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2014 2014
SRB CRD
2015 SRB
PRA  G-SII 0-SI1 cCB
CRD
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FCA SRB
SRB
PRA 2016 0-SI1
0-SI1
CCB
2.5
2019
CCyB
2.5
2014 FPC CCyB
CCyB
CCyB 2015 10 FPC
2016 CCyB
CCyB
CCyB
CCyB
SCR
CRD
2015 SRB
2019
2016 31 SRB

SRB SRB
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EU
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PRA
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2014 11
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2015
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RTS BRRD
2014 11 Too big to fail FSB G-SIB TLAC
FSB 16 20 TLAC Tier
TLAC
QIS 2015
QIS TLAC QIS 2019
TLAC
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QIS TLAC TLAC
TLAC 2015
2015 EBA RTS
EU
2014 EBA EBA
2014 12 23
2015
2015 28
2016
2014
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5.5 2016
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2014 10
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2014 12 31
0.9 0.1 - 1.0
©.9) 0.3) - 1.2
- 0.2) - ©.2)

2014 12 31
0.9 0.1 - 1.0
0.8) (0.5) - (1.3)
0.1 0.4) — 0.3)
0.1) - 0.2 0.1

2014
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150 210
180 360
60
2014 2013
42,853 - 42,853 67,584 - 67,584
973 - 973 1,948 - 1,948
85,885 - 85,885 98,090 (1,075) 97,015
653 - 653 2,623 - 2,623
49,99 - 49,996 56,414 - 56,414
15,640 - 15,640 16,067 - 16,067
19,596 - 19,596 22,986 (1,075) 21,911
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! 1,044 - 1,044 6,947 - 6,947
3 - 3 - - -
987 - 987 6,903 - 6,903
54 - 54 a4 - 44
2 187,736 (174,118) 13,618 137,239 (112,931) 24,308
s 282,514 (36,687) 245,827 296,735 (54,462) 242,273
25,262 @7 25,225 23,013 (92) 22,921
257,252 (36,650) 220,602 273,722 (54,370) 219,352
’ 41,945 (3,283) 38,662 61,525 (13,470) 48,055
! 75,185 - 75,185 74,024 - 74,024
2,849 - 2,849 2,196 - 2,196
72,336 - 72,336 71,828 - 71,828
7,980 - 7,980 7,439 - 7,439
501 - 501 703 - 703
7,389 - 7,389 6,736 - 6,736
13,452 - 13,452 11,846 - 11,846
135,522 - 135,522 123,017 - 123,017
12 31 875,089 (214,088) 661,001 886,394 (181,938) 704,456
2014 2013
41,424 - 41,424 60,996 - 60,996
630 - 630 1,374 - 1,374
! 55,858 - 55,858 66,865 (1,075) 65,790
154 - 154 643 - 643
25,150 - 25,150 28,821 - 28,821
13,039 - 13,039 16,568 - 16,568
17,515 - 17,515 20,833 (1,075) 19,758
! 9 - 9 3,983 - 3,983
9 - 9 3,983 - 3,983
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160,232 (136,187) 24,045 112,623 (77,990) 34,633
220,447 (35,607) 184,840 233,899 (53,637) 180,262
18,776 - 18,776 16,332 - 16,332
201,671 (35,607) 166,064 217,567 (53,637) 163,930
36,391 (628) 35,763 47,847 (5,924) 41,923
48,001 - 48,001 44,594 - 44,594
2,081 - 2,081 1,927 - 1,927
45,920 - 45,920 42,667 - 42,667
6,126 - 6,126 4,722 - 4,722
364 - 364 343 - 343
5,762 - 5,762 4,379 - 4,379
10,968 - 10,968 9,366 - 9,366
96,785 - 96,785 80,417 - 80,417
676,871 (172,422) 504,449 666,686 (138,626) 528,060
2014 12 31 2013 113
93
17 2013
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2014 2013
83,009 31.92 83,882 30.28
24,381 9.38 25,257 9.11
107,390 41.30 109,139 39.39
74,003 28.46 79,576 28.72
17,899 6.88 18,755 6.77
4,572 1.75 4,421 1.60
1,452 0.56 2,020 0.73
38,006 14.62 40,610 14.66
135,932 52.27 145,382 52.48
16,085 6.19 21,602 7.80
645 0.24 935 0.33
16,730 6.43 22,537 8.13
12 31

260,052 100.00 277,058 100.00

2.46 2.84

2014 2013
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76,847 37.77 77,747 35.38
8,936 4.39 8,963 4.08
85,783 42.16 86,710 39.46
54,512 26.79 59,375 27.02
11,273 5.54 11,210 5.10
3,128 1.54 3,048 1.39
964 0.47 1,448 0.66
26,849 13.21 32,317 14.70
96,726 47.55 107,398 48.87
20,853 10.25 25,365 11.54
87 0.04 281 0.13
20,940 10.29 25,646 11.67
12 31
203,449 100.00 219,754 100.00
2.09 2.40
A- CRR CRR 0 0.169 EL EL 0 0.999
BBB+ BBB- CRR  0.170 0.740 EL 1.000 4.999
BB+ B CRR CRR  0.741 4.914 EL EL 5.000 19.999
4.915
B- CRR CRR 99.999 EL EL 20.000 99.999

100+

CRR CRR10 100 EL EL10
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90
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HSBC
CRR
10 EL
EL
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2014

42,853 - - - 42,853
973 - - - 973
62,694 14,479 8,410 302 85,885
249 375 29 - 653
39,880 6,410 3,568 138 49,996
10,064 2,387 3,117 72 15,640
12,501 5,307 1,696 92 19,59
640 152 247 5 1,044
3 - - - 3
637 152 193 5 987
- - 54 - 54
150,733 28,532 8,015 456 187,736
164,304 57,006 49,776 6,286 1,547 6,415 (2,820) 282,514
19,541 3,612 2,020 92 - 17 (20) 25,262
144,763 53,394 47,756 6,194 1,547 6,398 (2.800) 257,252
31,177 5,856 3,891 1,021 - - - 41,945
63,823 6,340 2,197 1,410 - 1,415 - 75,185
760 2,054 35 - - - - 2,849
63,063 4,286 2,162 1,410 - 1,415 - 72,336
5,711 442 1,670 147 6 4 - 7,980
250 29 312 - - - - 501
5,461 213 1,358 147 6 4 - 7,389
12 31 522,908 112,807 74,206 9,627 1,553 7,834 (2,820) 726,115
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2013

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
164,947 67,481 50,718 7,601 1,452 7,893 (3,357) 296,735
17,414 3,188 2,235 173 - 24 1) 23,013
147,533 64,293 48,483 7,428 1,452 7,869 (3,336) 273,722
45,743 10,225 4,345 1,212 - - - 61,525
63,005 5,662 2,122 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 - 7,439
387 16 300 - - - - 703
4,580 415 1,465 257 5 14 - 6,736
12 31 529,848 122,818 79,526 11,828 1,457 9,411 (3,357) 751,531
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2014
41,424 - - - 41,424
630 - - - 630
40,700 9,004 5,858 296 55,858
149 - 5 - 154
19,994 2,357 2,665 134 25,150
9,611 1,640 1,718 70 13,039
10,946 5,007 1,470 92 17,515
1 - 8 - 9
1 - 8 - 9
127,251 25,372 7,185 424 160,232
137,414 37,735 35,991 5,568 498 5,033 @,792) 220,447
12,045 1,948 3,204 816 - g @) 18,776
125,369 35,787 32,787 4,752 498 4,256 @.778) 201,671
28,768 3,958 2,645 1,020 - - - 36,391
44,387 2,900 382 59 - 273 - 48,001
183 1,895 3 - - - - 2,081
44,204 1,005 319 59 - 273 - 45,920
5,125 401 599 - - 1 - 6,126
- 51 19 294 - - - - 364
- 5,074 382 305 - - 1 - 5,762
12 3 425,700 79,370 52,668 7,367 498 5,307 @,792) 569,118
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2013
60,996 - - - 60,996
1,374 - - - 1,374
48,701 10,837 6,833 494 66,865
532 - 111 - 643
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 5,443 464 - 112,623
136,948 48,296 37,563 6,661 562 6,072 (2,203) 233,899
9,155 1,678 3,850 918 - 747 16) 16,332
127,793 46,618 33,713 5,743 562 5,325 (2,187) 217,567
35,332 8,272 3,034 1,209 - - - 47,847
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
12 31 418,101 87,445 57,942 8,874 562 6,182 (2,203) 576,903
30 60 90
29 59 89 179 180

89/466



EDINETOOOO
00000000000 DO00D0O000O0O(E22630)

ooooood
2014 12 31
1,202 230 112 2 1,547
466 183 95 - 744
733 46 17 2 799
3 1 - - 4
3 1 - - 6
1,205 231 112 2 1,553
2013 12 31
1,044 244 150 9 1,452
470 200 110 - 780
567 40 40 9 661
7 4 - - 11
3 1 - - 5
1,047 245 150 9 1,457
30 60 90
29 59 89 179 180
2014 12 31
320 109 69 - 498
295 104 66 - 465
25 5 3 - 33
320 109 69 - 498
2013 12 31
351 129 82 - 562
347 127 81 - 555
4 2 1 - 7
351 129 82 - 562
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CRR CRR CRR10
HSBC 90
EL EL10
90
2014 2013
17 - 17 24 - 24
5,487 911 6,398 6,847 1,022 7,869
683 878 1,561 735 1,003 1,738
4,619 33 4,652 5,789 19 5,808
185 - 185 323 - 323

12 31 5,504 911 6,415 6,871 1,022 7,893
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339 142 548 1,029 399 150 551 1,100
102 26 64 192 144 23 85 252
378 1 875 1,254 396 23 1,148 1,567
509 42 1,703 2,254 690 94 2,045 2,829
140 - 124 264 56 - 86 142
1,468 211 3,314 4,993 1,685 290 3,915 5,890
(930) (1,128)
1.77 1.98
2014 2013
148 215
(45) ®
193 224
472 921
306 518
50 276
116 127
27 (34)
647 1,102
363 859
656 1,148
(288) (257)
®) (32)
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2014

2014 12 31

2013

2013 12 31
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284 243

460 617

(176) (374)

647 1,102

21 2,402 934 3,357
@D (827) (457) (1,285)
- 5 176 181
2 361 284 647
@ ®7N 1y (80)
20 1,874 926 2,820
1,874 926 2,800

186 511 697

1,572 389 1,961

116 26 142

0.08 0.72 0.36 0.99

24 2,327 919 3,270
®) (822) (561) (1,386)
B} 32 374 406
- 859 243 1,102
- 6 (41) (35)
21 2,402 934 3,357
2,402 934 3,336

256 585 841

1,947 341 2,288

199 8 207

0.09 0.87 0.34 1.12
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2014 12 31

2013

2013 12 31
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Ogoooood
16 1,648 539 2,203
(€)) (668) (255) (924)
- 13 130 143
- 212 146 358
@ 14 @ 12
14 1,219 559 1,792
1,219 559 1,778
86 239 325
1,035 299 1,334
08 21 119
0.08 0.60 0.27 0.81
19 2,325 599 2,943
®3) (1,438) (473) (1,914)
- 32 331 363
- 717 76 793
- 12 6 18
16 1,648 539 2,203
1,648 539 2,187
129 301 430
1,362 235 1,597
157 3 160
0.10 0.75 0.25 0.93
2014 2013
135,932 145,382
25,271 | 33,826 |
48,732 45,750
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17,899 18,755

4,572 4,421

1,452 2,020

38,006 40,610

®) 16,730 22,537

© 25,282 23,034

12 31 () 177,944 190,953

(@) (1,961) (2,288)

(305) (371)

(562) (736)

(584) (676)

(130) (162)

@ @

@378) (342)

(b) (142) (207)

© (20) (1)

12 31 ) (2,123) (2,516)
A @) 1.44 1.57
B (b) 0.85 0.92
c ©) 0.08 0.09
D (d) 1.19 1.32

LTV
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2014
3.8
0.4
2014 2013
3,433 2,943
16,414 14,418

888 1,611
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662 1,105
20,735 18,972
crr? 10
260 408
1,001 1,132
LTV 50 91 250
LTV 51 75 522 485
LTV 76 90 193 232
LTV 90 100 195 165
929 1,315
616 947
2,190 2,855
12 31 22,925 21,827
CRR
CRR EL 10
2014 2013
4,001 3,397
797 473
LTV 50 184 101
LTV 51 75 275 158
LTV 76 90 140 108
LTV 90 100 198 106

468 819
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249 415
12 31 5,266 4,689
2014 2013
25,607 21,928
67 1,499
3 41
2 2
12 31 25,677 23,468
ABS ABS

HSBC
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(A)

(®)
2014 12 31
(@)

(0)
2014 12 31
A @
B (b)

c ©

©
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19,468 31,310
22,477 30,215
41,945 61,525
79,066 3,941 83,007
27,984 29 28,013
- 216 216
13,489 10,894 24,383
6,655 9,411 16,066
6,834 1,479 8,313
- 4 4
92,555 14,835 107,390
(155) 41) (196)
(209) (292) (501)
(145) (132) @17
(64) (159) (223)
- @ @
(364) (333) (697
0.20 1.04 0.24
1.55 2.68 2.05
0.39 2.24 0.65
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(E)
2013 12 31
(d)
(e)
2013 12 31
D )
E (e)
F ®

95

LTV

Q)

®

LTV
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79,955 3,927 83,882
29,585 33 29,618
1 306 307
13,860 11,397 25,257
6,916 9,565 16,481
6,944 1,825 8,769
- 7 7
93,815 15,324 109,139
(222) (43) (265)
274) (302) (576)
(194) (136) (330)
(80) (164) (244)
- @) @)
(496) (345) (841)
0.28 1.09 0.32
1.97 2.65 2.28
0.53 2.25 0.77

HSBC
75
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LTV
2014 2013
86,200 87,422
LTV 50 41,643 32,500
LTV 51 75 35,751 39,893
LTV 76 90 7,606 13,068
LTV 91 100 1,200 1,961
LTV 100 278 853
199 516
585 827
LTV 50 148 147
LTV 51 75 268 272
LTV 76 90 105 194
LTV 91 100 64 214
LTV 100 31 64
26 55
12 31 87,094 89,166

2014 2013
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LTV
LTV
LTV
LTV

LTV

LTV
LTV
LTV
LTV

LTV

12 31

50
51
76
91

100

50
51
76
91

100

75
90
100

75
90
100

ABS

ABS
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80,872 82,749
39,984 31,066
33,196 37,466
7,087 12,510
605 1,707
182 689
125 432
421 615
112 124
193 237
89 182
27 72
24 55
19 47
81,499 84,108
SIC
2014
2 5
12 14
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1| | d
12 31 * 15 21
SE
1 2 35 4 5
2,609 - 2,609 2,211 1,331
Alt-A 2,723 - 2,723 1,965 1,547
1,517 - 1,517 1,454 418
3,276 - 3,276 3,050 1,831
2,555 - 2,555 2,503 1,621
2,792 64 2,728 2,382 2,107
2,303 384 1,919 1,490 486
2014 12 31 17,775 448 17,327 15,055 9,341
2,583 - 2,583 2,080 1,683
Alt-A 3,204 - 3,204 2,083 1,770
2,234 - 2,234 1,608 915
4,273 - 4,273 3,899 3,113
3,301 - 3,301 3,196 2,607
2,876 60 2,816 2,329 2,114
6,786 4,585 2,201 1,587 598
2013 12 31 25,257 44,645 20,612 16,782 12,800
cDS
CcDS
cDS
2014 12 31 15,471
2013 21,367
Usb 12 31 2014 GBP=USD 1.5587
2013 GBP=USD 1.6531 GBP
SIC 4,205
2013 7,364
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3
82 03
92 07
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HFC HSBC 2013
PRA
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ALCM
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2014 12 31
100
1
12 31 12 31
2014 2013 2014 2013
HSBC
117 106 109 109
117 114 109 109
102 100 103 101
107 106 104 103
HSBC
117 110 101 103
117 112 106 104
104 103 101 100
107 108 102 103
110 106 108 102
115 113 108 106
104 104 102 102

109 108 105 103
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HSBC
12 31
2014 2013
HSBC
94,478 90,980
2,069 317
20,091 19,594
116,638 110,891
HSBC

10,838 12,087
241 98
2,221 2,268
13,300 14,453
7,442 8,091
490 614
1,987 1,144

9,919 9,849
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0.6 0.4
7.1 7.8
2.6 2.7
10.6 5.8
LFRF



EDINETOOOO
00000000000 DO00D0O000O0O(E22630)

Ogoooood
2014 2013
346,507 346,358
27,590 28,769
23,353 65,573
27,921 32,895
8,858 10,785
22,552 34,036
17,522 19,228
82,600 91,842
2,339 9,426
11,617 6,936
3,628 3,587
65,016 71,893
36,698 32,919
12 31 593,601 662,405
2014 2013
257,252 273,722
25,262 23,013
41,945 61,525
130,127 134,097
444 5,607
5,137 6,241
3,803 4,447
120,743 117,802
76,194 75,030
42,853 67,584
19,968 27,434
12 31 593,601 662,405

GB&M
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LFRF
2
1 3 3 6 6 9 1 5

9,033 5,464 7,604 3,264 2,593 8,537 11,666 11,889 60,050
2,251 3,646 4,414 1,561 1,278 - - - 13,150
791 1,671 2,494 1,308 1,073 6,328 5,760 6,921 26,346

423 147 696 264 242 2,209 3,418 2,889 10,288

- - - 131 - - 1,774 1,888 3,793

5,519 - - - - - - - 5,519
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- - - - - - 714 - 714
49 - - - - - - 191 240
- - - 2 14 74 102 11,210 11,402
- - - 2 14 74 102 8,699 8,891
- - - - - - - 2,511 2,511
9,033 5,464 7,604 3,266 2,607 8,611 11,768 23,099 71,452
12,697 4,213 6,376 5,039 4,816 8,148 15,275 11,767 68,331
3,333 2,635 4,454 1,016 2,580 - - - 14,018
2,618 1,035 1,301 2,325 1,632 6,880 | | 10,945 7,585| | 34,321
400 543 621 640 604 1,132 1,966 1,996 7,902
- - - 756 - 136 1,662 2,007 4,561
6,281 - - - - - - - 6,281
- - - 302 - - 702 - 1,004
65 - - - - - - 179 244
- 17 40 10 - 31 214 11,521 11,833
- 17 40 10 - 31 214| | 10,498 10,810
- - - - - - - 1,023 1,023
12,697 4,230 6,416 5,049 4,816 8,179 15,489 23,288 80,164
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2.0
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013412 201428 201444F  2014%6R 201448 A 2044108 20144128
99
RNIV
1 2
2014 12 31 4.7 24.9 4.4 5.1 (4.5) 34.6
7.7 19.7 4.0 6.8 (6.0) 32.2
16.9 26.6 9.8 11.1 44.1
2013 12 31 7.8 17.7 4.9 7.6 (11.3) 26.7
7.2 19.2 3.1 9.1 (10.3) 28.3
13.4 37.0 8.9 13.5 45.2
Var Var
Var
RNIV
VaR Var RNIV

