investment contracts are at least equivalent to the surrender or transfer value which 1s
calculated by reference to the value of the relevant underlying tunds or indices

Investment management fees recervable are recognised in the income statement over the period of the provision
of the investment management services 1n Net fee income

The incremental costs directly related to the acquisition of new mvestment contracts or renewing existing
investment contracts are deferred and amortised over the period during which the investment management
services are provided

Investment contracis with discretionary participation features

While investment contracts with discretionary participation features are financial instruments, they continue to
be treated as insurance contracts as permutted by IFRS 4 The group therefore recogmises the premiums for those
contracts as revenue and recognises as an expense the resulting increase 1n the carrving amount of the hability

In the case of net unrealised investment gains on these contracts whose discretionary benefits principally reflect
the actual performance of the investment portfolio the corresponding increase n the habilities 1s recognised 1n
either the income statement or other comprehensive ncome following the treatment of the unrealised gains on
the relevant assets In the case of net unrealised losses a deferred participating asset 1s recognised only to the
extent thal its recoverability 1s hughly probable Movements in the liabilities arising from reahsed gains and
losscs on relevant assets are recognised in the income statement

Present value of in-force long-term msurance business

The value placed on insurance contracts that are classified as long-term nsurance business or long term
investment contracts with discretionary participating features { DPF™) and are 1n force at the balance sheet date
15 recogmised as an asset The asset represents the present value of the equity holders’ interest 1n the 1ssuing
nsurance companies profits expected to emerge from these contracts written at the balance sheet date

The present value of in-force long-term insurance business and long term mmvestment contracts with DPF,
referred to as PVIT | 1s determined by discounting the equity holders 1nterest in future profits expected 10
emerge from business currently in force using appropriate assumplions 1n assessing factors such as future
mortality lapse rates and levels of expenses and a risk discount rate that reflects the nsk premium attributable to
the respective contracts The PVIF incorporates allowances for both non-market risk and the value of financial
options and guarantees The PVIF asset 1s presented gross of attnbutable tax in the balance sheet and movements
in the PVIT assct are included in Other operating income on a gross of tax basis

Debt secunties in 1ssue and deposits by customers and banks

Financial liabilities are recognised when the group enters into the contractual provisions of the arrangemenis
with counterparties, which 1s generally on trade date, and initially measured at fair value, which 1s normally the
consideration recerved net of directly attmbutable transaction costs incurred Subsequent measurement ot
financial habihties, other than those measured at fair vatue through profit or loss and financial guarantees, 1s at
amortised cost using the effective interest rate method to amoruse the difference between proceeds received, net
of directly attributable transaction costs incurred and the redemption amount over the expected life of the
mmstrument

Share capital and other equity instruments

Shares are classified as equity when there 1 no contractual obligation to transfer cash or other financial assets
Incremental costs directly attributable to the 15sue of equity instruments are shown in equity as a deduction from
the proceeds. net of tax
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{aa)Cash and cash equivalents

For the purpose of the cash flow statement cash and cash equivalents include highly hquid investments that are

readily convertible to known amounts of cash and which are subject to an insignificant nsk of change in value

Such investments are normally those with less than three months’ maturity from the date of acquisinon and

include cash and balances at central banks. treasury bills and other eligible bills loans and advances to banks

items 10 the course of collection from or 1n transmission to other banks and certificates of deposit
(bb)Discontinued operations

A discontinued operation 1s a component of the group s business, the operations and cash flows of which can be
clearly distinguished from the rest of the group and which

¢ Represents a separate major line of business or geographical area of operations,

¢ Is part of a single co-ordinated plan to dispose of a separate major line of business or geographical area of
operations, or

¢ Is asubsidiary acquired exclusively with a view to re-sale

Classification as a discontinued operation occurs on disposal or when the operation meets the critena 1o be
classified as held-for-sale 1f earlier

When an operation is classified as a discontinued operation, the comparative consolidated income statement 1s
re-presented as 1f the operation had been discontinued from the start of the comparative year

Cnitical accounting policies

The results of the group are sensitive to the accounting policies. assumptions and estumates that underlie the
preparation of its consehdated financial statements The accounting policies used n the preparation of the
consolidated financial statements are described in detail in Note 2

When preparing the financial statements 111s the Directors responsibility under UK company law to select sunable
accounting policies and to make judgements and estimates that are reasonable and prudent

The accounting policies that are deemed critical to the group s results and financial position in terms of the
materiality of the items to which the pehcy 1s applied, or which involve a high degree of judgernent including the use
of assumptions and estirnation, are disclosed below

Impairment of loans and advances

The group s accounting policy for Josses arising from the impairment of customer loans and advances 1s described m
Note 2{f) Further information can be found in the Report of the Directors Risk (Credit Risk) Loan impairment
allowances represent management s best estimate of losses incurred 1n the loan portfohios at balance sheet date

Management 1s required to exercise judgement in making assumptions and estimations when calculating loan
unpairment allowances on both individually and collectively assessed loans and advances The most significant
Judgemental area 1s the calculation of collective impairment allowances

The methods used to calculate collective impairment allowances on homogeneous groups of loans that are not
considered individually significant are disclosed in Note 2(f) They are subject to estimation uncertainty n part
because 1t 15 not practicable to idenufy losses on an individual loan basis because of the large number of individually
wsignificant loans in the portfolio

The methods involve the use of statistically assessed histonical information which 1s supplemented with significant
management judgement to assess whether current economic and credit conditions are such that the actual level of
inherent losses 1s hikely to be greater or less than that suggested by historical experience In normal circumstances
historicat expenence provides the most objective and relevant information from which to assess inherent loss within
each portfolio In certain circumstances historical loss experience provides less relevant information about the
inherent loss in a given portfolio at the balance sheet date, for example, where there have been changes i economic,
regulatory or behavioural conditions such that the most recent trends 1n the portfolio risk factors are not fully
reflected n the statistical models In these circumstances such nisk factors are tahen imto account when calculating

the appropriate levels of impatrment allowances, by adjusung the impairment allowances detived solely from
historical loss experience

123




HSBC BANK PLC

Notes on the Financial Statements iconunued

— m s m -

Risk factors include loan portfolio growth, product mix, unemployment rates bankruptcy trends, geographic
concentrations loan product features economic conditions such as national and local trends in housing markets, the
level of interest rates. portfolio seasomng, account management polictes and practices changes in laws and
regulations and other factors that can aftect customer payment patterns Different factors are applied in different
regions and countries to reflect different economic conditions and laws and regulations The methodology and the
assumptions used n calculating impairment losses are reviewed regulatly in the hght of differences between loss
estimates and actuat loss expenence For example, roll rates, loss rates and the expected uming of future recoveries
are regularly benchmarked against actual outcomes to ensure they remain appropriate

However. the exercise of judgement requires the use of assumptions which are highly sensitive (o the risk factors, in
particular, to changes in economic and credit conditions across geographical areas Many of the factors have a high
degree of interdependency and there 1s no one single factor to which the group s loan impairment allowances as a
whole are sensitive It 1s possible that the outcomes within the next financial year could be different from the
assumptions built into the models, resulting 1n a matenal adjustment to the carmying amount of loans and advances

Goodwill impairment

The group s accounting pelicy for goodwill 1s described in Note 2(0} The review of goodwill impairment represents
management s best estimate of the factors below

e the future cash flows of the cash-generating units ( CGUs ) are sensitive to the cash flows projected for the
periods for which detailed forecasts are available and to assumptions regarding the long-term pattern of
sustainable cash flows thercafter Forecasts are compared with actual performance and venfiable economic data.
but they necessanly and appropriately reflect management s view ot tuture business prospects at the time of the
assessment, and

» the discount rate used to discount the future expected cash flows 1s based on the cost of caputal assigned to an
individual CGU and can have a significant effect on their valuaton The cost of capital percentage 1s generally
derived from a Capatal Asset Pricing Model which incorporates inputs reflecting a number of financial and
economic variables including the rish-free tnterest rate in the country concerned and a premium for the inherent
risk of the business being evaluated These vanables are subject to fluctuations i external market rates and
economic conditions beyond management s control and are thereore require the exercise of sigmificant
management judgment and are consequently subject to uncertamty

A decline 1n a CGU s expected cash flows and/ or an increase n its cost of capital reduces the CGU § estimated
recoverable amount If this 1s lower than the carrying value of the CGU a charge for impairment of goodwill 1s
recognised 1n the income statement for the year

The accuracy of forecast cash flows 1s subject to a high degree of uncertainty in volatile market conditions In such
marhet conditions, management retests goodwill for impairment more frequenily than annually to ensure that the
assumptions on which the cash flow forecasts are based continue to reflect current market conditions and
management s best estimate of future business prospects

Management reviewed the current and expected performance of the CGUs as at 31 December 2013 and determined
that there was no indicator of potential impairment of the goodwill allocated to the CGUs However n the event of
further significant deterioration in the economic and credit conditions beyond the levels already reflected by
management 1n the cash flow forecasts for the CGUs, a matenial adjustment to a CGU s recoverable amount may
occur which may result 1n the recognition ¢f an impatrment charge 1n the income statement

Note 21 includes details of the CGUs with sigmficant balances of goodwill and states the key assumptions used to
assess the goodwill in each CGU for impairment

Valuation of financial instruments

The group s accounting policy for valuation of financial instruments 1s described in Note 2(d) on the Financial
Statement The best evidence of fair value 1s a quoted price in an actively traded market In the event that the market
for a financial instrument 1s not active a valuation technique 1s used The majonty of valuation techniques employ
only observable market data. and so the reliability of the fair value measurement 1s high However, certain financial
mstruments are valued on the basis of valuation technigues that feature one or more significant market nputs that are
unobservable Valuation techmques that rely to a greater extent on uniobservable inputs require a higher level of
management judgement to calculate a fair value than those based wholly on observable inputs

Valuation techmques used to calculate fair values are discussed in Note 31 The main assumptions and estumates
which management considers when applying a model with valuation techniques are
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+ the likelthood and expected iming of future cash flows on the instrument These cash flows are estimated based
on the terms of the istrument, although management judgment may be required when the ability of the
counterparty to service the instrument 1n accordance with the contractual terms 15 10 doubt Future cash flows
may be sensitive to changes 1in market rates,

e selecting an appropnate discount rate for the mstrument The determination of this rate 1s based on an assessment
of what a market participant would regard as the appropnate spread of the rate for the instrument over the
appropniate risk-free rate, and

s judgment to determine what model to use to calculate fair value mn areas where the choice of vatuation model 1s
particularly subjective, for example when valuing complex denvative products

When applying a model with unobservable inputs estimates are made to reflect uncertatnties in fair values resulting
from a lack of market data inputs, for example, as a result of illiquidity i the marhet For these instruments the fair
value measurement 15 less rehable [nputs into valuations based on unobservable data are inherently uncertain
because there are little or no current market data available from which to determine the level at which an arm s length
transaction would occur under normal business condiions However, 1n most cases there are some marhet data
available on which to base a determination of fair value for example histonical data, and the fair values of most
financial instruments will be based on some marhet observable inputs even where the unobservable inputs are
significant

Dhsclosure of types and amounts of fair value adjustments made in determining the fair value of financial instruments
measured at fair value using valuation techniques s provided 1n Note 31 In addition a sensitivity analysis of fair
value for financial instruments with significant unobservable 1nputs to reasonably possibly alternative assumption
and a range of assumption can be found in Note 31 Given the uncertainty and subjective nature of valuing financial
instruments at fair value, 1t 15 possible that the outcomes within the next financial year could differ from the
assumptions used, and this would result 1n 2 material adjustment to the carmying amount of financial instruments
measured at fair value

Pensions

The group s accounting policy for pension and other post-employment benefits 1s described in Note 2(s) on the
Financial Statements

The most sigmficant judgments in measuring the present value of defined benefit obligations relate to the
determination of actuanial and financial assumptions These assumptions include the nominal discount rate rate of
inflation over the period of projected cash flows and member longevity Management reviews these assumplions in
conjunction with its actuanal advisors and benchmarks its conclusions against market practice

Judgment 15 also required n selecting the expected rate of return on plan assets which determines the net expense
recogmised The expected rate of return on plan assets represents the best estimate of long-term future asset returns
which takes into account listorical marhet returns plus additional factors such as the current rate of inflation and
interest rates The expected rates of return are weighted on the basis of the fair value of the plan assets

The key assumptions used and the sensitivity to changes in these assumptions are disclosed in Note 7 Employee
compensation and benefits 1t 1s reasonably possible that the actuanal and financial assumptions determined at the
end of the next year, are significantly different to these assumptions This could result in the group recording material
actuanal gains or losses in the next financial year

Provisions

The accounting pohcy for provisions 1s described 1in Note 2{v) on the Financial Statements Note 29 on the Financial
Statements discloses the major categones of provisions recogmsed

Provisions are uncertain in timing or amount, and are recogmised when there 1s a present obligation as a result of a
past event and the outflow of economic benefit 1s probable and can be estimated rehably Judgement 1s involved 1n
determining whether an obligation exists and in estimating the probabality, timmg and amount of any outflows
Professional expert advice 15 taken on litigation provisions, property provisions (including onerous contracts) and
similar liabihities

Provisions for legal proceedings and regulatory matters typically require a higher degree of judgement than other
types of provisions When cases are at an early stage, accounting judgements can be difficult because of the high
degree of uncertainty associated with determiming whether a present obligation exists as a result of a past event,
estimating the probabthty of outflows and making estimates of the amount of any cutflows that may arise As matters
progress through vanous stages of development, management and legal advisers evaluate on an ongoing basis
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whether provisions should be recogmised and their estimated amounts revising previous judgements and estimates as
appropriate At more advanced stages 1115 typically possible to make judgements and estimates around a better
defined set of possible outcomes However, such judgements can be very difficult and the amount of any provision
can be very sensitive to the assumptions used There could be a wide range of possible outcomes for any pending
legal proceedings nvestigations or inquirics  As a result, 1t1s often not practicable to quantify a range of possible
outcomes for individual matters [t 15 also not practicable to meaningfully quanufy ranges of potential outcomes in
aggregate for these types of provistons because of the diverse nature and circumstances of such matters and the wide
range of uncertamties involved For a detailed descrniption of the nature of uncertainties and assumptions and the
effect on the amount and timing of possible cash outflows on matenal matters see Note 42 on the Financial
Statements

Provisions for customer remediation also require significant levels of estimation and judgement [he amounts of
provisions recogmused depend on a number of different assumptions, for example, the number of customer complaints
expected 1o be recerved the response rates from cusiomers who are contacted as part of customer outreach activities
the uphold rate for complamnts and the amounts payablc in respect of compensation and costs of conducting reviews
These assumptions are revised as additional information becomes available

In view of the inherent uncertainuies and the high level of subjectivity involved in the recognition and measurement
of provisions 1t 1s possible that the cutcomes in the next financial year could differ from those on which

management s estimates are based resulting in matenially different amounts of provisions recognised and outflows of
economic benefits from those estimated by management for the purposes of the 2013 Financial Statements
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Investment
Non-linked Linked hfe  contracts with
isurance insurance DPF features Total
£m £m £m £m
2013
(Gross written premiums 294 314 1,526 2,134
Movement i uneamed premiums 16 - - 16
Gross earned premiums 310 314 1,526 2,150
Gross written premiums ceded to rensurers (109) 4) - (113)
Retnsurers’ share of movement 1n unearned premiums {15) - - (15)
Remsurers’ share of gross earned premums (124) 4 - (128)
Net earned insurance premiums 186 310 1,526 2,022
2012
Gross written premiums 321 380 1,705 2,406
Movement in uneamed premiuins 27 - - 27
Gross earned premiums 348 380 1,705 2433
Gross wrikten premiums ceded 1o remsurers (117 4) - {121)
Reinsurers’ share of movement i uncarned premiums (26) - -~ (26)
Retnsurers’ share of gross earned premiums (143) (4} — (147)
Net eamed insurance premiums 205 376 | 705 2286
5 Net insurance claims incurred and movement in habilities to pohicyholders
Investment
Non-hnked Linked life  coatracts with
msurance Insurance DPF features Total
£m fm £m fm
2013
Claims, benefits and surrenders paid 141 197 1,473 1,811
Movement in habilities 48 388 877 1,313
Gross claims incurred and movement in habilities 189 585 2350 3,124
Reinsurers” share of claims, benefits and surrenders paid (76) 3) - (79)
Rensurers’ share of movement in habuhues (7) {10y - (17)
Rensurers’ share of clatms incurred and movement in habilities
(83) (13 - (96)
Net insurance claims incurred and movement in liabilities 1o
pohcyholders 106 572 2,350 3,028
Investment
Non-linked Linked Ife contracts with
nsurance [nsurance DPF features Total
£m £m £m £m
2012
Claims, benefits and surrenders paid 174 139 1,589 £,902
Movement n labilities 107 393 713 1,213
Gross claims incurred and movement in Liabilities 281 532 2,302 3ns
Remnsurers” share of claims, benefits and surrenders paid 9 (4} - (95)
Reinsurers” share of movement in liab:lities (96) {5) - (101)
Reinsurers’ share of claims incurred and movement 1n hiabilines
(187 9) - (196)
Net insurance claims incurred and movement tn hiabilities to
policyholders 94 523 2,302 2919
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6 Net operating income

Net operating income 1s stated after the following items of income. expense, gains and losses

2013 2012
£m £m
Incomne
Interest recognised on impaired financial assets 47 25
Fees earned on financial assets or habilities not held for trading nor designated at fair value, other than
fees included in effective nterest rate calculations on these types of assets and habilities 3,043 2,851
Fees earned on trust and other fiduciary activities where the group holds or invests assets on behalf of
its customers 703 710
Expense
Interest on financial instruments, excludmg interest on financial liabikities held for trading or
designated at fair value 2,714 3,340
Fees payable on financal assets or habilies not held for trading nor designated at fair value, other
than fees included 1n effective interest rate calculations on these types of assets and habilities s11 502
Fees payable on trust and other fiduciary activities where the group holds or invests assets on behalf of
1ts customers 1 2
Gains/{losses)
Gams/{losses) on disposal or settlement of loans and advances 3 (an
{Losses)/gains on financial habihities measured at amortised cost {5) 1
Impaiment of available-for-sate equity shares {36) (26)
{Losses) on disposal of property, plant and equipment, intangible assets and non-financial investments 7 (7
Loan impairment charges and other credit risk provisions
Net impairment charge on loans and advances (1,102) (1,213)
Net impairment of available-for-sale debt secunties 136 (29)
Net impaurment in respect of other credit nsk provisions (5) (3)
(971) (1,245)
7 Employee compensation and benefits
Total employee compensation
2013 2012
fm fm
Wages and salaries 3,358 3,943
Social security costs 475 512
Post-employment benefits 5 334
Total' 3,838 4 789
! Includes £mil mulhion in respect of discontinued operantons (2012 £436 million)
Average number of persons employed by the group during the year
2013 2012
Retail banking wealth management 30,991 32,403
Commercial banking 8,744 8413
Global Banking and Markets 6,975 6,791
Global Private Banking 738 2,738
Other 21,376 23,845
Total' 69,824 74 190

H The 2012 comparati es have been restated in accordance with the revised operanng segments (Note 2 {c}} Global function
employees are included within Other
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Post-employment benefit plans

Income statement charge

Defined beneful pension plans

- HSBC Bank (UK) Pension Scheme
- Other plans

Defined contribution pension plans

Defined benefit healthcare plans

Defined benefit post-employment benefit plans

Net assets/{habilities) recogrised on balance sheet in respect of defined benefit plans

Defined benefit pension plans

— HSBC Bank (UK) Penston Scheme
Fair value of plan assets
Present value of defined benefit obligations

— Other plans
Fair value of plan assets
Present value of defined benefit obligations

Defined benefit healthcare pians
Present value of defined benefit obligations

Farr value of plan assets
Present value of defined benefit obligations

Retirement benefit liabihities
Retirement benefit assets

Cumulative actuarial gains/{losses) recogrised in other comprehensive income

At 1 January

HSBC Bank (UK) Pension Scheme
Other plans
Healthcare plans

Total actuanal gains/losses) recogmised in other comprehensive income for the vear

At 31 December

128

013 2012
£m £m
(198) 106
21 35
175 186
2) 327
7 7
5 334
2013 2012
£m £m
1,041 1,439
1,234 1,619
19,156 17,999
(17,922) (16,380)
{193) (180}
354 298
(547 (478)
(125} (139)
(25)} (139)]
19,510 18,297
(18,594) (16,997)
916 1,300
(318) (319)
1,234 i 619
2013 2012
£fm £m
(408) (505)
(973) 131
2 (55)
14 21
(957) 97
(1,365) (408)
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Pension pfans

The extant plans are funded defined benefit plans with assets held in trust or stmilar funds separate from the group
The plans arc reviewed at least annually or i accordance with local practice and regulations by qualified actuaries
The actuarial assumptions used to calculate the defined benefit obligattons and related current service costs vary
according to the economic conditions of the countries 1n which the plans are situated

Defined benefit pension arrangements for bank employees who are members of defined benefit pension plans as well
as certain other employees of the group and HSBC are provided principally by the HSBC Bank (UK) Penston
Scheme (the Scheme ), the assets ot which are held in a separate trust fund The Pension Scheme 15 administered by
a corporate trustee, HHSBC Bank Pension Trust (UK) Limuted (the Trustee’), whose Board 1s comprised of 13
Directors four of whom are elected by employees and two by pensioners The Trustee Directors of the Pension
Scheme are required to act in the best interest of the Scheme's beneficiaries

Healthcare benefit plans

The group provides posi-employment healthcare benefits under plans in the United Kingdom which are unfunded
Post-employment healthcare benefit plans are accounted for in the same manner as pension plans The plans are
reviewed at least annually or in accordance with local practice and regulations by qualified actuaries The actuanal
assumptions used to calculate the defined benefit obligation and related current service cost vary according to the
econontic conditions of the countries in which they are situated The group’s total healthcare cost for the year was £7
mithion (2012 £7 million}

Post-employment defined benefit plans’ pnncipal actuanal assumptions

The principal actuarial financtal assumptions used to calculate the group s obligations under its UK defined benefit
pension and post-employment healthcare plans at 31 December were as follows These assumpuons will also form
the basis for measuring periodic costs under the plans in the following year

Rate of
increase for

penstons in
payment and Healtheare
Discount Inftation deferred Deferred Rate of pay  cost trend
rate rate pensions revaluation Increase rates
Yo Yo % %o %a %
2013 445 360 330 280 410 710
2002 430 310 290 230 360 660

The group determines the discount rates to be applied to 1ts obligations in consultatton with the plans’ local actuaries,
on the basis of the current average yield of high quality (AA rated or equivalent) debt instruments. with maturities
consistent with those of the defined benefit obligations

The mortahity tables used and implied average life expectancy at 65 in the UK at 31 December were as follows

Life expectancy at Lift expectancy at
age 65 for a male age 65 for a female
Mortality table member currently member currently
Aged 65 Aged 45 Aged 65  Aped 45
2013 SAPS S1 236 252 249 268
2012 SAPS 51! 239 256 252 271

I Adjusted SAPS S wuh CMI_2013 improvements (2012 CMI_2011 improvements) and a | 25 per cent long-term annyal
mmprovement Light table with I 01 raung for male pensioners and { 02 ranng for female pensioners
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Actuanal assumption sensiivities

The discount rate 1s sensitive to changes i market condstions ansing during the reporting penod The mortality rates
used are sensitive to experience from the plan member profile The following table shows the effect of changes 1n
these and the other key assumptions on the principal plan

HSBC Bank {UK) Penston

Scheme
2013 2012
£m £m

Discount rate
Change 1n pension obligation at year end from a 25bps increase (818) (737}
Change n pension obligation at year end trom a 25bps decrease 877 789
Change i following year penston cost from a 25bps ncrease {49) (48)
Change 1n following year pension cost from a 25bps decrease 49 46
Rate of inflation
Change 1n pension obhigation at year end from a 25bps ncrease 601 545
Change 1n pension obligation at year end from a 25bps decrease (638) {521}
Change 1n following year pension cost from a 25bps increase 33 29
Change n following year pension cost from a 25bps decrease (36) 2%
Rate of increase for penstons i payment and deferred revaluation
Change tn pension obligation ai year end from a 25bps increase 787 445
Change in pension obligation at year end from a 25bps decrease (741) (428)
Change in following year pension cost from a 25bps increase 41 21
Change in following year pension cost from a 25bps decrease (38) (22)
Rate of pay increase
Change 1n pension obhigation at year end from a 25bps increase 128 108
Change in penston obligation at year end from a 25bps decrease (124) (107)
Change in following year pension cost from a 25bps increase 10 8
Change in following year pension cost from a 25bps decrease (9} 9)
Mortahty
Change 1n pension obligation from each addinonal year of longevity assumed 431 410

The following table shows the etiect ol changes in the mortality rates on defined benefit pension plans other than the
principal plan

Other Plans
2013 2012
£m £m
Change 1n pension obligation from each additional year of longevity assumed 14 9
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Defined benefit pension plans

Net asset/(habilinv) under defined benefit pension plans

Fair value of plan asscts

Present value of defined
benefit obligations

Net benefit asset/(hablity)

HSBC Bank HSBC Bank HSBC Banh
{(UK) Pension Other (UK} Pension Other  (UK) Pension Other
Scheme plans Scheme plans Scheme plans
im fm £m £m £m £m
Net defined benefit habihity
At 1 January 2013 17,999 298 {16,380} (478) 1,619 (180)
Current service cost - - (167) 13 (167) (13)
Past service cost and (gainsy losses from
settlements - - 280 3 280 (3}
plan amendments - - 280 - 280 -
past service costs and gans and losses
from settlement occurnng together - - - (3) —- (3)
Service cost - - 113 {16) 113 (16)
Net interest {income)/cost on the net
defined benefit abihity 806 8 (721) (13) 85 (5)
Remeasurement effects recognised 1n other
comprehensive income 524 5 (1,497) (3) (973} 2
return on plan assets {(excluding nterest
income) 524 5 - - 524 5
actuanial losses/(gawns) from changes in
demographic assumptions - - 34 1 34 1
actuanal losses/(gains) from changes in
financial assumptions - - (1,569) 5 (1,569) (5)
actuanal losses/(gains) from expenence - - 38 ] 38 1
Exchange differences - 33 - 45) - (N
Coninbutions by the group
Normal 207 6 - - 207 6
Special 180 - - - 180 ~
Contributions by employees 24 - 24) [&)] - 5
Benefits pard (584) [§)] 587 13 3 12
At 31 December 2013 19,156 354 {17,922) (547 1,234 (193)
Retirement benefit liabilities recognised on
the balance sheet - (193)
Retirement benefit assets recogmsed on the
balance sheet 1,234 -
Present value of defined benefit obligation
relating to
actives {5,381) (355)
deferreds (5,056) {70y
pensioners (7,485) (122)
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Fair value of plan assets

Present value of defined

benefit obligations

Net benefit asset/(tability)

HSBC Bank HSBC Bank HSBC Bank
(UK) Pension Other  (UK) Pension Other  (UK) Pension Other
Scheme plans Scheme plans Scheme plans
£m £m £m £fm fm £m
Net defined benefit hability
At | January 2012 17,183 728 (15,739 (968) 1,444 (240)
Current service cost - - (149) (37) {149) 3N
Past service cost and (gains) losses from
settlements - - - (2) - (2)
plan amendments [ -1l -1 -1 @)l -1 @)
Service cost - - {149 (39) (149) (39)
Net interest (income)cost on the net
defined benefit hability 786 29 (743) {25} 43 4
Remeasurement effects recognised 1n other
comprehensive iIncome 429 16 (298) {71) 131 {35)
return on plan assets {excluding interest
income) 429 16 - - 429 16
actuarial losses/(gains) from changes in
demographic assumptions - - (460) - {460) -
actuarial losses/(gains) from changes in
financial assumptions - - (386) (68) (386) (68)
actuarial losses/(gains) trom expenience - - 548 3) 548 3
Exchange differences - (14) - 21 - 7
Contnbutions by the group
Normal 150 47 - - 150 47
Special - - - - - -
Contributions by employees 23 9 23) (%) - -
Benefits paid (572) 27 572 43 - 16
Admimistrative costs and taxes paid by the
plan - - - - - -
Disposal - (490) - 570 - 30
At 31 December 2012 17,999 208 (16,380} (478) i 619 (180)
Retirement benefit habiliies recognised on
the balance sheet - (180)
Retirement benefit assets recogmsed on the
balance sheet 1,619 -
Present value of defined benefit obligation
relating to
actives 4,717 (275)
deferreds (4,389) (46)
PENSIONETS (7,274) (157)

The group expects to make £215 million of contributions to the HSBC UK Pension Scheme during 2014
Benefits expected to be paid from plans to retirees over each of the next five years and in aggregate for the five

years thereafter, are as follows

2014

£m

HSBC Bank {(UK) Pension Scheme 602
Other plans 18
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2015
£m
622
13

2016
fm
643

2017
£m
664
16

2018

686
16

2019-2023
£m
3,886
86
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Fair value of plan assets by asse! classes