2014
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2013 12 31
VaR
VaR

BSM
VaR
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VaR 99
VaR
2013 49.8

SIC

49.5
52.2
60.1

44.8
41.6
63.2

BSM
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32.4
31.0
39.6

29.4
41.3
52.6

(23.5)
(26.2)

(29.4)
(28.5)

BSM

VaR

BSM
BSM

ALCO

VaR

2014 12 31
VaR

ALCO

58.4
57.0
63.1

44.8

54.4
65.4

43.6



2014 12 31
2014
19.4 2013  16.6
2013 24.6
1,009 (2013 1,006
@
( )
(IFRS)

31
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HSBC
2014
369 554 28 951
1,315 3,854 686 5,855
1,684 4,408 714 6,806
- 10,157 716 10,873
- 10,157 716 10,873
- 65 45 110
215 1,538 209 1,962
12 31 1,899 16,168 1,684 19,751
2013
2,265 544 25 2,834
5,311 3,871 530 9,712
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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
60 2013 54 30 2013 38
2014
10 2013 31
1.8
PVIF
100 2014 2013
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2014 2013
62 52 ) (12)
(205) (196) (30) (19)

18 18 16 16
(20) (20) @an 17)
100
86 2013 84
2014 2013

446 135 581 418 151 569
3 - 3 - - -
443 135 578 418 151 569
9,350 1,522 10,872 9,286 1,650 10,936
9,350 1,522 10,872 9,286 1,650 10,936
9,796 1,657 11,453 9,704 1,801 11,505
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0000000
47 - - 47
140 2 - 142
2014 12 31 187 2 - 189
4 - 4 8
43 - - 43
447 2 - 449
2013 12 31 490 2 - 492
7 - - 7
2014 12 31
2014 12 31 2013
¢ )
15 15
! 22 145 211 149 527
89 279 400 337 1,105
2014 12 31 111 424 611 486 1,632
! 44 234 394 393 1,065
271 839 973 697 2,780
2013 12 31 315 1,073 1,367 1,090 3,845
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84 85 124 492 231 1,016
(
DPF )
- - - - 16,083 16,083
2014 12 31 84 85 124 492 16,314 17,099
130 4 515 1,364 2,819 5,299
DPF . - - - 15,987 15,987
2013 12 31 130 4 515 1,364 18,806 21,286
2014
17.5 2013 19.2
2014 2013
1
2
DPF 235 230
36 79
45 376
215 151
531 836
908 2,405
2,3
DPF 16,083 15,987
17,522 19,228
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- (113) (113)
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(333)
3,059
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354 (547) (193)
- (125) (125)
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12 14
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AA
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65 45 65 45
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1 SAPS S1 2014 CwI 2013 2013 CmI .25

1.01 1.07
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132 () 132 m
(24) 49 25
240 14 240 14
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80 80
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(5,645) (73)
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(22) 22
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UK 146
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2015 2016 2017 2018 2019 2020 -2024
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2013 1,343 2015 166
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100
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2013 2015 30
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2015 30 CPI
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2013 695,813 526,420 2013 463,875 2011 HSBC
789,629 2013 695,813 2011 HSBC
GPSP
292,455 2013 1,014,212
33
GPSP
HSBC
2014
2013 2014
2013
48,715 2013 158,963
805,005 2013 809,519
686,104 2013 693,632
2014 12 31
10,849,954 2013 11,664,633
HSBC
2011 HSBC
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1
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53,305 4.21 25,969 7.23
26,396 5.19
(24,416) 3.51
(337) 4.42 (359) 7.26
(3,629) 4.90 (20,773) 7.22
51,319 4.98 4,837 7.29
2.44
HSBC
waep ! WAEP
56,119 4.22 40,257 6.87
8,205 5.47
(5,668) 4.68 (10,026) 6.18
(164) 4.17 (123) 7.17
(5,187) 4.61 (4,139) 6.15
53,305 4.21 25,969 7.23
1.52
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225 176

24 112)

349 360

344 361

5 @

598 424

(34) 330

() 254

(13) 47

(19) 29

564 754

21.5 2013  23.25
23 21 2015
20 2013 17 2013
2014 2013

420 21.5 766 23.25
15 0.8 84 2.6
(30) 1.5 (28) (0.9)
(43) @.2) 49 1.5

198 10.1 4 0.1
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(322) () Q) (425)

® ®
(O) [0 1 ) 7 14 5 14

(542) 78 23 269 (19 48) 35 85 2 (188)
78 23 269 35 99 46 550

(542) (14 48 (D)) 0) (738)
80 294 141 35 76 20 10 656

(243) [6H) (61) (82) <) (481)
(243) 80 294 140 (26) 82 76 20 D) 175
(220) 8 (284) 149 7 18) 51 23) (330)
251 11 109 371
®) 8)

26 4 D) Q) 1 14 59 10)
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88 14 292 25 51 71 541
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(614) (€D) (646)
18 280 105 62 38 23 526
274) (50) (324)
274) 18 280 105 62 38 @n 202
(220) ) (285) 71 an 48 ) (411)
250 52 302
©) ©)
0 5 1 ) 2
(246) 1 176 42 87 16 86
11 176 42 87 17 333
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2014 2013 2014
176 222 88
(364) (2%) (345) (@)
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298 2013 246
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2013
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39 2014 915 2013
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RBWM CMB GB&M GPB
3,158 2,195 1,180 203 “2) (65) 6,629
1,356 1,153 643 112 2 3,266
(149) 21 1,637 1 24 65 1,609
@s7) 65 219 0 340 (83) 382
4,208 3,434 3,679 324 324 (83) 11,886
(162) (308) 16 4 1 (449)
4,046 3,126 3,695 328 325 (83 11,437
(1,020) (564) (1,070) (98) (1,392) (4,144)
(2,730) (940) (2,582) (114) 1,472 83 (4,811)
®) ® @ @ (303) (321)
@@8) @) (61) (50) (211
(3.834) (1,535) (3,715) (213) @73) 83 (9,487)
212 1,591 0) 115 52 1,950
1 1 1 3
213 1,592 @9 115 52 3,953
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1,502 1,143 588 100 3 3,336
147 23 2,192 10 2) 23 2,373
(147) 60 400 4) (65) (74) 170
5,071 3,370 4,281 330 (157) (55) 12,840
(223) (601) (133) (14) (971)
4,848 2,769 4,148 316 (157) (55) 11,869
(1,066) (554)  (1,067) (82)  (1,069) (3.838)
(2,517) (832)  (1,998) (93) 1,190 55 (4,195)
) 10 (©) @ (310) (331)
(83) (41) (54) (33) (211)
(3.673)  (1,437)  (3,122) (176) (222) 55 (8,575)
1,175 1,332 1,026 140 (379) 3,294
2 1 ®)
1,177 1,333 1,023 140 (379) 3,294
72.43% 42.64% 72.93% 53.33% 66.78%
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3,724 3,294 4,401 308 (290) 11,437
322 (168) (706) 20 615 (83)
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4,848 2,769 4,148 316 (157) (55) 11,869
4,446 3,000 4,631 301 (509) 11,869
402 (231) (483) 15 352 (55)
RBWM CMB GB&M GPB
2014 12 31
105,929 68,225 75,044 7,811 243 257,252
21 18 30 69
153,325 74,996 608,140 15,905 14,811 (69,888) 797,289
129,481 87,148 116,558 12,778 182 346,507
143,616 67,141 593,122 15,107 11,493 (69,888) 760,591
2013 12 31
107,287 63,819 93,600 8,515 501 273,722
20 18 29 67
148,065 81,509 631,114 16,174 22,335 (87,503) 811,695
124,183 81,133 127,114 13,311 617 346,358
152,599 108,662 555,911 16,108 15,308 (69,812) 778,776
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10 6
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49,996 56,414 25,150 28,821
44,242 36,007 41,899 34,422
15,640 16,067 13,039 16,568
19,596 22,986 17,515 20,833
130,127 134,097 97,757 101,287
11,278 2013

12,062 1,857 2013 2,382

7,228 2013 6,456

2013
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83,749 44,225 2,153 130,127
6,618 276 5 6,899
1,949 184,173 1,614 187,736
56,996 17,652 1,546 76,194
22,669 58,638 1,293 82,600
1,107 21,440 5 22,552
1,935 185,122 1,221 188,278
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83,241 49,294 1,562 134,097
10,818 5,843 16,661
323 135,844 1,072 137,239
55,737 17,640 1,653 75,030
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4,078 29,958 34,036
1,236 134,819 1,297 137,352
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9 9
1,900 156,711 1,621 160,232
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11,433 46,370 1,236 59,039
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1,920 158,145 1,377 161,442
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47,843 51,881 1,563 101,287
3,983 3,983
283 111,257 1,083 112,623
33,724 8,607 2,717 45,048
18,346 42,778 1,290 62,414
22,006 22,006
1,214 112,129 1,367 114,710
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1,641 11,024 18,989
2013 12 31
46 14,151 1 21,848
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642 56
1,011 264
1,361
1,072 1,297
1,242
2013 12 31 1,653 1,562 1,072 1,361 1,297
415 68
1,946 275
7 1,236
1,621 1,317
1,782
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457 56
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1,290
1,083 1,367
1,242
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104 () O) ©))
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- 38 () ® @)
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(259) (209)
9) (16) 15 (385) (90)
(1,023) (58) (281) (202) (233)

491 721 74 27 56
2014 12 31 1,546 2,153 5 1,614 1,293 5 1,221
2014 12 31
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) 5 612 (108) 118
i )
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259 (209) (220) (88)
(39)
107
107
294 89
683
1) (110) ©
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25 (65) 1 13
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(93) 139 5 (264) 68
139 5 (264) 68
93)
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(©)]
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132 140 (76) (264) 21
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@
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1
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691 28 n/a n/a n/a n/a
1,209
cLosepot
600 101 55 85
ABS

609 96 25 53

1,265
601 10% 66% 16% 43%
38% 88% 44% 79%
362 6% 8% 6% 8%
182 3% 70% 3% 70%

120

1,614 1,221
- 288 655 -DCF 0% 50% 6% 18%
667 123 8% 59% 17% 38%

- 309 84
64 29 0% 70% % 26%
87 112 10% 66% 14% 38%

266/466



EDINETOOOO
00000000000 DO00D0O000O0O(E22630)

Ogoooood
: | w|| w
- 67 30
1,804 5
- 1,001 5 -DCF 1% 3% 1% 3%
- 803
5,318 2,519
2013 12 31
698 n/a n/a n/a n/a
1,275
cLosepot
601 102 46 95
ABS 674 99 30 82
1,361
649 % 67% 13% 39%
54% 54% 54% 54%
311 18% 22% 19% 21%
229 0% 28% 0% 28%
172
1,072 1,297
- 166 681 -DCF 0% 22% 2% 20%
384 111 4% 78% 13% 40%
- 99 77
89 109 0% 28% 5% 13%
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2014 12 31
25,262 24,061 1,201 25,262
257,252 2,130 257,384 259,514
41,945 39,055 2,890 41,945
27,590 27,590 27,590
346,507 345,721 824 346,545
23,353 23,353 23,353
27,921 27,691 234 27,925
8,858 8,695 8,695
2013 12 31
23,013 20,209 2,804 23,013
273,722 2,388 269,777 272,165
61,525 60,838 684 61,522
28,769 28,769 28,769
346,358 346,398 346,398
65,573 65,573 65,573
32,895 32,499 430 32,929
10,785 10,487 10,487

272/466



EDINETOOOO

OO000DO00oDOo00DOo0ooOodn(E22630)

ooOooood
2014 12 31
18,776 18,536 240 18,776
201,671 1,513 202,632 204,145
36,391 36,391 36,391
31,383 31,383 31,383
282,687 282,687 282,687
18,293 18,293 18,293
14,950 14,950 14,950
7,854 7,654 7,654
2013 12 31
16,332 15,881 451 16,332
217,567 1,732 214,439 216,171
47,847 47,163 684 47,847
32,456 32,456 32,456
280,940 280,940 280,940
51,198 51,198 51,198
19,576 19,576 19,576
9,903 9,575 9,575

12
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oOoOooodn
2014 2013 2014 2013
6,899 16,661 9 3,983
3
987 6,903 9 3,983
5,855 9,714
6,845 16,617 9 3,983
54 44
12 31 6,899 16,661 9 3,983
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30

HSBC

Q)
)

HSBC
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OooooOodd
HSBC
80 125
43,265 378 43,643 (44,754) (53) (44,807)
275,371 1,037 276,408 (271,602) (2.068) (273,670)
7,379 7,379 (8.916) (8.916)

4,650 4,650 (5.214) (5.214)
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1,826 1,826 (1,841) (1,841)

332,491 1,415 333,906 (332,327) @.121) (334,448)

(146,170) 146,170

2014 12 31 187,736 (188,278)
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
2013 12 31 137,239 (137,352)
43,315 336 43,651 (44,865) (43) (44,908)

192,861 680 193,541 (189,841) (1,402) (191,243)

6,869 6,869 (8.545) (8.545)

4,650 4,650 (5,209) (5,209)

1,843 1,843 (1,859) (1,859)

249,538 1,016 250,554 (250,319) (1,445) (251,764)

(90,322) 90,322

2014 12 31 160,232 (161,442)
33,260 192 33,452 (33,965) (159) (34,124)

163,636 746 164,382 (162,402) (1,123) (163,525)

10,137 10,137 (12,578) (12,578)

3,713 3,713 (3,579) (3,579)

880 880 (845) (845)

211,626 938 212,564 (213,369) (1,282) (214,651)

(99,941) 99,941

2013 12 31 112,623 (114,710)
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2014 2013 2014 2013
2,520,473 2,343,902 2,539,975 2,375,578
11,609,407 13,612,533 9,024,790 9,581,060
362,678 336,980 358,081 330,845
269,376 263,524 269,366 263,531
40,030 34,233 40,173 35,414

12 31 14,801,964 16,591,172 12,232,385 12,586,428

280/466
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Ogoooood
2014 2013 2014 2013

85 90 81 86

76 113 76 111
(56) (55) (56) (54)

® (25) ®) (25)
(45) (38) 45 @GN

7 7
59 85 56 81
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2014 2013
6,386 72 7,491 137
82,077 29,722 94,586 30,122
88,463 29,794 102,077 30,259
2014 2013
5,782 7,071
44,977 23,363 45,070 23,031
50,759 23,363 52,141 23,031
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OooooOodd
2014 2013
@ 3
196 (1,841) 453 (1,250)
196 (1,842) 456 (1,250)
2014 2013
272 (1,321) 493 (995)
272 (1,321) 493 (995)
2014 2013 2014 2013
(1,013) 472 (673) 514
1,033 (439) 687 (480)
20 33 14 34
2014 2013
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2014 12 31

2014 12 31

2013 12 31

EDINETOOOO

00000000000 DO00D0O000O0O(E22630)

ooooood
378 (52) 242 (159)
841 27 544 (559)
1,219 79) 786 (718)
2014 2013
336 (43) 192 (159)
408 [G1)) 253 (128)
744 (124) 445 (287)
59,995 54,091 33,947 251
(17,824) (13,609) (10, 388) (3,380)
42,171 40,482 23,559 (3.129)
44,485 44,458 30,842 a1
(5,315) (5,226) (4,741) (1,235)
39,170 39,232 26,101 1,194)
64,230 56,681 38,577 909
(19,893) (12,262) (10,481) (4,807)
44,337 44,419 28,096 (3,898)
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2013
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OoOooOodnd
43,498 42,862 34,489
(6,343) (6,223) (4,539) (322)
37,155 36,639 29,950 (322)
2014 12 31
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2014
2014 2013 2014 2013
22,477 30,215 20,713 25,234
19,468 31,310 15,678 22,613
12 31 41,945 61,525 36,391 47,847
9,793 21,914 6,302 20,057
13,560 43,659 11,991 31,141
12 31 23,353 65,573 18,293 51,198
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)
() HSBC
@
2014 2013 2014 2013
14,831 11,435 13,552 8,583
61,363 63,595 34,886 36,465
12 31 76,194 75,030 48,438 45,048
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2014 2013 2014 2013
2,849 2,196 2,081 1,927
72,336 71,828 45,920 42,667
1,009 1,006 437 454
12 31 76,194 75,030 48,438 45,048
6,172

2013 2,936 4,131 2013 865
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18
HSBC
2014 12 31
31,030 31,550
6,992 5,872
389 564 533 533
3,590 7 3 7 3 4
2013 12 31
60,288 60,657
4,989 4,945
581 674 624 624
5,021 9 5 9 5 4
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2014 12 31
16,073 16,674
6,963 5,863
389 564 533 533
3,590 7 3 7 3 4
2013 12 31
34,869 35,676
4,945 4,945
581 674 624 624
5,021 9 5 9 5 4
12 31
/ /
SPE
2014 12 31 98 98 98 43
2013 12 31 184 186 184 6 5 41
HSBC SPE SPE

12

31 12 31
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ooooodn
2014 2013 2014 2013
160 1,331

9,608 8,309 6,240 5,244
35,972 44,293 15,061 19,022
53,978 90,675 27,694 51,181
7,051 5,070 6,963 4,945
3,264 72 3,247

12 31 110,033 149,750 59,205 80,392

107,775 2013 108,471 2014 76,602
2013 63,862
66,080 2013 79,844 2014 40,468

2013 36,445

19

( HFS ) HFS
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IFRS
IFRS

IFRS

IFRS

11

HSBC
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2014 2013 2014 2013
2,353 2,584 1,184 1,185
4,378 33 15 20
2,736 928 2,733 880
189 492
591 703 364 343
3,059 1,234 3,059 1,234
5,399 4,465 4,741 3,315
1,614 2,004 812 1,224
12 31 20,319 12,443 12,908 8,201
2014 2013 2014 2013
- 25 32 15 20
- 4,353
- 1
4,378 33 15 20