2013 2012
Quoted No quoted Quoted No quoted
market marhet market market
price in price in price in price 1n
Fair acine active Thereof Farr acine active Thereof
value market market HSBC value market market HSBC
£m £m £m £m £m £m £m fm
HSRC Bank (UK) Pension
Scheme
Fair value of plan assets 19,156 17,999
Equnties 1,815 2,218 597 6 24i2 2412 - 10
Bonds 10,712 10,712 - - 10,496 10,496 - -
Contractually linked
mstruments 1,778 1,776 2 - - - - -
Property 805 - 805 - 980 - 980 -
Derivatives 1,710 - 1,710 1,710 3233 - 3,233 3,233
Other 1,336 1,336 - - 878 878 — —
Other plans
Fau vatue of plan assets 354 298
Equities 60 50 10 - 43 43 - 3
Bonds 127 117 10 6 122 122 - 3
Property 5 - 5 - 10 - 10 -
Dertvatives - - - - - - - -
Other 162 HI 51 32 123 123 - 21

The princpal plan has entered into denivative transactions with the bank to manage the risks ansing from its
portfolio These derivatives comprise interest rate {LLondon Interbank Offered Rate - LIBOR ) swaps and inflation
(UK Retail Prices Index - RPL ) swaps Under the terms of these swaps the plan 1s commutted to making LIBOR-
relaied interest payments 1n exchange for cash flows pard into the Scheme based on a projection of the future benefit
payments to the Scheme members Further details of these swap arrangements are included 1n Note 43

The actual return on plan assets for the year ended 31 December 2013 was a positive return £1.343 nulhion (2012

positive return of £1 260 million) The group expects to mahe £249 million of normal contributions to defined benefit
pension plans during 2014

Total expense recogmsed in the income statement in ‘Employee compensation and benefits’

2013 2012
HSBC Bank HSBC Bank
(UK) Pension (UK) Pension
Defined benefit pension plans Scheme Other plans Scheme Other plans
£m fm £m £m
Current service cost 167 13 149 37
Net interest (income) on net defined benefit assets’ (85) 5 (43) (4)
Past service {credit)/cost (280) 3 — 2
Total {(gain)/ expense (198) 21 106 35

1 2012 Expected return on plan assets less inierest cost

Trnienntal valuation

UK regulation requires pension schemes be valued formally every three years and a funding plan agreed betw een the
trustee and scheme sponsor The most recent tnenntal actuarial valuation of the UK Scheme performed by the
Scheme Actuary on behalf of the Trustee has been carmnied out as at 31 December 2011 At that date, the market valuc
of the Scheme s assets was £17 2 billion The market value of the plan represented 100 per cent of the amount
expected to be required, on the basis of the assumptions adopted. to provide the benefits accrued to members afier
allowing for expected future increases in earnings and resulted in neither surplus nor deficit The method adopted for
this valuation was the projected umt method

The expected cash flows from the plan were projected by reference to the UK Retail Prices Index ( RPI ) swap
break-even curve at 31 December 2011 Salary increases were assumed to be 0 5 per cent per annum above RPI and
inflationary pension mcreases, subject to a minimum of 0 per cent per annum and a maximum of 5 per cent per
annum (maximum of 3 per cent per annum 1n respect of service accrued since 1 July 2009) were assumed to be n
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line with RPI The projected cash flows were discounted at the LIBOR swap curve at 31 December 2011 plus a
margin for the expected return on the investment strategy of 160 basis points per annum

The mortality expernience of the Scheme’s pensioners over the three year period since the previous valuation was
analysed and the mortality assumption set on the basis of the expenience in the six years 2006-2011, using the SAPS
S1 scries of tables with adjustment for the specific mortahity experience of the Scheme Allowance for future
mmprovements in longevity was made in hne with the medium cohort effect with a long-run rate of improvements of
2 0 per cent for males and 1 5 per cent for females

Ongoing contnbutions

Following the completion of the 2011 triennial valuation, the bank pays contributions at the rate of 43 per cent of
pensionable salartes (less member contnibutions) from 1 April 2013 An additional employet contribution was paid in
Apnl 2013 equal to 9 per cent of pensionable salanies 1n respect of the period 1 January 2012 to 31 March 2013

Solvency position

As pant of the 31 December 2011 valuation, calculations were also carried out as to the amount of assets that might
be needed to meet the habihties if the Scheme was discontinued and the members  benefits bought out with an
msurance company {although 1n practice this may not be possible for a plan of this size) or the Trustee continued to
run the plan without the support of the bank The amount required under this approach was estimated to be £26 2
bilhion as at 31 December 2011 In estimating the solvency position for this purpose a more prudent assumption
about future mortality was made than for the assessment of the ongoing posttion and it was assumed that the Trustee
would alter the investment strategy to be an appropriately matched portfolio of cash and interest and inflation swaps
An exphicit allowance for expenses was also mnciuded

Future accrual

In 2013 following consultation on various employee benefit proposals the bank announced to employees in the UK
that the future service accrual for active members of the Defined Benefit Section { DBS ) would cease with effect
from 30 June 2015 As a result defined benefit pensions based on service to 30 June 2015 will continue to be hinked
to final salary on retirement (underpinned by ncreases in CPI) but all active members of the DBS will become
members of the Defined Contribution Section from 1 July 2015 As part of these amendments the HSBC Bank (UK)
Pension Scheme ( the Scheme ) will cease to dehiver ill-health benefits to active members of the DBS and these
benefits will, instead, be covered via msurance pohicies from 1 January 20135, consistent with other UK employees
This resulted in a reduction in the defined benetit obligation of the Scheme and a corresponding gain of £280 nuilion
recorded in “Past service cost and (gains)/losses on settlements 1n the table above
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Directors’ emoluments

The aggregate emoluments of the Directors of the bank, computed n accordance with the Companies Act 2006 as
amendecd by statutory instrument 2008 No 4§10 were

2013 2012

£000 £000
Fees' 1,382 1,087
Salanes and other emoluments 1,438 2.266
Bonuses 33%4° 5,294

6,154 8,647
Vesting of Resincted Share Plan awards - 873

! Fees included fees paid 10 non-execuin e direciors

2 [ncentive awards made {0 executine directors are delivered in the form of cash and HSBC Holdings ple shares The amount shown 1s
comprised of £463 875 in cash £695 813 1n deferred cash £463 875 1n Restricred Shares and £695 813 1n deferred Restricted Shares
1ssued under the HSBC Share Plan 2011 and £1 014 212 1n shares awarded under the Group Performance Share Plan { GPSP }
which 1s the long-term incenine under the HSBC Share Plan 2011 The total esting pertod of deferred awards is no less than three
years with 33% of the award vesting on each of the first and second annn ersaries of the date of the award and the balance \esting on
the third annnersary of the date of the anard Where the total vesung period 15 three years the share awards will be subject 10 a six
month reteniron period upon vesung GPSP awards are subject to a five year vesung pertod and on the vesting date are subject 10 a
retention requirement unul cessation of employment

3 The amount shown 1s comprised of £827 306 n cash £1 146 459 in deferred cash £764 306 in Restricted Shares and £1 146 459
deferred Restricted Shares issued under the HSBC Share Plan 2011 and £1 409 627 in deferred Resirtcred Shares ssued under the
GPSP The 1otal vesung period of deferred awards 15 no less than three years with 33% of the avward vesting on each of the first und
second atrnersaries of the date of the mvard and the balance vesung on the ihird annnersary of the date of the award Where the
total vesting perrod 15 three years the share awards will be subject to a six month retention period upon vesting GPSP awards are
subject to a five year vesting period and on the vesting date are sulyect to a relention requirement until cessation of employment

Onc Director exercised share options over HSBC Holdings plc ordinary shares during the year

Awards were made to four Directors under long-term incentive plans in respect of quahifying services rendered in
2013 (2012 five Directors) During 2013 no Directors received shares in respect of awards under long-term
incentive plans that vested during the vear (2012 three Directors)

Retirement benefits are accruing te one Director under a defined benefit scheme and are accruing 1o two Directors
under money purchase schemes 1n respect of Directors  qualifying services Contributions of £158,963 were made
during the year to money purchase arrangements 1n respect of Dhrectors  qualifying services (2012 £238,467)

In addition there were payments under relirement benefit agreements with former Directors of £809,519 (2012
£783 293) including payments in respect of unfunded pension obligations to former Directors of £693,632 (2012
£664 825) The provision as at 31 December 2013 1n respect of unfunded pension obhgations to former Directors
amounted to £11 664 633 (2012 £11 532 388)

Discretionary bonuses for Directors are based on a combination of individual and corporate performance and are
deterrmned by the Remuneration Commuittee of the bank s parent company, HSBC Holdings ple The cost of any
conditional awards under the HSBC Share Plan 2013 are recognised through an annual charge based on the fair value
of the awards, apportioned over the period of service to which the award relates Details of the Plans are contained
within the Directors Remuneration Report of HSBC Holdings plc

Of these aggregate figures the followng amounts are attributable to the highest paid Director

2013 2012

£000 £000

Fees - -
Salaries and other emoluments 501 566
Bonuses 1,645’ 2,741°

I Awards made to the lighest pard Director are delivered in the form of cash and HSBC Holdings ple shares The amount shown is
comprised of £219 305 1n cash £328 958 in deferred cash £219 305 in Restricied Shares and £328 938 in deferred Restricied Shares
ssued under the HSBC Share Plan 2011 and £548 180 1n shares awarded under the Group Performance Share Plan ( GPSP } which
15 the long-term incentive under the HSBC Share Plan 2011 The total vesting period of deferred awards 15 no less than three years
with 33% of the award vesung on each of the first and second anniversaries of the date of the award and the balance vesnng on the
thrd anniversary of the date of the award Where the total vesting period 15 three years the share awards will be subject 10 a six
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monch retention pertod upon vesting GPSP aw ards are subject to a five year vestng period and on the vestang dute are subject to a

retention requirement unil cessanon of employment

2 Awards made 10 the lnghest pard Director in respect of 201 2 performance comprise a mixture of cash and HSBC Holdings pic

shares The amount shown 15 comprised of £340 235t cash £310 351 m deferred cash £340 235 1n Restricted Shares and £510 353

in deferred Restricted Shares issued under the HSBC Share Plan 2011 and £1 040 000 1n shares awarded under the Group

Performance Share Plan ( GPSP ) which is the long-term incentne under the HSBC Share Plan 2011 The total vesting period of
deferred awards 15 no less than three years with 33% of the award vesting on each of the first and second annn ersanies of the date of

the award and the balance vesting on the third annnersary of the date of the award Where the 101al vesiing period 15 three years

the

share avwards will be subject to a six month retention period upon vesnng GPSP awards are subject 10 a fhe year vesting period and

on the vesting date are subject 1o a retention requirement unitl cessation of employment

The highest pard Director did not receive any shares as the result of awards under long-term incentive plans that

vested during the year The highest paid Direcior exercised no share options over HSBC Holdings plc ordinary shares

during the year

Pension contributions of £113,963 were made by the bank in respect of services by the highest paid Director during

the year

8 Auditors’ remuneration

2013 2012

£m £m

Audit fees payable to KPMG' 71 93
Audit fees payable to non-KPMG entities 05 06
Total auditors remuneration 76 99

! Fees payable to KPMG for HSBC Bank plc s statutory audit and the audit of the bark s subsidiaries

The following fees were pavable by the group to the group s principal audior KPMG Audu Plc and 1ts associates

(together KPMG )

2013 2012
£m fm
Audit fees for HSBC Bank ple statutory audi® 38 3l
- fees relating to current year 34 28
- fees relating to prior year 04 03
Fees for other services provided to the group 89 120
~ audit of the group’s subsidiaries, pursuant to legistation? 32 61
- audit-related assurance services’ 44 46
— audit of pension schemes associated with the group 01 01
Tax services
- taxation compliance services 01 g1
- taxation advisory services 02 03
All other services 49 08
Total fees payable 127 151

! Fees payable to KPMG Audit Ple for the statutory audit of the consolidated financial statements of the group and the separate
Sinancial statements of the HSBC Bank ple They exclude amounts payable for the statutory audit of the bank s subsidiaries which
have been mcluded in Fees payable to KPMG for other services provided 1o the group’

2 Including fees payable to KPMG for the statutory audu of the bank s subsidiaries

3 Including services for assurance and other serices that relate to statutory and regulatory filings including comfort letters and
nterm reviews

Fees payable to KPMG for non-audit services for HSBC Bank ple are not disclosed separately because such fecs are

disclosed on a consolidated basis for the group
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9 Share-based payments

Income statement charge

2013 2012

£fm fm

Restricted and performance share awards' 127 244
Savings-related and other share option plans 20 27
Equity-setiled share-based payments® 147 271

1 Restricted share awards include avwards granted under the Group Performance Share Plan ( GPSP )
2 Thischarge which was computed from the fair \alues of the share-based payment transaction v hen contracted arose under
employee share v ards made in accordance with HSBC s reward structures {discussed further below}

Ihe share-based payment income statement charge 15 recogmised 1n wages and salaries (Note 7)

Deferred share awards

Included 1n the income statement charge above 1s £112 milhion relating to deterred share awards (2012 £230

million) The following table Wdentifies the years in which these awards were or are expected to be granted It also
shows the expected charge to be recogmised in future years in respect of awards granted in current and prior years and
awards expected to be granted 1n the future

Income statement impuact of deferred share awards on current and fiture vears

Charge recogmsed n 2013
n respect of performance year

Charge expected to be recogmsed 1n 2014
or later o respect of performance year

2013 Pre-2013 Total
£m £m £m
HSBC deferred share awards 45 67 112

Charge recognised 1n 2012
1n respect of performance year

2013 Pre-2013 Total
£m £m £m
62 33 95

Charge expected to be recognesed 1n 2013
or Jater in respect of performance vear

2012 Pre-2012 Total
fm £m £m
HSBC deferred share awards 62 168 230

2012 Pre-2012 Total
fm fm Em
70 63 133

HSBC Share Awards

Restricted share awards
The pohcy with respect to these awards 18

« vesting of the awards 1s based on continued employment with HSBC of between one and five years from the date
of award,

» shares are awarded without corporate perfermance conditions, and

¢ certain shares are awarded subject to a retention requirement

The purpose of these awards 1s to reward employee performance and potential to aid recruitment and retention and
to part-defer annual bonuses

Performance Share awards
The policy with respect to these awards 1s

o vesting of the awards 15 based on three independent performance measures (HSBC's relative Total Shareholder
Return { TSR ) {40%). economic profit (40%) and growth 1n HSBC earnings per share ( EPS ) (20%)) and an
overnding ‘sustained improvement judgement by the Group Remuneration Commiuttee,

¢ performance conditions are measured over a three year period and reviewed annually, and

e awards are forfeited to the extent the performance conditions have not been met

The purpose of these awards s to ahgn the interests of executives with the creatton of shareholder value and
recognise individual performance and potential and to reflect HSBC s relative and absolute performance over the
long-term taking 1nto account an external measure of value creation, a measure of the extent to which the return on
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capital invested 1n HSBC is 1n excess of a benchmark return and a direct measure of the profits generated for
sharcholders

Movement on HSBC share awards

Restricted share awards Performance share awards’
2013 2012 2013 2012
Number Number Number Number
{000s) (000s) (000s) (000s)
Oustanding at | January 87,430 111,330 355 -
Additions during the year 47,612 110,816 418 355
Released in the year {50,514) (104,792) (72) -
Forfeited 1n the year (1,165) {5,931} (10) —
Transferred 30,541 {23993y 25 -
Outstanding at 31 December 113,904 87,430 726 355
Weighted average fair value of awards granted (£) 717 402 729 556

I Addwions during the year comprised reim ested dividend equnalents

HSBC Share Option Plans

Sawvings-related share option plans

The policy with respect to these options s

« the options are exercisable within three months following the first anmiversary of the commencement of a one-year
savings contract or within six months following either the third or fifth anmiversanes of the commencement of
three-year or five-year contracts respectively, and

» the exercise price ts set at a 20% (2012 20%) discount to the market value immediately preceding the date of
invitation

The purpose of these awards 1s to enable eligible employees to save up to £250 per month (or its equivalent in euros)
with the option to use the savings to acquire shares and to align the interests of employees with the creatron of
shareholder value

HSBC Holdings Group Share Option Plan

The policy with respect to these options 15
» vesting of the options 1s based on aclievement of certain TSR targets, and

s the options are exercisable between the third and tenth anniversaries of the date of grant

The purpose of these awards was to provide a long-term tncentive plan between 2000 and 2005 when certain HSBC
employees were awarded share options, and to align the interests of those igher performing employees with the
creation of shareholder value

The table on page 140 shows the movement on HSBC share option plans during the year

Calculation of fair values

Fair values of share options/fawards measured at the date of grant of the option/award. are calculated using a Black-
Scholes model When modelling options/share awards with vesting dependent on HSBC's TSR over a period, the
TSR performance targets are incorporated into the model using Monte-Carlo simulation The fair values calculated
are imherently subjective and uncertain due to the assumptions made and the hmitations of the model used
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Sigmficant weighted average assumptions used to estimate the fair value of the options granted were as follows

Savings-Related Share Option Plans

3-year plans S-year plans

2013
Risk-free interest rate’ (%%) 09 17
Expected hife? (years) 3 5
Expected volanhty® (%) 20 20
Share price at grant date (£) 6 89 689

Savings-Related Share Option Plans

L-year plan 3-year plans 3-year plans

2082
Risk-free interest rate' (%) 04 06 12
Expected 1ife’ (years) | 3 5
Expected volatility® (%) 25 25 25
Share price at grant date {£) 546 546 546

I The risk-free rate was determined from the UK gilts yield cure for certan Samings-Related Share Option Plans including the UK
Plans A sinular yreld curve was used for the other Savings-Related Share Opnion Schemes

2 The expected Iife of options depends on the behaviour of option holders which s incorporated into the oprion model on the basis of
historical obsenable data and 1s not a single input parameter but a fimction of various behavioural assumptions

3 Expected volanhity 15 esumated by considering both historic anverage share price volatihity and implied volatduy derived from iraded
opnions over HSBC shares of sinular maturity to those of the employee options

Ihe expected US dollar denominated dividend yield was determined to be 4 § per cent per annum 1n line with
consensus analyst forecasts (2012 4 5 per cent)

Movement on HSBC share option plans

Savings-related share HSBC Holdings Group
option plans share optien plan
Number WAEP' Number WAEP!
(000s} £ (000s) £
2013
OCutstanding at 1 January 56,119 422 40,257 6 87
Granted during the year 8,205 547 -
Exercised during the year {5,668) 468 (10,026) 618
Transferred during the year (164) 417 {123) 717
Forferted and expired during the year (5,187) 461 (4,139) 615
Qutstanding at 31 December 53,305 421 25,969 723
Weighted average fair value of options granted during the
year (£) 119 -
Weighted average share price at Lhe date the options were
exercised (£) 695 699
At 31 December 2013
Exercise pnice range (£)
300-4 30 39,324 -
451-600 13,974 -
601-750 7 25,797
751-900 - 172
Of which exercisable 319 -
Weighted average remaining contractual hie {years) 152 -
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2012

Outstanding at | January

Granted during the year

Exercised during the year
Transferred during the year

Forfeited and expired during the year

Qutstanding at 31 December

Weighted average fair value of options granted during the

year {£)

Weighted average share price at the date the options were
exercised (£)

At 31 December 2012

Exercise price range (£)
300-450
451-600
601-750
751-900
901-1050

Of which exercisable

Weighted average remaining contractual life (years)

1 Weighted Average Exercise Price

Pre-IFRS 2 awards

Savings-related

HSBC Holdings

share Group
option plans  share option plan
Nutber WAEP' Number WAEP'
(000s} £ {000s) £
71,526 382 41,836 686
21,945 443 - 000
(26,066) 3 (80} 602
(1,938) 404 (934) 677
(9,348) 574 (565) 695
56,119 422 40,257 687
122 -
555 578
45,433 -
9,687 -
996 40,057
1 200
2 -
2,300 -
201

Detailed below are the share-based payment awards made before the date of application of IFRS 2 on 7 November
2002 and therefore not accounted for within the balance sheet or income statement

The HSBC Holdings Group Share Option Plan

Qutstanding at | January
Exercised

Transferred

Expired

OQuistanding and exercisable at 31 December'

2013 2012

Weighted Weighted
average average
exercise exercise
Number price Number price
(000’s) £ (000 s) £
303 650 15022 731

(303) 650 - -
- - (50) 713
- - {14,669} 732
— - 303 6 50

| The above includes the bank employee awards of 35,000 options outstanding a1 [ January 2013 (2012 7 692 481) and no options

outsianding at 31 December 2013 (2012 35 0040)

2 The weighted merage exercise price for bank empioyees was £6 50 at { Januwary 2013 (2012 | January £7 32 31 December £6 50)

141




HSBC BANK PLC

Notes on the Financial Statements (contnueq)
e —

10 Tax expense

2013 2012
£m £m
Current taxation
UK corporation tax charge — on current year profit 176 172
UK corporation tax charge — adjustments in respect of prior years {112) (312)
Overseas tax - on current year profit 361 389
Overseas tax — adjustment m respect of prior years (1) (3)
424 246
Deferred taxation
Ongination and reversal of temporary differences 154 {381}
Effect of changes in the tax rates 47 30
Adjustment in respect of prior years 29 (51)
330 (402)
Total tax charged/(credited} to the income statement 754 (156)

The UK corporation tax rate applying to HSBC Bank plc and its subsidiaries was 23 25 per cent (2012 24 5 per
went) Other overseas subsidianies and overseas branches provided for taxation at the appropriate rates n the countries
in which they operate

The following table reconciles the tax expense which would apply 1f all profits had been taxed at the UK corporaton

tax rate
2013 2012
Percentage of Percentage of
overall tax overall tax
charge charge
£m % £m %
Taxauon at UK corporatton tax rate of 23 25% (2012 24 5%) T66 2325 556 245
Effect of taxing overseas profit at different rates 84 26 59 26
Non taxable income and gains subject to tax at a lower rate (28) (09) (49) 22)
Deferred tax temporary differences not provided 49 15 6 03
Permanent disallowables 4 01 18 08
Changes 1n tax rates 49 15 30 13
Local taxes and overseas withholding taxes 33 to 70 31
Other stems (120) (36) (63) (28)
Tax loss received for no consideration - - (98) 43)
Adjustment in respect of prior years (83) 25 (366) (16 1)
Recyeling of foreign exchange revaluation reserve on sale of
HSBC Private Banking Holdings (Suisse) SA - - (319) (14 1)
Total tax charged/(credited) to the income statement 754 229 (156) {69

The UK Government announced that the main rate of corporation tax for the year beginming 1 Apnit 2013 would
reduce from 24% 10 23% to be followed by a further 2% reduction to 21% for the year beginning 1 April 2014 and a
further 1% reduction to 20% for the year begtnning 1 April 2015 The reduction in the corporation tax rate to 23%
was enacted through the 2012 Finance Act and this results in a weighted average rate of 23 25% for 2013 (2012

24 5%) The reductions to 21% and 20% that were announced in the 2012 Autumn Statement and 2013 Budget
respectively became enacted through the 2013 Finance Act on 17 July 2013

The effective tax rate for 2013 of 22 9% was marginally lower than the UK corporation tax rate of 23 25% he tax
rate reflecied an adjustment to prior-year liabihties This has been partly offset by the geographical distribution of the
profit from overseas subsidiaries and branches and non-recognition of tax losses in the group s operations s [reland
The effective tax rate in 2012 of (6 9%) was lower pnmarily due to a non-taxable intragroup disposal of HSBC
Private Banking Holdings {Suisse) SA and losses claimed from HSBC Holdings ple for nil consideration

142




Evl

Yovement of net deferred tax assets/(habilities) before offsetting balances within countries

The group

Asstts
Leabehues

Al 1 Jpnuar, 2013

Income statement
Onker comprehensive tncome
avallable for sale imestments
cash flow hedees
actuanal movements
Equiur
share based pavments
Foretgn enchange and other adjnstments

Asscls
Liabiliies

At 31 December 2013

Loan FProperty  Available- Goodwll
Retirement 1mpairment Unused tax  plant and for sale  Cash flow Share-based Assets Teased Revaluation and
bencfits  allowances loxses equipment nvestments bedges  payments e cusiomers of property intangibles Other Total
£m £m im im £m £m £m £m £m im £m £m
- 80 294 108 35 - s 33 - 2 10 6%
{243) — — {1} {61) {81) - - {13 - {81) {481
243 80 94 107 126} 182) 76 33 {t3) 0 ) 178
{220) 8 (284) i 7 - [15:H] 78 - 51 [rh)] 330
- - - - 11 - - - - - - n
- - - - - 109 - - - - - 109
151 - - - - - - - - - - 25§
- - - - - - [ - - - - 3
% - 4 - 34 @ 3 - (4] ) 66 [y}
5T 3 (280) i | 166) 107 {25) 78 7 by 43 13
- a8 14 179 - 15 Si 113 - 4! - hall
(186) - - ) 52) - - @ (20) U4 (28) (343
{186) &8 4 178 {92} 25 51 111 (20 57 (28) 193
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Movement of net deferred tax nssets/(liabilities) before offsetting balznces within countries

The group

Asseis
Liabihittes

Al 1 Januan 2012

Income statement
Other comprehensiie income
avadable foc sale investments
cash flow bedges
actuanal moyements
Equits
share based pavments
Foreagn exchange and other adjustments

Assets
Lipbiliues

Al 3 Decamber 2012

{penunuoz]l SJUBLLIBIENS |BIDUBUIH 3Y) WO STNON

Laoan Propers Avalable Goodwilt
Reurement impaument  Unused tay plant md forsale  Cesh flow Share-based Assctsleased Revaluabon and
benefits  allowances losses  equipment iy Esiments hedges pavments 1o cuslomers  of propert  intangibles Other Total
tm £m £m im m tm £m tm im im im £m
- 58 7 103 &1 - 90 - - - - 39
@ N Z - - 7 - (159) 3 - 9 £415)
{87) k13 7 103 61 n % {159) 23) - 199 {126)
{122) {3} d 5 [v4] - [&1)] 191 2 42 16 402
- - 20) - (103) - - - - - - (123)
- - - - - m - - - - - )
3 - - - - - - - - - - 3)
- - - - - - 11 - - - - 13
30 25 3 [1)] 13 2 i 1 L3 22) 12 14
{156) 2 287 + (87} (%) {4 192 10 20 2% 30
- 80 294 108 35 - 76 33 - 20 10 656
(249 - - (1) (61) (K2) - - (13 - (81) (481)
(243) %0 294 107 {26) (82 76 33 133y 20 1) 175
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Movement of net deferred tax assetsf{liabilities) before offsetting balances within countries

The bank

Asscts
Liabihues

At 1 January 2013

[ncome statement
Orther comprehensive income

m ailable for sabe investments

cash Now hedges

- acluanal movements

Equity

share based payments
Forcign exchange and other adjustments

Assets
Liabibues

At 31 December I013

(panuruo3) SIUBLLISIEIS [BIDUBLIS U} UO SBION

Loan Property Avulable- Goodwill
Retirement impmirment  Unused tax plant and for sale Cash low Sharc-based and
benefits  allowances Josses  equapment  1mvestinents hedges payments  ntangibles Other Total
im £m im im £m £m £m £m
- 18 280 105 1 - 62 s 22 526
27) - - - - (50) - - - B34)
274) 13 250 105 1 (56) 62 38 22 202
210 17} (285) Tl - - un 48 {7 {411)
- - - - - 52 - - - 52
150 - - - - - - - - =0
- - - - - - 9 - - &4
iz} - 5 - 23] i - 1 - 2
28 ) (280} 7 (1) 51 (20) 49 (7} (116)
— - - 11 - 176 - 1 41 a7 16 333
1246) - - - - - - - (1} (247)
{246) i - 176 — 1 42 a7 15 86

JI7d WN¥YE JASH
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The bank

Assets
Liztahues

Al ] Januan 2012

Income statement
Other comprehensn g income

avalable for sale iy esiments

cash flow hedges

- actuanal mosemesits

Equin

share based pavments
Foreign exchange and other adjustments

Assets
Liabthoes

A1 31 December 2012

Movement of net deferved tnx assets/(Liabilities) before offsetting balances within countries

Loan Property Ayainble. Goodwill
Retrement impairment  Usused ta plant sad for sale  Cash flow Share-based snd
benefits  allowances losses  equipment investments hedges  payments intangibles Other Total
£m £m im £m £m £m £m im
- 26 - 101 - - 16 - 35 234
(13%) - - - - “an - - - (L85)
(13%) 26 - 10t - (47 76 - 33 53
(122) {8) 300 6 - - 32) 38 {13} 169
- - Q0 - 1 - - - - 19)
- - - - - 4) - - - )
(16} - - - - - - - - (16)
- - - - - - 18 - - 1%
2 - - @ - 1 - - - 1
(136) (8) 280 f] [ 3 (13} 38 un 149
- 18 280 353 1 - 62 i3 22 526
(274) - = = - 30 - - - (329)
{274} 13 280 103 | {30} 62 3R 22 202

(penunzod) SIUBLUAIEYS |BIZ2UBLIH YY) UO SBJON
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After netting off balances within countries the balances as disclosed in the accounts are as fotlows

The group The bank
2013 2012 2013 2012
£m fm £m £m
Deferred tax assets 222 274 88 204
Deferred tax Liabilities (24) (9% 2) (2}
198 175 86 202