12
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OooooOodd
2013 2013

4,400 4,937 2,930 3,452

(2,786) (2,933) (2,118) (2,228)

1,614 2,004 812 1,224
411 322 260 227
(148) (189) (100) (161)
913 1,044 390 588
661 794 132 339
101 93 105 95
151 157 153 154
344 271
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« 22
2014 12 31 133 15.91 2013
15.91 2014 12 31 61
2013 59
2014 2013
29 100
15 52
21 38
2
UK UK
2014 12 31

2013 12 31 10 50
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2014 2013
90 103
18 17
90 103
10 10
48 48
“n (48)

2006 409
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21
2014 2013 2014 2013
6,140 6,526 342 298
PVIF 456 700
698 708 606 593
12 31 7,294 7,934 948 891
( CoU )
Cou
Cou
oell
Cou
CoU oell
oell

CGU

CGU
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CGU
CGU
2014
2014 12 31
12 31

(2013
cou
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CGU
CGU
) 2014
CGU
2014 2013

6,526 6,399
(5) 14
(381) 113

6,140 6,526
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2014 2013
298 298
49
®)
12 31 342 298
2014 2013
2014
oell
oell
GDP
el
oell
CcGu ol
oell
CcGu 2014 12 31
oell
2014

2014

4,409 11% 4.2%

299/466



EDINETOOOO
OO000DO00oDOo00DOo0ooOodn(E22630)

oOoOooodn

1,260 9% 4.2%

CGU 5,669

2013

4,682 10% 3.9%
1,338 8% 4.0%

CGU 6,020

2014 630 2013 668
CGU
CGU GDP
2014 2013 CGU
oely
CAPM CAPM
CAPM

2014
2013
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PVIF-

1 2014
2013

PVIF
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OoOoOoOoOodno
2014 2013
700 705
55 65
(192) (76)
an
(30) 6
456 700
PVIF
PVIF
2014
1 UK UK
1.21 1.65 2.38 2.45
1.73 2.15 4.69 2.95
2.00 4.67 2.00 3.39
PVIF 1.73 38
4.69 3.08 41
PVIF
PVIF
PVIF
2014 2013




100
100
100
2014
/ 10
/ 10
10
10
10

10

PVIF

2014 12 31

302/466
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ooooood

84 2

(298) (GXD)
PVIF
2013

PVIF
2014 2013

@an (20)

18 20

(29) (34)

31 38

(€1)) (30)

31 30
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2014

2014 12 31

2014

2014 12 31
2014 12 31

2013

2013 12 31

2013

2013 12 31

EDINETOOOO
00000000000 DO00D0O000O0O(E22630)

Ogoooood
1,367 170 220 15 1,772
184 a7 1 232
@D Q) ®
@D €))
®) ¢K)) (18)
() 6 2
1,540 203 220 16 1,979
(765) 1370 (151) (€)) (1,064)
(178) (18) 12) (€)) (209)
@ @
6 6
1 1
3 11 14
4 33) 2 @1
(935) arn) (163) 12) (1,281)
605 32 57 4 698
1,298 161 220 17 1,696
184 14 1 199
@ @ @ [0
13) 13)
3 3 ®) 3
(104) (6) 1 (109)
1,367 170 220 15 1,772
(697) (124) (139) (14) (974)
@am an 11 (205)
®) 6)
1 1
13 13
(©)) @ 3 )
104 6 ) 109
(765) (137) (151) 11) (1,064)
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2013 1231 602 33 69 4 708
12014 12 31 2013
2
2014 1,269 30 1,299
1 177 5 182
2 2
2014 12 31 1,446 37 1,483
2014 (700) (6) (706)
2 (165) ®) (170)
1 @ @
2014 12 31 (864) (13) (G100
2014 12 31 582 24 606
2013 1,103 24 1,127
1 178 6 184
(12) 12)
2013 12 31 1,269 30 1,299
2013 (544) @ (546)
2 (162) (O (166)
2 (6) ®
12 12
2013 12 31 (700) ®) (706)
2013 12 31 569 24 593
12014 12 31 2013
2
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22

@ 36

99.99

UK 100.00

100.00

100.00

70.03 0.30

UK 100.00

K 100.00

UK 100.00 10

ClL 100.00
80.65

UK 100.00

100.00
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50 SPE
SPE
1.3
0.9
2.5
7.0
5.7
0.5
12 31
2006 409
2014
112 2014 11 28
23
HSBC
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2014 2013 2014 2013
1 29,444 29,006 24,518 24,795
1 14,127 17,361 10,335 12,971
14,390 13,540 10,801 10,818
24,639 31,935 13,385 13,830

12 31 82,600 91,842 59,039 62,414
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26
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OoOoOoOoOodno
14
2014 2013 2014 2013
86 4,145 3,972
1,017 5,300
18,593 21,823 13,271 15,253
2,52 2,445 2,856 2,781
330 323
22,552 34,036 16,127 22,006

309/466



2014 12 31

2014 12 31

2013

2013

823
247

699
151
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1,496
2014 12 31
2013 276
1,082
2014 12 31
2013 223
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25
2014 2013 2014 2013
4,356

2,531 2,990 1,518 1,724

455 550

88
582 697 364 343
HSBC 191 217 148 164
333 318 133 144
3,969 4,298 3,126 3,320

12 31 12,417 9,158 5,289 5,695
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12 31

12 31
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Ogoooood
2014

836 (448) 388
(140) 80 (60)
223 (k) 106
(338) 328 (10)
(49) 15 34
532 (142) 390
15,987 15,987
(1,407) (1,407)
1,933 1,933
(430) (430)
16,083 16,083
2,405 “3) 2,362
(247) 3 (244)
284 () 277
(1,521) (1,521)
a a
907 (C)) 860

17,522 (189) 17,333

313/466
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OoOoOoOoOodno
2013
1
825 (462) 363
(141) 76 (65)
189 (83) 106
€Y 21 (16)
12 31 836 (448) 388
15,078 15,078
(1,473) (1,473)
2,350 2,350
2 32 32
12 31 15,987 15,987
2,010 (34 1,976
197 3 (194)
585 13) 572
3 7 1 8
12 31 2,405 (43) 2,362
19,228 (491) 18,737

314/466
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OooooOodd
2014 2013 2014 2013
1,707 1,641 1,271 1,250
1,631 1,165 1,457 726
(1,523) (1,079) (1,347) (746)
(102) (125) @nN (61)
2 104 99
®) 1 1 3
1,707 1,707 1,345 1,271
2013
1,041 2013 1,310
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PPI
704 2013 572 585
2013 493
583
2018 2013 12 31 2015
2011 2014 12 31
2,578 2,399 1,936 1,841
2000 PPI 5.4 2014
2.6 3.4
2014 12 31 36
1.9 42 2.3
2014 12 31
2014 12 31
1 1,215 344
448 291
51% 51%
2 77% 71%
1,586 1,892

1 PPI
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( ) 2014 12 31

(

(

(

2015

)
102

)

)

79

2013

136

31

96

2013

100,000

2014

55

243

67

/

200

CCA

CCA
0.6

2013

317/466
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135 /
/
2013 469
2015 28 FCA
175
2013
80
24
2014 12 31
379
75 71 2013
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28
2014 2013 2014 2013

8,858 10,785 7,854 9,903

6,677 8,502 7,854 9,903

2,181 2,283

2,856 2,768 2,856 2,781

2,526 2,445 2,856 2,781

330 323
11,714 13,553 10,710 12,684
2014 2013
1,000 2017 779 833
500 4.75 514 524
2020 !
500 377 396
2020
1,450 2021 930 877
450 2021 289 272
275 2021 176 166
350 ooz 2 388 384
300 6.5 2023 299 299
650 2023 507 542
300 7.65 2025 256 230
260 2029 203
350 308 364
5.375
2030 °

500 5.375 2033 581 535
900 7.75 2040 701 750

318/466
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225 6.25 2041 224 224
600 4.75 2046 593 503
700 5 g ° 700 700
300 5 g5y O 330 323
750 481 454
500 321 302
300 192 181
2,862 1,836 1,732
1,000 2020 © 605
250 —_ 208
350 B 350
390 6.9 2033 ° 390
977 o010 © 591
100 639 728
11,714 13,553
1 2015 LIBOR 0.82
2 2018 1.80
3 2025 11 LIBOR 1.50
4 2031 11 LIBOR 1.76
5 2020 LIBOR 1.85
6 2014 12 HSBC
Tier 1 ATI 32
1 5 PRA

PRA

7.75

319/466
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oOoOooodn
12
2014 12 31
18,890 6,217 1,062 1,352 109 27,630
301,426 33,179 9,262 2,710 98 346,675
110 19,492 3,781 23,383
82,600 82,600
218 1,257 3,419 10,204 8,651 23,749
186,160 183 683 2,248 268 189,542
3 13,753 9,542 5,203 852 29,353
203 45 32 1,040 8,530 9,850
4,454 1,782 875 200 482 7,793
594,064 75,908 28,656 22,957 18,990 740,575
134,306 707 380 124 5 135,522
3,392 1,827 3,754 2,176 2,303 13,452
2014 12 31 731,762 78,442 32,790 25,257 21,298 889,549
2013 12 31
19,193 3,365 874 512 277 24,221
303,886 32,870 10,290 4,059 85 351,190
11,841 44,695 9,084 65,620
91,842 91,842
6,825 493 1,477 15,692 14,063 38,550
135,490 204 912 2,529 571 139,706
2,364 13,682 12,392 5,695 714 34,847
33 62 144 783 12,734 13,756
1,730 5,494 922 194 680 9,020
573,204 100,865 36,095 29,464 29,124 768,752
121,324 792 408 459 34 123,017
3,328 1,066 3,591 1,842 2,019 11,846
2013 12 31 697,856 102,723 40,094 31,765 31,177 903,615
12
2014 12 31
20,529 7.661 897 386 3,155 32,628
254,978 18,258 7,850 2,353 1 283,440
15,667 2,657 18,324

59,039 59,039

321/466
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2013 12 31
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1,242 3,178 7,660 5,092 17,172
160,185 183 683 1,602 268 162,921
4,195 7,461 2,768 842 15,266
44 25 1,562 7,149 8,780
3,970 576 313 6 4 4,869
498,701 47,826 23,064 16,337 16,511 602,439
96,504 112 118 46 5 96,785
473 2,575 3,531 2,130 2,259 10,968
595,678 50,513 26,713 18,513 18,775 710,192
17,962 5,948 833 544 4,449 29,736
255,257 19,124 5,844 4,332 1 284,558
7,852 42,181 1,193 51,226
62,414 62,414
493 1,460 12,761 10,100 24,814
113,683 203 912 1,717 571 117,086
4,391 10,543 4,244 713 19,891
44 23 1,108 9,668 10,843
827 4,149 148 5,124
457,995 76,533 20,956 24,706 25,502 605,692
79,605 111 259 409 33 80,417
462 1,637 3,307 1,907 2,053 9,366
538,062 78,281 24,522 27,022 27,588 695,475
2014 12 31

202 6,697 6,899

21,359 3,903 25,262

98,613 158,639 257,252

41,669 276 41,945

9,181 67,013 76,194

5,772 72 5,844

176,796 236,600 413,396

26,191 1,399 27,590

343,724 2,783 346,507

23,353 23,353

3,449 19,103 22,552

22,106 5,815 27,921

322/466



2014 12 31

EDINETOOOO
OO000DO00oDOo00DOo0ooOodn(E22630)

OooooOodd
8,836 370 9,206
4 8,854 8,858
427,663 38,324 465,987
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2013 12 31
734 15,927 16,661
19,531 3,482 23,013
116,400 157,322 273,722
60,811 714 61,525
10,484 64,546 75,030
4,899 128 5,027
2013 12 31 212,859 242,119 454,978
27,998 771 28,769
342,317 4,041 346,358
65,573 65,573
4,045 29,991 34,036
26,394 6,501 32,895
4,629 782 5,411
80 10,705 10,785
2013 12 31 471,036 52,791 523,827
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2014 12 31

9 9
16,464 2,312 18,776
77,945 123,726 201,671
36,391 36,391
14,239 34,199 48,438
5,093 12 5,105
2014 12 31 150,141 160,249 310,390
27,843 3,540 31,383
280,361 2,326 282,687
18,293 18,293
3,195 12,932 16,127
11,578 3,372 14,950
3,479 11 3,490
7,854 7,854

2014 12 31 344,749 30,035 374,784
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2013 12 31
2 3,981 3,983
14,501 1,831 16,332
97,990 119,577 217,567
47,847 47,847
6,571 38,477 45,048
3,637 20 3,657
2013 12 31 170,548 163,886 334,434
27,479 4,977 32,456
276,683 4,257 280,940
51,198 51,198
1,858 20,148 22,006
14,885 4,691 19,576
3,587 75 3,662
9,903 9,903
2013 12 31 375,690 44,051 419,741
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/
1
2 333,906 (146,170) 187,736 (150,460) (23.672) 13,604
88,338 (40,812) 47,526 (47,368) (158)
5,831 (250) 5,581 (5,581)
82,507 (40,562) 41,945 (41,787) (158)
61,912 (22,182) 39,730 (35,920) 3,810
2014 12 31 484,156 (209,164) 274,992 (233,748) (23,830) 17,414
2 334,448 (146,170) 188,278 (151,340) (23,581) 13,357
78,121 (40,812) 37,309 (37,244) (65)
14,206 (250) 13,956 (13,956)
63,915 (40,562) 23,353 (23,288) (65)
66,217 (22,182) 44,035 (35,920) 8,115
2014 12 31 478,786 (209,164) 269,622 (224,504) (23,646) 21,472
2 293,359 (156,120) 137,239 (96,018) (16,913) 24,308
115,261 (41,888) 73,373 (73,337) (33) 3
23,082 (11,234) 11,848 (11,848)
92,179 (30, 654) 61,525 (61,489) (33) 3
111,695 (54,236) 57,459 (54,076) 3,383

2013 12 31 520,315 (252,244) 268,071 (223,431) (16,946) 27,694
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2
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293,472 (156, 120) 137,352 (96,462) (14,610) 26,280
123,823 (41,888) 81,935 (81,886) (49)
27,596 (11,234) 16,362 (16,362)
96,227 (30, 654) 65,573 (65,524) (49)
115,739 (54,236) 61,503 (54,076) 7,427
533,034 (252,244) 280,790 (232,424) (14,659) 33,707
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2014 2013

10,036 10,126

792 442

876 927

104 185

150 438 426

12,246 12,106

2014 796,969,108 797
2

2014 12 31 796,969,110 797

2013 796,969,107 797
1

2013 12 31 796,969,108 797
2014 12 31 1

2013 12 31 1
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100
0.01
2014 12 31 35,000,000 172
2013 12 31 35,000,000 172
Tier 1
2014 2013
1,096 2014 Tier 1
2019 12 1,09
1,100 2014 Tier 1
2024 12 1,100
12 31 2,196
2014 CRD Tier 1
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7.00

331/466



EDINETOOOO
00000000000 DO00D0O000O0O(E22630)

33

OooooOodd

2014 2013 2014 2013
532 542 412 410
162 147 128 119
833 971 498 800
1,529 1,055 1,420 665
(203) 36 1)) 7
123 (170) 79 (191)
(58) 103 (8) 198
2,918 2,684 2,527 2,008

2014 2013 2014 2013

214 23 1

(5,335) (9,234) (960) 9,177)
(5.249) (3,482) (4,636) (14,759)
15,543 (8,042) 15,381 31
11,180 (30,837) 8,159 (28,850)
9,762 (1,179) 3,974 397
(7.,084) (255) (3.715) 136
19,031 (53,006) 18,204 (52,222)
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2014 2013 2014 2013
(459) (288) (206) (51)
(1,156) 26,372 (1,072) 38,978
756 89,342 1,642 77,827
(42,220) (47,009) (32,905) (40,193)
(4,974) (7,670) (4,626) (5,394)
(11,484) 1,118 (5.879) (1,507)
577 (830) (515) (2,165)
(58,960) 61,035 (43,561) 67,495

2014 2013 2014 2013
42,853 67,584 41,424 60,996
973 1,948 630 1,374
15,558 18,529 12,089 14,398
12,299 20,699 7,816 11,114
484 969 319 557
(667) (960) (336) (422)
1 71,500 108,769 61,942 88,017

2013 4,065
2013 3,543
2,638 2013 3,900
9,604 2013 10,767

451 2013 454
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2014 2013 2014 2013
17,012 15,529 13,459 11,606
71 40 70 39
17,083 15,569 13,529 11,645
3,073 2,814 1,814 1,475
335 18
132,114 120,185 94,971 78,942
135,522 123,017 96,785 80,417
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16

FSCS
FSCS
2014 15 399

FSCS

FSCS

2015

2016
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2014 12 31

2015
347
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2014 12 31 2013 12 31

8,853 1,048 7,944 875

3,467 84 2,929 98

3,249 382 3,427 296
15,569 1,514 14,300 1,269
2014 12 31 2013 12 31

6,925 2,056 6,231 1,804

1,911 76 1,139 192

2,053 508 1,912 367
10,889 2,640 9,282 2,363

1AS 39
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2014 12 31
2013 14
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2014 12 31

2014 12 31
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2014 2013
8 ®)
39 (39)
97 ) 88
144 (56) 88

2013

144
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211 164
598 588
786 892
1,595 1,644
2014 174
2013 186
HSBC
2014 2013
1,312 (138) 1,174 1,147 @17 1,030
3,350 (395) 2,955 2,883 (366) 2,517
1,583 (265) 1,318 1,641 (342) 1,299
6,245 (798) 5,447 5,671 (825) 4,846
2014 12 31 102 2013 124
2013
2014 27 2013 26
2014 2013
11 12
17 25

28 37
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2014 12 31

2013 12 31

2013

SV

5.4
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()]
17,474 1,099 2,392 20,965
23,324 1,253 5,826 30,403
sSIC
sSIC
ABS 2014 12 31 5.1
ABS 58
ABS SIC
2008
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CP
CP
HSBC 6.1 2013 6.7
2014 12 31 2.5
2014 12 31
1.3
0.9 2013
— SIC
1.9 2013 3.8
2014 12 31
2013 3.8