For the group the amount of temporary differences for which no deferred tax assct 1s recognised in the balance sheet
15 £776 million (2012 £708 mullion} This amount 1s in respect of losses where the recoverability of potential benefits
15 not considered hkely

For the bank, the amount of temporary differences for which no deferred tax asset 1s recognised in the balance sheet
isml (2012 ml)

Deferred tax 1s not recognised in respect of the group s investments 1n subsidiaries and branches where remittance 1s
not contemplated and for associates and interests in joint ventures where 1t has been determined that no additional
tax will anise The aggregate amount of temporary differences associated with such investments 15 mi (2012 ml)
Following the change in the UK tax treatment of dividends on | July 2009, no UK tax 1s expected to arise on
distributions from group entities and no temporary difference exists except where withholding tax or other foreign
tax could arise on the investmenis No meamngtul amount of temporary differences associated with such investments
can be disclosed

Dividends

12

HSBC Bank plc dividends to shareholders of the parent company were as follows

2013 2012
Dividends declared on ordinary shares £ per share £m £ per share £m
Second interim dividend in respect of the previous year - - 025 200
Third intenim dividend 1n respect of the previous year 176 1,400 - -
First interim dividend in respect of the current year 071 570 072 575
Second intenim dividend in respect of the current year - - 251 2,000
247 1,970 348 2775

2013 2012
Dividends on preference shares classified as equity £ per share £fm £ per share fm

Dividend on HSBC Bank ple non-cumulative

third dollar preference shares 116 41 117 41
116 41 117 41

Discontinued Operations

Sale of HSBC Private Banking Holdings (Swisse) SA

In November 2012, the group sold HSBC Private Banking Holdings (Suisse) SA to HSBC Holdings plc Prior to the
sale the banh had acquired HSBC Private Bank (UK) Limited from HSBC Private Banking Holdings (Swisse) SA 1n
October 2012 HSBC Private Banking Holdings (Sinsse) SA and 1ts subsidiaries comprised the majonity of the
Private Banking segment

The profit from discontinued operations before gan on disposal, of £316 milhion was attributable entirely to the
shareholders of the parent company
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Cash ftows from (used 1n) discontinued operations
Net cash used 1n operating activities
Net cash from mvesting activities
Net cash from financing activities

Net cash flows for the year
Lffect of disposal on the financial position of the group
Net assets

Goodwill on consolidation
Consideration received

Profit on disposal

Segment analyss

The factors used in wdentifving the group s reporting segments are discussed m Note 2(c) Operating Segments

The types of products and services from which each reportable segment derives its revenue are discussed n the
Report of the Directors Operating and Financial Review — Products and Services

Profit/(loss) for the year

MNet interest income
Nel fee income
Net trading income
Other income

Net operating income before loan impairment
charges and other credit risk provisions

Loan impairment charges and other eredit nsk
provisians

Net operating 1ncome

Employee compensation and benefits

General and admimstrative expenses'

Depreciation and impairment of property, plant and
equiptnent

Amortisation and impairment of intangible assets

Total operating expenses

Operating profit

Share of profit in associates and jont ventures
Profit before tax

Cost efficiency ratio

2013 2012
£m £m
~ 14
- 2,323
- 2337
- (3,732)
- {2,796)
— 6,535
- 7
Year ended 31 December 2013
Inter-
RBWM CMB GB&M GPB QOther segment Total
£m £m £m im fm £m £m
3,569 2,144 1,101 224 (73) (4) 6,961
1,502 1,143 588 100 3 - 3,336
147 23 2,192 10 (22) 23 2373
(147) 60 400 (4) (63) (74) 170
5,071 3,370 4,281 330 (157) (55) 12,340
(223) (601) {133) (14 - - (971)
4,848 2,769 4,143 316 (157) (55) 11,869
{(1,066) (554) (1067 (82)  (1,069) - (3,838)
{2.517) (832)  (1,998) 93) 1,190 55 (4,195}
7 (10} (3) () (310) - (331}
{83) (41} (54) - (33) - {211)
(3,673) _ (1437) (3,122 (176) (222) 55 (8,575)
1,175 1,332 1,026 140 3™ - 3,294
2 1 (3) - - - -
1,177 1,333 1,023 140 {379) - 3,294
7243% 4264% 7293% 5333% 66 78%

! The reallocation and recharging af employee and other expenses mcurred directly in the Other reporting segment 1s shown in

General and adminstraine expenses

148




HSBC BANK PLC

Notes on the Financial Statements (contnued)

————
Year ended 31 December 2012
Inter-
RBWM CMB  GB&M GPB? Other  segment Touwl
fm £fm fm £m £m fm £m
Net interest income 3,394 2,037 876 597 43) 43 6,904
Net fee income 1,532 1,047 516 583 3 — 3,18
Net trading income 32 26 1,554 254 [§3] (23) 1,834
Other income (52) 70 973 8 (937) (93) 3N
Net operating income before loan impairment
charges and other credit risk provisions 4,506 3180 4,019 §.442 (986} (73) 12,488
Loan impairment charges and other credit sk
provisions (248) (699) (280) (18) - - (1,245)
Net operatmg income 4,658 2481 3,739 §,424 (986} (73) 11,243
Employee compensation and benefits (1,118) 496y (1,157 557y  (1,461) - {4,789)
General and adminsstrative expensesl (3.050) (1,182 (1,897) (371) 1,521 73 {4,906)
Depreciation and impairment of property, plant and
equipment (6) (8) (5) (14) (333) - (366)
Amortisation and ymparmment of intangible assets (74) (29} (34) (1) (37) — (175)
Total oprating expenses (4,248) (1,7E5) {3 093) (343) (310} 73 (10,236)
Operating profit 410 766 646 481 (1,296) - 1,007
Share of profit i associates and jont ventures 1 - 4) (1) 1 - (3)
Profit before tax 411 766 642 480 {1295) - I 004
Cost efficiency ratio 8639% 5393% T69%%  6540% 81 97%

I The reallocanon and rechargimg of employee and other expenses incurred direcily inthe Other reporting segment 1s shown in

General and administrattve expenses

2 InNovember 2012 the group sold HSBC Private Banking Holdings (Swisse) SA to HSBC Holdings plc The ownershup of HSBC
Private Bank (UK} Limued remains witlhin the group Included within the Global Prnate Banking reparung segment profit before tax

of £380 nullion relating to disconnnued operanons

Other information about the profitfloss) for the year

Inter-

RBWM CMB GB&M GPB Other segment Total
£m £m £fm £m £m £m £fm

Year ended 31 December 2013
Net operating inceme 4,848 2,769 4,148 316 (157) (55) 11,869
External 4,446 3,000 4,631 n (509) - 11,869
Inter-segment 402 (231) {433) 15 352 (55) -

Year ended 31 December 2012

Net operating income 4,658 2,481 3,739 1,424 {986) {73 1£,243
External 4283 2,693 4232 1235 (1,200) - 11,243
Inter-segment 375 {212) (493} 189 214 (73) -
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Balance sheet information

Year ended 31 December 2013

Loans and advances to customers (net)
Investment 1n associates and joint vensure
Total assets

Customer accounts

Total habthties

Year ended 31 December 2012

Loans and advances to customers {net)
Investment 1n assoctates and joint venture
Total assetls

Customer accounts

Total habilities

Informanon by country

United Kingdem
I rance
Swatzerland
Germany
Turkey

Other countries

Total

L.

RBWM
£m

107,287

20
148,065
124,183
152,599

104,702

18
151,301
118,187
149,006

CMB
£fm

63,819
18
81,509
81,133
108,662

65,454

17
90,825
75,261
76,813

31 December 2013

GB&M
£m

124,910

29
631,114
170,773
555,911

103,729

32
641,318
121,730
632,331

GPB
£m

8,315
16,174
13,311
16,108

8,252

12,101
9,250
12,033

Inter-

Other  segment Total
£m £m £m
501 - 305,032

- - 67

22,335 (87,503) 811,695

617

- 390,017

15308 (69.812) 778,776

548
23,688 (1

438
18,437 (I

- 282685
- 67
03,752) 815481
- 324,886
05,339) 783,281

31 December 2012

External net

Extemnal net

Operating Non-current Operating Non-current
meome! * assets’ income'’ assets’
£m £m £m im

9,149 3,385 7,964 3,921
§,990 6,365 1,822 6,243

- 381 -

542 177 513 176

701 75 696 9l

452 232 1,112 232
12,840 10,234 12,488 10 663

recovered more than el e months after the reporting period
3 Net operating income before loan rmpmirment charges and other credit risk provisions also referred o as revenue The able
previously reported net operanng income after loan tmparment charges and other credit risk provisions

Net operating income 15 attributed to counries on the basis of the customers location
Non current assels consist of property plant and equipment goodwill other iniangible assets and certamn other assets expected 1o be

Analysis of financial assets and liabilities by measurement basis

The following tables analyse the carrying amount of financial assets and labilities by category as defined in IAS 39

and by balance sheet heading
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The group

Frnancua! assets

Cash and balatees al centzal banks
[tems in the course of collechion from other banks
Tradmg assets

Finencial assets desgnated at fair +ahue
Dematnes

Loans and adv ances to banks

Loans and ady ances to customers
Financial iy estments

Onher assets

Accrued income -

Total financial assets
Total ron financial assets

Total assets

Financeal habihities

Deposits by banks

Cuslomer accounts

Ttems w the vourse of transnussion to other banks
Trading habahbes

Finan¢ial Labahties dessgnated at for » alee
Dernatnes

Debt secunlics in 1ssuc

Other habilines

Accruals

Subordinnted habiktes

Tota! financsal Labhties
Total non financial halines

At 31 December 1013

Financtal  Derivatbives Derwvatives

assets and designated deugnated

Designated Held to- Avalable habiliies at  asfmrvalue a3 cash flow

Held for at fair matunty [ oans zod Tor sale nmortised hedging bedging
trading valae secantbies receivables secanbes cost  anstruments  instruments Taotal
fm im im im £m £m fm im £m
- - - - - 67,584 - - 67584
- - - - - 1948 - - 1948
134097 - - - - - - - 134097
- 16,661 - - - - - - 16,661
1355997 - - - - - 456 785 137,139
- - - 53,218 - - - - 532218
- - - 305 031 - - - - 305032
- - - - 75030 - - - 75030
- - - - - so27 - - 5017
= - = - - 2412 - - 2412
270 94 16.661 = 358.260 75030 76971 456 786 798,238
13,437
311 695
- - - - - 50683 - - 50 683
- - ~ - - 30,017 - - oot
- - - - - 960 - - 960
91842 - - - - - - - 91842
- 34,036 - - - - - - 3036
135384 - - - - - 1,250 718 137352
- - - - - 31895 - - 321,895
- - - - - 5411 - - s4an
- - - - - 24%4 - - 1.654
= = - - = 10785 - = 10,785
117226 34036 = = = 493445 1250 18 756,675
12 1401

778 716

(penunued) SJUBLIBIEIS [BIZUBUI] BY) UO sa;ofq
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The group

Financial asseis

Cash and balances at ceniral banks
Items 12 the course of collection from other banks
Trading assets

Financal essets destgnated ai fasr value
Denvatives

Loans and adsances to banks

Loans and adsvances 1o cusiomers
Financial im estments

Cnher asscts

Accrusd income

Tatal financial asscts
Total non financial asscts

Total asscts

Finaneial habthtes

Depossis by banks

Customer accounts

tems in the course of transmission 10 other banks
Trading habihines

Financial iabilises designated at finr salue
Dernatives

Debt secunties inissue

Other izbihibes

Agcruats

Subordistated habiliies

Tosal financial ltabtliues
Total non-financial habthites

Total liabilivses

AL 31 December 2012

Financial Dematives Dem aunes
assets and designated designated
Designated Held to- Asulable habilires ot as faarvaloe 2t eash flow
Held for at fur maturih Loans and for sale amorused hedping hedgimg
trading value secuntes recen ables setunties cost  insirumenis instruments Totzl
£m £m £m £m £m im £m £m im
- - - - - 51613 - - S 613
- - - - - 1961 - - 1961
161 516 - - - - - - - 161 316
- 15 387 - - - - - - 15387
176 529 - - - - - f8 1161 177 808
- - - 32286 - - - - 3228
- - - 282 645 - - - - 282 685
- - - - 71265 - - - 71265
- - - - - 4269 - - 4260
- - - - - 2435 - - 2,415
318075 15 387 - 314971 71265 60 278 L1 1161 $01225
14256
s
- - - - - 39,571t - - 393571
- - - - - 324886 - - 324886
- - - - - 1017 - - 1017
122 856 - - - - - - - 122 B96
- 32918 - - - - - - 32918
178 809 - - - - - 1500 786 181093
- - - - - 40 358 - - 40 358
- - - - - 6286 - - £ 286
- - - - - 2961 - - 2961
- - - - - 10350 = - 10350
301 705 32918 - — - 425 120 1500 86 762 338
29,943

781281
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The bank

Financisl assets

Cash and balances at central banks
ltems in the course of collecnon from other banks
Trading assets

Financaal assets designated & (air value
Demvatnes

Loans and adh ances 1o banhs

Loass and adhvances to customers
Fanancial iy estments

Other assets

Accroed income

Total financtal assets
Total mon financial assets

Total assets

Financial Lababibes

Deposits by banks

Cuslomer pccounts

Items in the course of transmission 1e other banks
Trading habilines

Financial ligbilities designated at farr value
Dernatnes

Debt secuniies i issue

Other habiltacs

Accruals

Subordinated abihiues

Total financial liabiliues
Total non financeal habihues

Total habilities

At 31 December 2013

Finaocual Denvatives  Denvatives

asscls snd desgnated designated

Desgnated Held 10~ Avmilable-  labihtes at a3 far value  as cash flow

Held for atfar maturity T oans and for sale amortised hedging hedging
trading value securities  receavables cunities cOst  Instrenwents  Instruments Total
fm £ £m im im fm im im £m
- - - - - 60996 - - 50,99
- - - - - 1374 - - 13M
101,187 - - - - - - - 101287
- 3583 - - - - - - 3985
111,685 - - - - - 493 5 112623
- - - 1,566 - - - - 41,566
- - - 230 180 - - - - 240 180
- - - - 45048 - - - 4% 048
- - - - - 3657 - - 3,657
- - - - - 1,065 - = 1068
212972 3583 - 281 746 4548 67092 423 445 511119

T

617919
- - - - - 51514 - - 31514
- - - - - 32,080 - - 312080
- - - - - 412 - - 412
62414 - - - - - - - 61414
- 12.006 - - - - - - 12 006
113428 - - - - - 995 47 [RE R 1]
- - - - - 19.576 - - 19.5%
- - - - - 362 - - 3662
- - - - - 1573 - - 157
- - - - - 9.903 — = 9903
175842 12 006 - = — 39% 730 995 287 598.860
1.875

00 738
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The bank

Financial assets

Cash and balances at central banks
ltems in the course of collection from other baths
Trading assets

Financial asscts desipnated at fair valee
Dernatines

{,0ans snd adhances 1o benks

Laoans and ath ances 10 customers
Financial mn estments

Crher asssts

Accrued income

Total financial assets
Total non financial assets

Total assets

Finzncial Labihines

Deposiis by banks

Custiomer accounty

Hems in the course of transmussion to other banks
Trading habihties

Financial habilitics designated al faur value
Demaines

Debt sccunties in 1ssuc

Onher habihiwies

Accruals

Subordinated habalitics

Total financial Liabihiaes
Total non financial hablines

Total habihies

At 31 December 2012

Fimancial  Demvatnes  Demiaines

assets and desagnated designated

Designated Held 10- Avalabes  habhuesat  as furvalue  as cash fiow

Held for o far matuni Loans and for sale amorused hedging hedgpng
trading value SeCUries recen ables secunucs cost INSUTUMERLS insiruments Total
im im im tm tm im im im fm
- - - - - 45 262 - - 15262
- - - - - 1213 - - 1,213
137 999 - - - - - - - 137 999
- 4373 - - - - - - 4373
139 69> - - - - - 62 483 140340
- - - 17 207 - - - - 17,207
- - - 215.567 - - - - 23561
- - - - 36603 - - - 36 603
- - - - - 3208 - - 3208
- - - - - 1,075 - - 1,075
277 694 4373 = 41 36603 50 755 162 483 612 844
16 186
629 630
- - - - - 30129 - - 30129
- - - - - 256 331 - - 25634
- - - - - 333 - - 334
104 246 - - - - - - - 104 946
- 23513 - - - - - - 23313
142217 - - - - - 1537 167 143921
- - - - - 24970 - - 24970
- - - - - 5020 - - 3020
- - - - - 1587 - - 1587
— - - - - 9,968 - - 9963
247 163 23 513 = = - 328 34y 1537 L67 500 729
1 834

602 563
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HSBC BANK PLLC

Notes on the Financial Statements (continued)
A

15

Trading assets

16

The group The bank
2013 2012 2013 2012
fm fm £im £m

Trading assets

- which may be repiedged or resold by counterparties 53,174 53,883 31,232 36,508
- not subject to repledge or resale by counterparties 80,923 107,633 70,055 101,491
134,097 161,516 101,287 137 999
Treasury and other eligible bills 2,623 2258 643 1,120
Debt secunties 56,414 54,576 18,321 30,084
Equity secunties 36,007 22892 34,422 22,050
Loans and advances to banks 16,067 32,655 16,568 38258
Loans and advances to customers 22,986 49,135 20,833 46,487
134,097 161,516 101,287 137 999

Included within the above figures for the group are debt securities 1ssued by banks and other financial insututions of
£ 12,062 million (2012 £10,163 mullion), of which £ 2,382 mullion (2012 £2 078 million) are guaranieed by various
governments

Included within the above figures for the bank are debt securities 1ssued by banks and other financial inststutions of
£ 6,456 millon (2012 £5,049 militon) of which ml (2012 mil) are guaranieed by governments

Financial assets designated at fair value through profit or loss

The group The bank
2013 2012 2013 2012
£m £m £m fm

Financial assets designated at fawr value

—niot subject to repledge or resale by counterparties 16,661 15,387 3,983 4,373
Debt secunties 6,903 7,122 3,983 4373
Equity securities 9,714 8,236 - -
Securities designated at fair value 16,617 15,358 3,983 4,373
Loans and advances to banks 44 29 - -
16,661 151387 3,983 4373
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Notes on the Financial Statements (continued)

————/—

17 Derivatives

Faw values of derivatives by product contract type held

The group

Foreign exchange
Interest rate

Equity

Credit

Commodity and other
Gross total fair values
Netting

Total

Foreign exchange
Interest rate

Equity

Credit

Commodity and other
Gross total fair values
Netting

Total

The bank

Foreign exchange
Interest rate

Equity

Crednt

Commodity and other
Gross total fair values
Netting

Total

Foreign exchange
Interest rate

Equity

Credit

Commodity and other
Gross total fair values
Netting

Total

At 31 December 2013

Assets 1iabilities
Trading Hedging Total Trading Hedging Total
£m £m £fm im £m £m
32,851 245 33,096 (33,644) (159} (33.803)
244,392 997 245,389 (240,448) (1,809}  (242,257)
10,296 - 10,296 (13,001) - (13,001}
3,713 - 3,713 (3,582) - (3,582)
865 - 865 (829) - (829)
292,117 1,242 293,359 (291,504) (1,968)  (293,472)
(156,120) 156,120
137,239 (137,352)
At 31 December 2012
AsSets Liabilities
Trading Hedging Total Trading Hedging Total
£m fm £m £m £m fm
28,212 2 28214 (30,962) (25) (30,987)
352,380 1,247 353,627 (349,088) (2,261)  (351,349)
8,523 - 8523 (11,074) - (11,074)
4,787 - 4,787 (5123) - (5,123)
646 - 646 (551) - (551)
394 548 1,249 395,797 {396,798) (2286)  (399,084)
(217,589) 217,989
177 808 {181 095)
At 31 December 2013
Assets Liabilities
Irading Hedging Total Trading Hedging Total
£m £m £m £m £m £m
33,260 192 33452 {33,965) (159} (34,1249)
163,636 746 164,382 {162,402) (1,123  (163,525)
10,137 - 10,137 (12,578) - (12,578)
3,713 - 373 (3,579) - {3,579)
880 - 880 (845) - {845)
211,626 938 212,564 (213.369) (1,282)  (214,651)
(99,941) 99.941
112,623 (114.710)
At 31 December 2012
Assets Liabilities
[radmg Hedging Total Trading Hedging Total
£fm £m fm £m £m £m
28,329 - 28,329 (30,905) - (30,905)
238,71 645 239,356 (236,121) (1,704)  (237,825)
8,450 - 8450 (10,746) - (10,746}
4,787 - 4787 (5,121) - (5,121}
652 - 652 (558) - (558)
280,929 645 281,574 (283,451) {1704)  (285,155)
{141 234) 141,234
140,340 (143,921)
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HSBC BANK PLC

Notes on the Financial Statements (continued)
™

Use of denvatives

The group transacts derivatives for three pnmary purposes to create nsk management soluttons for chents, to
manage the portfolio of nisks arising from client business, and to manage and hedge the group s own nsks
Derivatives (except for denvatives which are designated as effective hedging instruments as defined in [AS 39) are
held for trading The held for trading classification includes two types of derivatives those used in sales and trading
activities, and those used for nish management purposes but which for various reasons do not meet the qualifying
criteria for hedge accounting The second category includes denvatives managed in conjunction with financial
instruments designated at fair value These activittes are described more fully below

The group s denvative activities give rise to significant open positions 1n portfolios of derivatives These positions
are managed constantly to ensure that they remain within acceptable risk levels, with matching deals being used to
achieve this where necessary When entering into derivative transactions, the group employs the same credit rish
management procedures 1o assess and approve potential credit exposures that are used for traditional lending

Trading derivatives

Most of the group s denivative transactions relate to sales and trading activittes  Sales activities include the
structuring and markettng of derivative products to customers to enable them to take, transfer, modify or reduce
current or expected risks Trading activities in dentvatives are entered into principally for the purpose of generating
profits from short-term fluctuations in price or margin Positions may be traded acuvely or be held over a penod of
time to benefit from expected changes in currency rates interest rates equity prices or other market parameters
Trading includes market-making, positioming and arbitrage activities Marhet-making entails qguoting bid and offer
prices to other market participants for the purpose of generating revenues based on spread and volume, positioning
means managing marhet rish positons in the expectation of benefiting from favourable movements 1n prices, rates or
indices, arbitrage involves identifying and profiting from pnce differentials between markets and products

As mentioned above, other derivatives classified as held-for-trading include non-qualifying hedging derivatives
ineffective hedging dervatives and the components of hedging denivatives that are excluded from assessing hedge
effectiveness Non-quahfying hedging derivatives are entered into for nsk management purposes but do not meet the
criteria for hedge accounting These include derivatives managed in comyunction with financial instruments
designated at fair value

Gans and losses from changes in the fair value of derivatives ncluding the contractual interest, that do not quahfy
for hedge accounting are reported in Net trading income , except for derivatives managed in conjunction with
financial instruments designated at fair value where gains and losses are reported in Net income from financial
mstruments designated at fair value , together with the gains and losses on the hedged items Where the dernivatives
are managed with debt securities 1n 1ssue, the contractual interest 1s shown in Interest expense together with the
interest payable on the tssued debt Substantially all of the group’s derivatives entered nto wath the group s
undertakings are managed 1n comunction with financial habihities designated at fair value

Notional contract amounts of derivatives held for trading purposes by product tvpe

At 31 December

The group The bank
2013 2012 2013 2012
£m fm £m £m
Foreign exchange 2,343,902 1,752,454 1,375,578 1,787,854
Interest rate 13,612,533 10,694,278 9,581,060 7,465,092
Equity 336,980 285442 330,845 279,793
Crednt 263,524 339,538 263,531 339,543
Commodity 34,233 41,533 35414 44,246
Total denvatives 16,591,172 13,113,245 12,586,428 9,916,528

The notional or contractual amounts of these instruments indicate the nominal value of transactions outstanding at the
balance sheet date, they do not represent amounts at rish

Derwvatives valued using models with unobservable inputs

The ditference between the fair value at imtial recognition (the transaction price) and the value that would have been
derived had valuation techniques used for subsequent measurement been applied at initial recognition, less
subsequent releases, 1s as follows
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Notes on the Financial Statements (continued)

The group I he bank
2013 2012 2013 2012
£m fm fm £fm
Unamortised balance at 1 January 90 97 86 91
Deterral on new transactions 113 75 111 76
Recognised in the income statement during the period
— amortisation (55) (57} (54) (57
— subsequent to unobservable mputs becoming observable (25) - 29 -
— maturty or termination, or offsetting derivative (38) (23) {37) 20N
Exchange differences - (3) - (3
Unamortised balance at 31 December! 85 90 81 86

I This amount 15 y et to be recogrnised in the income siatement

Hedging instruments

The group uses denvatives (principally interest rate swaps) for hedging purposes in the management of 1ts own assct
and habnlity portfolios and structural positions This enables the group to optimise the overall cost to the group of
accessing debt capital markets, and to mitigate the market risk which would otherwise anse from structural
imbalances 1n the matunty and other profiles of its assets and habilities

The accounting treatment of hedge transacuions vanes according to the nature of the instrument hedged and the type
of hedge transactions Derivatives may qualify as hedges for accounting purposes if they are fair value hedges cash
flow hedges. or hedges tn net investment of foreign operations These are described under the relevant headings
below

Notional contract amounts of derivatives held for hedging purposes by product tvpe

The notional contract amounts of these nstruments indicate the nominal value of transactions outstanding at the
balance sheet date, they do not represent amounts at risk

The group
At 31 December 2013 At 31 December 2012
Cash flow Fair value Cash flow Fair value
hedge hedge hedge hedge
£m £m £m £m
Exchange rate 7491 137 738 69
Interest rate 94,586 30,122 72,553 19,574
The bank
At 31 December 2013 At 31 December 2012
Cash flow Fair value Cash flow Farr value
hedge hedge hedge hedge
£fm £m £m fm
Exchange rate 7,071 - 179 -
Interest rate 45,070 23,031 32744 16,576

Fair value hedges

The group s fair value hedges principally consist of interest rate swaps that are used to protect against changes in the
fair value of fixed-rate long-term financial instruments due to movements 1n rarhet interest rates For qualifying fair
value hedges all changes i the fair value of the derivative and 1n the fair value of the 1tem n relation to the risk
being hedged are recognsed in the income statement If the hedge relationship 1s terminated the fair value
adjusiment to the hedged item continues to be reported as part of the basis of the item and 1s amortised to the income
statement as 2 vield adjustment over the remamnder of the hedging period
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Fair value of derivanves designated as fair value hedges

The group

Foreign exchange
Interest rate

The bank

Interest rate

At 31 December 2013

At 31 December 2012

Assets Liabihtres Assets Liabilities
£m £m fm £m
3 - - -
453 {1,250) 88 {1,500)
456 {1,250) 88 {1,500)

At 3] December 2013

At 31 December 2012

Garns or losses arising from the change in fair value of fair value hedges

Gains/ (losses)
— on hedging nstruments
— on hedged items attnbutable to the hedged nisk

Assets Liabilhtes Assets Liabilities
£m £m £m fm
493 (995) 162 {1,537y
493 (995) 162 {1,537}
The group The bank

2013 2012 2013 202
£m £m £m £m
472 375 514 (241

(439) 360 {480) 233

The gains and losses on effective portions of fair value hedges are recognised immediately in Net trading income

Cash flow hedges

The group s cash flow hedges consist principally of interest rate and cross-currency swaps that are used to protect
against exposures to variability 1n future interest cash flows on non-trading assets and Liabilities which bear interest at
variable rates or which dre expected to be re-tunded or reinvested in the future The amounts and timing of tuture
cash flows, representing both principal and interest flows are projected for each portfolio of financial assets and
liabilities on the basis of their contractual terms and other relevant factors, including estimates of prepayments and
defaults The aggregate principal balances and interest cash flows across all portfolios over time form the basis for
wdentifying gains and losses on the effective portions of denvatives designated as cash flow hedges of forecast
transactions Gains and losses are iniially recognised (n other comprehensive income, in the cash flow hedging
reserve, and are transferred to the income statement when the forecast cash flows affect the income statement

Fawr value of derivatives designated as cash flow hedges

The group

Foreign exchange
Interest rate

The bank

Foreign exchange
Interest rate

At 31 Becember 2013

At 31 December 2012

Assets Liabihities Assets Liabihttes
fm £m fm £m
242 {159) 2 {25)
544 (559) 1,159 (761
786 (718) 11861 (786)

At 31 December 2013

At 31 December 2012

Assets Liabities Assets Liabilities
£m £m fm £m
192 (159) - -
253 {128) 483 (167}
445 {287) 483 {167}
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Notes on the Financial Statements (continued)

Forecast principal balances on which interest cash flows are expected to arise

The group
At 31 December 2013
More than3 5 yearsor less
3 months months but but more More than 5
or less less than | year than | year years
£m £m £m £m
Assets 64,230 56,681 38,577 909
Liabalities (19,893) (12,262) (10,481) {4,807
Net cash inflow/{outflow) exposure 44,337 44,419 28,096 {3.898)
At 31 December 2012
More than 5 years or less
3 months 3 months but but more More than
orless less than 1 year than 1 year 5 years
fm £m £m £m
Assets 44 530 34,784 26,234 3,022
Liabiliiies {17421 (9 948) (6,788) (1,336)
Net cash inflow/(outflow} exposure 27 108 24,836 19 446 1,686
The bank
At 31 December 2013
More than 5 years or less
3 months 3 months but but more More than
or less less than 1 year than 1 year 5 years
£m £m £m Em
Assets 43,498 42,862 34,489 -
Liabilities (6,343} (6,223) (4,539) (322)
Net cash inflow/{outflow) exposure 37,155 36,639 29,950 (322)
At 31 December 2012
Morethan 5 years or less
3 months 3 months but but more More than
or less  less than | year than 1 year 5 years
£fm £m fm £fm
Assets 29226 27,014 18,612 82
Liabilities (3,050} {3 050) {3,050) {230)
Net cash mflow/(outflow) exposure 26 176 23,964 15 562 (148)

The gains and losses on ineffective portions of such denvatives are recognised immediately wn Net trading income
Dunng the year te 31 December 2013 a loss of £8 mulhon (2012 gain of £7 nullien) was recogmised due to hedge
meffectiveness
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18 Financial investments

Financial investments
— which may be repledged or reseld by counterparties
— not subject to repledge or resale by counterparties

Treasury and other eligible bills

- available-for-sale |

[xebt secunties

— available-for-sale [

Equity securities

- available-for-sale I

Total financial imvestments

The group The bank
2013 2012 2013 2012
£m fm £m £m
11,435 75979 8,583 4,920
63,595 63 286 36,465 31,683
75,030 71,265 45,048 36,603
The group The bank
2013 2012 2013 2012
£fm £m £m £m
2,196 5,203 1,927 4922
2,196 || 5,203 ]| 1,927 ] 4,922 |
71,828 65,034 42,667 31,194
71,828 || 65,034 |f 42,667 || 31,194 ]
1,006 1,028 454 487
1,006 | [ 1,028 ] 454 || 487 |
75,030 71,265 45,048 36,603

For the group £2 936 millon (2012 £1,953 million) and for the bank £865 million (2012 £358 million), of the
debt securities 1ssued by banks and other financial instituttons are guaranteed by various governments

19 Transfer of financial assets

The group enters 1nto transactions in the normal course of business by whach it transfers recognised financal assets
directly 1o thard paruies mcluding SPEs Depending on the circumstances these transfers may either result in these
financial assets being derecogmused or continuing to be recognised

-~ Full derecogmtion eccurs when the group transfers its contractual right to receive cash flows from the financial

assets. or retains the right but assumes an obligation to pass on the cash flows from the asset and transfers

substantially all the nisks and rewards of ownership The risks include credit, interest rate, currency, prepayment

and other price nsks

—  Derecognition does not occur when the group transfers 1ts contractual nght to receive cash flows from the

financial assets or retains the nght but assumes an obhgation to pass on the cash flows from the asset. but erther,

1) retans substanually all of the risks and rewards of ownership of the transferred asset, or

11} netther retains nor transfers substantially all of the nisks and rewards of ownership but has retained control

in this situation the financial assets are recognised on the balance sheet to the extent of the group s

continuing involvement

The majonty of transterred financial assets that do not quality for derecognition are (1) debt secunities held by
counterparties as collateral under repurchase agreements or (1) equity securities lent under securities lending

agreements

As the substance of these transactions 1s secured borrowings the asset collateral continues to be recognised in full and
the related Labihty reflecting the Group s obligation to repurchase the transferred assets for a fixed price at a future
date 15 recognised n deposits from banks or customers as appropriate As a result of these transactions, the Group 1s
unable to use, sell or pledge the transferred assets for the duration of the transaction The Group remans exposed to

interest rate risk and credit nish on these pledged nstruments The counterparty s recourse 1s not limited to the

transferred assets

In a small number of secuntisation transactions. the group has neither transferred nor retained substantially all the
risks and rewards of ownership of the ransferred assets and has retained control of the transferred assets
Circumstances in which the group has contimuing mvolvement in the transferred assets may include retention of
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servicing rights over the transterred assets, entering into a derivative transaction with the securitisation vehicle or
retaining an interest in the secuntisation vehicle Where the group has continuing involvement it continues to
recognise the transferred assets to the extent of 1ts continuing involvement and recogmses an associated hability The
net carrying amount of the transferred assets and associated liabilities reflects the nghts and obligattons that the
group has retamed

The following tables analyse the carrying amount of financial assets that did not quabify for derecogmtion and their
associated finaneial habilities, inctuding those that are recognised to the extent of the group s continuing involvement
and the associated habilities

Financial assets not qualifying for full derecogmtion and assocrated financial liabilities

The group
Carrying Carryving Fair Fair
amount of  amount of value of value of
transferred associated transferred associated Net
assets halihities assels liabihties positien
£m £m £m £m £m
At 31 December 2013
Repurchase agreements 60,288 60,657
Secunities lending agreements 4,989 4,945
Other sales (recourse to transferred asset only) 581 674 624 624 -
Carrying
amount of Carrying Carrying Fair Fair
assets  amount of  amount of value of value of
before  recogmsed  associated  recogmised  associated Net
transfer assets habtlities assets habihities position
£m £m £m £m £m £m
At 31 December 2013
Securnusations recognised to the extent of
continuing invelvement 5,021 9 5 9 5 4
Camrying Carrying Fair Fair
amountof  amount of value of value of
transferred associated  transferred associated Net
assets liabilities assets habihties position
£m £m fm £m £fm
At 31 December 2012
Repurchase agreements 58 893 58617
Secunties lending agreements 3452 3416
Other sales (recourse to transferred asset only) 665 665 673 673 —
Carrying
amount of Carrying Carrying Fair Farr
assets amount of  amount of value of value of
before  recogmsed assocrated  recogrused associated Net
transfer assets liabilities assets liabitities position
fm fm £m £m £m £m
At 31 December 2012
Securitisations recognised to the extent of
continuing mvolvement 7823 8 4 8 4 4
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T 3
The bank
Carrying Carrving Fair Fawr
amount of  amount of value of value of
transferred  associated transferred  associated Net
assets habilities assets Liabilities position
£m £m £m £fm £m
At 31 December 2013
Repurchase agreements 34,869 35,676
Secunties lending agreements 4,945 4,945
Other sales (recourse to transferred asset only) 581 674 624 624 -
Carrying
amount of Carrnng Carrying Far Fair
assefs  amount of  amount of value of value of
before  recogmised  associated  recogmised  assoctated Net
transfer nssets hiabiities assets habihities position
£m £m £m £m £m £m
At 31 December 2013
Securiisations recognised to the extent of
conttnuing involvement 5,021 9 5 9 5 4
Carrying Carrying Fair Fair
amount of amount of value of value of
transferred associated  transferred associated Net
assets Irabilities assets habihities position
£m fm £fm £m £m
At 31 December 2012
Repurchase agreements 38,012 38,028
Secunties lending agreements 3,416 3416
Other sales (recourse 1o transferred asset only) 663 665 673 673 —
Carrying
amount of Carrytng Carryiig Fair Fair
assets amount of  amount of value of value of
before  recognised associated  recogmsed associated Net
transfer assets habulities assets liabilities position
£m £m £m £m £m £m
At 31 December 2012
Securttisations recognised to the extent of
continung nvelvement 7,823 8 4 [ 4 4
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Conttnumg involvement m financial assets and associated financial habilies qualifying for full derecognition

The group and the bank
At 31 December 2013 2013
Carrymng amount of Income/
continuing involvement Gamn or (expenses) Income/
tn statement of Fair value of continuing loss recognised  (expenses)
financial position imoh ement Maximum recogmsed i recognised
exposure at transfer reporting cumit-
Assets  Liabilities Assets  Liabihties to foss date period latively
£fm fm £m £fm £m £m £m £m
Ty pe of continuing 1nvoly ement
Interest in SPEs 184 - 186 - 184 6 5 41
At 31 December 2012 2012
Carrying amount of Income/
continumng nvolvement Gain or loss  {(expenses) Income/
n statement of financial  Fair value of continumg recogmsed recogmsed  (expenses)
postiien invelvement Maximum  at transfer in reporting  recognised
exposure date period cumu-
Assets  Liabihities Assets  Liabilities to loss latively
£m £m fm £m fm fm fm fm
Type of continuing mvolvement
Interest in SPEs 243 — 219 - 243 5 5 36

The assets in the table above represent our continuing involvement in securitisations where HSBC has transferred
assets to an unconsolidated SPE but has retained some of the notes 1ssued by the SPE These notes are reported in
loans and advances to customers The maximum exposure to loss 1s the carrying amount of the notes

20 Interests in associates and joint ventures

Principal associates of the group and the bank

VocaLink Holdmgs Lid ( Vocalink }1s a principal associate of the bank and the group Vocalink 1s incorporated in
England and its principal activity 1s that of providing clectronic payments and transaction services

At 31 December 2013 the group had a 15 91% interest 1n the £133 milhon 1ss5ued equity capital of Vocalink (2012
15 91%) The carrying amount of the group s interest of £59 million at 31 December 2013 (2012 £56 mullion)
reflects the net asset value of the company at that date

VecaLink 1s accounted for as an associate due to the group s mvolvement in the operational activities, policy-making
decisions and representation on the board of directors

Summarised financial information on associates

The group s share of

2013 2012

£fm £m

Assets 10¢ 113

Liabiles 52 65

Revenue 33 23
Profit after tax - (3)

Interests in significant joint ventures

Vaultex UK Limated 15 a sigmficant joint venture of the bank and the group Vaultex UK Limted 1s incorporated in
England and its principal activity 1s that of cash management services At 31 December 2013 and 31 December 2012,
the group had a 50% intcrest 1n the £10 milhon ssued equity capital
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Summarised financial information on jont ventures

The group s share of

Current assets

Non current assets
Current habilities
Non current habilities
Income

Expense

2013
£m

103
17

103
10
43

(48)

2012
£m

234
17

234
t0
43

{48)

Details of all associates and joint ventures as required under § 409 Compantes Act 2006, will be annexed to the next
Annual Return of the bank filed with the UK Registrar of Companies

Goodwill and mtangible assets

The group The bank
2013 2012 2013 2012
£m £m £m £m
Goodwll 6,526 6,399 298 298
Present value of in-force long-term assurance business (‘PVIF”) 700 T05 - -
Other intangible assets 708 722 593 581
7,934 7826 891 879
Goodwill
The group
2013 2012
£m fm
Gross amount and Carrying amount
At 1 January 6,399 9,629
Acquisitions/{disposals) 14 {3,000}
Exchange differences 113 (230)
At 31 December 6,526 6,399
The bank
2013 2012
£m £m
At | January and 31 December 298 298

During 2013, no goodwill impairment was recogmsed (2012 ml)

Impairment testing n respect of goodwill 1s performed at least annually by comparing the recoverable amount of

cash-generating unuts { CGUs ) determined as at 1 July 2013 based on a value 1n use calculation

The value m use calculation uses cash flow estimates based on management s cash flow projections extrapolated in
perpetuity using a nomnal long-term growth rate based on current market assessments of GDP and inflation for the
countries within which the CGU operates Cash flows are extrapolated in perpetuity due to the long-term perspective
within the group of the business umits mahing up the CGUs The discount rate used 1s based on the cost of capital the

group allocates to investments in the countries within which the CGU operates

The cost of capital assigned to an individual CGU and used to discount 1ts tuture cash flows can have a significant
effect on 1ts valuation The cost of capital percentage 1s generally derived from an appropriate capital asset pricing
model which itself depends on inputs reflecting a number of financial and economic vaniables inctuding the nsk-free
rate in the country concerned and a premium or discount to reflect the inherent risk of the business being evaluated
These variables are established on the basis of management judgement and current market assessments of economic

variables
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The review of goodwill impairment represents management s best estimates of the factors set out in Note 3 These
values are sensitive to the cash flows projected for the periods for which detailed forccasts are available and to
assumptions regarding the long-term sustainable patiern of cash flows thereafier While the acceptable range within
which underlying assumptions can be applied 1s governed by the requirement for resulting forecasts to be compared
with actual performance and venfiable economic data in future years, the cash flow forecasts necessanly and
appropriately reflect management’s view of future business prospects The process of identifying and evaluating
goadwill impairment 15 inherently uncertain because 1t requires significant management judgement in making a series
of estmations the results of which are highly sensitive to the assumptions used

Ihe following CGUs, include n their carrying value goodwill that 1s a stgmificant proportion of total goodwill
reported by the group at 31 December 2013 [hese CGUs do not carry on their balance sheet any intangible assets
with indefimte useful lives other than goodwill

Nominal growth
rate bevond mtnal

Goodwill a¢ Discount cash flow
b July 2013 rate projections
2013 £m Yo Yo
Global Banking and Markets 4,682 10% 3 9%
Retail Banking Wealth Management 1,338 8% 40%
Total goodwill in the CGUs Listed above 6,020
2012 £m % %
Global Banking and Markets 5,292 10% 36%
Conunental Europe Retait' 818 10% 35%
Total goodwill in the CGUs listed above 6110

! In 2012 the goodwill testing was based on the then exiant operanng segments (Note 2 (c))

Additionally as at 1 July 2013 aggregate goodwill of £ 668 million (2012 £344 mullion) had been allocated to other
CGUs that were not considered individually significant

Nomunal long-term growth rate cxternal data that reflects the market s assessment of GDP and inflation for the
countries within which the CGU operates The rates used for 2013 and 2012 do not exceed the long-term growth rate
for the countries within which the CGU operates

Discount rate the aficr tax discount rate used to discount the cash flows 1s based on the cost of capital assigned to
each CGU which 15 denived using a Caputal Asset Pncing Model ( CAPM ) The CAPM depends on mputs reflecting
a number of financial and economuc vanables icluding the risk-free rate in the country concerned and a prermum to
reflect the inherent risk of the business being evaluated These variables are based on the market s assessment of the
economic variables and management s judgement In addition, for the purposes of testing goodwill for impairment
management supplements this process by comparing the discount rates derived using the internally-generated CAPM
with cost of capital rates produced by external sources The group uses externally-sourced cost of capital rates where
in management s judgement, these rates reflect more accurately the current market and economic conditions For
2013 and 2012 1internal costs of capital rates were consistent with externally-sourced rates

The present value of in-force long-term assurance business

Movement tn PVIF

The group
2013 2012
£m £m
At 1 January 705 708
Addition from current year new business 65 97
Movement from m-force business (including investment return vanances and changes in investment
assumptions) {76} (86)
Exchange differences and other movements ] (14)
At 31 December 700 705
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The group s hfe insurance business 1s accounted for using the embedded value approach winch 1nter aha. provides a
comprehensive nsk and valuation framework The PVIF asset represents the present value of the shareholders
interest n the profits expected to emerge from the book of in-force policies

PYIF-specific assumptions

The key assumptions used i the computation of PVIF for the group s main hife insurance operations were

2013 2012
France UK Lafe France UK Laife
Rusk free rate 2.38% 245% 212% 153%
Riusk discount rate 4 69% 295% 4 05% 203%
Cxpenses inflation 200% 3% 2 00% 2 84%

The calculation of the PVIF 15 based upon assumptions that take into account nisk and uncertainty To project these
cash flows, a variety of assumpuions regarding future expenence 1s made by each nsurance operation which reflects
local market conditions and management s judgement of local future trends

The following table shows the effect on the PVIF of reasonably possible changes in the main economic assumption
risk-free rates across all insurance manufacturing subsidiaries

Sensitivity of PVIF to changes in economic assumptions

PVIF at 31 December

2013 2012

£m £m

+ 100 basss points smft in nsk-free rate 2 1
- 100 basis points shaft in risk-free rate (51) (28)

Due to certain charactenistics of the contracis the relationships may be non-linear and the results of the sensitivity-
testing should not be extrapolated to higher levels of stress In calculating the scenario, the shift in the nsk-free rate
results in changes to investment retums sk discount rates and bonus rates which are incorporated The sensitivities
shown are before acuions that could be taken by management to mitigate impacts and before resultant changes in
policyholder behaviour

Non-economic assumptions

The group determnes the policyholder iabnlities for non-life manufacturers by reference to non-economic
assumptions including claims costs and expense rates

Policyholder habiliies and PVIF for life manufacturers are determined by reference to non-economic assumptions
mcluding mortality and/or morbidity lapse rates and expense rates The table below shows the sensitivity of profit
for 2013 and total equity at 31 December 2013 to reasonably possible changes in these non-economic assumptions at
that date across all of the group s insurance manufacturing compantes, with comparatives for 2012

The cost of claims is a nsk associated with non-hfe insurance business An increase 1n claims costs would have a
negative effect on profit

Mortality and morbidity rish 1s typically associated with hfe insurance contracts The effect on profit of an increase in
mortality or morbidity depends on the type of business being written

Sensiuvity to lapse rates 18 dependent on the type of contracts being written For insurance contracts, the cost of
claims 15 funded by premwms recerved and income earned on the investment portfolio supporting the habilities For
a portfolio of term assurance, an increase i lapse rates typically has a negative effect on profit due to the loss of
future premium ncome on the lapsed policies

Expense rate rish 15 the exposure to a change 1n expense rates To the extent that increased expenses cannot be passed
on to pohcyholders, an increase in expense rates will have a negative impact on profits
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Sensitivity to changes in non-economic assumptions

PVIF
at 31 December
2013 2012
£m fm
10% increase n mortality and/or morbidity rates (20} {19
10% decrease in mortality and/or morbidity rates 20 19
10% increase 1n lapse rates 34) (34)
10% decrease 1n lapse rates 38 37
10% ncrease 1n expense rates (30) 30
10% decrease 1n expense rates 30 30
Other intangible assets
T'he analysis of the movement of other intangible assets was as follows
The group
Internally Customer/
Trade generated  Purchased merchant
Names soltware Software relationships Other Total
£m fm £m £m £m £m
Cost
At | January 2013 14 1,298 161 220 3 1,696
Additions' - 184 14 - 1 199
Dhsposals - (n @ (t) - (4)
Amounts written off - (13) - - - {13)
Exchange differences 3) 3 3 - - 3
Other changes - {104) (6) 1 - (109)
At 31 December 2013 11 1,367 170 120 4 1,772
Accumutated amortisahon and impairment
At 1 January 2013 (14} 697) (124) (139) - (974)
Amortisation charge for the yearz - {77 (1N (1 - (205)
Impairment charge for the year® - {6) - - - (6)
Disposals - 1 - - - 1
Amounts wnitten off - 13 - - - 13
Exchange differences 3 3) 2 - - 2)
Other changes - 104 6 (1) - 109
At 31 December 2013 (1 (765) (137) (151) — (1,064)
Net carrying amount at 31 December 2013 — 602 33 69 4 708
Cost
At 1 January 2012 13 1,466 156 208 3 1,846
Additions' 1 201 9 18 - 229
Disposals - (5) {6} - - (i
Amounts written off - (365) {1} 2) - (368)
Cxchange differences - (3) {4} - N
Other changes - 4 7 (4) - 7
AL 31 December 2012 14 1,298 161 220 3 1,696
Accumulated amortisation and impairment
At January 2012 (12) (932) (112) (131) (1) (1,188)
Amortisation charge for the year’ (2) (144) (15 (12) - {173)
Impairment charge for the year” - (1) (1) - - (2}
Disposals - 4 2 - - 6
Amounts written off - 365 1 2 - 368
Exchange differences - 3 3 - - 6
Other changes - 8 (2) 2 1 9
At 31 December 2012 (14) (697} (124) (139} - (974}
Net carrying amount at 31 December 2012 - 601 37 81 3 722

! At 31 December 2013 the group did not hme any contractual commitmenis 1o acquire mtangibie assets {2012 ml)
2 The amornsation and impatrment charges for the year are recogmised within the icome statement under Amortisation and impairment
of miangible assets
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The bank
Internally
generated
software Other Total

£m £m £m
Cost
At | January 2013 1,103 24 1,127
Additions' 178 6 184
Disposals - - -
Amounts written off’ (12) - (12)
Other changes - - -
At 31 December 2013 1,269 30 1,299
Accumulated amortsaten and 1mpairment
At | January 2013 {544) {2) (546)
Amortisation charge for the year’ (162) (4) (166)
Impawment charge for the year’ (6) - (6)
Amounis written off 12 - 12
Other changes = - ~
At 31 December 2013 (700) (6} (706)
Net carrying amount at 31 December 2013 569 24 593
Cost
At | January 2012 1274 5 1,279
Additions' 184 17 201
Disposals - (3 3
Amounts written of (365) - (365)
Other changes 10 5 t5
At 31 December 2012 1,103 24 1,127
At 1 January 2012 (177 ) {778)
Amorusatton charge for the year' (133) n {134)
Impairment charge for the year® () - ()
Amounts written off 365 - 365
Other changes 2 - 2
At 31 December 2012 (544) {2) (546)
Net carrying amount at 31 December 2012 559 22 581

I At 31 December 2013 the bank did not have any contractuanl comniments (o acquire intangible assets (2012 mil)
2 The amornsanon and impairment charges jor the year are recognised within the income siatement under Amorusatron and
impairment of intangible assets
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22 Property, plant and equipment

The group
Long Short
Freehold leasehold leasehold  Fquipment, Equpment
land and land and land and fixtures on operating
buildings’ buildings buldings  and fittings' leases Total’
fm £m £m £m £m fm
Cost or far value
At | January 2013 934 99 352 3,253 69 4,707
Addtions at cost’ 17 15 24 257 9 322
Fatr value adjustments 5 - - - - 5
Acquisition of subsidiaries - - - - - -
Dhsposals 3) (19) {an {143) (W] (189)
Disposal of subsidianes - - - - - -
Reclassified to held for sale [£)] - - ) - (5)
Transfers - - - - - -
Exchange and other differences 9 22 1 65 - 97
At 31 December 2013 959 117 360 3,430 71 4,937
Accumulated depreciation and impairment
At | January 2013 (150) (13) (183} (2,321} (16) (2,683)
Depreciation charge for the year (18) (10) (34) (261) {8) (331)
Disposals 3 19 17 132 1 172
Disposal of subsidiaries - - - - - -
Reclassified to held for sale 1 - - 1 - 2
Transters - - - - - -
Impairment tosses (recognised)freversed - - - - - -
Exchange and other differences {1) {20) (3) ()] - {93)
At 31 December 2013 (165) (24) {203) (2,518) (23) {2,933)
Net carrying amount at 31 December 2013 794 93 157 912 48 2,004
The group
Long Shornt
Frechold leasehold leasehold  Equipment, Equipment
land and land and land and fixtures  on operating
busldings* buildings buldings  and fitungs' leases Total’
£m £m £m im £m fm
Cost or fair value
At | January 2012 984 38 448 3,443 46 4979
Additions at cost’ 23 40 27 226 3 347
Fatr value adjustments [&D] - - - - (N
Disposals 3 - 7 (274) 9 (303)
Disposal of subsidianies (61 - (103} (101) (265)
Reclassified 1o held for sale (5) - - {3) - (8)
Exchange and other differences (3) 1 (3) {38) 1 (42)
At 31 December 2012 934 99 352 3,253 69 4,707
Accumulated depreciation and impairment
At | January 2012 (144) (8) (207 (2,398) (18) (2775)
Depreciation charge for the year un (6) (40) (266) (8) 331
Reclassified to held for sale 2 2z 10 254 8 276
Disposals 3 - 50 98 - 159
Reclassified to held for sale 1 - - 2 - 3
Impairment losses recogmised 3 - - (32) - (29)
Exchange and other differences (6) (i) 4 21 2 20
At 31 December 2012 {150} {13 (183) (2,321) (16) {2,683)
Net carrying amount at 31 December 2012 784 86 169 932 53 2024

I
2
3

Including assets held on finance leases with a carrying amount of £29 nulhon (2012 £22 multion)
Including assets with a carrying amount of frdd muflion (2012 £11 mullion) pledged as securiy for habtlires

At 31 December 2013, the group had £9 milion (2012 £3 nuilion) of contraciual comnutments to acquire property plant and

equipment
Including the imvestment properties on page 172
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The bank
Long Short
Frechold feasehold leasehold  Equipment,
land and land and land and fixtures
bwidings buildings buildings  and fittings l'otal
im £m £m £m £m
Cost or fair value
At 1 January 2013 462 101 340 2460 3363
Additions at cost' 11 15 24 177 227
Reclassified to held for sale 3 - - 2) (5)
Disposals (3) (19} (15) (124) (161)
Transfers - - - - -
Exchange and other differences - 12 1 5 28
At 31 December 203 467 119 350 2,516 3,452
Accumulated deprecanion and impairment
At 1 January 2013 {117y {12) (175) (1,818) (2,122)
Depreciation charge for the year (15) 10 33 (176) (234)
Reclassified to held for sale 1 - - 1 2
Dusposals 3 19 15 115 152
Transfers - - - - -
Exchange and other differences = 1) {3} {2) (26)
At 31 December 2013 {128) 29 (196) (1,880) (2,228)
Net carrying amount at 31 December 2013 339 95 154 636 1,224
The bank
Long Short
Freehold leasehold leasehold  Equipment,
land and land and jand and fixtures
buldings buildings builldings  and fittings Total
£m £m £m £m £m
Cost or faur value
At | January 2012 451 60 340 2,600 3,451
Addiions at cost' i2 43 15 105 175
Reclassified to held for sale (4) {1) - {3) {8)
Disposals - {1 (15) (241) (257)
Exchange and other differences 3 - - (1) 2
At 31 Decernber 2012 462 101 340 2 460 3,363
Accumulated depreciation and impairment
At 1 January 2012 (107) {8) (151} (1,838) (2,104)
Depreciation charge for the year {13) (6) (33} (183) (235)
Reclassified to held for sate 1 - - 2 3
Disposals \ 1 10 233 245
Impairment losses recognised - — - (33) 33
Exchange and other differences ] 1 () | 2
At 31 December 2012 (117) (12) (175) (1,818) {2 122)
Net carrying amount at 31 December 2012 345 89 165 642 1,241

I A1 31 December 201 3, the bank had £7 mulhion (2012 £2 mihon) of contractual commitments to acquire property plant and

equipment
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Investment properties

I'he composition of the investment properties at fair value in the year was as follows

The group

Fair value

At | January 2013

Fair value adjustments
Exchange and other changes

At 31 December 2013
Far value

At 1 January 2012
Addiions at cost

Fair value adjustments
Exchange and other changes

At 31 December 2012

1 Included in Property plant and equipment’ on page 170

Freehold land and
buildings’
fm

261
5
5

271

259

1}

261

Investment properties are valued on an open market value basis as at 31 December each year by independent
professional valuers who have recent expenence 1n the location and type of properties

Included within *Other operating income  was rental income of £8 millien (2012 £11 million) carned by the group
on 1ts investment properuies Direct operating expenses of £ml (2012 ) incurred in respect of the investment
properties during the year were recognised 1n General and adminustrative expenses  Direct operating expenses
arising in respect of investment properties that did not generate rental income duning the year amounted to £l
(2012 ml) Net exchange differences on translation of investment properties were £5 million (2012 £6 million)

The bank

The bank had no investment properties at 31 December 2013 or 2012

Investments 1n subsidianes

Principal subsidiary undertakings of HSBC Bank plc

HSBC France
HSBC Asset Finance (UK) Limited
HSBC Bank A S

HSBC Bank International Limited

HSBC Bank Maliaple

H5BC Invoice Finance (LK) Limated

HSBC Life (UK) Limited

HSBC Private Bank (UK) Lirmuted

HSBC Private Bank (C 1) Limited

HSBC Tninkaus & Burkhardt AG

HSBC Trust Company (UK) Limited

Marks and Spencer Retail Finarcial Services Holdings Limited
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Country of
wicorporation or
registration

France
England
Turkey

Jersey
Malia
England
England
England
Guemsey
Germany
England
England

HSBC Bank plc’s
interestin

equity capital

%

99 99
100 00
100 Q0

100 00
7003
10000
100 00
100 00
100 00
80 62
100 00
1006 60

Share
class

Ordnary €5
Ordinary £1
A-Common TRL1
B-Common TRLI
Ordinary £1
Ordinary €0 30
Ordinary £1
Ordinary £1
Ordinary £10
Ordinary USSI1
Shares of no par value
Ordinary £5
Ordinary £1
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Special purpose entities ( SPEs } consolidated where the group owns less than 50 per cent of the voting nights

Carrying value of total
consolidated assets  Nature of SPE

£bn

Barion Funding Limited 23 Secunties investment conduit
Malachite Funding Limited 1§  Securnies investment condust
Mazarnin Funding Limned 45  Secunties investment conduit
Regency Assets Lirnited 81 Condun

Solitaire Funding Limited 62  Secunties investment condut
Performance Trust 04  Secuntisation vehicle
Turquoise Receivables Trustee Lumited 09  Secuntisation vehicle

All the above make their financial statements up to 31 December

Details of all subsidiaries as required under S 409 Companies Act 2006 will be annexed to the next Annuai Return
of the bank filed with the UK Registrar of Compames

Acquisitions

In November 2013, the group acquired HSBC Private Bank (C [ ) Limited by way of an inter-group transfer from
HSBC Private Banking Holdings (Swisse) SA, for £402 millton The acquisition was completed on 29 November
2013

Disposals

In Apnil 2013, the group sold HSBC (Hellas) AEDAK to the management team for circa £0 1 million The sale was
completed on 5 April 2013