22
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2014 12 31
CP
2013 4.5
1.2 2013
2013 10
0.2
2014 12 31
9.9
35 2013
2013
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2014 12 31

10,582 1,132,196 13,156 1,155,934

27 85 1,057 1,169

878 3,453 4,331

797 797

84 35 119

55 171 226

40 416 94 550

1 1

1,001 4,038 2,154 7,193

26 26

26 26

1,001 4,038 2,154 7,193

1 3 42 159 204
2013 12 31

13,674 1,005,343 10,036 1,029,053

44 149 985 1,178

1,151 3,055 3,972 8,178

23 714 737

60 253 313

74 302 80 456

54 25 79

1,383 3,554 6,004 10,941
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78 78
1,383 3,554 6,004 10,941
2 14 358 374
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27
2014 12 31
L
L 2008 12
HSBC
2008 11 30
8.4 HSBC
HSBC
HSBC
/
HSBC
HSBC
HSBC
HSBC
HSBC
HSBC HSBC
HSBC
2015

BVI
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2013
2014 12
SPV
2015 SPV
BvVI
2009 10
BVI
HSBC
2014
BVI
2009
HSBC
2015
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BVI
HSBC
2014 12
2015
2008 12
HSBC
SPV
HSBC HSBC
HSBC
BVI
2014 10
BVI
2015
HSBC
HSBC
HSBC HSBC
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HSBC HSSL

2016

2009 4 SPC 2013 HSSL

2013

2013 2015

2009 10 HSSL

2010 SICAV 2009
HSSL

HSSL 2015

2014 12 SPC HSSL
2008 11
2015

HSSL

2013 11
HSBC HTIE

HSBC

2013 2013 12
AA
HITE
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0000000
2014 12 HTIE HSBC
SPV
HSBC
2010 10
0cC HSBC
HNAH FRB
HSBC
BSA AML
2012 12 HSBC HSBC HNAH
BSA AML
HSBC
DoJ
US DPA usS
DPA DANY DPA
HSBC HNAH FRB
FinCEN 0CC
HSBC OFAC OFAC
FCA AML
HSBC
1.9 2013
US DPA DOJ FCA FRB
FCA 166 HSBC
AML HSBC
HSBC DANY DPA
2014 12 HSBC
US DPA
DOJ HSBC

US DPA DOJ US DPA HSBC
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AML/

2014 11

2013 12

BSA

20

EU
LIBOR

04

HSBC

2011 11

2014

5

EURIBOR

HSBC

HSBC
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0cc
0cc
0cc
AML/BSA
HSBC
HSBC
HSBC
2015
HSBC
HSBC
HSBC
EURIBOR

HSBC 2014 11



HSBC

CEA

2013

LIBOR

2014

2015

HSBC

LIBOR

HSBC

2013 11 HSBC

2014 10
2015
2014 10

I SDATiX

LIBOR

LIBOR

HSBC

CEA

2014 12

EDINETOOOO
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2013

oOoOooodn
LIBOR
CEA
2015
2014
HSBC HSBC
CEA
2014 10
2014 11 2014 11
TIBOR
HSBC TIBOR
TIBOR
2013
CEA
EURIBOR
EURIBOR CEA
2014
usD
ISDAFiX
2014 10
2015
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HSBC HSBC
EU
HSBC
2014 11 FCA CFTC HSBC
FCA 216 CFTC 176
2014 12 31 HSBC
353
2013 2014 HSBC HNAH
2014
WM
2015
HSBC HSBC
2014 HSBC
HSI
2004
2014 12
HSBC 2015
2014 7 HSBC HNAH
HSBC

2007
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2014 11

2006

2013 10

2014

DoJ H

HS

2009

HSBC

HSBC

2015

PGM

SBC

BC

HSBC

1SDA

2014

HSBC

HSBC
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CEA
2015 1 HSBC 2015
2007
CEA
PGM
DoJ
2015 CFTC
HSBC
2013 HSBC
2014
HSBC
HSBC
2014
2014
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HSBC

HSBC

El4  HQ

@)

HSBC

2013
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HSBC
HSBC
HSBC
2014
2014 2013
3,937 3,284
49 159
808 341
4,223 1,709

9,017 5,493

355/466



EDINETOOOO
00000000000 DO00D0O000O0O(E22630)

OoOoOoOoOodno
2014 12 31 2013 12 31
HSBC 28,288 224,916
HSBC 17,817,226 14,999,933
HSBC
1AS 24
2014 2013
12 31 12 31
1 1 1 1
2
149,645 137,396 109,567 89,354
1,587 589 662 269
4,911
HSBC
2006
1AS 24 2006 413
HSBC
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2006

413
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2014 12 31 2013 12 31
12,975 3,493
61 57
2013
2014 2013
12 31 12 31
1 1 1 1
132 132 182 182
4 4
2014 2013
12 31 12 31
1 1 1 1
132 132 182 182
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HSBC HSBC
HSBC
2014 2013
12 31 12 31

1 1 1 1
1,824 1,319 1,982 1,574
23 23 23 22
3,966 513 4,580 3,582
99 94 103 100

2
10,993 8,689 10,033 10,033
6,025 4,035 5,827 5,827
2014 2013
47 71
189 177
1 1
1 1
1 10
66 20
37 76
HSBC
2014 2013
12 31 12 31
1 1 1 1

8,093 1,489 9,765 1,801
19,767 19,767 21,175 15,698
25 21 62 18
12,106 12,106 10,542 9,301

5,624 4,643 4,161 3,969
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246 77 270 114
12,954 7,269 20,165 7,163
11,124 9,040 15,225 9,230
8,574 1,453 9,017 6,878
19,289 19,289 19,664 15,745
1,818 1,694 2,220 1,826
1,791 1,102 2,016 889
2014 2013
31 24
114 137
95 102
220 296
38 82
123 70
317 273
HSBC HSBC
2014 2013
12 31 12 31
1 1 1 1
10,462 3,659 27,817 7,677
15,114 14,836 18,734 12,971
11,223 8,568 14,010 11,928
11,610 10,830 18,880 11,495
8,878 7,866 9,069 8,895
6,179 1,458 21,397 2,928
15,320 11,359 16,573 11,877
3,524 3,224 3,573 3,573
14,907 14,907 16,476 12,415
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2,276 2,181 2,928 2,283
1,177 1,177 1,795 957
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HSBC
2014 2013
12 31 12 31
1 1 1 1
1,691 954 1,884 1,220
3,965 511 4,579 3,581
2
10,961 8,669 10,011 10,011
5,756 3.562 5,567 5,567
2010 12 SIC HSBC
SIC
SIC 200
22 2012 12
17
HSBC
HSBC
2014 2013
12 31 12 31
1 1 1 1

7,940 1,390 9,594 1,734

33,412 33,412 37,701 27,618

8,229 8,126 6,533 5,897

4,941 4,203 3,943 3,787

12,848 7,129 19,997 7,117

8,808 8,118 8,624 6,219

8,355 1,339 8,893 6,755

35,806 35,806 36,465 30,027

297

1,683 988 1,877 752
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2014 12 31

2013
121 2013 347

UK
2014 12 31
15,177 2013 26,144 597
2013 1,710

1,268 2013 2,348

2014 12 31 2014 315
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HEEC BAMK FLC

Financial Statements

Consolidated income statement for the year ended 31 December 2014

014 213

Total Tortal

Em £m

Irvberest incoms 2,438 10,008
Inberest expense [2.808) (2.047)
Mot interest income E529 84981
Fee incomss 4,568 471
Foe mpense [1.302) (1.327)
Met fes income: 3,266 3336
Trading income exchuding net interest income 1,142 1,654
Met interest income on trading achhities 467 [
Met trading income 1,609 23n
Met income from finandal instruments designated at fair valus m Sl
Gains less bosses from financial investments 321 100
Divdend income 20 18
Mt insurance premium incomas 2 1873 2022
Ortiher operating income 163 158
Total operating income 14,202 15,868
Met insurance claims, benefits paid and mo ¢ in labilties to policyhold 2 (2316} (3 028)
Met operating income before loan impakment charges and other credit risk provisions 11,886 12 840
Loan impakrment charges and other oredit risk provisions 4 [449) [&71)
Mt operating income: 4 11,437 11 865
Employes compensation and benefits 5 (4,184 [3.838)
General and admintstrative expenses (#811) [4,155)
Degpredation and impairment of property, plant and equipment [321) [331)
Amartisztion and impakment of intangible assets [211) [211)
Total aperating expenses 18.487) [4.595)
Dperating prafit 1,950 3294
Share of profit in associates and joint venturnes 3 -
Profit before tax 1,953 3394
Tax sxpense # [s64) [754)
Profit for the year 1,389 2,540
Frofit attributable to shareholders of the parent compamy 1,354 1495
Profit attributable fo non-controlling interests 35 45

The accormipanying notes on pages 113 to 195 and the audited sections of the ‘Report of the Directors: Risk’ on pages 31 to 83 and the
“Report of the Directors: Capital Management’ on pages 84 to 93 form an intesgral part of these financial statements.
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HEEC BANK FLC

Financial Statements (confinued)

Consolidated statement of comprehensive income for the year ended 31 December 2014

2004 23
Total Total
Em £m
Brofit for the year 1389 2540
Orther comprehensive income
tems that will be redassified subsequently to profit or less when spedfic conditions are met
Avallable-for-sale investrments
= fair valse gain 1033 420
~ fair valis {gains)floszes transferred to the income statement on disposal [407) ni
— amcunds transfermed to the Income statement in respect of impairment |osses 36 115
= inComs tawes [218) 2
Cash flow hedges
= fair valuse gains &38 48
= fairwalise {gains) transferred to the incoms: statement [575) [423)
= incomes taees |7a) 105
Exchange differences and other (820§ £+
Itesms thait will not be redassified subsequestly to profit or loss
Actuarial gabns/(kosses) on defined benefit plans
- bafore income taves 1638 [a53)
= incomes taxes [322) 251
Ortiher comprehensive income for the year, net of tax 1,139 [178)
Total comprehensive incomes for the year 2518 1365
Total comprehensive income for the year attributable to:
= shareholders of the parent company 2504 2318
= non-controlling interests 14 Ll
2518 2 3B5

The sccomipanying notes on pages 113 to 195 and the sudited sections of the ‘Report of the Directors: Risk’ on pages 31 to 83 and the
“Report of the Directors: Capital Management' on pages 84 to 93 form an integral part of these finandal staternents.
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HEEC BANK FLC

Financial Statements (confinued)

Consolidated statement of financial position at 31 December 2014

Finil ) i3

Mofes Em £m
Assats
Cash and balances at central banks 42,853 BTS84
Eems in the course of collection from other banks 573 1,948
Trading assets 11 130,037 134,087
Financial azsets designated at fair valus 14 [ -] 18,881
Derivatives 15 187,736 137,259
Loans and advanoes to banks Fa 215,262 23013
Loans and advances to customers Fl 257,353 2¥3 7
Bewverse repurchase agresments — non-trading b3 41,945 B1,52E
Financial imvestments 17 76154 15,030
Prepayments, accrued income and other assets 19 20,319 121 443
Current tax assets 190 pali]
Invberests in assootates amd joing vebures v & (7
Goodwill and intangible assets Fil 724 7534
Deferred tax assets & 176 prr]
Total assets 747 283 811,895
Liabllites and equity
Liahiliitles
Depasits by banks F- 27,520 28,763
Cusfomer acoounts x 346,507 346358
Eepurchase agreements —non-trading 1 23,353 BS 573
Items in the course of transmission to other banks B&T 960
Trading liabilites F<l 2,800 41,542
Financial liabilities designated at fair valuse o 12,552 34,036
Derivatives 15 188278 137,352
Dot sexcurities in issue F- 27,521 31505
Arcnmls, deferred incomse and other liabilties F- 1 12417 9,158
Current tax babilities %55 -]
Lizklities wnder insurance confracts isssesd F. 17,512 19,778
Browvisions: Frd 1,707 1,707
Deferred tax liahilities & EL ] 14
Subordinated liabilites F. B, 858 10,745
Total lizhilties h,591 1T T
Equity
Called up share capital 12 Fi-rg Tar
Share premium account 20,733 M0 a7
Crtiher equity iInstruments 32 2,196 .
Other reserves T2 a1
Betained sarnings 11,580 10,225
Total sharehalders’ equity 36,078 Erier i)
Pdanerombroling interests 275 545
Total equity 36,698 32914
Total equity and liabilities 747288 211 895
The accompanying notes on pages 113 to 195 and the audited sections of the ‘Report of the Directors: Risk’ on pages 31 to 83 and the
“Report of the Directors: Capital Management’ on pages 84 to 93 form an integral part of these finandal statements.
& P 5 Simoes, Director 23 February 2015
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HEEC BANK FLC

Financial Statements (confinued)

Consolidated cash flow statement for the year ended 31 December 2014

2014 2013

Notes Em Erm
Cash flows from operating activities
Brofit before tax 1,953 3294
Adjustments for:
= man-cash ems incheded in profit before tax 32 2,918 2,584
- change in operating assets 32 19,031 (53, 00}
- change in operating liabilities 32 (58,560) 61,035
- elimination of exchange differences® 2,878 (B3)
= reet gain from investing actiities 353) [HEN]]
= share of profit in assooates and joint venbures [E]] -
- contributions paid to defined benefit plans |254) {393}
= tax paid 579} (363}
Mot cash (used in)/generated from operating activities {33,425 13 458
Cash flows from investing acthities
Purchase of finandal investments [26,220) (32,298)
Proceeds from the sale and af financial | t 26,132 32472
Furchase of property, plant and equipment (411} [Errd]
Proceeds from the sale of property, plant and squpment 414 14
Furchaze of goodwill and inangile assets |231) {1939)
Proceeds from the sale of intangible assets 2 3
Mot cash outflow from acguisition of businesses and subsidiaries &1} (Ll
Proceeds from dispasal of subsidaries 11z 1z
Proceeds from sale of assodates < | -
Pert cash disposed of on sale of subsidiaries (457} -
Purchases of HEBLC Holdings plc shares ito satisfy share-based payment transachions 11} -
Mot cash used in imsesting acbivities {1,378} (]
Cash flows from financing activities
Issue of ardinary share capital 06 40z
Issue of capital seourities FAL -
Subordinated liabilites issued Faec] B4
Subordinated liabilites repald (2,242) 7}
Mt cash inflow from change in stake of subsidianies ™ -
Dividends paid to sharehiolders (1,274) {2,014}
Diwidends paid to non-controlling interests (18} {22}
Met cash used in financing activities (750} {1.058)
Mot |decrease] finorease incash and ash equivalents {35,553 10,675
Cash and cash eguivalents ak 1 January 108,763 g 158
Effect of exchange rate changes on cash and cash equivalents {1,718) {Ed)
Cash and cash eguhalents at 31 December EE] 71,500 108, Tea
1 Ad) to bring changes bety 1 g ond cfosimg balonce sheet smounts to oweroge rofes. This is not dome on o Ane-byine basls, as

detols canmot be o e withowt b

The sccormpanying notes on pages 113 to 195 and the sudited sections of the ‘Report of the Directors: Risk’ on pages 31 to 83 and the
“Regport of the Directors: Capital Management’ on pages 84 to 53 form an integral part of these finandal statements.
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Consolidated statement of changes in equity for the year ended 31 December 2014

Omhat feserves
Other Avallabis Total
Callud up aquity for-sale Cashflow  Foreign  share. Mon-

]
]

Shaia Retained Tair walue Hﬂﬂq anchange  bolders’  controlling Tetal
capital  peamium EilE GAPRINES PSSR TSGR TREDINE eguity  intererts  eaulty

£ £m £m Em £ £ Em £m Em Em

&t 1 Janaary 2004 87 0427 — 10,225 634 113) ol 32370 549 32919
Frofit for the year = = = 1354 = = - 1,354 35 1,389
Ortiher comprehensive income (met of

fax} - - - 1an 436 185 (798 1180 f21) 1128
Avallable-for-sale investrments = = = = 436 = = 436 B 444
Cash flow hedges - - - - - 189 - 189 - 189
Achsrial gains,{losses) on defired

benefit plans = = = 13n - = = 1321 1s)|| L3186
Exchange differences and other - - - - = - [796)) [rae) (24) [ i}
Total comprehensive incomse for the

year - - - 278 436 185 (7a8] 2504 i 2518
hare capital issued, net of costs! - 06 - - - - - 06 - 306
Capital securities issued® - - 2,1% - - - - 2am - 218
Dividends to sharehalders - - - (LI - - - (L274) (160 (1290)
Mot impact of equity-settied shars-

based payments = = = 15 = = - 15 = 15
Acquisitions and dispasals - - - - - - 2 F-] - 2
Change in business combinations amd

ather mowements = = = 61} = = - &1} 73 12
Taw on ibems taken directy to equity - - - - - - - - - -
At 31 December 2004 79T 20,933 2196 11580 1,070 178 |474) 36,078 &X0 36,638
At 1 January 2003 T I00ES - 10459 (131) 58 BE ALETS 535 I2300
Frofit for the year - - - 2,495 - - - 2 495 45 2,540
Ortiher comprehensive income (et of

tax) - - - (a7 TEE (268) 34 (176} 1 (178}
Available-for-sale investreents - - - - TES - - a5 %) TED
Cash flow hedges - - - - - [268), - [268) - 1282
Achsrial gainslosses) on defined

benefit plarss - - = om - - | en || rooe
Exchange differences and other - - - - - - gL £l 5 gL
Total comprehensive income for the

year - - - 1,788 TEE (268) 3 1318 a8 1,385
Share capital issued, net of costs’ - 402 - - - - - 402 - 402
Diwidends to sharehalders - - (2014 - - = |am4) (220 [R03E)
Mot impact of equity-settied share-

based payments - - - 4 - - - 4 - 4
Change in business combinations amd

ather mowements — — _ {11} - 4] - {18} _ {185
Tax on items taken directly to equity - - - {1} - - - [1} - {1
&t 31 December 2003 TEF 047 — 10,335 B34 13 g 3rIT0 545  i2919

1 HMUMMMMWWMMMMEE Siee Wote 32 for further detodls.

2 Movements in the cosh flow hedging reserve include ferred to fhe i af E5F8 milllon (201376422 miilian]
comprising o £250 million koss (2073 £222 milllan koss) Mmhﬂﬂmwﬂmmdnfmmbu{mﬂfﬂi milion loss] token to
Net troding income’.

The accomipanying notes on pages 113 to 195 and the sudited sections of the ‘Beport of the Directors: Risk' on pages 31 to 83 and the
“Report of the Directors: Capital Management’ on pages 84 to 53 form an integral part of these finandal statements.
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H3BC Bank plc statement of financial position at 31 Decemnber 2014

2004 2013
Notes £Em Em
Assats
Cash and balances ak central banks 41,424 0, 00
Eems in the course of collection from other banks &30 1,374
Trading assets 11 97,757 101,287
Financial assets designated at fair valus a4 -] 3,583
Derivatives 15 160,237 112,623
Loans and advances to banks 24 18,776 16,333
Loans and advances to customers 24 201,671 17567
B repurchase agr — man-trading 16 36,3951 47,847
Financial imvestments ir 48,438 45,0458
Prepayments, accrued income and othier assets 14 12,908 8301
Current tax assets 125 a14
Inberests in assooiates and joint vembures i} B2 74
ini sushsidiary undertakings 22 11,333 11,208
Goodwill and intangible assets 1 48 a1
Deferred tax assets & 5 -]
Total assets 630,715 [Tk ]
Liabllites and aquity
Liabdirties
Depasits by banks 2 31,383 12,458
Cusfomer acoounds 24 282,687 80,840
Eepurchase agreements - nonstrading 6 18,293 51,198
Igems in the course of fransmission to other banks EEE] 4k
Trading liabilities 23 59,039 62,414
Financial liabilities designated ak fair valuse 24 16,127 22,008
Derivatives 15 161,447 114,710
Dt sescuwrities in issse 2 14,950 149,51
Accnmls, deferred inconmse and other liabilties 25 5,289 5,895
Current tax biabiities 160 143
Provisions 2F 1,345 121
Deferred tax liahilities & 345 4
Subordinated liabilites 24 7854 4,503
Total lishilties 599,250 600,735
Equity
Called up share capital 32 a7 T
Share premium account 0,733 20,427
Ortiher equity instrumaents 32 2,196 .
Other reserves 3ga {37%)
Frtained samnings 7,350 B, 347
Total eguity 31,465 27,154
Total equity and liabilites 630,715 627909

The accormipanying notes on pages 113 to 195 and the sudited sections of the ‘Report of the Directors: Risk’ on pages 31 to 83 and the
“Report of the Directors: Capital Management' on pages 84 to 53 form an integral part of these finandal staterments.

AP S Simoes, Director 23 February 2015
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H3BC Bank plc cash flow statement for the year ended 31 December 2014

2014 2013
Niotes £m Em
Cash flows from operating acthvities
Profit before tax 1,387 2813
Adjustments for:
= nonecash items inchuded in profit before o 32 2,517 2,008
— change in operating assets 32 18,204 (82,222
— change in operating liabilites 32 (43,561} G405
— glimination of exchange differences’ 1,703 1,407
— net gain from investing activities (433) {117}
— contributions paid to defined benefit plans |242) {347}
— tay pakd (308} {1621}
Met cash fused in)/g d from op 2 activities (20,743} 20,528
Cash flows from investing actheities
Purchase of finandal investrents {19,253 (28,472}
Froceeds from the sale and maturity of financial investrents 16,188 19, 488
Purchase of property, plant and equipment |260) {2¥7)
Frowmeds from the sale of property, plant and equpment 401 3
Purchase of goodwill and intanghle assets {182} {124)
Mot cash outflow from acguisition of businesses and subsidiaries &1} {a0s)
Froeeds from disposal and liquidation of businesses 112 447
Mot cash used in investing acbiities {3,055) 19,351}
Cash flows from financing activities
Izsue of ordinary share capital 06 Elir)
Issue of capital securities 2,098 -
Subordinated liabilites issued = 542
Subordinated liabilites repald {2,203) 1542}
Piert cash cutflow from inorease in stake of subsidiankes 1244) {207)
Dividends paid to sharsholders (1,271} {4,011}
Mot cash used in financing activities 1,216} {1,816}
Mot |decrease] finorease incash and cash equivalents {25,004} 4,761
Cash and cash eguivalents at 1 lanuary BB.G1T A Ea]
Effect of sxchange rate changes on cash and cash equivalents (1,01 ) {a0s)
Cash and cash eguhalents at 31 December EE] 61,942 88017
1 Ad) to bring changes bety 1 g ond cfosimg balonce sheet smounts to oweroge rofes. This is not dome on o Ane-byine basls, as
detolls conmot be ok imedl withowt oibsh

The sccormpanying notes on pages 113 to 195 and the sudited sections of the ‘Report of the Directors: Risk’ on pages 31 to 83 and the
“Report of the Directors: Capital Management’ on pages 84 to 53 form an integral part of these finandal staterments.
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H3SBC Bank plc statement of changes in equity for the year ended 31 December 2014

Other resenes
Available-
Called Other forsale  Cash flow Fonsign
up share Share equity  Retained  fair value hlﬁlnﬁ exchanige Total
capital  premium  instruments  earnings TESETVE  TESOTVE eI Bty
Em £m Em Em £m Em £m £m

&t 1 January 2014 797 0427 = 6,342 317y [L-4] 47 27194
Brafit for the year - = = a7s = = = 975
Ortiher comprehensive income (met of tax) - = = 1,353 56 108 3 211a
#vailable-for-sale investrents - - - - 56 - - B56
Cash flow hedges = - - - - 108 - 08
Achsarial gains on defined benefit plans - - - 1,353 - - - 1,353
Exchange differences and other - - - - - - [ET) {2
Total comprehensive income for the year - - - 2328 &5h 108 (2} 3089
Share capital lssued, net of costs’ - 106 - - - - - 306
Capital securities bswed" - - 2,196 - - - - 2%
Divkdends to sharehalders - = = [1,271) = = - (rxn)
Mot impact of equity-settled share-based

payments - - - 1z - - - 12
Change in business combinations and other -

MO¥EMEnts = = (&) = = = 61}
Tax on ftems taken directly to equity - - - - - - - -
At 31 December 2004 797 20,733 2,196 7,350 339 100 (50} 31,465
&t 1 January 2013 a7y 20,008 - 8,588 {3T7) 1E7 {133} 27067
Profit for the year = - - 2485 - - - 2485
Other comprehensive income (met of tax) - - - (o) &2 (178) 25 [738)
Available-for-sale investrents = - - - B2 - - B2
Cash flow hedges = = = = = 1175) = (175)
Achuarial gains on defined benefit plans - - - () - - - (it
Enchange differences and other - - - - - - &6 HE
Total comprehensive incame for the year = - - 1,77 62 {175) 25 1,749
Share capital issued, net of costs! - Ao - - - - - 202
Dividends to sharehalders = - - {2,011) - - = {2011
Mot impact of equity-settled share-based

paymenis - - - e - - - i
Change in business combinations and other -

MOYEMELs - = &) (2) - - {104
Tax an ibems taken directly to equity - - - - - - - -
&t 31 December 2013 97 20427 - 5,342 {217} 12 {47} 27,194

1 ﬂuwmmmmmmmmumwm Sﬂﬁ'ﬂe!‘!‘hﬁﬂh«ﬂaﬂk

2 Maovements in the cosh flow hedging reserve include af 436 millon (2013:£31 7 miilian]
comprising o £213 millon koss (20737 £181 millian kss) mmﬂﬂmwmwndnmmhn{mﬂﬂ milion loss] taken to
‘Nt troding income’.

The accomipanying notes on pages 113 to 195 and the sudited sections of the ‘Report of the Directors: Risk' on pages 31 to 83 and the
“Regport of the Directors: Capital Management’ on pages 84 to 93 form an integral part of these finandal statements.
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MNotes on the Financial Statements

1 Basis of preparation and significant accounting policies

(a)

(b)

Compliance with International Financial Reporting Standards

Internaticnal Financial Reporting Standards (IFRSs’) comprise accounting standards Bsued or adopted by the
International Accounting Standards Board ['IASE’) as well 23 interpretathons (ssued or adopted by the IFRS
Interpratations Committee |‘IFRS IC7).

The consolidated financial statements of the group and the separate financlal statements of HSBC Bank plc have bean
prepared In accordance with IFRSS as Issued by the |ASE and as endorsed by the EU. EU-endorsed IFRSs could differ
from IFRSs as issued by the WASE if, at any point in time, new or amended IFRSs were not to be endorsed by the ELL.

At 31 December 2014, there were no unendorsed standards effective for the year ended 31 December 2014 affecting
these consolidated and separate financial steternents and there was no difference between IFRSs endorsed by the EU
and IFRSs issued by the IASE in terms of their application to the group. Accordingly, the group's financial statements
for the year ended 31 December 2014 are prepared In accordance with IFRSs a&s issued by the IASB,

Standards adopted during the year ended 31 December 2014
There were no new standards applied during the year ended 31 December 2014,

On 1 January 2014, the growp applied ‘Offsetting Financial Assets and Financiad Liabilities (Amendments to LAS 32)°,
which clarified the requirements for offsetting financal instruments and addressed inconsistenches in current practice
when applying the offsetting criteria in 1S 32 ‘Financial Instruments: Presentation’. The amendments were applied
retrospectively and did not have a material effect on the group's financlal statements.

During 2014, HSBC adopted a number of inter pretations and amendments to standards which had an insignificant
effect on the consolkdated financial staternents of the growp and the separate financial statements of HSBC Bank plc.

Future accounting developrments

In addition to the projects to complete financial instrument sccounting, discussed below, the 1ASE is working on
projects on Insurance and bease accournting which could represent significant changes to sccounting reguiremments in
the future.

Standards and amendments issued by the IASE and endorsad by the EU but effective after
31 December 2014

During 20114, the EU endorsed the amendments issued by 1458 through the Annual Improvements to IFRSs 2000-2012
Cycle and the 2011-2013 Cycle, and a narrow-scope amendment to 1AS 19 Employes Benefits. The group has not
early applied any of these amendments and it expects they will have an Immaterial effect, when applied, on the
consolidated financial staternents of the group and the separate statements of HSBC Bank plc.

Standards and amendments issued by the |ASB but not endorsed by the EU

In Mey 2014, the 1ASE [ssued IFRS 15 'Revenue from Contracts with Customers’. The standard Is effective for annual
periods beginning on or after 1 Janwary 2017 with early adoption permitted. IFRS 15 provides a principles-based
approach for revenue recognition, and Introduces the concept of recognising revenue for obligathons &s they are
satisfled. The standard should be applied retrospectively, with certain practical expedients available. The group is
currently assessing the impact of this standard bt it is not practicable to guantify the effect as at the date of the
publication of these financial statements.

I July 2014, the IASE ssued IFRS 9 Financial Instruments’, which ks the comprehensive standard to replace 145 39
‘Financial Instrumernts: Recognition and Measurement’, and Includes requirements for classification and
rmeasurement of financlal assets and Nabilities, impairment of financial assets and hedge accounting.

Classification and measurement

The classification and measurement of financial assets will depend on the entity's business model for their
rmanagement and their contractual cash flow characteristics and result in financlal assets being measured at
amortised cost, falr value through other comprehensive income [TFYOCT) or fair value through profit or loss. In many
Instances, the dassification and measurement outcomes will be similar to 145 39, although differences will arise, for
example, since IFRS 9 does not apply embedded derivative accounting to financhal assets and equity securities will be
rmeasured at fair value through profit or loss or, In limited circumstances, at fair valee through other comprehensive
income. The combined effect of the application of the business model and the contractual cash flow characteristhcs
tests may result in some differences in the population of financial assets measured at amortised cost or fair value
compared with 145 39, The classification of financial Mabdlities |s essentially unchanged, except that, for certain
lighdlities measured at fair value, gains or losses relating to changes in the entity’s own credit risk are to be included in
other comprehensive Income.

Impairment

The impairment requirernents apply to financial assets measured at amortised cost and FVOC), and |lease recelvables

and certain lean cormmitments and financial guarantee contracts. At initlal recognition, allowance |or provision in the
case of commitments and guarantees) |s required for expected credit losses ('ECL') resulting from default events that
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Notes on the Financial Statements (continued)

]

are possible within the next 12 months |12 month ECL'). In the event of a significant increase in credit risk,
allowance |or provision) s required for ECL resulting from all possible default events over the expected lfe of the
financial instrument |lifetime ECL').

The assessment of whether credit risk has increased significantly since initial recognition ks performed for each
reporting period by considering the change in the risk of default ocourring over the remaining life of the financial
Instrurnent, rather than by considering an increase in ECL.

The essessment of credit risk, and the estimation of ECL, are reguired to be unblased and probability-welghted and
should incorporate all available information which is relevant to the assessment, including information abouwt past
events, current conditions and reasonable and supportable forecasts of future events and economic conditions at the
reporting date. In addition, the estimation of ECL should teke into account the time value of money. As a result, the
recognition and messurement of impairment is Intended to be more forward-looking than under 1AS 39 and the
resulting im pairment charge will tend to be more volatile. It will also tend to result in an increase in the total level of
Impalrment allowances, since all financlal assets will be assessed for &t keast 12-month ECL and the population of
financial assets to which lfetirme ECL applies is Mkely to be larger than the population for which there ks objective
evidence of impairment in accordance with LAS 39,

Hedge accounting
The general hedge accounting requirements alm to simplify hedge accounting, creating a stronger link with risk

management strategy and permitting hedge accounting to be applied to a greater variety of hedging Instrumerits
and risks, The standard does not explicithy address macro hedge accounting strategles, which are being considered in

& separate project. To remove the risk of any conflict between exsting macro hedge accounting practice and the new
general hedge accounting requirements, IFRS 9 includes an accounting policy cholce to remain with 1AS 39 hedge
sccounting.

Transithon

The classification and measurement and impalrment requirernents are applied retrospectively by adjusting the
opening balance sheet at the date of initial application, with no requirement to restate comparative periods. Hedge
accounting is generally applied prospectively from that date.

The mandatory application date for the standard &s a whole is 1 January 2018, but it Is possible to apply the revised
presentation for certain Nabllities measured at fair vabue from an earlier date. The group intends to revise the
presentation of fair value gains and losses relating to the entity's own credit risk on certain Nabilities &s soon as
permitted by EU law. If this presentation were applied at 31 December 2014, the effect would be to a decrease profit
before tax with the opposite effect on other comprehensive income based on the change in fair value attributable to

changes in the group’s credit risk for the year, with no effect on net assets. Further information on change in fair
walue attributable to changes In credit risk, including the group’s credit risk, |s disdlosed in Note 12,

The group is assessing the impact that the rest of IFRS 9 will have on the financial statements through a group-wide
project which has been in place since 2012, but due to the complexity of the classification and measurement,
Impalrment, and hedge accounting requirements and thelr inter-relationships, it s not possible at this stage to
quantify the potential effect

Changes to the presentation of the Financial Staterments and Notes on the Financial Statements

In order to make the financial staterments and notes thereon easler to understand, the group has changed the
location and the wording used to describe certadn accounting polickes within the notes, removed certain immaterial
disclosures and changed the order of certain sections. In applying materiality to financial statement disclosures, we
consbder bath the amount and nature of each item. The main changes bo the presentathon of the financial statements
and notes thereon in 2004 are as follows:

» Consolidated balance sheet and consolidated statement of changes in equity: rationalised separate line item
dieclosure to focus on material information.

s Credit risk: changed the order of the section and certain dischosures to remowe duplication and focus on material
Informathon,

= Mote 2 Surnmary of significant accounting policles: accounting policies have been placed, whenever possible,
wiithin the relevant Motes on the Financial Statements, and the changes in wording are intended to more clearly
set out the sccounting policles. These changes in the wording do not represent changes in accounting policies.

»  Critical accounting polickes: replaced ‘Critical accounting poliches” with "Critical accounting estimates and
Judgements’ and placed them within the relevant motes alongside the significant accounting policy to which they
relate. The new approach meets the reporting requirements of 1AS 1 ‘Presentation of Financlal Statements’,

* MNote 5 Employee compensation and benefits: rationalised to remove duplication and focus on material
Iinformation,

* Mote 35 Lease commitments: rationalised to focus on material information.
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(d)

(e)

& In 2013, the financial staterments included Note 14 Analysis of financhal assets and lizbilities by measurement basis
and Mote 22 Property, Plant and equipment. In 2014, separate notes for these areas have been removed and
relevarit information incorporated into other notes.

& In 2013, the financial staterments included Note 19 Transfers of financial assets and Mote 36 Assets charged as
security for liabilities and collateral sccepted as security for assets. In 2014, the relevant information for these
areas has been included in a single Note 18 Assets charged as security for lkabilities, assets transferred and
colleteral accepted as security for assets.

From 1 January 2014, the group has chosen to present non-trading reverse repos and repos separately on the face of
the balance sheet. These items are classified for accounting purposes as loans and recelvables or financial liabilities
measured at amortised cost. Previously, they were presented on an aggregate basis together with other loans or
deposits measured at amortised cost under the following headings in the consolidabed balance sheet: ‘Loans and
advances to banks', ‘Loans and advances to customers’, ‘Deposits by banks” and ‘Customer accounts’. The separate
presentation aligns disclosure of reverse repos and repos with market practice and prowvides more meaningful
Information in relation to leans and advances. Further explanation ks provided in Note 16.

Presentation of information
Discloswres under IFRS 4 ‘Insurance Contracts” and IFRS 7 ‘Financial Instruments: Diseclosures” concernbng the nature

and extent of risks relating to Inswrance contracts and financial instruments have been included in the audited
sections of the ‘Report of the Directors: Risk' on pages 31 to 83.

Capital dischosures under 145 1 ‘Presentathon of Financial Statements’ have been included in the audited sections of
‘Report of the Directors: Capital’ on pages 84 to 93.

Disclosures relating to the group’s securitisation activities and structured products have been included in the audited
section of ‘Report of the Directors: Risk” on pages 58.