In May 2013 the group sold HSBC Assurances IARD to AIG Europe Limuted for £8 mullion The sale was
completed on 17 May 2013

In November 2013, the group sold Legend Estates Limited, by way of an inter-group transfer to HSBC Investment
Bank Holdings plc for £4 million The sale was completed on 29 November 2013

Other assets

The group The bank
2013 2012 2013 2012
£m £m £m £m
Buthon 928 1,452 880 1,385
Assets held for sate 33 109 20 98
Remsurers’share of iabihities under msurance contracts 492 496 - -
Endorsements and acceptances 703 7718 343 525
Other accounts 4,465 3,530 1315 2,680
6,621 6 366 4,558 4,688
Assets held for sale
The group The bank
2013 2012 2013 2012
£m £m £m fm
Non-current assets held for sale
- property, plant and equipment 32 42 20 3t
- other 1 67 - 67
Total assets classified as held for sale 33 109 20 98

Also included within property plant and equipment classified as held for sale 1s repossessed property that had been
pledged as collateral by customers These repossessed assets are expected to be disposed of within 12 months of
acquisition
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The group I'he bank
2013 2012 2013 2012
£m Em £m £m
Deposits by banks 29,006 38,796 24,795 42,643
Customer accounts 17,361 45,063 12,971 40,398
Other debt secuniies in 1ssue 13,540 13,875 10,818 11,475
Other hiabilities — net short positions 31,935 25,162 13,830 10,430
91,842 122,856 62,414 104 946

26 Financial liabihties designated at fair value

The group The bank
2013 2012 2013 2012
£m £m £m £m
Deposits by banks and customer accounts 4,145 4,548 3,972 4,373
Liabilities to customers under investment contracts 5,300 4,817 - -
Debt securities 1n 1ssue 21,823 20,749 15,253 16,325
Subordinated liabilities 2,445 2,507 2,781 2,815
Preforence shares 323 297 — -
34,036 32918 22,006 23513

27

The group

The carrying amount at 31 December 2013 of financial iabilines designated at fair value was £823 milhon hgher
{2012 £1 812 mullion higher) than the contractual amount at maturity At 31 December 2013 the accumulated
amount of change in fair value attributable to changes in credit nisk was a loss of £276 mullion (2012 £110 million

loss)

The bank

The carrying amount at 31 December 2013 of financial habilities designated at fair value was £699 million hugher
(2012 £1 524 milhon higher) than the contractual amount at maturity At 31 December 2013 the accumulated
amount of change n fair value attributable to changes in credit risk was a loss of £223 million (2012 £62 million

loss)

Other habilities

Amounts due to mvestors in funds consolidated by the group
Obliganons under finance leases

Endorsements and acceptances

Share-based payment liability to HSBC Holdmngs

Other hiabthties

The group The bank
2013 2012 2013 2012
£m £m £m £m
550 227 - -
88 91 - -
697 779 343 524
217 332 164 227
4,298 5417 3,320 4497
5,850 6 846 3,827 5,248
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28 Liabilities under nsurance contracts

2013
Retnsurers’
Gross Share Net
fm £fm £m
Non-linked insurance contracis
At 1 January 825 (462) 363
Benefits paid (t41) 76 (65)
Increase in liabilities to policyholders 189 (83} 106
Exchange differences and other movements (37) 21 (16)
At 31 December 836 (448) 388
Investment contracts with discretionary participation features
At 1 January 15,078 - 15,078
Benefits pard (1,473) - (1,473)
Increase in liabilities to policyholders 2,350 - 2,350
Exchange differences and other movements' 32 - 32
At 31 December 15,987 — 15,987
Linked hife 1nsurance contracts
At 1 January 2,010 (34) 1,976
Benefits paid (197) 3 (194)
Increase in liabilities to policyholders 585 3 572
Exchange differences and other movements® 7 1 8
At 31 December 2,405 (43) 2,362
Total hablities to pokicyholders 19,228 (491) 18,737
2012
Reinsurers’
Gross share Net
fm fm £m

Non-hinked insurance contracts’
At 1 January 855 {441} 414
Benefits paid (174) 91 {83)
Increase 1n i1abilities to pelicyholders 281 (188) 93
Exchange differences and other movements (13N 76 (61)
At 31 December 825 (462} 363
Investment contracts with discretionary participation features
At 1 January 13,872 - 13,872
Benefits pawd (1,589) - (1,589)
Increase in habilities to policyholders 2,302 - 2,302
Exchange differences and other movements® 493 - 493
At 31 December 13,078 - 15,078
Linked hife insurance contracts
At | January 1,620 29) 1,591
Benefits paid {139) 4 (135)
Increase i habihities to policyholders 532 (9} 523
Exchange differences and other movements’ (3) — (3)
At 31 December 2010 (34) 1,976
Total labtlities to policyholders 17,913 (496) 17,417

1 inciudes habiiies under non-life msurance contracis

2 Includes morvement in habilities relaung 1o discrenonary profit pariicipation benefits due to policyholders arising from net unrealised

imvesiment gams recognised in other comprehensive income
3 Includes amounts anising under reinsurance agreements

The increase i habilities to policyholders represents the aggregate of all events giving nise to additonal hiabihities to
policyholders 1n the year The key factors contributing to the movement wn abihities to policyholders include death
clamms surrenders, lapses, liabilites to policyholders created at the ininial inception of the policies the declaration of

bonuses and other amounts attributable to pohcyholders
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29 Prowvisions

The group The bank
2013 2012 2013 2012

£m fm £m £m
At I January 1,641 820 1,250 565
Additional provisions/imcrease n provisions' 1,165 1,757 726 1,346
Provisions utilised (1,079 (736) (746) (587)
Amounts reversed (128) (128) w1 (72)
Acquisiion/disposal of subsidianes/businesses 104 (72) 929 -
Exchange differences and other movements 1 - 3 (2)
At 31 December 1,707 1,641 1,271 1250

1 Includes urm inding of discounts of £5 million {2012 £2 sulhon} in relation toacant space proyisions

Provisions include £1,310 milhon (2012 £1,227 mullion) in respect of customer redress programmes The most

significant of these provisions are as tollows and relate to both the group and bank, except where stated

{0 £572 million (2012 £692 millhion) for the group relating to the estimated hiability for redress in respect of the
possible mis-selling of Payment Protection Insurance ( PPl ) policics 1n previous years (the bank £493 milhon,
2012 £588 million) An increase in provisions of £483 million was recognised during the year Cumulative
provisions made since the Judiciat Review ruling in the first half of 2011 amount to £1 816 million of which

£1 390 million has been paid

Including the 1 8 milhon policies of HFC Bank Limited (whose outstanding obhgation was transferred to the
bank in 2013) approximately 5 4 million PP1 policies have been seld by the group, which generated estimated

revenue of £2 6 billion, and with gross wnitten premiums of approsimately £3 2 bilhon At 31 December 2013,
the estimated total complaints (by policy number) expected to be recerved was 1 5 milhon, representing 29% of
total policies sold 1t ts esiimated contact will be made with customers with 1 9 milhon or 35% of'total policies
sold This estimated contact level includes inbound complaints as well as the group s outbound contact exercise
on certain policies

During 2013, the group tncreased the estimate of the total number of pohcies to be ultimately redressed. as the
level of complaints received was higher in volume and tor a longer period than previously assumed This change
in assumpuions contributed approximately £0 2 billion to the increased provision for the year

The estimated Lability tor redress 1s calculated based on the total premiums patd by the customer plus simple
interest of 8% per annum (or the rate inherent in the related loan product where higher) Future estimated redress
levels are based on hustorically observed redress per pohicy for different loan categones

The following table details the cumulative number of policies at 31 December 2013 and the number of claims
expected 1n the future

Cumulative to Future

31 December 2013 Expected

Inbound complamts’ (000s of pohicies) 1,022 240

QOutbound contact {000s of policies) 375 234
Response rate to outbound contact 49%, 44%
Average uphold rate per clmm?® 79% 72%

Average redress per claim £1,589 £1,454

! Excludes imalid claims where complainant has not held a PPI policy
2 Clams include inbound and responses to outbound contact

The mam assumptions in the provision calculatien are the current volume of inbound complaints, the projected
peniod of nbound complaints the decay rate of complamnts volumes the population identified as systemically
mis-sold and the number of policies per customer The main assumptions are likely to evolve over ime as root
cause analysis continues, more experience 15 available regarding initiated complaint volumes received and the
expenience of responses to ongoing active contact exercise

A 100 000 increase/decrease 1n overall total inbound complaints (by policy number) would increase/decrease the
provision by approximately £130 million Each 1% increase/decrease n the response rate to the group s
outbound contact exercise inereases/decreases the provision by £5 million
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In addition to these factors and assumptions the extent of the required redress will also depend on the facts and
circumstances of cach individual customer s case Tor these reasons, there remains a high degree of uncertainty
as to the eventual costs of redress for this matter

A provision of £469 million (2012 £375 nullion} relating to the estimated hability for redress in respect of the
possible mis-selling of interest rate denvatives n the UK Of this provision. £274 million relates to the esumated
redress payable to customers in respect of hustorical payments under denivative contracts with the remainder
covenng the expected write-off by the bank of open denvative contracts balances estimated project expenses
and other costs

Following an FCA review of the sale of interest rate derivatives, the group agreed to pay redress to customers
where mis-selling of these products has occurred under the FCA s cnitenia On 31 January 2013 the FCA
announced the findings from their review of pilot cases completed by the banks Following its review, the FCA
clanfied the ehgihihty critena 1o ensure the programme 15 focused on those small businesses that were unlikely
to understand the nisks assoctated with those products The group has also been working with the FCA and an
independent shilled person adviser to clarify the standards against which 1t should assess sales, and how redress
should be calculated (for example when 1t would be appropriate to assume a customer would have taken an
alternative 1nierest rate product)

The extent to which the group 1 ultimately required 1o pay redress depends on the responses of contacted and
other customers during the review period and analysis of the facts and circumstances of each individual case,
including consequential loss claims received

For these reasons, there 1s currently a high degree of uncertainty as to the eventual cosis of redress related to this
programme

{u1) Provisions of £102 mullion (2012 £65 mullion} in respect of alleged farlings in the sale of card and 1dentity

protection producis

(1v} Provisions of £96 million (2012 mil} for the estimated cost of redress in relation to the provision for possible

v)

mis-selling of wealth management products The programme to redress customers 1s in an early stage The main
uncertainty anses from the time o fimish this project and the associated project costs

Provisions of £55 million (2012 £85 million) for the estimated cost of redress in relation to the provision of
services to a number of trusts by a subsidiary of the bank The bank has undertaken to reunburse the subsidiary
in respect of the ininal esimated cost of redress The total provision 1s based on a calculation extrapolated from a
sample of cases Uncertainties arise from factors affecung the iming of notifving and reumbursing those

affected

Also included n the above table. for the bank and group arc provisions for onerous property contracts of £75 million
(2012 £86 million) and £79 million (2012 £97 million) respectively, relating to the discounted future costs
assouated with leasehold properties that have become vacant The provisions cover rent voids while finding new
tenants, shortfalls in expected rent receivable compared with rent payable, and the cost of refurbishing the butldings
1o attract tenants Uncenainties arise from movements in market renis, delays in finding new tenants and the trming
of rental reviews
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30 Subordinated habilities

The group The bank
2013 2012 2013 2412
£m £m £m Em

Subordinated liabihities

— At amortised cost 19,785 10,350 9,903 9968
Subordinated habihities 8,502 8,100 9,903 9968
Preference shares 2,283 2,250 — -
- Designated at fair value 2,768 2 804 2,781 2815
Subordinated habilities 2,445 2,507 2,781 2815
Preference shares 323 297 - —
13,553 13 154 12,684 12 783

Subordinated borrowings of the group
Carrying amount

2013 2012

£fm £m

€1,000m Floating Rate Subordinated Loan 2017 833 816
£500m 4 75% Callable Subordinated Notes 2020" 524 5322
€500m Callable Subordinated Floating Rate Notes 2020 396 375
US$1,000m Floating Rate Subordinated Loan 2020 605 619
USS$1,450m Floating Rate Subordinated Loan 2021 877 897
US$450m Suberdinated Floating Rate Notes 2021 272 278
€250m Floating Rate Subordinated Loan 2021 208 204
US$275m Floating Rate Subordmated Loan 2021 166 170
£350m Floating Rate Subordmated Loan 2022 350 350
£350m 5% Callable Subordinated Notes 20232 384 350
£300m 6 5% Subordinated Notes 2023 299 299
€650m Floating Rate Subordinated Loan 2023 542 -
US$300m 7 65% Subordinated Notes 2025 230 244
£350m 5 375% Callable Suberdinated Step-up Notes 2030 364 350
£500m 5 375% Subordinated Notes 2033 535 572
£390m 6 9% Subordinated Loan 2033 390 390
US$977m Floating Rate Subordinated Loan 2040 591 605
€300m 7 75% Non-cumulative Subordinated Notes 2040 750 734
£225m 6 25% Subordinated Notes 2041 224 224
£600m 4 75% Subordinated Notes 2046 593 593
£700m 5 844% Non-cumulative Step-up Perpetual Preferred Secunties® 700 700
£300m 5 862% Non-cumulative Step-up Perpetuat Preferred Securities’ 323 297
US$750m Undated Floating Rate Primary Capital Notes 454 464
US$500m Undated Floating Rate Pnmary Capital Notes 302 309
US$300m Undated Floating Rate Primary Capital Notes {Series 3} 181 186
US$2,862m Floating Rate Perpetual Subordinated Debt 1,732 1772
Other subordinated hiabilities less than £100m 728 754

13,553 13,154

! In September 2015 the mieres! rate changes to three month sterling LIBOR pius 0 82%

2 In March 2018 the mnterest rate changes to become the rate per annum which 1s the sum of the gross redemption yield of the then
prevailing five year UK gilt plus 1 80%

3 InNovember 2025 the mnterest rate changes to three month sterling LIBOR plus 1 50%

4 In November 2031 the distribution vate changes to six month sterling LIBOR plus | 76%

5 InApri 2020 the distribution rate changes to six month sterling LIBOR plus 1 85%

Foomotes 110 5 all relate 10 instruments that are redeemable at the option of the 1ssuer on the date of the change i the terest or

distribution rate gnd on subseguent rate reses and payment dates m some cases sulyect te prior noufication to the Prudential Regulation
Authority
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31 Faur value of finanaial instruments carned at fair value

The accounting policies which determine the classification of financial instruments and the use of assumptions and
estimation i valuing them are descnibed on pages 106 to 123 and pages 124 10 125 The fair value of financial
instruments 1s generally measured on the basis of the individual financial instrument However, in cases where the
group manages a group ot financial assets and financial habilities on the basis of 1ts net exposure to either market

risks or credit sk the group measures the fair value of the group of financial instruments on a net basis, but presents

the underlying financial assets and habihties separately 1n the financial statements, unless they sausfy the IFRS

offsetung critena as described on page 116

Fair value 15 the price that would be received to sell an asset or paid to transfer a habthty 1n an orderly transaction

between market participants at the measurement date The following table sets out the financial instruments carned at

fair value

Financial mstruments carried at foir value

The group
Valuation techmgues
Level 2 Level 3
Level 1 using  with sigmficant
gquoted market observable  un-observable
price inputs mputs
£fm fm £m
At 31 December 2013
Assetls
Trading assets 83,241 49,294 1,562
Financial assets designated at fair value 10,818 5.843 -
Derivatives 323 135,844 1,072
Financial investments available-for-sale 55,737 17,640 1,653
Liabilvtees
Trading habilies 42,064 48,417 1,361
Financial hiabihties at fair value 4,078 29,958 -
Denivatives 1,236 134,819 1,297
At 31 December 2012
Assets
Trading assets 86,373 73,768 1,375
Financial assets designated at fair value 9,501 5886 -
Denivatives 193 176,455 1,160
Financial investments available-for-sale 49,035 20,159 2,071
Liabilities
Trading habilities 57282 64 097 1,517
Financial habiliues at fair value 3,767 29,151 -
Dervatives 189 179,598 1,308
The bank
Yaluation techniques
Level 2 Level 3
Level 1 using with sigmficant
quoted market observable  un-observable
price mputs mputs
£m £m £m
At 31 December 2013
Assets
Trading assets 47,843 51,881 1,563
Financial assets designated at fair value - 3,983 -
Derivatives 283 111,257 1,083
Financial investments available-for-sale 33,724 8,607 2,717
Liabihties
Trading habilittes 18,346 42,778 1,290
Financial habihities at fair value - 22,006 -
Dervatives 1,214 112,129 1,367
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Total
fm

134,097
16,661
137,239
75,030

91,842
34,036
137,352

161,516
15,387
177,808
71,265

122,896
3298
181,095

Total

101,287
3,983
112,623
45,048

62,414
22,006
114,710
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Valuation technmiques

Level 2 Level 3
Level | using  with significant
quoted market observable  un-observable
price Inputs nputs Total
£m £m £m £m
At 31 December 2012
Assets
Trading assets 52,468 84,16} 1,370 137,999
Financial assets designated at fair value - 4373 - 4373
Denvatives 158 138 949 1,233 140,340
Financial investments available-for-sale 30,548 3,420 2,635 36,603
Liabilities
Trading habilities 33,256 70,221 1,469 104,946
Financial llabilines at fair value - 23,513 - 23,513
Derivatives 143 142,378 1,400 143921
The table below shows transfers between Level 1 and Level 2 fair values
Assets Liabilities
Designated Designated
at fair value at fair value
Available Held for through Held for through
for sale trading profit or loss Derivatives trading profit or loss Derivatives
£m £fm £m £m £m £m £m
At 31 December 2013
Transfers from Level | to Level 2 46 14,151 - 1 21,848 - -
Transfers from Level 2 to Level 1 548 368 - - - - -

Control framework

Fair values are subject to a control framework designed to ensure that they are either determined, or validated by a
function independent of the risk-taker

For all financial instruments where fair values are determined by reterence to externally quoted prices or observable
pricing mputs to medels independent price determination or validation 1s utilised Ininactive markets, direct
observation of a traded price may not be possible In these circumstances the group will source alternative market
information to validate the financial instrument s fair value, with greater weight given to information that 1s
considered to be more relevant and reliable The factors that are considered i this regard are, wnrer aha

the extent to which prices may be expected to represent genume traded or tradable prices,

the degree of similarity between financial instruments,

the degree of consistency between different sources,

the process followed by the pricing provider to denve the data,

the elapsed time between the date to which the market data relates and the balance sheet date, and
the manner n which the data was sourced

For fair values determined using a valuation model, the control framework may include, as applicable, development
or validation by independent support functions of (1) the togic within valuation models, (11) the inputs to those
models, (1) any adjustments required outside the valuation models, and, where possible, (1v) model outputs
Valuation models are subject to a process of due diligence and cahbration before becoming operational and are
calibrated against external market data on an ongoing basis

Determination of fair vatue
Fair values are determined according to the following hierarchy

(a) Level I - quoted market price financial imstruments with quoted prices for identical instruments in active
markets

(b) Level 2 — valuarion technique using observable imputs financial instruments with quoted prices for similar
instruments 1n active markets or quoted prices for identical or sumilar instruments in mactive markets and
financial instruments valued using models where all significant inputs are observable

(c) Level 3 —valuanon technigue with sigmificant unobservable inputs financial instruments valued using models
where one or more significant inputs are unobservable
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The best evidence of fair value 15 a quoted price in an actively traded market The farr values of financial instruments
that are quoted In active marhets are based on bid prices for assets held and offer prices for habiliies 1ssued Where a
financial nstrument has a quoted price 1n an active market the fair value of the total holding of the financial
mnstrument 1s calculated as the product of the number of units and quoted price In the event that the market for a
financial instrument 1s not active a valuation techntque 15 used

The judgement as to whether a market 1s active may include, but 15 not restricted to, the consideration of factors such
as the magnitude and frequency of trading acuvity the availability of prices and the size of bidfoffer spreads The
bid/ofTer spread represents the difference i prices at which a market participant would be willing te buy compared
with the price at which they would be willing to seil In inactive markets obtaining assurance that the transaction
price provides evidence of fair value or determining the adjustments to transaction prices that are necessary to
measure the fair value of the instrument requires additional work during the valuation process

Valuation techniques

Valuation techniques incorporate assumptions about factors that other market participants would use in their
valuations A range of valuation techniques 15 employed, dependent on the instrument type and available market data
Most valuation techniques are based upon discounted cash flow analyses in which expected future cash flows are
calculated and discounted to present value using a discounting curve Prior to considenng credit nsk, the expected
future cash flows may be hnown as would be the case for the fixed leg of an interest rate swap, or may be uncertain
and require projection as would be the case for the floating leg of an interest rate swap Projection utilises market
forward curves, 1f available In option models the probability of different potential future outcomes must be
constdered In addition, the value of some products are dependent on more than one marhet factor, and in these cases
it will typically be necessary to consider how movements in one market factor may affect the other market factors
The model npuls necessary to perform such calculations include interest rate yield curves. exchange rates
volauliies correlanons prepayment and default rates For interest rate denvatives with collaterahised counterpartics
and 1n sigmficant currencies, HSBC uses a discounting curve that reflects the overrught interest rate ( OIS
discounting }

The majonity of valuation techmques employ only observable market data However, certain financial instruments are
valued on the basis of valuation techniques that feature one or more sigmficant market inputs that are unobservable
and for them the derivation of fair value is more judgemental An instrument 1n 1ts entirety 18 classified as valued
using significant unobservable inputs 1if, in the opinion of management a sigaificant proportion of the instrument s
wception profit ( day 1 gain or loss ) or greater than 5% of the instrument s carrying value 1s driven by unobservable
mputs  Unobservable 1n this context means that there 15 hitle or no current market data available from which to
determune the price at which an arm s length transaction would be hikely to occur It generally does not mean that
there 1s no data available at ali upon which to base a determmation of fair value (consensus pricing data may, for
example, be used) All fair value adjustments are include within the levelling determination

In certain circumstances the group records 1ts own debt mn 1ssue at fair value, based on quoted prices in an active
market for the specific instrument concerned where available An example of this1s where own debt in issuc 1s
hedged with interest rate derivatives When quoted market prices are unavailable, the own debt in 1ssue 15 valued
using valuation techniques, the inputs for which are either based upen quoted prices in an mnactive market for the
instrument or are estimated by comparison with quoted prices 1n an active marhet for similar instruments In both
cases the fair valee includes the effect of applying the credit spread which 1s appropnate to the group s habihty The
change in fair value of issued debt securities attnibutable to the group s own credit spread 15 computed as follows for
each security at each reporing date, an externally verifiable price 1s obtamned or a price 15 denved using credit spreads
for similar securities for the same 1ssuer Then using discounted cash flow each security 1s valued using a LIBOR-
based discount curve The difference in the valuations 1s attributable to the group s own credit spread This
methodolegy 1s applied consistently across all securties

Structured notes 1ssued and certain other hybnd instrument habihties are included within trading habilities and are
measured at fair value The credit spread applied to these instruments 15 derived from the spreads at whuch the group
1ssues structured notes

Gains and losses ansing from changes in the credit spread of liabilities 1ssued by the group reverse over the
contractual life of the debt, provided that the debt 1s not repaid at a premium or a discount

Changes m fair value are generally subyect to a profit and loss analysis process This process disaggregates changes
n fair value into three high level categories, (1) portfolio changes, such as new transactions or maturing transactions,
{n) market movements, such as changes in forcign exchange rates or equuty prices. and (111} other, such as changes 1n
fair value adjustments, discussed below
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Fair value adjustments

Fair value adjustments are adopted when HSBC considers that there are additional factors that would be considered
by a market participant which are not incorporated within the valuation model HSBC classifies fair value
adjustments as erther nisk-related or model-related The majority of these adjustments relate to GB&M

Movements in the level of fair value adjustments do not necessarily result in the recogmtion of profits or losses
within the income statement For example, as models are enhanced, fair value adjustments may no longer be
required Smmularly, fair value adjustments will decrease when the related positions are unwound, but this may not
result in profit or loss

Risk-related adjustments
Bid-offer

IFRS 13 requires use of the price within the bid-offer spread that 15 most representative of fair value Valuation
models will typically generate mid-marhket values The bid-offer adjustment reflects the extent to which bid-offer
cost would be ncurred 1f substantially all residual net portfolio market nisks were closed using available hedging
mstruments or by disposing of or unwinding the position

Uncertamnty

Certain model inputs may be less readily determinable from market data and/or the choice of model itself may be
more subjective In these circumstances there exists a range of possible values that the financial instrument or marhet
parameter may assume and an adjustment may be necessary to reflect the likelihood that 1n esumating the fair value
of the financial instrument, market participants would adopt more conservative values for uncertain parameters
and/or model assumptions than those used 1n the valuation model

Crednt valuation adjustment

The credit valuation adjustment 1s an adjustment to the valuation of OTC dernvative contracts to reflect within fair
value the possibility that the counterparty may default and that the group may not receive the full market value of the
transactions {see below)

Debit valuation adjustment

The debit valuation adjustment 1s an adjustment to the valuathion of OTC denvanve contracts to reflect within fair
value the possibility that the group may default, and that the group may not pay full market value of the transactions
(see below)

Model-related adjustments

Model imutation

Models used for portfolio valuation purposes may be based upon a simplifying set of assumptions that do not capture
all matenal market charactenistics Additionally, markets evolve, and models that were adequate in the past may
require development to capture all material market charactenistics 1in current market conditions In these
circumstances, model limitation adjustments are adopted As model development progresses, model hmitations are
addressed within the valuation models and a model hmitation adjustment 1s no longer needed

Inception profit (Day 1 P&L reserves)

Inception profit adjustments are adopted when the far value estimated by a valuation model 15 based on one or more
significant unobservable inputs The accounting for inception profit adpustments 15 discussed in Note 2 (d)

Credit valuation adjustment methodology

The group calculates a separate credit valuation adjustment { CVA } and debit vatuation adjustment ( DVA ) for
each group legal entity, and within each entity for cach counterparty to which the entity has exposure

The group calculates the CVA by applying the probability of default ( PD ) of the counterparty, conditional on the

non-default of the group, to the group s expected positive exposure to the counterparty and muluplymg the result by
the loss expected n the event of default Conversely, the group calculates the DVA by applying the PD of the group,
conditional on the non-default of the counterparty, to the expected positive exposure of the counterparty to the group
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and multiplying by the loss expected in the event of default Both calculations are performed over the Life of the
potential exposure

The denvation of' a proxy has regard to the range of market practice, and constders relevant data in this context,
including CDS index and rating transition data

For most products, the group uses a simulatton methodology to calculate the expected posiuive exposure to a
counterparty This incorporates the range of potential exposures across the portfolio of transactions with the
counterparty over the hfe of the portfolio  The simulation methodology includes credit mitigants such as counterparty
netting agreements and collateral agreements with the counterparty A standard loss given detault assumption of 60%
15 generally adopted for developed market exposures, and 75% for emerging market exposures Alternative loss given
default assumptions may be adopted where both the nature of the exposure and the available data support this

For certain types of exotic denvatives where the products are not currently supported by the simulation, or tor
derivative exposures in smaller trading locations where the simulation tool 1s not yet available the group adopts
alternative methodologies These may involve mapping to the results for similar products from the simulation teol or
where such a mapping approach 1s not appropriate, a simplified methodology 1s used, generally following the same
principles as the simulation methodology The calculation 1s apphied at a trade level, with more hmited recogmition of
credit mitigants such as netting or collateral agreements than used tn the simulation methodology

The methodologies do not, 1n general account for wrong-way nsh  Wrong-way nisk arises where the underlying
value of the derivative pnor 1o any CVA 15 positively correlated to the probability of default of the counterparty

When there 15 significant wrong-way nsh a trade-specific approach 1s applied to reflect the wrong-way risk within
the valuation

With the exception of certain central clearing parties the group includes all third party counterparties in the CVA and
DVA calculations and does not net these calculations across group entities Duning the year, the group refined the
methodologies used to calculate the CAVA and DVA to more accurately reflect the impact of ratings downgrade
tnggers on credut miigation  The group reviews and refines the CVA and DVA methodologies on an ongoing basis

Valuation of uncollateralised deriwvatives

The group values uncollaterahsed denvatives by discounting expected future cash flows at a benchmark nterest rate
typically Libor or 1its equivalent This approach has historically been adopted across the industry, and has therefore
been an appropniate basis for fair value The group and other industry participants are currently considering whether
this approach appropriately reflects the manner in which the derivatives are funded which may oceur at rates other
than interbank offer rates No consensus has yet emerged on how such funding should be reflected 1n the fair value
measurement for uncollateralised denivatives In the future, and possibly 1n 2014, the group may adopt a funding farr
value adjustment to reflect funding of uncollateralised derivatives at rates other than interbank offered rates
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Financial instruments measured at fair value using a valnation technique with significant unobservable inputs