In publishing the parent company financial statements together with the group financial statements, the bank has
taken advantage of the exemption in section 408(3) of the Companies Act 2006 not to present its individual income
statement and related notes,

The functional currency of the bank is Sterling, which is also the presentation currency of the consolidated financial
statements of the group.
Critical accounting estimates and judgements

The preparation of financial information requires the use of estimates and judgements about future conditions. In
view of the inherent uncertalnties and the high level of subjectivity involved in the recognition or meesurement of
Items listed below, it s possible that the outcomes in the next financial year could differ from those on which
rmanagement's estimates are based, resulting in materially different conclusions from those reached by management

for the purposes of the 2014 Financial Statements. Management's selection of the group’s accounting policies which
contadn crithcal estimates and judgements is listed below; it reflects the materiality of the items to which the policies
are applied, the high degres of judgement and estimation uncertainty involved:

& |mpaimment of lbans and advances: Note 1(j):
* Valuation of financial instruments: Mote 12;
*  Goodwill impakrment: Note 21;

* Provisions: Note 27;

Going concern

The financial statements are prepared on & going concern basis, as the Directors are satisfied that the Group and
parent company have the resources to continue in business for the foreseeable future. In making this assessment,
the Directors have considered a wide range of information relating to present and future condithons, including future
projecthons of profitability, cash flows and capital resources.
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{g) Consolidation and related disclosures

The group controls and consequently consolidates an entity when it s exposed, or has rights, to variable returns from
its involvemenit with the entity and has the ability to affect those returns through its power over the entity. Control ks
initially assessed based on consideration of all facts and circumstances, and Is subsequently reassessed when there
are significant changes to the Initial setup.

Where an entity s governed by voting rights, the group would consolidate when it holds, directly or indirectly, the
necessary voting rights to pass resolutions by the governing body. In all other cases, the assessment of controd is
more complex and requires judgement of other factors, including heaving exposure to varlability of returns, power
ower the relevant activithes or holding the power as agent or principal.

Basiness combinations are accounted for using the acquisition method. The cost of an acquisition is measured at the
fair value of the consideration, incleding contingent consideration, ghven at the date of exchange. Acguisition-related
costs are recognised as an expense in the Income statement in the period in which they are incurred. The acquired
identifiable assets, lizbilities and contingent liabdlities are generally measured at thedr fair valwes at the date of
acquisition. Goodwill s measured as the excess of the aggregate of the consideration transferred, the amount of
non-controlling interest and the fair value of the group’s previously held equity interest, if any, over the net of the
amounts of the identifiable assats acquired and the liabilities assumed. The amount of non-controlling interest is
measured either at fair value or at the non-controdling Interest’s proportionate share of the acquiree’s identiflable met
assets. For acquisitions achieved in stages, the previously held equity interest is remeasured at the soguisition-date
fair value with the resulting gain or loss recognised in the income statement.

Al intra-group transacthons are eliminated on consolidation.

The consolidated financial statements of the group also include the attributable share of the results and reserves of
Joint wentures and associates, based on either financial statements made up to 31 December or pro-rated amounts

adjusted for any material transacthons or events occurred between the date of financial statements avallable and 31
December.

(h) Foreign cumrencies

Transactions in forelgn currenches are recorded in the functhonal currency at the rate of exchange prevailing on the
date of the transaction. Monetary essets and liabilithes denominated in foredgn currencles are translated into the
functional currency at the rate of exchange at the balance sheet date. Any resulting exchange differences are
Included in the income statement. Non-rmonetary assets and liabilities that are measured at historical cost in a
foreign currency are translated into the functional currency using the rate of exchange at the date of the initial
transaction. Mon-monetary assets and llabilities measured at fadr value in a forelgn currency are translated into the
functional currency using the rate of exchange at the date the fair value was determined. Any forelgn exchange
component of & gain or loss on a non-monetary item ks recognised either in other comprehensive income or in the
Income statement depending where the gain or loss on the underlying non-monetary item ks recognised.

In the consolidated financial statements, the assets and liabilities of branches, subsidiaries, joint ventures and
associates whose functional currency ks not Sterling, are translated Into the group’s presentation currency at the rate
of exchange at the balance sheet date, while their results are translated into Sterling at the average rates of exchange
for the reporting period. Exchange differences arising from the retranslation of opening forelgn currency net assets,
and the retranslation of the results for the reporting period from the average rate to the exchange rate at the period
end, are recognised in other comprehensive income. Exchange differences on & monetary ltem that is part of & net
Inwestment in & forelgn operation are recognised in the income statement of the separate financial statements and in
other comprehensive income in consolidated financial statements. On disposal of a forelgn operation, exchange
differences prewiously recognised in other comprehensive income are reclassified to the income statement as a
reclassification adjustment.

i} Loans and advances to banks and customers

These include loans and advances originated by the group, not classifled as held for trading or designated at fair
walue. They are recognised when cash is advanced to a borrower and are derecognised when elther the borrower
repays its obligations, or the loans are sold, or substantially all the risks and rewards of ownership are transferred.
They are initially recorded at fair value plus any directly attributable transaction costs and are subsequerntly
measured at amortised cost using the effective interest method, less impairment allowance.

Loans and adwances are reclassified to ‘Assets held for sale’ when they meet the criteria presented in Note 19;
however, their measurement continues to be in accordance with this policy.

The group may commit to underwrite leans on fleed contractual terms for specified periods of ime. Where the loan
arising from the lending commitment i expected to be held for trading, the commitment to lend s recorded as a
derivative. On drawdown, the loan s classified &s held for trading. Where the group intends to hold the loan, 8
proviskon on the loan commitrment |s only recorded where it |s probable that the group will incur & loss. On inception
of the loan, the loan to be held is recorded at its fair value and subsequently measured at amortised cost. For certain
transactions, such as leveraged finance and syndicated lending activities, the cash advanced may not be the best
evidence of the fair value of the loan. For these loans, where the initial falr value is lower than the cash amount
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advanced, the difference ks charged to the income statement in other operating income. The write-down will be
recovered over the life of the loan, through the recognition of interest income, unless the loan becomes Impalred.

Impairment of loans and advances arnd available-for-sale financial assets
Critical accounting estimates and judgements

Impairment of loans and advances

Loan impairment allowances represent management's best estimate of losses incurred in the loan portfolios at the
balance sheet dabe. MManagement ks required to exercise judgement in making assumptions and estimates when
calculating loan impakrment allowances on both individually and collectively assessed loans and advances.
Collective impairment allowances are subject to estimation uncertainty, in part because it s not practhcable to
Identify losses on an individual koan basis due to the large number of individually insignificant loans in the portfolio.
The estimation methods include the use of statistical analyses of historical information, supplemented with
slgnificant management judgement, to assess whether current economic and credit conditions are such that the
actual level of incurred losses s likely to be greater or less than historical experience.

Where changes in economic, regulatory or behavioural condithons result in the most recent trends in portfollo sk
factors beling not fully reflected in the statistical models, risk factors are taken into account by adjusting the
Impairment allowances derived solely from historical boss experience,

Risk factors incude loan portfolio growth, product mix, unemployment rates, banknuptcy trends, geographical
concentrations, loan product features, economic conditions such as national and local trends in housing markets,
the level of interest rates, portiolo seasoning, account management policies and practices, changes in laws and
regulathons, and other influences on customer payment patterns. Different factors are applied in different regions
and countries to reflect local ecomomic conditions, lews and regulations. The methodology and the assumptions
used in calculating impairment losses are revliewed regularly in the light of differences bebween loss estimates and
actual boss experience. For example, roll rates, loss rates and the expected timing of future recoveries are regularly
benchmarked against actual outcomes to ensure they remain appropriate.

For individually essessed loans, judgerment is required in determining whether there 5 objective evidence that a loss
event has occurred and, If so, the messurement of the iImpairment allowance. In determining whether there ks
objective evidence that a boss event has occurred, judgement ks exercsed in evaluating all relevant information

on indicators of impairment, iIncluding the conshderation of whether payments are contractually past-due and the
consideration of other factors Indicating deterioration in the financial condition and outlook of borrowers affecting
their ability to pay. A higher level of judgement s required for loans to borrowers showing signs of financhal
difficulty in market sectors experiencing economic stress, particularly where the lkelihood of repayment s affected
by the prospects for refinancing or the sabe of & specified asset. For those loans where objective evidence of
Irmpalrment exists, management determine the size of the allowance required based on a range of factors such as
the realizable value of security, the likely dividend availlable on liqukdation or bankruptcy, the viabidlity of the
customer’s business model and the capacity to trade successfully out of financial difficulties and generate suffickent
cash flow to service debt obligations.

The group might provide loan forbearance to borrowers experiencing financial difficulties by agreeing to modify the
contractual payment terms of boans in order to improve the manegement of customer relationships, maximise
collection opportunities or avold default or repossession. Where forbearance activities are significant, higher levels
of judgment and estimation uncertainty are involved in determining their effects on loan impalrment allowances.
Judgements are involved in differentiating the credit risk characteristics of forbearance cases, including those which
retwrn to performing status following renegotiation. ‘Where collectively assessed loan portfolios include significant
levels of loan forbearance, portfolios are segmented to reflect their specific credit risk characteristics, and estimateas.
are made of the incurred losses inherent within each forbearance portfolio segments. Forbearance acthities take
place in both retail and wholesale loan portfolios.

The exercise of judgement requires the use of assumptions which are highly subjective and very sensitive to the risk
factors, in particular to changes in economic and credit conditions across a large number of geographical areas.
Many of the factors have & high degree of interdependency and there k5 no single factor to which owr loan
Impalrment allowances as &8 whole are sensitive,

Impairment of loans and advances

Losses for impadred loans are recognised promptly when there |s objective evidence that impalrment of & loan or
portfolio of loans has occurred. Impakrment allowances that are calculated on individual loans or on groups of loans.
assessed collectively, are recorded as charges to the income statement and are recorded against the carrying amount
of impaired loans on the balance sheet. Losses which may arise from future events are not recognised,

Individually assessed loans and advances

The factors considered In determining whether & loan & individually significant for the purposes of assessing
Impalrment include the size of the loan, the number of loans in the portfolio, and the importance of the individual
loan relationship, and how this 5 managed (see below).

Loans that meet these criteria will be individually Bssessed for impairment, except when volumes of defaults and
losses are sufficlent to justify treatment under & collective assessment methodology.
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Loans consbdered as individually significant are typically to corporate and commercial customers, are for larger
amournts and are managed on an indiwidual basks. For these loans, the group considers on & case-by-case basis at
each balance sheet date whether there is any objective evidence that a loan is impaired. The criteria used to make
this assessment include:

—  known cash flow difficulties experienced by the borrower;

— contractual payments of elther principal or interest being past due for more than 90 days;

— the probabdlity that the borrower will enter bankruptey or other financial realisation;

— @& concession granted to the borrower for economic or legal reasons relating to the borrower’s fimancial difficulty

that results in forgivensess or postponement of principal, Interest or fees, where the conoession is not insignificant:
and

— there has been deterioration in the financlal condition or outleok of the borrower such that its abllity to repay is
considered doubtful.

For loans where objective evidence of impairment exists, impairment losses are determined considerng the following

factors:

— the group’s aggregate exposure to the custormer;

— the wiability of the customer's business model and their capacity to trade successfully out of financhal difficulties
and generate suffickent cash flow bo service debt obligations;

— the amount and timing of expected receipts and recoveries;

—  the likely dividend avallable on Nguidation or bankruptcy;

— the extent of other creditors’ commitments ranking ahead of, or parl passw with, the group and the likelihood of
other creditors continuing to support the company;

— the complexity of determining the aggregate amount and ranking of all creditor claims and the extent to which
legal and insurance uncertainties are evident;

— the realisable value of security (or other credit mitigants) and Mkelihood of successful repossession;

— the likely costs of obtaining and selling collateral as part of foreclosure;

— the ability of the borrower to obtain, and make payments in, the currency of the loan if not denominated in local
currency; and

— wihen avallable, the sacondary market price of the debt.

The determination of the realisable value of security s based on the market value at the time the impalrment

assessment s performed. The value ks not adjusted for expected future changes in market prices, though
adjustrments are made to reflect local conditions such as forced sale discounts,

Impabrment losses are calculated by discounting the expected future cash flows of a loan, which includes expected
futwre receipts of contractual interest, at the loan's original effective inberest rate and comparing the resultant
present value with the loan's current carrying amount. The impairment allowances on individually significant
accownts are reviewed at least guarterly and more regularly when ciroumstances require,

Collectively assessed loans and advances

Impalrment s assessed collectively  to cover losses which have been incurred but have not yet been bdentified on
loans subject to individueal &ssessment or for homogeneous groups of loans that are not considered indhidually
significant.

Retall lending portfolios are generally assessed for impairment collectively as the portfolie are generally large
homogeneous loan pools.

Ircwered but not yet identified impalrment

Individually assessed loans for which no evidence of impakrment has been specifically identified on an individual basis
are grouped together according to thelr credit risk characteristics for a collective impalkrment assessment. These
credit risk characteristics may inchude country of orlgination, type of business involved, type of products offered,
security obtained or other relevant factors. This assessment capbures impalrment losses that the group has incurmed
s & result of events ocowrring before the balance sheet date, which the group is not able to Identify on an individual
loan basks, and that can be rellably estimated. When information becomes available which identifies bosses on
Individual leans within the group, those boans are removed from the group and assessed individually.

The collective Impairment allowance |s determined after taking into account:

— historical kess experience in portfolios of similar credit risk characterstics (for example, by industry sector, loan
grade or product);

— the estimated period between impakrment accurring and the loss being identified and evidenced by the
establishment of an appropriate allowance against the individual loan; and
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— management’s jJudgment as to whether current econombc and credit conditions are such that the actual level of
Inherent losses at the balance sheet date s likely to be greater or less than that suggested by historical
experience.

The perbod betwesn a loss occurring and its identification (s estimated by local management for each identified
portiolo based on economic and market conditions, customer behaviour, portfolio management information, credit
management techniques and collection and recovery experiences in the market. As it ks assessed emplrically on a
perbodic basks the estimated period may vary over time as these factors change.

Homogeneous groups of loans and advances

Statistical methods are used to determine collective impairment losses for homogeneowus groups of loans not
considered individually significant. Losses in these groups of loans are recorded individually when individual loans are
removed from the group and written off. The methods that are used to calculate collective allowances are:

— When appropriate emnpirical information ks available, the group utilises roll-rate methodology, which employs
statistical analyses of historical data and experience of delinguency and default to reliably estimate the amount of
the loans that will eventually be written off &s & result of the events occurring before the balance sheet date but
wihich the group Is not able bo identify individually. individual loans are grouped using ranges of past due days;
statistical analysis Is then used to estimate the likellhood that loans in each range will progress through the various
stages of delinquency and become Irrecoverable. Additionally, individual loans are segmented based on thelr
credit characteristics as described above. In applying this methodology, adjustrments are made to estimate the
perods of time between a loss event eccurring and its discovery, for example through 8 missed payment, (known
&5 the emergence period) and the period of time between discovery and write-off (known &s the outcome period).
Current economic conditions are aleo evaluated when caloulating the appropriate level of allowance required to
cover inherent loss. In certain highly developed markets, sophisticated models also take into sccount behavioural
and sccount management trends as revealed in, for example, bankruptcy and rescheduling statistics.

— When the portfolio size is small or when information s insufficient or not reliable enough to adopt a roll-rate
methodology, the group adopts & basic formulaic approach based on historical loss rate experience, or &
discounted cash flow model. Where & basic formulalc spproach ks undertaken, the period between a boss event
cccurring and its identification is explicitly estimated by local management and it ks typically between six and
twelve months,

The inherent bass within each portfolio is assessed on the basis of statistical models using historkcal data observations,
which are updated periodically to reflect recent portfolio and economic trends. When the most recent trends arising
from changes in economic, regulatory or behavboural conditions are not fully reflected in the statistical models, they
are taken into eccount by adjusting the impairment allowances derived from the statistical models to reflect these
changes as at the balance sheet date,

Write-off of loans and advances

Loans (and the related impalrment allowance accounts) are normally written off, either partially or in full, when there
Is mo realistic prospect of recovery. Where loans are secured, this Is generally after recelpt of any proceeds from the
realisation of security. In circumstances where the net realisable value of any collateral has been determined and
there Is no reasonable expectation of further recovery, write-off may be earlier.

Rewersals of impairment

If the amount of an impalrment loss decreases in & subsequent period, and the decrease can be related objectively to
an event occurring after the impairment was recognised, the excess is written back by reducing the loan impairment
allowance account accordingly. The write-back is recognised in the Income statement.

Assets acquired in exchange for loans

Non-financlal assets scquired in exchange for loans as part of an orderly realisation are recorded as “Assets held for
sale’ and reported in ‘Other assets’ if those assets are classified as held for sale. The asset acquired is recorded at the
lowser of its fair value bess costs to sell and the carrying amount of the loan (net of impalrment allowance) at the date
of exchange. Mo depreciation ts charged in respect of assets held for sale. Impalrments and reversal of previous
Impalrments are recognised In the income statement, in ‘Other operating income’, together with any reslised gains or
losses on disposal.

Renegotiated loans

Loans subject to collective impalrment assessment whose terms have been renegotiated are no longer considered
past due, but are treated &s up to date loans for measurement purposes once a mindmum number of payments
required have been recelved. They are segregated from other parts of the loan portfolio for the purposes of
collective impalrment assessment, to reflect their risk profile. Loans subject to individual impairment assessment,
whose terms have been renegotiated, are subject to ongodng review to determine whether they remain impaired.
The carrying amounts of loans that have been classified as renegotiated retaln this classification until maturity or
derecognithon.

A loan that is renegotiated |s derecognised if the existing agreement |s cancelled and a new egreement made on
substantially different terms, or if the terms of an existing agreement are modifled, such that the renegotiabed loan s
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substantially a different financial instrument. Any new agreements arising due to derecognition events will continue
to be disclosed as renegotiated loans.

Impairment of available-for-sale financial assets

Avallable-for-sale financial assets are assessed at each balance sheet date for objective evidence of impalrment. If
such evidence exists &5 & result of one or more events that eccurred after the initial recognition of the financial asset
(& Moss event') and that loss event has an impact, which can be rellably measured, on the estimated future cash flows.
of the financial asset an impairment loss s recognised.

If the avallable-for-sale financial &sset is impaired, the difference between its acquisition cost [net of any principal
repayments and amortication] and (ts current fair value, less anvy previous impalirment loss recognised in the income
steternent, is recognized In the iIncome statement.