— Level 3
The group
Assets Lialhues
Designated Designated
at fair value at fair value
Available- Held for through Held for through
for-sale trading profit or loss Derivatves tradmg profit or loss Dervatives
£m £m £m £m £m £m £m
At 31 December 2013
Private equity investments 642 56 - - - - -
Asset-backed securnities 1,011 264 - - - - -
Structured notes - - - - 1,361 - -
Derwvanves - - - 1,072 - - 1,297
Other portfolios - 1,242 — - — - -
1,653 1,562 - 1,072 1,361 - 1,297
At 31 December 2012
Private equity investments 452 51 - - - - -
Asset-backed securities 1,409 137 - - - - -
Leverage finance - - - - - - 7
Structured notes - 5 - - 1515 - -
Derivatives - - - 1,160 2 - t,301
Other portfolios 210 1,182 - — - - -
2,071 1,375 - 1,160 1,517 - 1,308
The bank
Assels Liabihittes
Designated Designated
at fair value at fair value
Avatlable- Held for through Held for through
for-sale trading profit or loss Denvatnes trading profit or loss Dernatnes
£m £m fm £m £m £m £m
At 31 December 2013
Private equity mvestments 457 56 - - - - -
Asset-backed securities 2,260 265 - - - - -
Structured notes - - - - 1,290 - -
Dernivatives - - - 1,083 - - 1,367
Other portfohos - 1,242 - - - - -
2,717 1,563 — 1,083 1,290 — 1,367
At 31 December 2042
Private equity Investments 264 51 - - - - -
Asset-backed securities 2,164 137 - - - - -
Leverage finance - - - - - - 7
Structured notes - - - - 1,467 - -
Derivatives - - - 1,233 2 - 1,393
Other portfolios 207 1182 - - - - -
2,635 1370 — 1,233 1 469 - 1,400

Private equity

The group s private equity positions are generally classified as available-for-sale and are not traded 1n active markets
In the absence of an active market an investment s fair value 1s estimated on the basis of an analysis of the investee s
financial position and results nisk profile, prospects and other factors as well as by reference to market vatuations for
similar entities quoted 1n an active market or the price at which stmilar compames have changed ownership

Asset-backed securtties (ABSs)

While quoted market prices are generally used to deterrmine the fair value of these securities valvation models are
used to substantiate the rehiability of the himited market data available and to (dentify whether any adjustments to
quoted market prices are required For ABSs including residential MBSs the valuation uses an ndustry standard
model and the assumptions relaung to prepayment speeds default rates and loss sevenity based on collatera! type and
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performance, as appropriate The valuations output 1s benchmarked for consistency against observable data for
sccuniies of a similar nature

Loans including leveraged finance and loans held for securitisation

Loans held at fair value are valued from broker quotes and/or market data consensus providers when available In the
absence of an observable market, the fair value 15 determined using valuation techniques These techmiques clude
discounted cash flow models, which incorporate assumptions regarding an appropriate credit spread for the loan,
derived from other market instruments issued by the same or comparable entities

Structured notes

The fair value of structured notes valued using a valuation technique 1s denved from the fair value of the underlying
debt security, and the fair value of the embedded derivative 1s determined as described in the paragraph below on
derivatives

Trading liabilities valued using a valuation techmque with significant unobservable inputs principally comprised
equity-linked structured notes, which are 1ssued by the group and provide the counterparty with a return that 1s linked
to the performance of certain equity securities, and other pertfolios The notes are classified as level 3 due to the
unobservability of parameters such as long-dated equity volatilities and correlations between equity prices, between
equity prices and tnterest rates and between interest rates and foreign exchange rates

Derwvatives

OTC (1 ¢ non-exchange traded) derivatives are valued using valuation models Valuation models calculate the
present value of expected future cash flows based upon no-arbitrage principles For many vanilla derivative
products such as interest rate swaps and European options the modelling approaches used are standard across the
industry For more complex derivative products, there may be some differences in marhet practice Inputs to
valuation models are determined from observable market data wherever possible, including prices available from
exchanges, dealers, brokers or providers of consensus pricing Certan inputs may not be observable in the market
directly but can be determined from observable prices via model calibration procedures or estimated from historical
data or other sources Examples of inputs that may be unobservable include volatihty surfaces, in whole or n part,
for less commonly traded optton products, and correlations between market factors such as foreign exchange rates,
interest rates and equity prices

Denvatve products valued using valuation techmiques with sigmificant unobservable inputs included certain types of
cotrelation products such as foreign exchange basket options equity basket options. foreign exchange interest rate
hybrid transactions and long-dated option transactions Examples of the latter are equity options, interest rate and
foreign exchange options and certan credit denvatives Credit derivatives include certain tranched CDS transactions
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Reconcihiation of fair value measurements in Level 3 of the fair value hierarchy

The group

At 1 January 2013
Total gans or losses recognised 1n profit
or loss
- trading income excluding net
interest income
- gains less losses from financial
mvestments
Total gains or losses recogmised in other
comprehensive income
- available-for-sale investments fair
value gains/(losses)
Purchases
Issues
Sales
Settlements
Transfer out
Transter in
Exchange difterences

At 31 December 2013

Unrealised gamns/{losses) recogmsed m
profit or loss relating to and liabilities
held at 31 December
- trading ncome excluding net

Interest income
- gans less losses from financial
mnmvestments

At 1 January 2012

Total gains or losses recogntsed in profit
or loss

Total gains or losses recogmsed 1n other
comprehensive income

Purchases

Issues

Sales

Settlements

Transfer out

Transfer in

Exchange difterences

At 31 December 2012

Totak gans or losses recogmsed 1n profit
or loss relating to assets and hiabilities
held a1 31 December

Assets Liabulities
Designated Designated
at fmr value at fair value
Available- Held for through Held for through
for-sale trading profit or loss Dernvatives trading profit or loss Dernatwes
fm fm fm £m fm £m £m
2,0 1,375 - 1,160 1,517 - 1,308
(39 259 - (209) {220) - (88)
- 259 - (209) 224 - (88)
39) - - - - - -
107 - - - - - -
107 - - - - - -
294 89 - - - - -
- - - - 683 - -
on (110} - - e - -
(251) (48) - 87 (603) - 84
(638) (43) - {14) 8) - (61)
175 105 - 48 - - 41
25 {65) - - 1 - 13
1,653 1,562 - 1,072 1,361 - 1,297
{93) 139 - 5 (264) - 68
- 139 - 5 (264) - 68
(93) - - - - - -
Assels Liabilities
Designated at Designated at
fair value fair value
Available- Held for through profit Held for through profit
for-sale trading or loss Dervatives trading or loss Derivatives
£m £m £m £fm £m £m £m
2,349 1,831 - 1,555 1,704 - 1,703
(81) 51 - (274) 59 - (394)
194 - - - - - -
176 9 - - {232) - -
- - - - 565 - -
(136) (131) - - 248 - -
(143) (314) - (52) &1 - 124
{1,204) (165} - (115} (2z21) - (148)
950 139 - 45 6 - 17
(34) (45) - 1 (1} - 6
2071 1,375 - 1,160 1517 — 1308
(62) 41 - (36) 18 - (85)
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At | January 2013
Total gans or losses recogmised n profit
or loss
- trading income excluding net
mterest income
- gams less losses from financial
nvestments
Total gains or losses recognised 1n other
comprehensive income
- available-for-sale investments fair
value gams/(losses)
Purchases
Essues
Sales
Settlements
Transfer out
Transfer in
Exchange differences

At 31 December 2013

Unrealised gams/(losses) recogmsed m
profit or loss relating to and habihities
held at 31 December
- trading income excludmg net

interest income
- gams less losses from financial
investments

At | January 2012

Total gatns or losses recognised wn profit
or loss

Total gains or losses recogrused n other
comprehensive income

Purchases

Issues

Sales

Settlements

Transter out

Transfer in

Exchange differences

At 31 December 2012

Total gans or losses recogmsed n profit
or loss relating to those assets and
lLiabulittes held at 31 December

Notes on the Financial Statements (continued)
——

Assets Liabilities
Designated Designated
at fair value at fair value
Available- Held for through Held for through
for-sale trading profit or loss Dernvatives trading profit or loss Derivatnes
£m £m £m £m £m £fm £m
2,635 1,370 - 1,233 1,469 - 1,400
129 260 - (230) (230) - [E10]
- 260 - (230) (230) - (41)
129 - - - - - -
32 - - - - - -
32 - - - - — -
37 89 - - - - -
- - - - (X)) - -
(82) (110) - - - _ _
(25) (41) - 71 (573) - 47
&) 43) - (17 (8) - (68}
- 76 - 27 - - 21
(6} (38) - (1)) 1 - 8
2,717 1,563 - 1,083 1,250 = 1367
132 140 - (76) (264) - 21
- 140 - {76) (264) - 21
132 - - - - - -
Assets Liabilities
Designated at Designated at
fair value tair value
Avalable- Held for through profit Held for through profit
for-sale trading or loss Denvatives trading or loss Denvatives
fm £m £m £m £m fm fm
3,123 1,814 - 1,667 1,651 - 1,831
(69} 50 - (256) 59 - (338)
{240) - - - - - -
73 9 - - (231) - -
- - - - 563 - -
(104) (131) ~ - 248 - -
(80) (301) - (114) (603) - 16
(126) (164) - (19 (2i8) - (132)
43 139 - 54 - - 34
i35 (46) - 1 — - 9
2635 1,370 - 1,233 1469 - 1,400
(L34 38 - (37 23 - (25)

Effects of changes in significant unobservable assumptions to reasonably possible alternatives

As discussed above, the fair value of financial instruments are, in certain circumstances measured using valuation
techniques that incorporate assumptions that are not evidenced by prices from observable current market transactions
in the same instrument and are not based on observable market data The following table shows the sensitivity of
Level 3 fair values to reasonably possible alternative assumptions
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The group

Reflected in profit or loss

Reflected in other
comprehensi e income

At 31 December 2013
Denvativesitrading assets/trading habilities'
Financial investments avanlable-for-sale

At 31 December 2012

Denvatives/trading assets/trading habihues'
Financial investments available-for-sale

The bank

Favourable  Unfavourable

changes changes
£m £fm
180 (133)
24 (133)

Reflected in profit or loss

Favourable  Unfavourable

changes changes
£m £m

89 {133)

152 (150)

Reflected m other
comprchensn e income

At 3 December 2013
Denvativesitrading assets/trading habihties'
Financial investments available-for-sale

At 31 December 2012
Denvatvesitradmg assets/trading liabihties'
Financial investments available-for-sale

Favourable  Unfavourable

changes changes
im £m
209 (146)

283 {155)

Favourable  Unfavourable

changes changes
£m £m
238 (276)
296 (295)

{ Dernatnes trading assets and tradmg habilies are presented as one category 1o reflect the manner 1n which these financial

instruments are risk-managed

Sensitvrty of Level 3 fair values to reasonably possible alternative assumptions by instrument tvpe

Reflected in profit or loss

Reftected in other
comprehensine income

At 31 December 2013
Private equity investmenis
Asset-backed secunties
Structured notes
Derivatives

Other portfohios

Favourable Unfavourable

changes changes
£m £m
- Y
28 8
6 (6)
129 (93)
17 (19}

Reflected in profit or loss

Favourabte  Unfaxourable

changes changes
£m £m
14 (74)
65 (59)

Reflected in other
comprehensive income

At 31 December 2012
Private equity investments
Asset-backed securities
Structured notes
Derivatives

Other portfolios

Favourable Unfavourable

changes changes
£fm £m

14 (14)

23 (13)

3 (3)

163 (102)

1 (1)

Favoureble Unfavourable

changes changes
£m fm

43 (43)

88 (86)

21 1)

Favourable and unfavourable changes are determined on the basis of changes in the value of the instrument as a
result of varying the levels of the unobservable parameters using statisucal techniques When parameters are not
amenable to statistical analysts quantification of uncertainty 1s judgemental

When the fair value of a financial instrument 15 affected by more than one unobservable assumption, the above table
reflects the most favourable or mest unfavourable change from varying the assumptions individually
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Quantiative information about sigmificant unobservable mputs in level 3 valuations

Far value Key Full range Core range
Assets  Liabiities unebservable of inputs of inputs
£m £m  Valuation techmique nputs Lower Hiwgher Lower Higher
At 31 December 2013
Private equity incfuding
strategic investments 698 - See notes below See notes below nfa na na nfa
Assct-backed secunties 1,275 -
CLO/WCDO! 601 - | Market proxy Bid quotes - 102 46 95
Other ABSs 674 - - 99 30 82
Structured netes - 1,361
Equity-linked notes - 649 | Model — Option model Equty volatihity 7% 67% 13% 39%
Model — Option model  Equity correlation 054 054 054 054
Fund-linked notes - 311 | Model — Option model Fund volatihty 18% 22% 19% 21%
FX-linked notes - 229 | Model — Option model FX volatlity 0% 28% 0% 28%
Other - 172
Denvatives 1,072 1,297
Interest rate derivatives
— securitisation swaps 166 681 | Model ~ DCF* Prepayment rate 0% 22% 2% 20%
- long-dated swaptions 384 111 | Model — Option model IR volaulity 4% 78% 13% 40%
—other 99 77
Foreign exchange denvatives
—~ Foreign exchange options| 39 109 | Model — Option model FX volatihty 0% 28% 5% 13%
Equity derivatives
- leng-dated single stock
options 226 228 | Model — Option model Equity volatility % 67% 13% 39%
- other 14 50
Credit denvatives
— other 94 41
Other portfolios 1,242 -
4,287 2,658

1 Collaierahised loan obhganon/collateralised debr obiiganon
2 Discounted cash flow

Key uncbservable inputs to Level 3 financial instruments

The table above hsts hey unobservable inputs to level 3 financial instruments, and provides the range of those inputs
as at 31 December 2013 A further description of the categortes of hey unobservable inputs 1s given below

Private equity including strategic investments

HSBC s private equity and strategic investments are generally classified as available for sale and are not traded 1in
active markets In the absence of an active market, an investment s fair value 1s estimated on the basis of an analysis
of the investee s financial position and results, risk profile, prospects and other factors, as well as by reference to
market valuations for similar entities quoted 1n an active market or the price at which similar compames have
changed ownership Given the bespoke nature of the analysis in respect of each holding. 1t 1s not practical to quote a
range of key unobservable inputs

Prepayment rates

Prepayment rates are a measure of the anticipated future speed at which a loan portfoho will be repaid 1n advance of
the due date Prepayment rates are an important input into modelled values of asset-backed secunties A modeiled
price may be used where insufficient observable market prices exist to enable a market pnice to be determined
directly Prepayment rates are also an important input into the valuation of derivatives linked 1o securninsations For
example, so-called securitisaion swaps have a notional value that 1s linked to the size of the outstanding loan
portfolio in a securitisation, which may fall as prepayments occur Prepayment rates vary according to the nature of
the loan portfolio, and expectations of future market conditions For example, prepayment rates will generally be
anticipated to increase as interest rates rise Prepayment rates may be estimated usmg a vanety of evidence, such as
prepayment rates implied from proxy observable security pnices, current or historic prepayment rates, macro-
economic modelling
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Market proxy

Market prosy pricing may be used for an instrument for which specific market pricing 1s not available, but evidence
1s available in respect of instruments that have some charactenistics in commen In some cases 1t maght be possible to
wdentify a specific prony but more generally evidence across a wider range of instruments will be used to understand
the factors that influence current market pricing and the manner of that influence  For example, n the collateralised
loan obligation market 1t may be possible to estabhish that A-rated securities exhibit prices 1n a range, and to tsolate
key factors that influence position within the range Application of this to a specific A-rated security within HSBC s
portfolio allows assignment of a price

The range of prices used as inputs 1nto a market proxy pricing methodology may therefore be wide This range 15 not
indicative of the uncertainty associated with the price denived for an individual secunity

Volathty

Volatility 15 2 measure of the anticipated future vanability of a market price Volatility tends to increase in stressed
market condihions, and decrease in calmer market condiions  Volatility 1s an important input in the pricing of
options In general, the higher the volatility the more expensive the option will be  [his reflects both the higher
probability of an increased return from the option and the potentially higher costs that HSBC may incur in hedging
the nisks associated with the option If option prices become more expensive this wiil imcrease the value of HSBC s
long option positions (1 ¢ the positions in which HSBC has purchased options) while HSBC s short option positions
(1 e the positions m which HSBC has sold options) will suffer losses

Volatility vanies by underlying reference market price, and by strike and matunity of the option Volathity also varies
over time As a result 1t 15 difficult to make general statements regarding volaulity levels For example, while 1its
generally the case that foreign exchange volanlities are lower than equity volaulines there may be examples in
particular currency pairs or for particular equities where this 1s not the case

Certain volaulities, typically those of a longer-dated nature are unobservable The unobservable volatility 1s then
estimated from observable data For example longer-dated volatilities may be extrapolated from shorter-dated
volatihues

The range of unobservable volatilities quoted 1n the table reflects the wide vanation in volatility inputs by reference
market price For example, FX volathties for a pegged currency may be very low, whereas for non-managed
currencies the FX volatility may be higher As a further example volatihses for deep-in-the-money or deep-out-of-
the-money eqguity options may be significantly higher than at-the-money options as a result of volatility shew  For
any single unobservable volatihity the uncertainty in the volatility determination 1s significantly less than the range
quoted above

Correlation

Correlation 1s a measure of the inter-relatonship between two market prices Correlation is a number between minus
one and one A positive correlaton implies that the two market prices tend to move in the same direction witha
correlation of one implyng that they always move 1n the same direction A negative correlattion implies that the two
market prices tend to move in oppostte directions, with a correlation of minus one implying that the two market
prices always move tn opposite directions

Correlation 15 used to value more complex mstruments where the payout 1s dependent upon more than one market
price For example, an equity basket option has a payout that 15 dependent upon the performance of a basket of single
stocks, and the correlation between the price movements of those stocks will be an input to the valuation This 1s
referred to as equity-equity correlation There are a wide range of mnstruments for which correlation 1s an input, and
consequently a wide range of both same-asset correlations (¢ g equity-equity correlation) and cross-asset correlations
(e g foreign exchange rate-interest rate correlation) used In general the range of same-asset cotrelations will be
narrower than the range of cross-asset correlations

Correlation may be unobservable Unobservable correlations may be esimated based upon a range of evidence
including consensus pricing services HSBC trade prices. proxy correlations and examination of historical price
relatonships

The range of unobservabie correlations quoted in the table reflects the wide variation in correlation inputs by market
price pair For any single unobservable correlation, the uncertainty tn the correlation determination 18 likely to be less
than the range quoted above
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Credit spread

Credit spread 1s the premium over a benchmark interest rate required by the market 1o accept a lower credit quality
In a discounted cash flow model, the credut spread increases the discount factors applied to future cash flows, thereby
reducing the value of an asset Credit spreads may be implied from marhet prices Credit spreads may not be
observable in more (lliquid markets

Inter-relationships between key unobservable inputs

Key unobservable 1nputs to level 3 financial instruments may not be independent of each other As described above,
market vanables may be correlated This correlation typically reflects the manner in which different markets tend to
react to macro-economic or other events For example, improving economic conditions may lead to a “risk on
market, in which prices of rishy assets such as equities and high yield bonds will rise, while safe haven assets such
as gold and US Treasuries decline Furthermore. the impact of changing market vaniables upon the HSBC portfolio
will depend upon HSBC s net nisk position in respect of each variable For example mncreasing high-vield bond
prices will benetit long high-yield bend positions but the value of any credit derivative protection held against those
bonds will fall

In respect of private equity nvestments n many of the methodologies, the principal assumption 1s the valuation
multiple to be apphed to the main financial indicators This may be determined with reference to multiples for
comparable histed companies and includes discounts for marketability

For ABSs the principal assumptions in the models are based on benchmark information about prepayment speeds
default rates loss severities and the histortcal perfonmance of the underlying assets

For leveraged finance and loans held for securitisatton the principal assumption concerns the approprniate value to be
attributed to the counterparty credit nisk This requires estimation of exposure at default. probability of default and
recovery n the event of default For loan transactions. assessment of exposure at default 1s siraightforward For
derivauve transactions a future exposure profile is generated on the basis of current market data Probabihties of
default and recovery levels are estimated using market evidence, which may include financtal information. historical
experience, CDS spreads and consensus recovery levels

For structured notes and other derivatives principal assumptions concem the value to be atinbuted to future velatiliy
of asset values and the future correlation between asset values These principal assumptions include credit volatilities
and correlations used 1n the valuation of structured credit derivatives (including leveraged credit derivatives) For
such unobservable assumptions estimates are based on available marhet data, which may include the use of a proxy
method to derive volatility or a correlation from comparable assets for which market data 1s more readily available
and/or an examination of histoncal leveis

Fair values of financial instruments not carned at fair value

The accounting pohicies which determine the classification of financial instruments and the use of assumptions and
estimatton tn valuing them are described 1n Notes 2 and 3 respectively

Fair values are, however, provided for information and are calculated as described below

The group
At 3] Decemnber 2013 At 31 December 2012
Fawr values
Valuation techmgues
With
Quoted Using  sigmficant
market observable unobserv-
Carrying price mputs able mputs Camrying Fair
amount Level 1 Level 2 Level 3 Total amount value
im £fm fm £m £m fm £fm
Assets and ltabilities net held for sale
Assels
Loans and advances to banks 53,228 - 49,740 3,488 53,228 32,286 32,285
Loans and advances to customers 305,032 - 33,695 269,777 303,472 282 685 276,397
Liabilities
Deposits by banks' 50,683 - 50,683 - 50,683 39,571 39,571
Customer accounts 390,017 - 390,057 - 390,057 324,886 325,029
Debt securities i 1ssue 32,895 - 32,499 430 32,929 40,358 40 401
Subordinated habilittes 10,785 - 10,487 - 10,487 10,350 10,013
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The bank
At 31 December 2013 At 31 December 2012
Fair values
Valuation techmgues
With
Quoted Using significant
market observable unobser-
Carrying price inputs  able inputs Carrytng Fair
amount Level | Level 2 Level 3 Total amount value
£m £m £m £fm £m £m fm
Assets and habilities not held for sale
Assels
Loans and advances to banks 41,566 - 40,431 1,135 41,566 17,207 17,207
Loans and advances to customers 249,180 - 24,345 214,439 138,784 225,567 219416
Liabilities
Depasits by banks 52,514 - 52,514 - 52,514 30,129 30,129
Customer accounts 312,080 - 312,080 - 312,080 256,341 256,341
Debt secunties i 1ssue 19,576 - 19,576 - 19,576 24,970 24,970
Subordinated habilities 9,903 - 9,575 - 9,575 9,968 9,581

Fair values are determined according to the hierarchy set out in Note 31

The following is a hist of financial instruments whose carrying amount 1s a reasonable approximation of fair value
because, for example, they are short-term 1n nature or reprice to current marhet rates frequently

Assets

Cash and balances a1 central banks

Items i the course of collection from other banks
Endorsements and acceptances

Short-term receivables within ‘Other assets’
Accrued income

Liablities

ltems 1n the course of transmission 10 other banks

Investiment contracts with discretionary participation features within Liabilities under insurance contracts’
Endorsements and acceptances

Short-term payables wathan “‘Other habilibies’

Accruals

Valuation

The fair value measurement 1s the group s estimate of the price that would be recerved to sell an asset or paid to
transfer a hability in an orderly transaction between market participants at the measurement date It does not reflect
the economic benefits and costs that the group expects to flow from the instruments” cash flows over their expected
future lives Other reporting entities may use different valuation methodologies and assumptions in determiming farr
values for which no observable market prices are available

Fair values of the assets and Liabilities set out below are estimated for the purpose of disclosure as follows
L.oans and advances to banks and customers

The fair value of loans and advances 1s based on observable market transactions where available In the absence of
observable market transactions, fair value 1s estimated using vatuation models that incorporate a range of mput
assumptions [ hese assumptions may include value estimates from third party brokers which reflect over-the-counter
trading activity, forward looking discounted cash flow models using assumptions which HSBC believes are
consistent with those which would be used by market participants 1n valuing such loans, and trading inputs from
other market participants which includes observed primary and secendary trades

Loans are grouped. as far as possible into homogeneous groups and stratified by loans with similar characteristics to
improve the accuracy of estimated valuation outputs The stratification of a loan book considers all material factors,
including vintage ongination peniod estumates of future interest rates prepayment speeds. delinquency rates, loan-
to-value rattos. the quality of collateral default probabihity and intemal credit rish ratings
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Valuation techniques are calibrated on a regular basis and tested for vahdity using prices from observable current
marhket transactions in the same instrument, without modification or repachaging or are based on any available
observable market data

The fair value of a loan retlects both loan impairments at the balance sheet date and esuimates of market participants
expectations of credit losses over the life of the loans and the fair value impact of repricing between origination and
the balance sheet date For impaired loans, fair value 1s estimated by discounting the future cash flows over the time
period they are expected to be recovered

Financial investments

The fair values of Listed financial investments are determined using bid market prices The fair values of unlisted
financial investments are determined using valuation techniques that take into consideration the prices and future
earnings streams of equivalent quoted securities

Deposits by banks and customer accounts

For the purpose of esimating fair value deposits by banks and customer accounts are grouped by remaining
contractual matunity Fair values are estimated using discounted cash flows, applying current rates offered for

deposits of similar remaining maturities The fair value of a deposit repayable on demand 15 approximated by 1ts
carrying value

Debt securities in 1ssue and subordinated habilities

Fair values are determined using quoted market prices at the balance sheet date where available, or by reference to
quoted marhket prices for similar mstruments

The fair values 1n this note are stated at a specific date and may be significantly difterent from the amounts which
will actually be paid on the maturity or settlement dates of the instruments In many cases 1t would not be possible to
realise immediately the esumated fair values given the size of the portfolios measured Accordingly, these fair values
do not represent the value of these financial instruments to the group as a going concern

Matunity analysis of assets and liabilities

The balance in the table below will not agree directly with those 1n the consolidated balance sheet as the table
incorporates, on an undiscounted basis, all cash flows relating to principal and future coupon payments {except for
trading hiabilities and trading derivatives) In addution, loan and other credit-related commitments and financial
guarantees and similar contracts are generally not recogmsed on the balance sheet Trading iabilities and trading
denvatives are included in the On demand” me bucket and not by contractual maturity because trading habilities
are typrcally held for short periods of tme The group classifies the undiscounted cash flows payable under hedging
derivative Liabilities according to their contractual maturnities The undiscounted cash flows potentially payable under
financial guarantees and similar contracts are classified on the basis of the earliest date they can be called

Cash flows payable n respect of customer accounts are primarily contractually repayable on demand or at short
notice However, in practice, short-term deposit balances remain stable as mflows and outflows broadly match and a
significant portton of loan commitments expire without being drawn upon The group therefore manages its balance
sheet on both contractual and behaviourahsed bases Each operating entity determines the behaviouralisation of its

products within the guidelines set out 1n the group s hquidity framework and as approved by 1ts Asset and Liability
Commitice

The tollowing 1s an analysis, by remaining contractual matwrities at the reporting date, of undiscounted cash flows
payable under financial habilities

193




HSBC BANK PLC

Notes on the Financial Statements (continued)

Cash flows pavable under financial liabilties by remuning contractual maturiies

The group
Due Due
between between
On  Due withan 3and 12 landS  Due after
demand 3 months months years S years Total
£m £m £m £im £m £m
At 31 December 2413
Deposits by banks 23,831 23,798 2,316 512 277 50,734
Customer accounts 311,089 57,132 17,932 4,059 85 390,297
Trading labilittes 91,842 - - - - 91,842
Financial habihities designated at fair value 6,825 493 1477 15,692 14,063 38,550
Derivatives 135,490 204 912 2,529 N 139,706
Debt secunties 1 155ue 2,364 13,682 12,392 5,695 714 34,847
Subordmated lLiabilitics 33 62 144 783 12,734 13,756
Other financial keabilities 1,730 5,494 922 194 680 9,020
573,204 100,865 36,095 29,464 29,124 768,752
Loan commitments 121,324 792 408 459 RE) 123,017
Financial guarantee contracls 3,328 1,066 3,591 1,842 2,019 11,846
697,856 102,723 40,094 31,765 31,177 903,615
At 31 December 2012
Deposits by banks 13,882 19,935 £,925 7,120 493 43,355
Customer accounts 261,108 56,211 11,058 4,761 298 333,476
Trading Liabibities 122,896 - - - - 122,896
Financial habihties designated at farr value 4 802 409 2935 16,054 13,461 37,661
Denvatives 181,095 78 477 2,440 292 184,382
Debt securitics in 1ssue 40 18,158 13,836 8,623 343 41 000
Subordinated habilities 4 72 ki 642 12,114 12,903
Other financial habilitics 981 6,460 1,104 615 416 9,576
584,808 101,323 31,446 40,255 27417 785 249
Loan commuments 113,654 1,342 580 128 21 §15,725
Financial guarantee contracts 3,047 1,005 3,776 1,709 2123 11,660
701,509 103,670 35 802 42 092 29 561 912 634
The bank
Due Due
between between
On  Due within 3and 12 land 3 Due after
demand 3 months months years 5 years Lotal
fm im £m £m £m £fm
At 31 December 2013
Deposits by banks 20,506 25,048 2,020 544 4,449 52,567
Customer accounts 260,565 42,205 5,850 4,332 1 312,953
Trading Liabihties 62,414 - - - - 62,414
Financial habilities designated at fair value - 493 1,460 12,761 10,100 24,814
Derivatives 113,683 203 912 1,717 571 117,086
Debt securities tn 1ssue - 4,391 10,543 4,244 713 19,891
Subordinated habilities - 44 23 1,108 9,668 10,843
Other financial habihties 827 4,149 148 - - 5,124
457,995 76,533 20,956 24,706 25,502 605,692
Loan commiiments 79,605 111 159 409 33 20,417
Financial guarantee contracts 462 1,637 3,307 1,907 2,053 9,366
538,062 78,281 24,522 27,022 27,588 695,475
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Due Due
between between
On  Due within Jand 12 1and 5 Due after
demand 3 months months years 5 years Total
fm £m £m £m £m £m
At 31 December 2012
Deposits by banks 19,373 7419 2,101 941 227 30,061
Customer accounis 219227 24,790 7674 4,052 - 255,743
Tradimg habilities 104,945 - - - - 104,946
Financial liabilites designated at fair value - 403 1,281 12,670 12,287 26,641
Derivatives 143,921 78 477 1,496 252 146,264
Debt secunties in 1ssue 40 6,690 12,058 5,795 641 25,224
Subordinated hahlities - 44 23 1,095 9,781 10,943
Other financial habtlities 47 5,240 460 115 153 6,015
487,554 44 664 24,074 26,164 23,381 605,837
L.oan commitments 76,654 472 399 935 20 77,640
Financial guarantee contracts 3] 1,627 3,865 1,731 2,064 9,318
564,239 46,763 28,338 27 990 25 465 692 795
Maturiy analysis of assets and habilities
The group
At 31 December 2013
Due after more
Due within than
one year one year Total
£m £fm £m
Assets
Financial assets designated at fair value 734 15,927 16,661
Loans and advances to banks 49,032 4,196 53,228
Loans and advances to customers 147,710 157,322 305,032
Financial investments 10,484 64,546 75,030
Other financial assets 4,899 128 5,027
212,859 242,119 454,978
Liabilities
Deposis by banks 49,912 771 50,683
Customer accounts 385,976 4,041 390,017
Financial habitities designated at fair value 4,045 29,991 34,036
Debt securities i 15sue 26,34 6,501 32,895
Other financial habbities 4,629 782 5411
Subordmated liabilities 11 10,705 10,785
471,036 52,791 523,827
At 31 December 2012
Due after more
Due within than
one year one year Total
£m £m £m
Assets
Financial assets dessgnated at farr value 282 15,105 15387
Loans and advances to banks 29511 2,775 32,286
Loans and advances to customers 128,877 153,808 282 685
Financial investments 13,616 57,629 71,265
Other financial assets 4 469 2,103 6,572
176,775 231,420 408 195
Liabilities
Deposits by banks 33,482 6,089 39,571
Customer accounts 320,786 4,100 324 886
Financial habilities designated at fair value 2,495 30,423 32,918
Debt securities in 1ssue 31,536 8,822 40,358
Other financial labihties 7878 1,297 9,175
Subordinated habilities 4 10,316 10,350
396211 61047 457258
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The bank

Assels

Financial assets designated at fair value
Loans and advances to banks

Loans and advances to customers
Financial investments

Other financial assets

Liabihties
Deposits by banks
Customer accounts

Financial habiliies designated at fair value

Debt securities in 15sue
Other financial liabiliies
Subordinated Liabilities

Assets

Financial assets designated at fair value
Loans and advances to banks

Lozns and advances to customers
Financial investments

Other financial assets

Liabihities
Deposits by banks
Customer accounts

Financial habilities designated at fair value

Debt securities in 1ssue
Other financial hiabihities
Subordinated habilities

Further discussion of the group s hquidity and funding management can be found in the Risk section of the Report of

the Directors
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A1 31 December 2013

Due alter more

Due within than
one year one year Total
£m £m £m
2 3,981 3,983
39,735 1,831 41,566
120,603 119,577 240,180
6,571 38,477 45,048
3,637 20 3,657
170,548 163,386 334,434
47,537 4,977 52,514
307,823 4,257 312,080
1,858 20,148 22,006
14,885 4,691 19,576
3,587 75 3,662
- 9,903 9,903
375,690 44,051 419,74t

At 31 December 2012

Due after

Due wathin more than
one year one year Total
fm fm fm
- 4373 4,373
15,854 1,353 17,207
107,183 118,384 225,567
2471 27,132 36,603
3,404 906 4310
135,912 152 148 288,060
25,602 4,527 30,129
252,409 3932 256,341
112 22,401 23,513
18,654 6,316 24970
6,628 370 6,998
- 9,968 9,968
304,405 47,514 351,919
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34 Offsetting of financial assets and financial habilities

Financial assets subject to offsetting, enforceable master netting arrangements and similar agreements

Gross Gross Amounts Anmtounts not offset 1n
amounts of amounts presented the balance sheet
recogmsed  offset in the in the Cash
financial balance balance Finmancial collateral Net
assets sheet sheet  nstruments recerved amount
£m £m £m £m £m £m
At 31 December 2013
Derivatives 293,359 (156,120) 137,239 96,018 16,913 24,308
Reverse repurchase securities
borrowing and sinmlar agreements
Classified as
— tracding assels 23,082 (11,234} 11,848 11,848 - -
~ loans and advances to banks
at amortised cost 39,074 (9,051) 30,023 30,001 22 -
- loans and advances to
customers at amortised cost 50,694 {21,603) 29,091 29,077 11 3
Loans and advances excluding
reverse repos
— to banks - - - - - -
— 10 customers 111,695 (54,236) 57,459 54,076 - 3,383
S17.904 (252,244) 265,660 221,020 16,946 27,694
At 31 December 2012
Derivatives 395,797 (217,989) 177,808 122,169 18,992 36,647
Reverse repurchase, securities
borrowing and similar agreements
Classified as
— trading assets 69,223 (26,409) 42,814 42814 - -
~ loans and advances to banks
at amortised cost 17,949 (4,151) 13,798 13693 105 -
— loans and advances to
customers at amoruised cost 28,607 (11,717 16,890 16,862 27 1
Loans and advances excluding
reverse repos
— to banks - - - - - -
— 1o customers 105,227 (53,797) 51,430 48,009 - 3,421
616,803 (314 063) 302 740 243,547 19,124 40,069
Financial liabilities subject to offsetting, enforceable master netting arrangements and similar agreements
Gross Gross Amounts Amounts not offset in
amounts of amounts presented the balance sheet
recogmsed  offset1in the n the Cash
financial balance balance Financial collateral Net
habikties sheet sheet  instruments pledged amount
£m fm fm £m £m £fm
At 31 December 2013
Denvatives 293472 (156,120} 137,352 96,462 14,610 26,280
Repurchase, secunties lending and
similar agreements
Classified as
— trading habilities 27,596 {11,234) 16,362 16,362 - -
— deposits by banks 29914 (9,051) 20,863 20,821 42 -
— gustomer accounts 59,642 (21,603) 38,039 38,032 7 -
Deposits by banks excluding repos - - - - - -
Customer accounts excluding repos 115,739 {54,236) 61,503 54,076 - 7,427
526,363 (252,244) 274,119 225,753 14,659 33,707
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Gross Gross Amounts Amnounts not otfsct in
amounts of amounts presented the balance sheet
recognised offset in the m the Cash
financial balance balance Financial collateral Net
habihties sheet sheet mstruments pledged armnount
£m £m £fm £m £m £m
At 31 December 2012
Derivatives 399,084 (217,989) 181,095 122,499 22,984 35,612
Repurchase, secunties lending and
simular agreements
Classificd as
- trading habilities 71,142 {26.409) 44,733 44,733 - -
— deposits by banks 10,508 {4,151) 6,357 6,300 57 -
— customer accounts 23,924 (11,717 12,207 12,205 1 1
Deposits by banks excluding repos 29 - 29 - - 29
Customer accounts excluding repos 109,840 (53,797} 56,043 48,009 - 8034
614 527 (314 063) 300 464 233 746 23 042 43 675

35 Foreign exchange exposures
The group s structural foreign currency exposure is represented by the net asset value of 1ts foreign currency equity
and subordinated debt investments in subsidiary undertakings branches joint ventures and assocrates
The group s management of structural foreign currency exposures ts discussed in the risk section n the Report of
Dhrectors
Net structaral foreign currency exposures
Currency of structural exposure
2013 2012
£fm £m
Euro 10,126 11,891
US dollars 442 1,994
Swass francs 7 162
Turkish lira 927 1,106
Russtan rouble 185 186
Others, each less than £150 milhon 419 269
Total 12,106 15,608
36 Assets charged as security for habihties and collateral accepted as secunty for assets

Financial assets pledged to secure habilities are as follows

Group assets pledged at Bank assets pledged at

31 December 31 December
2013 2012 2013 2012
£fm £m £m £m
Treasury ills and other eligible secunties 1,331 483 - -
Loans and advances to banks 8,309 12,780 5,244 7,708
Loans and advances to customers 44,293 39,833 19,022 21429
Debt secuniics 90,675 97,612 51,181 59,855
Equity shares 5,070 3488 4,945 3416
Other 72 35 - ~
149,750 154 231 80,392 92 408

The table above shows assets over which a legal charge has been granted to secure habilities The amount of such
assels may be greater than the book value of assets utilised as collateral for funding purposes or to cover habihties
This 15 the case for secuntisations and covered bonds where the amount of habilities 1ssued, plus any mandatory
over-collateralisation, 1s less than the book value of financial asscts available for funding or collateral purposes in the
relevant pool of assets This 1s also the case where financial assets are placed with a custodian or settlement agent,
which has a fleating charge over all the financial assets placed to secure any liabilities under settlement accounts
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T'hese transactions are conducted under terms that are usual and customary to collaterahsed transactions, including
where relevant standard securities lending and repurchase agreements

Collateral accepted as security for assets

The fair value of financial assets accepted as collateral that the group 1s pernmtted to sell or repledge in the absence of
default s £108 471 nullion (2012 £122 502 nulhon) (the bank 2013 £63 862 mllion, 2012 £79,852 milhion) The
fair value of any such collateral that has been sold or repledged 15 £79,844 million (2012 £80 072 million) (the bank
2013 £36,445 million, 2012 £41 562 milhon) The group 1s obhged to return equivalent secunties

These transactions are conducted under terms that are usual and customary to standard securnities borrowing and
reverse repurchase agreements

Called up share capitat and other equity instruments

Issued capital

HSBC Bank plc £1 00 ordinary shares

Number £m

At | January 2013 796,969,107 797

Share 155ued 1 -

At 31 December 2013 796,969,108 797

At 1 January and 31 December 2012 796 969 107 797
HSBC Bank plc £1 00 preferred ordinary shares

Number £°000

At 1 January and 31 December 2013 1 -

At | January and 31 December 2012 i -

The preferred ordinary share ranks pan passu in all respects with the ordinary shares and with all other shares
expressed to rank pari passu therewith Tt cammies the same nights and 15 subject to the same limttations as the ordinary
shares but in addition the preferred ordinary share confers

(1) on each and any distribution of profits by the bank on any class of share {other than the ordinary shares), the nght
to recerve, 1n prionty 1o any other share, the first £100 of any amount so distributed, and

(n) on any distribution on a winding-up of the bank (but not on any redemption reduction or purchase of any share
capital), the right to receive out of the assets of the bank available for distribution in prionty to any other share a
sum equal to the nominal amount of the preferred ordinary share and any premivm paid on the 1ssue thereof

HSBEC Bank plc USS0 Ol non-cumulative third dollar preference shares

Number £'000
At 1 January and 31 December 2013 35,000,000 172
At | January and 31 December 2012 15,000,000 172

The bank has no obligation to redeem the preference shares but may redeem them in part or in whole at any time,
subject to prior notification to the Prudential Regulation Authority Dividends on the preference shares in 1ssue are
paid annually at the sole and absolute discretion of the Board of Directors The Board of Directors will not declare a
dividend on the preference shares in 1ssue 1f payment of the dividend would cause the bank not to meet the capital
adequacy requirements of the Prudential Regulation Authonty or the profit of the bank available for distnbution as
dividends, 1s not sufficient to enable the bank to pay in full both dividends on the preference shares in 1ssue and
dividends on any other shares that are scheduled to be paid on the same date and have an equal rnght to dividends or
1f payment of the dividend 1s prohibited by the nights attached to any class of shares in the capital of the bank
excluding ordinary shares The preference shares 1 1ssue carry no rights to conversion 1nto ordinary shares of the
bank Holders ot the preference shares in 1ssue will be able to attend any general meetings of sharcholders of the
bank and to vote on any resolution proposed to vary or abrogate any of the rights attaching to the preference shares or
any resolution proposed to reduce the paid up capital of the preference shares If the dividend payable on the
preference shares in tssue has not been paid 1n full for the most recent dividend period or any resolution 1s proposed
for the winding-up of the bank or the sale of 1ts entire business then, in such circumstances, holders of preference
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shares will be entitled to vote on all matters put to gencral meetings In the case of unpaid dividends the holders of
preference shares in 1ssuc will be entitted to attend and vote at any general meetings unti} such time as dividends on
the preference shares have been paid in full or a sum set aside for such payment in full n respect of one dividend

period

All shares 1n issue are {ully paid

Notes on the cash flow statement

Non-cash items included in profit before tax

Depreciation, amertisation and impairment
Share-based payment expense

Credit-related impairment losses

Provisions raised

Impairment of investments

Credit charge for defined benefit plans

Accretion of discounts and amornsation of premiums

Change in operating assets

Change in prepayments and accrued income
Change in net trading secunties and net derivatives
Change in loans and advances (o banks

Change 1n loans and advances to customers
Change 1n financial assets designated at fair value
Change 1n other assets

Change in operating habihties

Change in accruals and deferred income

Change in depostts by banks

Change 1n customer accounts

Change n debt secunities in 1ssue

Change 1n financial habilities designated at fair value
Change n other liabilities

The group I he bank
2013 2012 2013 2012
£m £m £m £m
542 541 410 403
147 274 119 191
971 1,245 800 965
1,085 1,616 665 1,274
36 26 7 687
(170) 148 (191) 112
103 141 198 120
2,684 3 988 2,008 3,752
I he group The bank
2013 2012 2013 2012
£m £m £m £m
23 B 208 - 75
*.2M) (29,920) (%177) (19,974}
{19.899) 5,446 (28,309) 8,142
(22,462) (6,503) (15,269) (11,810}
(1,179) (5%) 397 222
{255) {3,205) 136 3,322
{53,006) (34,029) (52,222) (20,023)
The group The bank
2013 2012 2013 2012
£m £m £m £m
(288) (n {51} (1
10,815 (3,908) 22,167 (2,195)
57,890 27,986 54,445 18,687
(7,670) (4,081) {5,394) (735)
1,118 i,274 (1,507) 1,002
{830) 2627 {2,165) 2,281
61,035 23 887 67,495 15029
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Cash and cash equvalents

The group The bank
2013 2012 2013 2012
£m £m £m £Em
Cash and balances at central banks 67,584 51,613 60,996 45,262
Itemns 1n the course of collection from other banks 1,948 1,961 1,374 1,213
Loans and advances 10 banks of one month or less 39,228 42,859 25,512 30,132
Treasury bills, other bills and certificates of deposit less than
three months 969 2,742 557 2,388
Less items tn the course of transmussion 1o other banks (960} (1,017) (422) (334)
Total cash and cash eqmvalents' 108,769 98,158 88,017 78,661

! Total cash and cash equnalents include the following amounts that are rot available for use by the group Nil held by foreign
subsidiaries and subject to foreign exchange control restrictions (2012 mi) and £3 543 nulhion subyect to other restrictions (2012
£2 356 mullion)

Total interest paid by the group during the year was £3 900 mitlion (2012 £3,282 mulion) Total imterest
recerved by the group during the year was £10 767 milhion (2012 £12 565 milhion) Total dividends recerved by
the group during the year were £454 million (2012 £293 million)

Contingent liabilities, contractual commitments and guarantees
The group The bank
213 2012 2013 2012
£m £m £m £m
Guarantees and other contingent habilities
Guarantees 15,519 14,829 11,606 11,066
Other contingent hiabilities 40 55 39 34
15,569 14,884 11,645 11,120
Commitments'
Documentary credits and short-term trade-related transactions 2814 2,729 1,475 1,172
Forward asset purchases and forward deposits placed 18 19 - -
Undrawn formal standby faciities credit Ines and other
commitments to lend’ 120,185 112,977 78,942 76,468
123,017 115 725 80,417 77,640

I Excluding capual commitments which are separately disclosed below
2 Based on original contractual maturity

The table above discloses the nominal principal amounts of commitments, guarantees and other contingent habilhities
They are mainly credit-related mnstruments which mclude both financial and non-financial guarantees and
commuments to extend credit Nominal principal amounts represent the amounts at nsk should contracts be fully
drawn upon and clients default As a stgnificant portion of guarantees and commuitments 1s expected to expire without
being drawn upon the total of these nomunal principal amounts 1s not representative of future hiqudity requirements

Contingent habhhties ansing from htigation against the group are disclosed in Note 42

Financial Services Compensation Scheme

The Financial Services Compensation Scheme ( FSCS ) has provided compensation to consumers following the
collapse of a number of deposit takers The compensation paid out to consumers s currently funded through loans
from the Bank of England and HM Treasury which at 31 December 2013 stood at approximately £17 billion

In order to repay the loan principal which 1s not expected to be recovered the FSCS confirmed in February 2013 that
it would levy approximately £363 million 1n Scheme Year 2013/2014 and in the following two Scheme Years on
participating financial institutions In January 2014, the FSCS announced that the expected levy on participating
financial institutions for Scheme Year 2014/2015 would be £399 millien
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The bank could be hable to pay a further proportion of the outstanding borrowings that the I'SCS has borrowed from
HM Ireasury

The ultimate FSCS levy to the industry as a result of the collapses cannot currently be estimated reliably as 1t 1s
dependent on vartous uncertan factors including the potential recoveries of assets by the FSCS and changes n the
level of protected deposits and the population of FSCS members at the time

Guarantees

The group provides guarantees and simtilar undertakings on behalt of both third party customers and other enuities
within the group These guaraniees are generally provided in the normal course of the group s banking business The
principal types of guarantees provided and the maximum potential amount of future payments which the group could
be required to make at 31 December, were as follows

The group
At 31 December 2013 At 31 December 2012
Guarantees by Guarantees by
Guarantees 1n the group in Guarantees in the group in
favour of thard favourof other  favour of third  favour of other
parties  Group entities parties Group entities
£m £m £m £m
Guarantee hype
Financial guarantee contracts' 7.944 875 7,549 1,032
Credit-related substitutes 2,929 98 2 850 229
Other guarantees 3,427 296 3,106 118
Total 14,300 1,269 13,505 1379
The bank
At 31 December 2013 At 31 December 2012
Guarantees by Guarantees by
Guarantees in the group n Guarantees m the group 1n
favour of third favour of other  favour of third  favour of other
parties  Group entities paruies Group entities
£m £m £m £m
Guarantee type
Financtal guarantee contracts' 6231 1,804 5716 1,975
Credit-related substitutes? 1,139 192 1,077 490
Other guarantees 1,912 367 1,636 166
Total 9,282 2,363 8 489 2,631

I Financral guarantees coniracts are contracts that require the 1ssuer to make spectfied paymenis to reimburse the holder for a loss
wncurred because a specified debior fauls 1o make payment when due in accordance with the origmal or modified terms of a debt
nstrumers The amounts i the above table are nomnal principal amourts

2 Credn related guarantees are contracts that hane similar features to financial guarantee contracts bur fail to meet the strict defimnion
of a financial guarantee contract under 1AS 39

The amounts disclosed 1in the above table reflect the group s maximum exposure under a large number of individual
guarantee undertahings The nshs and exposures ansing from guarantees are captured and managed n accordance
with the group s overall credit nsk management pohcies and procedures Guarantees with terms of more than one
year are subject to the group's annual credit review process

Other commitments

In addition to the commitments disclesed above, at 31 December 2013 the group had capital commitments to
purchase, within one year, land and bulldings and other fixed assets from a number of suppliers for a value of £14
million (2012 £3 million)

The group had no contingent ltabilities or commutments 1n relation to joint ventures or associates, incurred jomtly or
otherwise
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Finance lease commitments

The group leases land and builldings (including branches) and equpment from third parties under finance lease
arrangements to support 1ts operations

2013 2012
Total future Total future

minimum Interest Present  Minimum Interest Present

payments charges value  payments charges value

£m £m £m £m £m £m

No later than one year 8 (8) - 7 (7 -
Later than one year and no later than five years 39 (39) - 39 (38) 1
Later than five years 97 [£2] 88 105 (15 90
Total 144 {56) 88 151 (60) 91

At 31 December 2013 future imimum sublease payments of £144 millien (2012 £151 million} were expected to be
recetved under non-cancellable subleases at the balance sheet date
Operating lease commitments

At 31 December 2013 the group was obligated under a number of non-cancellable operating leases for properties,
plant and equipment for which the future mimmum lease payments extend over a number of years

Land and buldings

2013 2012
£m £m

Future mmimum lease payments under non-cancellable operating leases expiring
No later than one year 164 158
Later than one year and no later than five years 588 537
Later than five years §92 927
Total 1,644 1622

In 2013, £186 mullion (2012 £180 nmullion) was charged to General and adminustrative expenses n respect of lease
and sublease agreements, all of which related to minimum lease payments

Finance lease receivables

HSBC leases a variety of assets to third parties under finance leases including transport assets (such as aircraft),
property and general plant and machinery At the end of lease terms assets may be sold to third parties or leased for
further terms Lessees may participate tn any sales proceeds achieved Lease rentals ansing during the lease terms
will erther be fixed 1n quantum or be vaned 1o reflect changes in for example, tax or interest rates Rentals are
calculated 1o recover the cost of assets less their residual value and earn finance income

2013 2012
Total future Total futurg
mnimum Interest Present  Mimimum Interest Present
payments charges value  payments charges vatue
£m £m £m fm £m £m
Lease receivables
No later than one year 1,147 {H17) 1,030 1,203 (92) 1Lill
Later than one year and no later than five years 2,883 {366) 2,517 3,037 @17 2,620
Later than five years 1,641 (342) 1,299 1,822 (433) 1,389
5,671 {825) 4,846 6 062 (942) 5,820

At 31 December 2013, unguaranteed residual values of £124 mullion (2012 £106 million) had been accrued, and the
accumulated allowance tor uncollectible minimum lease payments receivable amounted to £7 milhon (2012 £12
milhion)

In 2013, £26 million (2012 £30 million) was received as contingent rents and recognised 1n the income statement
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Operating lease receivables

The group leases a vanety of ditferent assets to third parties under operating lease arrangements, tncluding property
aircraft and general plant and machinery

Equipment
2013 2012
£m £m
Future mizimum lease payments under non-cancellable aperating leases expiring
No later than one year 12 14
Later than one year and no later than five years 25 40
37 34

Structured entities

The group 1s involved with structured entities mainly through securitisation of financial assets, conduis and
vestment funds

The group also uses structured entities 1o mitigate the capital absorbed by some of the customer loans and advances 1t
has onginated using synthetic securitisations by which the structured entity writes credit default swap protection to
the group The structured entity 15 funded by the 1ssuance of notes with the cash held as collateral against the credit
default protecuon From a UK regulatory perspective the credit protection issued by the structured entity in respect
of the customer loans allows the risk weight of the loans to be replaced by the rish weight of the collateral in the
structured entity and as a result mitigates the capital absorbed by the customer loans

Group arrangements that involve structured entities are authorised centrally when they are established to ensure
appropriate purpose and governance The activities of structured entties admimstered by the group are closely
monitored by semor management The group has nvolvement with both conselidated and unconsohidated structured
entities, which may be established by the group or by a third party detailed below

Consolidated structured entities
Structured entities are assessed for consolidation in accordance with the accounting policy set out in Note 1{c)

Total assets of the group s consolidated siructured entittes spiit by entity tvpe

Group
managed
Conduits  Securitisations funds Other Total
£m £m £m £m £m
At 31 December 2013 23,324 1,253 - 5,826 30,403
AL 31 December 2012 23,248 979 1,218 4,616 30,061

Conduits

The group has established and manages two types of conduits securities investment conduts ( SIC’s) and mulu-
seller conduits These entities have been designed so that voting or similar nights are not the dominant factor in
deciding who has control, in such cases the relevant activities are directed by means of contractual arrangement
The conduts are consohdated where the group 15 exposed or has the nght to vanable returns from its involvement
with the enuty and has the ability to affect 1ts returns through 1ts power over the entity

Securities investment condults

Solitaire, the group s principal SIC, purchases highly rated asset-backed securiies ( ABS s} to facilitate tailored
investment opportunities At 31 December 2013, Solutaire held £5 4 billion of ABSs (2012 £6 0 bilhon) These are
included within the disclosures of ABS held through consolidated structured entities on pages 52 and 53 The
group s other SICs Mazann Barion and Malachite evolved from the restructuring of group s established structured
investment vehicles { STV s) 1in 2008
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« Solitaire — Solutaire 1s currently funded entirely by Commercial Paper ( CP ) 1ssued to the group Although the
group continues to provide & hquidity facility Solitaire has no need to draw on 1t so long as the group purchases the
CP 1ssued, which it intends to do for the foreseeable future At 31 December 2013 HSBC held £6 7 billion of CP
(2012 £7 9 billion)

= Mazarin — the group 1s exposed to the par value of Mazarin s assets through the provision of a hiquidity facility
equal 1o the lesser of the amortised cost of issued senior debt and the amortised cost of non-defaulted assets At 3]
December 2013, this amounted to £4 5 billion (2012 £5 1 bithon) Furst loss protection 1s provided through the
capital notes 1ssued by Mazann, which are substantially all held by third parties

At 31 December 2013, the group held | 3% of Mazarin s capital notes (2012 1 3%) which have a par value of £10
milhon (2012 £10 mithon) and a carrying amount of £0 2 milhon (2012 ml)

* Barion and Malachire — the group s pnmary exposure to these SICs 1s represented by the amortised cost of the debt
required to support the non-cash assets of the vehicles At 31 December 2013 this amounted to £3 8 biilion (2012

£4 5 billion} First loss protection 1s provided through the capital notes 1ssued by these vehicles, which are
substantially all held by third parties

At 31 December 2013, the group held 3 8% of the capital notes (2012 3 8%) 1ssued by these vehicles which have a
par value of £22 millton (2012 £22 milhion) and a carrying amount of £2 million (2012 £2 million)

Multi-seller conduts

These vehicles were established for the purpose of providing access to flexible market-based sources of finance for
the group s clients

The group bears nsk equal to the transaction-specific liqudity facilities offered to the mult-selter condwits First loss
protection i1s provided by the onginator of the assets, and not by the group, through transaction-specific credit
enhancements A layer of secondary loss protection 1s provided by the group in the form of programme-wide
enhancement facilities

Secuntisations

The group uses structured entities to securitise customer loans and advances that it has oniginated 1n order to diversify
its sources of funding for asset origination and for capital efficiency purposes The loans and advances are transferred
by the group to the structured entittes for cash, and the structured entities 1ssue debt securities to investors to fund the
cash purchases

Group managed funds

The group has established a2 number of money market and non-money marhet funds Where the group 1s deemed to
be acting as principal rather than agent in its role as investment manager, the group will control and hence
consolidate these funds

Other

The group also enters 1nto a number of transactions 1n the normal course of business including asset and structured
finance transactions where 1t has contrel of the structured entity

Unconsolidated structured entities

The term unconsohdated structured entities refers to all structured entities that are not controlled by the group It
includes interests tn structured entities that are not consohdated The group enters into transactions with
unconsehdated structured entities in the normal course of business to facilitate customer transactions and for specific
investment opportunities

The table below shows the total assets of unconsolidated structured entities 1n which the group has an mnterest at the
reporting date, as well as the group s maximum exposure to loss in relation to those interests

The total asset values for unconsehdated structured entities have been provided in the table below as an indication of
their size

The maximum exposure to loss from the group s interests in unconsolidated structured entities represents the
maximum loss that the group could be required to report as a result of 1ts involvement with unconsolidated structured
entities regardless of the probability of the loss being incurred They are contingent in nature, and may anse as a
result of the provision of hquidity facilities and any other funding commutments provided by the group to
unconsohdated structured entities
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s  For commitments and guarantees, and written credit default swaps, the maximum exposure to loss 15 the notional
amount of potential future losses

«  For retained and purchased investments i and loans to unconsohdated structured entities, the maxumum
exposure to loss 1s the carrying value of these interests at the balance sheet reporting date

The maximum exposure to loss 1s stated gross of the effects of hedging and collateral arrangements entered into to
mitigate the group s exposure to loss

Nature and risks associated with the group's interests in unconsolidated structured entities

Group Non-group
managed managed
funds funds Other Total
fm £m £m £m
At 31 December 2013
Total assets 13,674 1,005,343 10,036 1,029,053
Group interest — assets
Cash
Trading assets 44 149 985 1,178
Financial assets designated at fair value 1,151 3,055 3972 8,178
Dernvanves - 3 714 737
Loans and advances to customers 60 - 253 313
Financial investments 74 302 80 456
Other assets 54 25 - 79
Total assets mn relation to the group’s interests
in the unconsolidated structured entities 1,383 3,554 6,004 10,941
Group interest — habihties
CustomeT accounts 78 - - 78
Total habilities in relation to the group’s
interests in the unconsolidated structured entities 78 - - 78
The group’s maximum exposure 1,383 3.554 6,004 10,941
Total income from the group interests’ 2 14 358 374