Impabrment losses are recognised in the income staterment within ‘Loan impalrment charges and other credit risk
proviskons' for debt instruments and within ‘Gabne less losses from financial investments’ for equities. The
Impalrment methodologles for avallable-for-sale financial assets are set out in more detall below:

— Awvailable-for-sale debt securities. In assessing objective evidence of impairment at the reporting date, the group
considers all available evidence, including observable data or information about events specifically relating to the
securities which may result in & shortfall in the recovery of future cash flows. Financial difficulties of the lssuer, as
well as other factors such as information about the ssuers” Bguidity, business and financhal risk exposures, levels
of and trends in default for similar financial assets, national and local economic trends and conditions, and the fair
value of collateral and guarantess may be conskdered individually, or in combination, to determine if there s
objective evidence of impalrment.

In addition, the performance of underlying collateral and the extent and depth of market price declines is relevant
wihen assessing objective evidence of impalkrment of available-for-sale ABSs. The primary indicators of potential
impalrment are considered to be adverse fair value movements and the disappearance of an active market for &
security, while changes in credit ratings are of secondary importance.

— Awaillable-for-sale equity securities. Objective evidence of impairment may include specific information about the
Issuer &5 detailed above, but may also include information about significant chamges in technology, markets,
economics or the law that provides evidence that the cost of the equity securities may not be recovered.

A significant or prolonged decline in the fair value of the equity below its cost is also objective evidence of
impairment. In assessing whether it is significant, the dedine in fair value s evalugted against the orginal cost of
the asset at initlal recognition. In assessing whether it is prolonged, the decline is evaluated against the
continuous period in which the fair value of the asset has been below its original cost at initial recognition.

Once an impalrment loss has been recognised, the subsequent accounthng treatrment for changes in the fair valwe of
that asset differs depending on the type of asset:

— for an avallable-for-sale debt security, & subsequent decline in the fair value of the instrument is recognized In the
Incorme statement when there is further objective evidence of impalrment a3 a result of further decreases in the
estimated future cash flows of the financial asset. Where there |s no further objective evidence of impalrment,
the decline in the fair value of the financial asset is recognised in other comprehensive income. If the fair value of
a debt security increases in & subsequent period, and the increase can be objectively related to an event occurring
afiter the impadrment loss was recognised in the income statement, or the instrument k5 no longer impaired, the
impairment loss is reversed through the income staterment;

— for an avallable-for-sale equity security, 8ll subsequent Increases in the fair value of the instrument are treated as
a revaluathon and are recognised in other comprehensive income. Impairment losses recognised on the equity
security are not reversed through the income statement. Subsequent decreases in the fair value of the avallable-
for-sale equity security are recognised in the income staternent, to the extent that further cumulative iImpalrment
losses have been incurred.

Funding fair value adjustment

— In line with evoldng market practice the group revised its estimation methodology for valuing the uncollateralised
derivative portfolios by introducing a funding fair value adjustrment ['FFYA'). The FFVA adjustment reflects the
estimated present value of the future market funding cost or benefit assoclated with funding uncollateralised
derivative exposure at rates other than the Overnight Index Swap |'0157) rate. 0I5 Is the benchmark rate used for
waluing collateralised derivatives. The impact of introeducing FFPVA in the 2014 consolidated financial statements is
a reduction in net trading income of £152 million. Further details have been provided in Note 12 to the Financial
Statements.

Cwperating income
Interest income and expense

Interest incorme and expense for all financial instruments except for those classified as held for trading or designated
at falr value |except for debt securities issued by the group and derivatives managed in conjunction with those debt
sarurities) are recognised in ‘Interest income” and ‘Inberest expense”’ in the iIncome statement using the effective
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Interest method. The effective interest rate ks the rate that exactly discounts estimated future cash recelpts or
paymenits through the expected life of the financlal instrument or, wihere appropriate, & shorter period, to the net
carrying amount of the financkal asset or finamcial Rabdlity.

Interest on impalred financial assets s recognised using the rate of interest used to discount the future cash flows for
the purpose of measuring the impairment loss,
MNon-interest income and expense

Fee income Is earned from a diverse range of services provided by the group to its customers, Fee income |s
sccounted for as follows:

— income earmed on the execution of & significant act is recognised &s revenue when the act s completed (for
example, fees arising from negotiating, or participating in the negotiathon of, a trensaction for a third party, such
as an arrangement for the acquisition of shares or other securithes);

— income earned from the provision of services ks recognised as revenus as the services are provided (for example,
asset management, portfolio and other management advisory and service fees); and

— income that forms an integral part of the effective interest rate of a financlal instrument s recognised as an
adjustrnent to the effective interest rate (for example, certain loan commitment fees) and recorded bn ‘Interest
Income’,

Net trading income comprises all gains and losses from changes in the fair value of financlal assets and financial
liabilithes held for trading, together with the related interest income, expense and dividends.

Net income from financial instruments designated at fair value incdes:

— all gains and losses from changes in the fair value of financial assets and liabilities designated at fair value through
profit or loss, including llabilities under investment contracts;

— all gains and losses from changes in the fair value of derivatives that are managed in conjunction with financial
assets or liabilities designated at fair value through profit or loss; and
— Interest income, Interest expense and dividend income In respect of

- financlal assets and Nabilities designated at fair value through profit or loss; and

- derivatives managed in conjunction with the above,

- except for interest artsing from the group's sued debt securities and dertvatives managed in confunction with
those debt securities, which is included in ‘Interest expense’.

Dividend income is recognised when the right to receive payment is established. This is the ex-dividend date for
listed equity securities, and usually the date when shareholders have approved the dividend for unlisted equity
securities,

The accounting policies for net insurance premiurm income are disclosed in Note 2.
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2 Not insurance pramium incomea
Accournting policy

Premiums for e insurance contracts are acoounted for when receivable, except in unit-linked insurance contracts where premiums
are accownted far when liabilites ane established.

Reinsurance premiurms are accounted for in the same accounting peried as the premiums for the direct insurance contracts to which

thiey redate.
Net emmed insuronce premium income
IPrvestmant
Nan-linked Liniked |tz contracts with
! i ] DPF* i Tatal
Em Em Em £m
(GIoss insuranoe premium income 262 183 1,458 1,943
Binmsrers’ share of gross premism incomas (116} 4 - |10}
¥ear ended 31 December 2014 146 173 1,458 1,823
Gross insurance premium income 110 14 1,538 2180
Finsuners’ share of gross premium income {124} (£} - {128}
¥ear ended 31 December 2013 186 ERD) 1.5 2,002

1 incivdes non-lfe insuromoe
2 Discretionary participation features.

3 Net insurance claims, benetits paid and movement in liabilities to policyholders

Accounting policy
Gross insuramce daims for life insurance contracts reflect the total cost of claims arising during the year, induding claim handling costs
and any policyhiolder bonuses allocited in anticipation of a bonus declaration.
Maturity claims are recognised when due for payment. Surrenders are recognized when paid or at an earfer date on which, following

notification, the policy ceases o be indwded within the calculation of the related insurance labilities. Death daims are recognised
when notified.

Refnsurance recoweries are accounted for i the same period as the related daim.

Net insuronce claims, benefits poid and movement in Nabilities to palicyholders

IPvest maent

Naonelinked Lirked | e cosniracts with
¥ = OPF Tatal
Em Em £Em £m
Claims, benefits and surrenders paid 140 247 1,407 1,754
Movement in liabilities ] Erd 53 b
Gross daims, benefits paid and movement in liabilites prz] 54 1,533 2,440
Beinsuners’ share of claims, benefits and surrenders paid =0} 13 = [&3)
Beinsuners’ share of movement in liabil ites 137} 4} = 41}
Beinsuners’ share of caims, benefits paid and movement in labdities {117} 7} = |124)
¥ear ended 31 December 2014 106 XIT 1,933 2,316
Claims, benefits and surrenders paid 141 187 1473 1811
Movement in liabilities 48 388 a7 1,313
Gross daimes, benefits paid and movement in liabilites 189 588 2,350 3,124
Biglnsurers’ share of claims, benefits and surrenders paid (76} 13} - (72
Bpinsurers’ share of movemest in liabilibes {7} {10} - 117}
Feinsurers’ share of claims, benefits paid and movement in kabdities (83} (1%} - (96}
¥ear ended 31 December 2013 106 572 2,350 3,028

1 dncivdes non-fe insuromoe.
2 Discretionary participation features.
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4 Operating protit

Operating profit Is stated after the following items of income, expense, gains and losses, and loan iImpalrment charges and
other credit risk provishons:

2014 2013
£m Em
Income
Interest recognised on impaired financial assets T 47
Fees carned on finandal assets or liabilites not held for trading nor designated at fair valus, other than fees
included in effective interest rate cloulations on these types of assets and labilties 2,822 3,043
Fees carmed on trust and other fiduclary activities wherne the group holds or imests assets on behalf of its
customers B20 03
Interest on financial instrurmesnts, exchuding interest on financial liabilities held for trading or designated at
fair value 2,508 2714
Fees payable on financial assets or lizbilities not held for trading nor designated at fair value, other than
fees included in effective interest rate closlations on these types of assets and labil ites 513 811
Fees payable on tnest and other fidudary activities where the group holds or invests assets on behalf of its
customers 1 1
Fayments under kease and sublerce agresments 174 156
Bdinimum lease payments 172 184
Contingent rents and sublease payments 2 2
Galins[losses)
Impairment of avallable-for-sale eguity shares [28) {38}
Gains on disposal or settlement of loans and advances = 3
CGainsTicsses] on financal labillities meanered at amortsesd cost 5] (S}
Losses recognised on assets held for sale 15} -
Gainslosses) on disposal of property, plant and eguipment, intangible assets and non-financial
Investments 11 [T
Loan impairment charges and other credit risk provisions |445) (a7}
Mt impairment charge on loans and advances |&47) {1, 142)
Mt impairment of available-for-sale debt securities 3 1386
Mt impairment in respect of other credit sk provisions [5)| [L3]
5 Employee compensation and benefits
Total employee compensation
2014 2013
Em Em
\Wages and salankes 3,357 3358
Social seourity costs 458 475
Fost-employment benefits ESL] 5
‘fear ended 31 December 4,144 3 8%
Average number of persans employed by the group during the year
2014 013
Ertail BEanking and Wealth Management 29,763 30,541
Commerdal Banking B.TIT 8 744
Global Banking and Markets 6795 BST5
Global Private Banking 233 FE- ]
Orther 21,927 23378

ear ended 31 December 68,035 5, B4
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Post-employment benefit plans
Accounting policy

The group operates a number of pension and sther post-employment benefit plans throughowt the world. These plans include both
defined benefit and defined contribution plans and various other post-employrment benefits such as post-employment healthcare.
Payments o defined contribution pland and state-managed retirermnent benefit plans, where the group’s obgations under the plans
are equivalent toa defined contribution plan, are charged as an expense as the employees render service.

The defined benefit pengion costs and the present walue of defined benefit oblgations are caloulated ak the reporting date by the
schermes’ actuaries using the Projected Unit Credit Method. The net charge to the income statement mainly comprizes the service cost
and the net interest on the net defined benefit liability and is presented in operating expenses.

The past service cost which is charged immediately to the income statement, i the dhange in the present value of the defined benefit
obfgation for employes service in prior periods, resulting from a plan amendment [the ntroduction or withdrawal of, or changes o, a
defined benefit plan) o curtailment [a significant reduction by the enkity in the number of employess covered by a plan). A setthement
& a transaction that eliminates all further legal and constructive obgations for part or all of the benefits provided undera defined
benefit plan, other than a payment of benefits to, or on behalf of, employees that is set out in the terms of the plan and induded in the

oOoOooodn

actuarial assumptions.

and what has actually occurred), as well as the effects of changes in actuasial astumptions.

future contributions to the plan.

sccounted for on the same basis as defined benefit pension plans.

Remeasurernents of the net defined benefit liability, which comprise actuarial gaing and logses, return on plan assets [exduding
interest) and the effect of the asget ceiling (if any, exduding interest), are recognised immediately in other comprehensive incomes.

Mctuarial gains and bosses comprise experience adjustrnents {the effects of differences between the previous acuarial assumptions

The defined benefit liability recognized on the balance sheet represents the present value of defined benefit obligations reduced by
thie fair value of plan assets. Any met defined benefit sunplus is Bmited o the present value of avaliable refunds and reductions in

The cost of obBgations arising from other post=employment defined benefit plans, such as defined benefit health-care plans, ane

Income statement charge

2014 013
£m £
Defined benefit pension plans
= HEBC Bank (U] Pension Scheme 55 {158}
= Other plans il P}
Defined contribution pension plans 156 175
Fension plans 31z (2
Defined benefit healthcare plans 7 7
Year ended 31 December 319 5
Net ossets/Nabilities) recognised an the bolance sheet in respect of defined benefit plans
Present walue of
Fairvalue of  defined benefit
plan assets ohligations Tatal
Em Em Em
At 31 December 2004
HSBLC Bank (UK) Pension Scheme 22,611 (15,555} 3,085
Ortiher defined benefit pensicn plans EL (521) (217)
Defined benefit healthcare plans = (113} (213}
Tovtal 22,975 | 20,249} 2,736
Tortal employee benefit liabilitles {within "Accruals, deferred income and other liabiities’) (333)
Total employee benefit 2ssets (within ‘Frepayments, acorued income and other assets’) EN ]
&t 31 December 2013
HSBC Bank (UK) Pension Scheme 18,155 {1722} 1334
Othver defined benefit pension plans ELT] 547} {193)
Defined healthears plans - {135} {135}
Total 18,210 {18,504} 8186
Total employee benedit labilities (within “&ccruals, deferred income and other liabilities’) [ESE]
Total employee benedit assets (within ‘Frepayments, acorued income and other assets’) 1,734
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Cumulative actuariol gains/|{losses) recogmised in other comprehensive income

Ak 1 January

MSBC Banik |UK) Pension Scheme
Other plans

Healthare plans

Total actuarial gains/{losses) recognised in other comprehensive income for the year

At 31 December

Penszion plans
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24 1013
£m £m
[1,365) {408)
1,678 {273)
(52} 2

12 14
1,638 {257)
73 [1,365]

Defined benefit pension arrangements for bank employees who are members of defined benefit pension plans, as well as
certain ather employees of the group and HSBC, are provided principally by the HSBC Bank (UK) Pension Scheme (the
‘Scheme’), the assets of which are held in a separate trust fund. The Pension Scheme ks administered by a corporate
trustee, HSBC Bank Pension Trust [UK) Limited (the Trustee’), whose Board |s comprised of 13 Directors, four of whom are
elected by employess and two by pensioners. The Trustee Directors of the Pension Scheme are required to act in the best

Iinterest of the Scheme's beneficiaries.

Fosf-employment defined benefit plans” principal actuarial assumptions
The principal actuarial financial assumptions used to calculate the group®s obligations under its UK defined benefit
penshon and post-employment healthcare plans &t 31 December were a3 follows. These assumptions will also form the

basis for measuring periodic costs under the plans in the following year:

Discownt

rate

L]

2014 3.0
213 445

Rate of Healthcare

inflation  imcrease for Rateof pay  costtrend
rate pensions  Increase rarbes

k] ® L] k]

320 .00 70 6.890
180 330 410 1.10

The group determines the discount rates to be applied to its obligations in consultation with the plans’ local actuaries, on
the basts of the current average yield of high quality |AA rated or equivalent) debt instruments, with maturities consistent

witth those of the defined benefit obligations.

The mortality tables used and implied average life expectancy &t 65 in the UK at 31 December were a3 follows:

Martality

tabile
2014 sAps g1t
2013 saps g1t

Life expectancy at Life expectancy at
age 65 for a mals age 65 for a female
memiber curre ntly: mambser currenitiy:
Aged &5 Aged 45 Aged 65 Aged
38 =3 %0 26.9
238 3 A 26.8

1 Adusted SAFS 51 with CMI_20T4 improvements (20130 012013 improvements) and o 125 per oot long-tenm omaual improvernenat, Light

ol with 1.0 roting for mole pensioners and 1.0F roting for femake pensioners.