! Income includes recurring and non-recurring fees interest dnidends gans or loss on the remeasurement or derecogmition of nterests
1 strucinred entities any mark-to-market gamns/losses on a net basts and gans or losses from the transfer of assets and habilities 10 the
structured entity

Group managed funds

The group has established and manages money market funds and non-money market investment funds to provide
customers with investment opportunities The group, as fund manager, may be entitled to receive a management and
performance fee based on the assets under management

Non-group managed funds

The group purchases and holds units of third party managed funds 1n order to facilitate both business and customer
needs

Other

The group has established structured entitics 1n the normal course of business for example, structured credit
transactions for customers, to provide finance to public and private sector infrastructure projects, and for asset and
structured finance transactions

Group sponsored structured entities

The definition of a sponsor 1s given 1n Note 2(n) In some cases, the group does not have an interest in these entities
at the reporting date The amount of assets transferred to and meome recerved from such sponsored entities duning
2013 1s not significant
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42 Legal proceedings and regulatory matters

The group 1s party to legal proceedings and regulatory matters 1n a number of jurisdictions ansing out of its normal
business operauons The recognition of provisions 1s determined 1n accordance with the accounting pohcies set out in
Note 2(v) Apart from the matters described below the group considers that none of these matters are matenal either
individually or in the aggregate Where an individual provision 15 matenal, the fact that a provision has been made 15
stated and quantified Any provision recogmsed does not constitute an admission of wrongdoing or legal habihty
While the outcome of these matters 1s inherently uncertain management behieves that, based on the information
available to 1it, appropriatc provisions have been made 1n respect of legal proceedings as at 31 December 2013 (See
Note 29) It 15 not practicable to provide an aggregate estimate of potential hability for our legal proceedings and
regulatory matters as a class of contingent liabihties

Bernard L Madoff Investment Secunties LLC

In December 2008, Bernard L Madoft ( Madoff™) was arrested for running a Ponzi scheme and a trustee was
appomnted for the hiquidation of his firm Bernard L Madoft Investment Securities LLC ( Madoff Secunities ), an
SEC-registered broker-dealer and investment adviser Madoff was sentenced in 2009

Vanous non-US HSBC comparnes provided custodial, administration and similar services to a number of funds
incorporated outside the US whose assets were invested with Madoft Securities Based on information provided by
Madoft Securities, as at 30 November 2008, the purported aggregate value of these funds was US$8 4 billion, an
amount that includes fictitious profits reported by Madoff' Based on information available to HSBC to date, the
Group estimate that the funds actual transfers to Madoff Securities minus their actual withdrawals from MadofT
Securities during the time that HSBC serviced the funds totalled approximately US$4 billion

Plaintiffs (including funds fund investors, and the MadofT Securities trustee) have commenced Madoff-related
proceedings agamst numerous defendants in a multitude of jurisdicions  Vartous HSBC companies have been named
as defendants 1n swits in the US Ireland, Luxembourg, and other junisdictions Certain suits (which include US
putative class actions) allege that the HSBC defendants knew or should have known of Madoff's fraud and breached
varous duties to the funds and fund investors

In December 2011, claims against HSBC and other defendants by fund investors in three related putative class
actions pending in the US District Court for the Southern District of New York were dismissed on grounds of forum
non convenrens In September 2013, the US Court of Appeals for the Second Circuit affirmed the dismissal ot the
claims The plauntifts have requested a rehearing of their appeal and that request remains pending

in July and December 2013. seulements were reached n respect of the claim by Thema Intemational Fund ple and
AA (Altemative Advantage) Plc respectively against HSBC Institutional Trust Services (Ireland) Limited 1n the Inish
High Court

The Madoff Secunties Trustee has commenced suits against various HSBC companies 1n the US Bankrupicy Court
and in the English High Court The US action {which also names certain funds investment managers and other
entities and individuals) sought US3$9 bilhion in damages and additional recoveries from HSBC and the vanous co-
defendants and alleged that HSBC aided and abetied Madoff's fraud and breach of fiduciary duty In July 2011 the
US District Court for the Southern District of New York dismussed the trustee s vanous common law claims on the
grounds that the trustee lacks standing to assert them and that dismissal was affirmed i a deciston 1ssued by the
Second Circutt in June 2013 On 9 October 2013, the Trustee filed a petition for writ of certiorart to review the
Second Circunt s decision with the US Supreme Court The HSBC defendants filed their response to the petion for
writ of certioran on 16 December 2013 The Supreme Court has 1ssued an order inviting the US Sehcitor General to
file a brief i the case expressing the views of the US government on the petition  The Trustee s remaiming US
claims seek, pursuant to US banhruptcy law, recovery of unspecified amounts received by HSBC from funds
invested with Madoff, including amounts that HSBC received when 1t redeemed units HSBC held in the various
funds 1n connection with financing transactions HSBC had entered mto with various chients, as well as fees earned by
HSBC for providing custodial. admimistration and similar services to the funds These claims remain pending

The trustee™s Enghish action seeks recovery of unspecified transfers of money from Madoff Securities to or through
FISBC, on the ground that the HSBC defendants actually or constructively knew of MadofT's fraud HSBC has not
been served with the trustee s Enghsh action

Between October 2009 and Apnl 2012 Fairfield Sentry Limited Fairfield Sigma Limited and Fairfield Lambda
Linuted ( Fairfield ), funds whose assets were directly or indirecily invested with MadofT Securiies commenced
muluple swits in the Brinsh Virgin Islands ( BV1 ) and the US against numerous fund shareholders, including vanious
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HSBC companies that acted as nominces for clients of HSBC''s private banking business and other clients who
invested in the Fairfield funds The Fairfield actions seek restitution of amounts paid to the defendants 1in connection
with share redemptions, on the ground that such payments were made by mistake based on inflated values resulting
trom MadofT s fraud, and some actions also seeh recovery of the share redemptions under BV1insolvency law The
actions 1n the US are currently stayed in the Bankruptcy Court pending developments in related appellate hugation in
the BVI

There are many factors which may affect the range of possible outcomes, and the resulting financial impact of the
various Madoff-related proceedings, including but not imited to the circumstances of the fraud the muluple
Jurisdictions in which the proceedings have been brought and the number of different plaintifts and defendants in
such proceedings For these reasons, among others, 1t 13 not practicable at this time for HSBC to estimate reliably the
aggregate habilities, or ranges of habilities that might anise as a result of all such claims but they could be
significant In any event, HISBC considers that 1t has good detences to the claims made agatnst it and will continue to
defend them vigorously

Anti-money laundening and sanctions-related investigations

[n December 2012 HSBC Holdings ple ( HSBC Holdings ), the bank s ultimate parent company, HSBC Bank USA,
N A ( HBUS ) and HSBC North Amenca Holdings { HNAH ) entered 1nto agreements with US and UK
government agencies regarding past inadequate comphance with anti-money laundering ( AML ) US Bank Secrecy
Act ( BSA ) and sanctions laws Among those agreements, HSBC Holdings and HBUS entered into a five-year
Deferred Prosccution Agreement (the US DPA ) with the US Department of Justice { DOJ ), HSBC Holdings
entered 1nto a two-year Deferred Prosecution Agreement with the New York County District Attorney ( DANY )
and HSBC Holdings consented to a cease and desist order with the Federal Reserve Board ( FRB } HSBC Holdings
also entered into an Undertaking with the UK Financial Services Authonty (now a Financial Conduct Authority

{ FCA ) Direction) to comply with certain forward-looking obligations with respect to anti-money laundering and
sanctions requirements over a five-year term

In addinon HBUS entered into a monetary penalty consent order with the US Department of the Treasury s
Financial Crimes Enforcement Network ( FinCEN ) and a separate monetary penalty order with the Office of the
Comptroller of the Currency ( OCC ) HBUS also entered into a separate consent order with the OCC requiring 1t to
correct the circumnstances and conditions as noted in the OCC s then most recent report of examination 1mposing
certain restrictions on HBUS directly or indirectly acquining control of or holding an interest in, any new financial
subsidiary or commencing a new activity 1 1ts existing financial subsidiary, unless 1t receives prior approval from
the OCC HBUS entered into a separate consent order with the OCC requinng it to adopt an enterprise-wide
compliance program

Under these agreements, HSBC Holdings and HBUS will continue to cooperate fully with US and UK regulatory and
law enforcement authonties and take further action to strengthen their comphiance policies and procedures Under the
agreements with the DOJ the FCA and the FRB an independent corporate comphance mornitor will evaluate the
HSBC Group s progress in implementing 1ts obhigations under the relevant agreements Michael Cherkasky began
work as the independent monitor on 1 July 2013

If HSBC Holdings and HSBC Bank USA fulfil all of the requirements imposed by the US DPA, the DOJ s charges
against those entities will be dismissed at the end of the five-year period of that agreement Simuilarly, 1f HSBC
Holdings fulfils all of the requirements imposed by the DANY DPA, DANY s charges against 1t will be dismissed at
the end of the two-year period of that agreement  The DOJ may prosecute HSBC Holdings or HSBC Bank USA in
relation to the matters which are the subject of the US DPA 1f HSBC Holdings or HSBC Bank USA breaches the
terms of the US DPA and DANY may prosecute HSBC Holdings in relation to the matters which are subject of the
DANY DPA If HSBC Holdings violates the terms of the DANY DPA

Under these agreements, HSBC Holdings has certain obligations to ensure that entittes in the HSBC Group 1ncluding
the bank and its subsidiaries comply with certain requirements Steps continue o be taken to implement ongoing
obligations under the US DPA, FCA direction and other settlement agreements The settlement with US and UK
authorities does not preclude private liugation relating to, among other things the HSBC Group s comphance with
applicable AML/ BSA and sanctions laws or other regulatory or law enforcement actions for AML/BSA or sanctions
matters not covered by the various agreements
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London interbank offered rates, European interbank offered rates and other benchmark interest and
foreign exchange rate investigations and htigation

Vanous regulators and competition and enforcement authorities around the world including in the UK, the US, the
EU Switzerland, Hong Kong, Thailand, South Korea and elsewhere are conducting investigations and reviews
related to certain past submissions made by panel banks and the processes for making submissions i connection with
the setting of London nterbank oftered rates ( Libor ), European interbank offered rates ( Eunibor’) and other
benchmark interest and foreign exchange rates As certain HSBC companies are members of such panels HSBC
and/or 1ts subsidianes have been the subject of regulatory demands for information and are cooperating with those
investigations and reviews

On 4 December 2013, the European Commission { Commussion ) announced that it had imposed fines on eight
financial institutions under its carte! settlement procedure for their participation 1n illegal activity related 1o Euro
interest rate denvatives and/or Yen interest rate derivatives Although HSBC was not one of the financial institutions
fined the Commission announced that 1t had opened proceedings against HSBC 1n connection with 1ts Euribor-
related investigation of Euro interest rate derivatives only  This investigation wilt continue under the standard
Commussion cartel procedure

On 3 January 2014, the Canadian Competition Bureau ( CCB )} notified HSBC that it was discontinuing ws
investigation into alleged collusive conduct 1n the setting of Japanese Yen Libor on the basis that the evidence
collected was msufficient to justify prosecution under applicable law

As for on-going regulatory investigations reviews and proceedings, based on the facts currently known 1n respect of
cach of these, there 15 a high degree of uncertainty as to the terms on which the on-going 1nvestigations, reviews or
proceedings will be resolved and the timing of such resolutions mcluding the amounts of fines and/or penalties As
matters progress 1t 1s possible that fines and penalties could be sigmficant

The Financial Conduct Authonty 1s also conducting mvestigations alongside several other law enforcement agencies
and regulatory agencies in various countries into a number of firms, including HSBC, related to tracing on the
foreign exchange market We are cooperating with the investigations which are ongoing It 1s not practicable at this
stage for HSBC to estimate reliably any possible liability that might arise

In addition HSBC and other panel banks have been named as defendants in a number of private lawsuits filed 1n the
US with respect to the setting of US dollar Libor These lawsuits include individual and putative class actions most
of which have been transferred and/or consolidated for pre-tnial purposes before the US Dustnct Court for the
Southern District of New York The complaints in those actions assert claims against HSBC and other US dollar
Liber panel banks under various US laws including US antitrust and racketeering laws, the US Commodity Exchange
Act( CEA ), and state law

In March 2013, the US District Court Judge overseeing the consolidated proceeding that encompasses a number of
pending actions related to US dollar Libor 1ssued an opinion and order 1n the six oldest actions dismissing the
plainuffs federal and state antitrust claims racketeenng claims and unjust ennichment claims 1n their entirety, but
allowing certain of their CEA claims that were not barred by the applicable statute of imitations to proceed Some of
those ptaintifts have appeated the dismissal opinion and order to the US Court of Appeals for the Second Circuit The
Court of Appeals has dismissed those appeals on the grounds that they are premature and plaintiffs’ subscquent
motion for reconsideration was demed Other plainufis have filed amended complamts in the District Court to assert
additional allegations and the defendants have filed motions to dismiss the amended complaints The District Court
held oral argument on the motions to dismiss in February 2014 and 1t has stayed proceedings with respect to all other
actions tn the consolidated proceeding pending 1ts decision on the motions to dismiss

Separately, HSBC and other panel banks have also been named as defendants 1n a putative class action filed in the
US on behalf of persons and entities who transacted in euroyen futures and options contracts related to the euroyen
Tokyo interbank offered rate ( Tibor ) The complaint alleges, amongst other things, misconduct related to euroven
Tibor, although HSBC 15 not a member of the Japanese Bankers Association™s Euroyen TIBOR panel as well as
Japanese Yen Libor in violation of US antitrust laws the US CEA. and state law In April 2013 the plantiff filed a
second amended complaint which the defendants moved to dismiss in June 2013 Oral argument on the motion to
dismiss s scheduled for March 2014

In November 2013, HSBC and other panel banks were also named as defendants in a putative class action filed in the
US on behalf of persons who transacted in futures contracts and other financial instrumenits related to Eurnibor The
complaint alleges amongst other things, misconduct related to Eunbor 1n viclation of US antitrust laws, the US CEA.
and state law HSBC has not vet responded to the complaint and an amended complaint 1s expected by the end of
March 2014 HSBC expects to file a motion to dismuss thereafter
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In late 2013 and early 2014, [ISBC and a numbcr ot other banks were named as defendants in vanous putative class
actions filed in the US on behalf of persons who executed foreign currency trades that settled on the basis of foreign
exchange rates published by WM/Reuters or that otherwise occurred during the ime periods when the WM/Reuters
ratcs were being set The complaints allege amongst other things that the defendants conspired 10 manipulate the
WM/Reuters foreign exchange rates in violation of US antitrust laws In February 2014 the US Distnct Court Judge
appointed mterim lead class counsel and ordered the plainuffs to file a consohdated amended complaint HSBC has
not yet responded, but intends to do so at the appropriate tme set by the count

Based on the facts currently known, 1t s not practicable at this ime for HSBC to predict the resolution of these
private lawswits, including the timing and potential impact on HSBC

Credit default swap regulatory investigation and litigation

In July 2013 HSBC received a Statement of Objections from the European Commission relating to 1ts on-going
investigation of alleged anti-competitive activity by a number of market participants 1n the credit derivative marhet
between 2006 and 2008 T'he Statement of Objections sets out the European Commission’s prelimmary views and
does not prejudge the final outcome of its investigation HSBC has submitted a response to the European
Commussion Based on the facts currently known, 1t 1s not practicable at this time for HSBC to predict the resolution
of the Curopean Commussion s investigation including the timing or impact on HSBC

Various HSBC entities including HSBC Bank plc have been named as defendants, among others 1n numerous
putative class actions filed in federal courts located in New York and Chicago These class actions allege that the
defendants, which include ISDA, Markit and several financial institutions, conspired to restrain trade in violation of
the federal anti-trust laws by, among other things restricting access to credit default swap pricing exchanges and
blocking new entrants into the exchange market, with the purpose and eftect of artificially inflating the bid/ask spread
paid 1o buy and sell credit default swaps in the United States The plaintiffs 1n these suits purport to represent a class
of all persons who purchased credit default swaps from or sold credit default swaps to defendants primarity in the
United States On 16 October 2013 the Judicial Panel on Multi-district Litigation ordered that all cases be
consolidated 1n the Southern District of New York as In re Credit Default Swaps Antitrust Litigaion MDL No

2476 ©On 5 December 2013, the Distnct Court held 1ts Imitial Pretnal Conference, at which time 1t selected Lead
Interim Class Counsel and set a schedule for the filing of an amended, consolidated complaint and mottons to dismiss
that complaint The amended. consolidated complaint was filed on 31 January 2014 Based on the facts currently
known, 1t 1s not practicable at this ttme for HSBC to predict the resolution of these lawsuits including the teming and
potential impact on HSBC

43 Related party transactions

The ulumate parent company of the group 1s HSBC Holdings ple, which 1s incorporated in England
Copies of the Group financial statements may be obtained from the following address

HSBC Holdings ple
8 Canada Square
London

E14 5HQ

The group s related parties include the parent fellow subsidianies, associates, Jont ventures, post-employment
benefit plans for HSBC employees, Key Management Personnel, close family members of Key Management
Personne! and entities which are controlled or jowntly controlled or significantly influenced by Key Management
Personnel or their close family members
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{a) Transacttons with Directors and other Key Management Personnel

Key Management Personnel are defined as those persons having authonity and responstbility for planning, directing
and controlling the activities of HSBC Bank ple and the group and includes members of the Boards of Directors ot
HSBC Bank plc and HSBC Holdings ple and Group Managing Directors of HSBC Holdings ple

Compensation of Key Management Personnel

The following represents the compensation paid to the Key Management Personnel of the bank in exchange for
services rendered to the bank

2013 2012
£000 £000
Short-term employee benefits 3,284 4,181
Post-employment benefits 159 238
Other long-term benefits kY] 727
Share-based payments 1,709 2,993
5,493 8,139
Shareholdings and options of Directors and other Key Management Personnel
Balance at Balance at 31
31 December 2013 December 2012
Number of options over HSBC Holdings plc ordinary shares held by Directors and other
key management personnel under employee share plans 224916 357,509
Number of HSBC Holdings ptc shares held by Directors and other key management
personnel beneficially 14,999,933 14,875,312

Transactions, arrangements and agreements including Directors and other Key Management Personnel

The table below sets out transactions which fall 1o be disclosed under IAS 24 Related Party Disclosures between
the group and Key Management Personnel

2013 2012

Highest batance Balance at  Highest balance Balance at
during the year' 31 December'  duning ihe year' 31 December!
£000 £000 £000 £000

Key Management Personnel®
Loans 109,567 89,354 253,742 160,439
Credit cards 662 26% 762 203
Guarantees 4911 - 25,770 20,031

! The disclosure of the year-end balance and the lughest balance during the year is considered the most meamngful information 1o
represent transactions during the year

2 Includes the Key Management Personnel of both the bank and us parent company HSBC Holdings ple close family members of Key
Management Personnel and entities which are conitrolled or jomtly controlled by Key Management Personnel or thewr close famly
members

The above transactions were made in the ordinary course of busimess and on substantially the same terms, including
interest rates and secunity as for comparable transactions with persons of a sunilar standing or where applicable
with other employees The transacuons did not involve more than the normal nisk of repayment or present other
unfavourable features

Transactions with Directors Advances, Credits and Guarantees (Compames Act 2006)

In addition to the requirements of IAS 24 particulars of advances (loans and quasi-loans), credits and guarantees

entered nto by HSBC Bank plc and its subsidaries with Dhirectors of HSBC Banl plc are required to be disclosed
pursuant to section 413 of the Compames Act 2006 Under the Companies Act there 1s no requirement to disclose
transactions with the Key Management Personnel of the bank s parent company HSBC Holdings plc

The table below sets out transactions which fall to be disclosed under section 413 of Companies Act 2006
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The group
Balance at Balance at
31 December 2013 31 December 2012
£000 £000
Directors
Loans 3,493 4,530
Credst cards 57 77
No guarantees were i1ssued 1n favour of Dhirectors during 2013 (2012 ml)
{b} Transactions with other related parties
Associates and joint ventures
The group
2013 2012
Iighest balance Balance at  Fighest balance Balance at
during the year' 31 December' duringtheyear' 31 December'
£m £m £m £m
Amounts due from joint ventures — unsubordmated 182 182 204 130
Amounts due trom associates — unsubordinated - 25 -
Amounts due to joint ventures 4 4 2 -

Amounts due to associates - -

I The disclosure of the year-end balance and the highest balance duning the year s considered the most meamngful information o

represent transactions during the year

The bank
2013 2012

Hhighest balance Balance at  Highest balance Balance at
during the year' 31 December' dunngthe year' 31 December’
£m £m £m £m
Amounis due from joint ventures — unsubordinated 182 182 204 130
Amounts due from assoctates — unsubordinated - 25 -
Amounts due to joint ventures 4 4 1 -

Amounts due to associates - -

1 The disclosure of the year-end balance and the hughest balance during the year is considered the most meamngful informanion 1o

represent transactions during the year

The above outstanding balances arose from the ordinary course of business and on substantially the same terms

mcluding nterest rates and security as for comparable transactions with third party counterparties

Transactions of the group with HSBC Holdings plc and fellow subsidiaries of HSBC Holdings ple

Transactions detailed below include amounts due to/from HSBC Holdings plc

2013 2012
Highest balance Balance at  Highest balance Balance at
during the year' 31 December' dunngtheyear' 31 December'
£m £m £m £m
Assels
Trading assets 1,982 1,574 1,884 1,884
Financial assets designated at fair value 23 22 30 21
Loans and advances to customers 4,580 3,582 5014 4,580
Financial mvestments 103 100 33 33
Liabilites
Trading Lhabihues 2 - 16 -
Deposits by banks - - 1 -
Customer accounts 10,033 10,033 8,211 6,181
Subordinated amounts due 5,827 5,827 5,283 5,099
Guarantees - - - -
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M3 2012
£fm £m
Income Statement
Interest income KA 13
Interest expense 177 177
Fee income 1 1
Dividend income 1 1
Trading income 10 19
Qther operating mcome 20 14
General and administrative expenses 76 82
1 The disclosure of the year-end balance and the highest baiance during the year 15 considered the most meamngful information 1o
represenl iransactions during the year
Transactions detailed below include amounts due to/from fellow subsidraries of HSBC Holdings plc
2012
Highest balance Balance at  Highest batance Balance at
during the year' 31 December' dunngthe year' 31 December'
£m £m £m £m
Assets
Trading assets 9,765 1,801 1199 6,065
Denvatives 21,175 15,698 23,522 19,912
Financial assets designated at fair value 62 18 15 12
Loans and advances to banks 10,542 9,301 8.851 5,312
Loans and advances o customers 4,161 3969 2,398 1,506
Financial investments 270 114 7,253 150
Liabilities
Trading habilines 20,165 7,163 16,720 12,696
Financial habihities designated at fair value - - 32 -
Deposits by banks 15,225 9,230 13,429 11,997
Customer accounts 9,017 6,878 1,605 1,605
Denvatives 19,664 15,748 22547 19,089
Subordinated amount due 2,220 1,826 2,099 2,099
Guarantees 2,016 339 1,134 1,033

! The disclosure of the year-end balance and the highest balance during the year is considered the most meaningful information to

represent transactions a’urmg the year

Income Statement

Interest income

Interest expense

Fee income

Fee expense

Trading income

Other operating income

General and admumistrative expenses

2013
£m

24
137
102
296

82

70
2713

2012
£m

128
131
123
223

93
360

The above outstanding balances arose from the ordinary course of business and on substantially the same terms,
including interest rates and security, as for comparable transactions with third party counterparties
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Transactions between HSBC Bank ple and its subsidiaries, HSBC Holdings plc and fellow subsidiaries of
HSBC Holdings ple

Transactions detailed below include amounts due to/from HSBC Bank plc and its subsidiaries

2013 2012
Highest balance Balance at Highest balance Balance at
during the year' 31 December' dunngtheyear' 31 December’
£m £m £m £m

Asyetsy
Trading assets 27,817 7,677 25,146 15,184
Dervatives 18,734 12,971 23,803 18,732
Financial assets designated at fair value - - - -
Loans and advances to banks 14,010 11,928 6437 2,005
Loans and advances to customers 18,880 11,495 21,253 18,630
Financial investments 9,069 3,895 2,522 2,087
Liabilities
Trading habilities 1,397 2,928 20,376 12028
Deposits by banks 16,573 11877 11,815 §1,026
Customer accounts 3,373 3573 6,887 3,002
Denvatives 16,476 12,415 19,944 15,783
Subordinated amounts due 2,928 2,283 3,088 2,781
Guarantees 1,795 957 1,271 1,191 |

! The disclosure of the year-end balance and the highest balance during the year 15 considered the most meanngful informatton 1o ‘
represent transactions during the year

Transactions detatled below include amounts due to/from HSBC Bank plc and HSBC Holdings ple

2013 2012 ,
Highest balance Balance at Highest balance Balance at '
duning the year' 31 December' dunngtheyear' 31 December’
£m £m £m £m
Assets
Trading assels 1,884 1,220 1,884 1,884 I
Loans and advances to customers 4,579 3,581 5013 4,579 ‘
Liabihities
Trading ltabilities P4 - 16 -
Customer accounts 10,011 10,011 7.654 6167
Subordmated amounts due 5,567 5,567 5011 4 835
Guarantees - - - -

1 The disclosure of the year-end balance and the lughest balance during the year 1s considered the most meamngful iformaton to
represent transactions during the year

In December 2010, the bank received two guarantees from HSBC Holdings ple in respect of monies owing to the
bank by its structured mvestment conduits ( SICs ) The first guarantee covers due but unpaid monies owed by the
bank s principal SIC, Solitaire up to a maximum amount of US$16 bithon, to the extent that unpaid habilities exceed
US$1 llion A second guarantee covers due but unpaid monies owed by the bank s other SICs, Mazann, Barion and
Malachite. up to a maximum amount of US$22 billion to the extent that unpard habihties exceed US$200 mullion In
December 2012 the bank recetved a third guarantee from HSBC Holdings plc that covers due but unpaid momes
owed to the bank by 1ts multi-seller conduit, Regency up to a2 maximum amount of US$17 billion, to the extent that
unpaid habihities exceed USS2 billion

The bank pays no fee to 1ts parent company for the provision of these guarantees
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Transactions detailed below include amounts due to/from HSBC Bank plc and fellow substduines of HSBC

2013 2012
Highest balance Balance at  Highest balance Balance at
during the year' 31 December' dunng the year' 31 December”
£m £m £m £m
Assets
Trading assets 9,594 1,734 11,018 5,744
Dervatives 37,701 27,618 20,728 17,808
Loans and advances to banks 6,533 5,897 5,075 4,231
Loans and advances to customers 3,943 3,787 2,211 1,483
Liabilities
Trading Liablities 19,997 7,117 16,499 12,441
Deposits by banks 8,624 6,219 6,537 6,537
Customer accounts §,893 6,735 1,547 1547
Denvatives 36,465 30,027 25,330 16,236
Subordinated amount due 297 - 262 278
Guarantees 1,877 752 988 865

! The disclosure of the year-end balance and the highest balance during the year 1s considered the most mearungful informanon to
represent transactions during the year

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

Pension funds

At 31 December 2013, fees of £9 million (2012 £8 million) were earned by group companies for management
services related to the group’s pension funds held under management The group s pension funds had placed deposits
of £347 mullion (2012 £148 million) with 1ts banking subsidiaries

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

The HSBC Bank (UK) Pension Scheme (the Scheme ) entered into swap transactions with the bank to manage the
nnflation and interest rate sensitivity of the habihties At 31 December 2013, the gross nouonal value of the swaps
was £206,144 million (2012 £18,998 milhon), the swaps had a negative fair value of £1,710 milhion to the bank
(2012 negauve fair value of £3.233 million) and the bank had delivered collateral of £2.348 million (2012 £4.423
mutlion) to the Scheme 1n respect of these swaps All swaps were executed at prevaihing market rates and within
standard marhet lid/offer spreads Previously there were special collateral provisions for the swap transactions between
the bank and the Scheme Those provisions stipulated that the scheme never posted collateral to the bank although the bank
posted collateral to the scheme From December 2013 the swap transactions between the bank and the Scheme are now on
substantially the same terms as for comparable transactions with third party counterparties, including the two-way posting
of collateral

Acquisition of HSBC Private Bank (C 1) Limited

In November 2013, the group acquired HSBC Private Bank (C I ) Limited, by way of an inter-group transfer from
HSBC Private Banking Holdings {(Swisse) SA, for £402 million The acquisition was completed on 29 November
2013

Sale of Legend Estates Limited

In November 2013, the group sold Legend Estates Limited, by way of an inter-group transfer to HSBC Investment
Bank Holdings plc, for £4 milhon The sale was completed on 29 November 2013

Sale of HSBC Private Banking Holdings (Suisse) SA

In November 2012 the group sold HSBC Private Banking Holdings (Swisse) SA, by way of an inter-group transfer to
HSBC Holdings plc, for non-cash consideration of £6,535 million The sale was completed on 16 November 2012
The ownership of HSBC Private Bank (UK} Limited remains with HSBC Bank ple

Events after the balance sheet date

A second intenim dividend for 2013 of £630 nulhon to sharcholders of the parent company was declared by the
Duirectors after 31 December 2013
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