125

383/466



HEEC BANK FLC

Notes on the Financial Statements (continued)

Actuanal azsumplion senaifivifies
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The discount rate s sensitive to changes in market conditions arising during the reporting period. The mortality rates used
are sensithve to experience from the plan member profile. The following table shows the effect of changes in these and

the other key assumptions on the principal plan:

HSAC Bank [UK] Pension Scheme
2014 2013
£m Em
Discount rate
Change in pension chligation at year end from a 25bps inorease (511} {B1%)
Change in pension chligation at year end from a 25bps decoresse L T
Change in following year pension cost from a 25bps increase (4=} {45}
Change in following year pension cost from a 25bps decrease 47 42
Bate of inflation
Change in pension chligation at year end from a 25bps inorease 58 &0l
Change in pension chligation at year end from a 25bps deorease |7a0) |BEE)
Change in following year pension cost from a 25bps increase -} n
Change in following year pension cost from a 25bps decrease [EiT] {38}
Rate of increzse for pensions in payment and deferred pensions
Change in pension chiligation at year end from a 25bps inorease 7 TET
Change in pension chligation at year end from a 25bps decrease 783) {741}
Change in foliowing year pension cost from a 25bps increase n 41
Change in following year pension cost from a 25bps decrease =) {38}
Rate of pay increase
Change in pension chligation at year end from a 25bps inorease 152 18
Change in pension chiigation at year end from a 25bps decrease |145) {124)
Change in following year pension cost from a 25bps increase -] 10
Change in following year pension cost from a 25bps decrease 7 =
Mdartality
Change in pension chligation from each additional year of longevity asssmed 453 431
Defined benefit pension plans
Net assety{liability} under defined benefit pension plans
Present value of defined
Fair value of plan assets benefit obligations Met benefit assetiaklity)
H5ELC Bank HEBL Bank HEBL Bank
{UIK] Pension Other  {UE] Pension Other UK} Fension Other
Scheme plans Scheme plans Schemes plans
£m Em £m Em £m £m
Met defined benefit liabiliey at 1 Jamuary 2014 19,158 354 (17,922 (547} 1334 [193)
Current service cost = = {138) (18} 138) 18y
Fast service cost and igains)y losses from setthements - - (18] 1 18] 1
Service cost - - (154 (27} (154 [27)
Mt interest (income)foost on the net defined benefit
bability paz 1 784 f16) 58 ish
EBe-measurement effects recognised in other
comprehensive inoome 1,954 i [L.278) &2} 1,678 [52)
= rerburn on plan assets (sxchsding interest income) 2954 10 = = 2,954 10
= actuarial kasses = = [1,408) [55] [1,408) [55)
= other changes - - 132 [T 132 i)
Exnchange differences = (24) = 43 = 25
Contributions by the group 240 14 - - 240 14
= normal 160 14 = = 160 14
= special 20 = = = 20 =
Contributions by employess 23 = 123) n] = (7
Benefits paid [s80) 1 580 15 = 18
Administrative costs paid by the plan 24y = 4 = =
&t 31 December 2004 22,611 [19,555) (581} 3,056 [217)
Fresent value of defined benefit obligation relating to -
acthves - - w2 {274 - -
deferrads - - (e 73} - -
pensioners - - e [134) - -
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Met defined benefit liability at 1 Jaraary 2013
Current service cost
Past service cost and {gains)y losses from setthements
Service cost
Mot interest (incomefoost on the net defined benefit
liakbility
Be-measurement effects recognised in other
comprehensive inoome
= return on plan assets (sceding interest income)
= actuarial kosses
= other changes
Enchange differences
Contributions by the group
= mormal
= spcial
Benefits paid
Administrative costs paid by the plan
&t 31 December 2013

Fresent valse of defined benefit chligation relating to -

actives
deferreds

pEnsioners

Notes on the Financial Statements (continued)
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Present value of defined
Fair valuse of plan assets beniefit obligatians Mt benefit auset,habdity}
H5EC Bank HEBL Bank HEBL Bank
{UK) Pensicn Other  {UE) Pension Oriver  {UKE} Fension Other
Scheme plans plans Scheme plans
£m Em £m Em £m £m
17258 kL 16,3800 {478} 1612 {150}
- - [167) {13) (1ET) [13)
= - 280 (2} 280 (3}
- - 113 {16} 113 (18}
&6 & [721) {13} 85 (5)
34 E] 1.457) E]] (EEE] 2
LFL 5 - - 524 H]
- - (1.562) s fnses) 5
- = 72 2 ki 2
- EE] - {45) - (7
387 & ELr &
I I I - -
180 - - - 187 -
24 - 24 5] - )
[542) (1} 13 13 3 12
22} - 2 - -
18,156 354 {17, 822) {547} 1,234 {193}
(5,381} {355}
[5,058) {70
[7.485) (122}

The group expects to make £145 million of contributions to the HSBC UK Pension Scheme during 2015. Benefits expected
to be paid from the H3BC UK Pension Scheme to retirees over each of the next five years and In aggregate for the five

years thereafter, are as follows:

X5 HilE 2017 2018 2015  HX0-H24
£m £m £m £Em Em £m
HSBC Bank |UK] Pension Scheme &2 Gl 6D ] Tl 381
Fair value of plan assets by asset closses
2004 Hi3
o guoted Mo guoted
Ouoted miarioet heoted market
market price price I market price pnice i
Fair i active active Thereof Fair i active active Thereof
walue market mariet HSBC walue market market HSBL
£m £m £m Em £m £m £m Em
HESEC Bank LK) Pemsion Scheme
Fair walue of plan assets 3611 19,158
Equities 3,530 za24 =] = 2,815 Lilg 547 &
Bonds 14776 14,778 - - 10,712 10,712 - -
Derivatives ar8 EES A5 say 1,710 - 1,70 1.7
Ortiher 3,427 2am 1,048 - 3,919 3112 a7 -

The actual return on plan assets for the year ended 31 December 2014 was a positive return £3 817 million (2013: positive
return of £1,343 million). The group expects to make £166 million of normal contributions to defined benefit pension

plans during 2015,
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HEEC BANK FLC

Notes on the Financial Statements (continued)

Triennial valuation

UK regulathon requires penskon schemes be valued formally every three years and a funding plan agreed between the
trustee and scheme sponsor. The most recent triennial actuarial valuation of the UK Scheme performed by the Scheme
Actuary on behalf of the Trustee has been carried out &s at 31 December 2011, At that date, the market value 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 after allowing for
expected future increases in earndngs, and resulted in nelther surplus nor deficit. The method adopted for this valuathon
was the projected unit method.

Ongoing contributions
Following the complethon of the 2011 triennkal valuation, the bank pays contributions at the rate of 43 per cent of

pensionable salaries (less member contributions) which are expected to continue to 30 June 2015 at which point future
service accrual for active members of the Defined Benefit Scheme will cease.

Solvency position

#s part of the 31 December 20011 valuathon, calculathons were also carrbed out as to the amount of assets that might be
needed to meet the llabilities if the Scheme was discontinued and the members' benefits bought out with an insuramce
company (although in 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 billion as at 31
December 2011. In estimating the solvency position for this purpose, a more prodent assurmpthon about future mortality
wias made than for the assessment of the ongolng.

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 linked to finel salary on
retirerment (underpinned by increases in CPI) but all active members of the DBS will become members of the Defined
Contribution Section from 1 July 2015.

Directors’ emoluments
The aggregate ernoluments of the Directors of the bank, compubed in accordance with the Companbes Act 2006 as
amended by statutory Instrurment 2008 No.d10, were:

2014 213

£000 000
Foos’ 1,393 1,382
Salaries and cther emal 3,868 1,438
Annwal incentives® 2,975 3,334
¥ear ended 31 Becember 8,384 6,154

Westing of long-term incentive awards - -

1 Fees included fires pald fo mon-eescutive direchors.

2 dncenthive awards mode o exrcutive directors are deliveved in the form of cosh ond HS8C Hoddings pic shares. The amount shown is comprised of
E5ME4N0 (2012: £463,875) in cosh, 783,629 (2013 £635 813) i deferred cosh, £526,420 (2013 £263.875) in Restricted Shares and £789, 629
{2013 £625 213} in deferred Bestriched Shoves, issued under the HEBC Share Plan 2011, and £292 455 (2013 £1,014,232}n shores owerded
wnder the Group Performonce Share Blon ("GPSP} ond other long term deferred owonds under the HESC Share #lon 2011, The totol vesting
penod of deferred awards is no less than three yeovs, with 33% of the oword westing on eoch of the first and second ies of the dote of
e wond and’ the halonce vesting on the thind anmiversory of the dote of the oword, Wohere the tofial westing period (s three yeors, the shore

awards will be subject fo a siv manth retention peviod wpon vesting. GFSF owonds ore subject to o five pear vesting peviod, On tive vesting dote
GPEP awards ove subject fo o 7 i unid ¢ of i

One Director exercised share options over HSBC Holdings plc ordinary shares during the year.

fowards were made to four Directors under long—term incenthve plans in respect of qualifying services rendered in 2014
|2013: four Directors). During 2014, no Directors recelved shares in respect of awards under long—term incentive plans
that vested during the year [2013: no Directors).

Retirement benefits are accrubng to one Director under a defined benefit scheme and are accruing to two Directors under
money purchase schemes in respect of Directors’ gualifying services, Contributions of E48,715 were made during the year
to money purchase arrangements in respect of Directors’ qualifying services (2013: £158,963).

In addition, there were payments under retirement benefit agreements with former Directors of £805,005 (2013:
E809,519), including payrments in respect of unfunded pension obligations to former Directors of E686,104 (2013:
E693 632). The provision as at 31 December 2014 in respect of unfunded pension obligations to former Directors
amounted to £10,849,954 (2013: £11, 664,633).

The salary and other ermoluments figure includes Fixed Pay Allowances, Discretionary annual incentives for Directors are
based on a combination of individual and corporate performance and are determined by the Remuneration Committee of
the bank's parent com pany, HSBC Holdings ple. The cost of any conditional awards under the HSBC Share Plan 2011 are
recognised through an annual charge based on the fair value of the awards, apportioned over the period of service to
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HEEC BANK FLC

Notes on the Financial Statements (continued)

wihich the award relates. Detalls of the Plans are contained within the Directors’ Remuneration Report of HSBC Holdings
plc.
Of these aggregate figures, the following amounts are attributable to the highest pald Director:

2014 2313
EOGD EOO0
Feos - -
Salanes and other emoluments 1,340 501
Anraal incentives? 941 1,845

1 Awords mode to the highest poid Dvrector are delivered in the form of cosh and HSBC Haoldings pic shores. The omount shown is compnised aff
ET63,418 (2012 £213, 305) in cosh, £254, 104 (2013: £328, 958} in deferred cosh, E169.418 (301 2: £219, 305} in Restricked Shares and £254,124
{2013 328 958) in deferred Restricted Shoves issued under the HSSC Share Pion 2011, and £34, 120 (301 3: £548, T80 in shares awarded unoer
the Group Ferformance Shove Plon ("GPP which is the loang—term incentive under the HESC Share Plan 2011 The tote! vesting period of
deferred owonds is no less thon twee pears, with 339% of the oward vesting on eoch off the first ond second anniversaries of the dote of the meord
and the bolonce westing o the ehind anmbversory of the dote of the oword. Where the tofal vesting period is three peos, Hhe share owords will be
subfect to o siv month retention peniod upon westing.  GPSP owords ane subjlect o a five wear westing period. On the westing dote GPSP owards
ang subiject bo o refention requiremeyat sl cessation of employment.

The highest paid Director did not recelve amy shares as the result of awards under long-term incentive plans that vested

during the year. The highest paid Director exercised TOE share options over HSBC Holdings plc ordinary shares during the

yEar,
Mo pension contributions were made by the bank in respect of services by the highest paid Director during the year.

6 Auditors’ remuneration

2004 2013

Em Em

Audit fesees payable to KPMG (] 71
Audit fees payable to non—KFMIG entities X 05
Total auditors remuneration 75 T8

1 Fees payohle to KPRG for HSBC Bani pic's statutony oudit and the owdit of the bank’s subsidiories.

The following fees were payable by the group to the group's principal auditor, KPMG Audit Plc and (ts associates (together
“KPMG’):

2014 2013
£m Em

At foses for HEBC Bank plc stahstory aude™; 3.7 EX ]
- fees relating to current year LI-” 34
= fpes relating o prior year o3 0.4
Fees for other services provided to the group 24 29
- audit of the group's subsidiaries, pursuant to legislation® a1 12
- audit-related assurance serdces’ 19 44
= audit of pension schemes associabed with the group a1 a1
Tau services
- tamation compliance services a1 0.1
~ tamation advisory services a1 0.2
&ll other services
- services relating to information techinology o4 1]
- all ather services L&) 0.4
Total fees payable 121 117
1 Fees poyoble to KBS Audit P for the shotetory oudit of the o Weated fimanclel star ts of the growp ond the separote

financie!
statements of the HESC Bonk plc. They exclude amownts paymble for the stotutory oudit of the bank s subsidionies which howe been included in
‘Fees payoble to KPMG for otfier serwioes prowded to the growp”
2 nciuding fees poyoble fo KPS for the sfafufony owdit of Hhe bank s subsidionies.
3 ncivding serviors for ossurance ond obher services that relabe to stotutory ond regulatary filings, including comfort lethers and ieh
Fees payable to KPMG for non—audit services for HSBC Bank ple are not dischosed separately because such fees are
disclosed on a consolidated basis for the group.

129

387/466



EDINETOOOO
OO000DO00oDOo00DOo0ooOodn(E22630)
oOoOooodn

HEBC BANK PLC

Notes on the Financial Statements (continued)

T Share-based payments

Accounting policy

The group enters inte both equity-settled and cashrsettled share-based payment arrangements with it em ployees as compensation
fior services provided by emplopees.

The cast of share-based payment ar % with ernployees i measured by reference to the fair value of equity instruments on
the date they are granted and recognised as an expense on a straight-Ene basis over the vesting pericd, with a corresponding credit to
"Retained Exrnings”.

For cash-settled share based payment arrangements, the services acquired and the Eability incurred are measured at the fair valee of
the liability and recognised as the employess render services, Until settlement, the fair value of the liability is re-measured over the
westing period with a correspanding credit to Retained sarnings’.

Fair value is determined by using appropriste valuation models. Vesting conditions include service conditions and performance
conditions; any ather features of the arrangement are non-vesting conditions.

Market performance conditions and non-westing conditions are taken into acoount when estimating the fair value of the award at the
date of the award. Vesting conditions, ather than market performance conditions, are not ken into account in the initial estmate of
the fair vilue at the grant date. They are taken into acoount by adjusting the number of equity instruments included inthe
measuremment of the transaction

& cancellation that occwes during the westing pericd is treated as an acceleration of vesting and recognised immediately for the amount
that would otherwise have been recognised for services over the vesting period.

HSBC Holdings i the grantar of its equity instrument for all share awards and share options across the group. The credit to "Retained
sarnings’ over the vesting period on expensing an award represents the effective capital contribution from HSBC Holdings. To the
exbent the groug will be, or has been, required to fund a share-based payment arrangement, this capital contribution is reduced and
the fair value of shares expected to be released to employees is recorded within 'Other liabilities’.

Income staterment charge
The share-based payment income statement charge is recognised in wages and salarles [Mote 5) as follows:
2014 13
Em £m
Restricted share awards 147 127
Savings-related and other share option plans 15 20
Year ended 31 December 182 147
HSBC Share Awards
Restricted share =  Anassessment of peformance over the relevant period ending =  Todrive and reward performance consistent
awards on 31 December i used to determine the amauwnt of the award o with strategy and align to shareholder
(including Annual  be granted. nterests.
noemive 2 5 o [ed i avmvards ge Ily require employess to remain in = [Deferral provides an incenthve for a longer-
delivered ky employment over the vesting period and are not subject to term commitment and the ability to apply
shares) and PSP b formancs conditions after the grant date. malus,
Sminrdy = Deferred Annual incentive awards generally vest over a period of
three years and GPSP awards vest after five years,
= ‘Wested shares may be subject to a retention requinement
{restriction) post-westing.
GPSP swards are retained untll cessation of employment.
= fAwards granted from 2010 onwands are subject to malus
provision prior o vesting.
Movement an H5BC shove owards
Restricted share awards
14 13
Nurmber Humber
L 000s
Outstanding at 1 January 38148 58 404
Additions during the year B 85T 17,380
Redeased in the year 127,375) (37,6200
Farfeited in the year (852) [775)
Transfarred {518} 669
Dutstanding at 31 December 38,262 38,148
‘Weighted average fair value of awards granted (£} 19 747
1 R 'lﬂﬂn.f_p, h b d fs. Restricted ol [ ] —I\rlwud*m .J.- P“fm:uu l. ble i casi.
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Notes on the Financial Statements (contimed)

HSBC Share Option Plans

Main plans Policy Purpase

Savings-refated o Two plans: the UK plan and the International Plan. The last grant = To align the interests of all employees with
share option of options under the Intermational Mlan was in 2042, the creation of sharebolder value.

plans

= Eligible employees save up to £500 per month for for options
granted prior to 2013, the equivalent in euros), with the option to
uge the savings b0 acquire shares.

= Exercisable within six months following either the thind or fifth
anniversaries of the commencement of a three-year or flve-year
wontract, respectively, (o for options granted prior to 2013, three
mionths following the first anniversary of the commencement of a
onE=yedr Savings cortract].

= The exercise price is set at a 200 (2003 200} discount to the
market value immediately preceding the date of invitation {except
far the one-year aptions granted under the US sube-plan prior o
20113 where a 15% discount was applied).

Calculation of fair values

The fair wabues of share options are calculated using a Black-5choles model. The falr value of a share award Is based on the
share price at the date of the grant.

Movemeant on HSBEC share option plans

Savirgs-related share HSSC Holdings Group
option plans share option plan
Number WAER Mumber WAEF
(Boos) [3 (oadais) [3

2004
Owutstanding at 1 Januany 53,305 4.21 5,965 7.23
Granted during the year 26,39¢ 519 = -
Ewercised during the year [24,418) 351 = =
Transferred during the year 1337] 4.42 {355) 7.28
Expired disring the year 3,624 4.90 [20,773) 7.22
Cutstanding at 31 December 51,319 4.98 4,837 7.29
Weighted average remaining contractual life [years) a4

Savirgs-related share HS8C Holdirgs Group

=] share
Number Wi N umbeer L
(Do0s) £ oz} £

2013
Cautstanding at 1 Janusary 6,112 422 40,257 687
Granted during the year 8,208 L47 -
Exercised during the year i5,BE2) 468 [10,02€) 612
Transferred during the year {164) 417 {123) a7
Expired disring the year i5,157) 4461 (4,139) 6.15
Cutstanding at 31 December 53,308 4.21 25,968 7,23
Weighted average remaining contractual life [years) 1.52

1 Weighted overoge exercise price
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Notes on the Financial Statements (continued)

8 Tax
Accournting policy
Incoeme tan comprises carrent tax and deferred taw. Inoome o is recognised in the income statement except o the exbent that it
I to iterns recognised in other comprehendive income ar directly in equity, nowhich case it is recogniged in the same statement in

which the related ftem appears.

Current i is the tax expected to be payable on the taxable profit for the year, caloulated wsing ta rates enacted or substantively
enacted by the balanoe sheet date, and any adjustment o tax payable in respect of previous years. Current tx assets and liabilities are
offset when the group intends to settle on a net basis and the legal right to offset exists.

Deferred tax is recognised on temporary differences b 1 the carrying amounts of assets and liabdities in the balance sheet and
the amounts attributed to such assets and liabilities for tax purposes. Deferred tax liabilities are generally recognized for all taxable
temiparary differences and deferred tax astets are recognised to the extent that it i probable that future tooable profits will be
wwailable against which deductible termnporary differences can be utilised.

Deferred tax is calculated using the tax rates expected to apply in the pediods in which the assets will be realised or the liabdites
settled based on tax rates and laws enacted, or substantively enacted, by the balance sheet date. Deferred tax astets and Eabilities are
offset when they arise in the same tax reporting group and refate to income tawes levied by the same tacation authority, and when the
group has a legal right to offset.

Deferred tax relating to actuarial gains and losses on post-employment benefits is recognised in other comprehensive income.
Deferred tax relating to share-baged payment transactions s recognised directly in squity to the extent that the amount of the:
estimated future tar deduction exceeds the amownt of the related cumulative remuneration expense. Deferred e relating to fair
walue remeasurements of avadable-for-sale imestrments and cash flow hedging instruments & credited or charged directhy to other

comprehensive income and iz subsequently recognized in the income staternent when the deferred fair value gain or logs is recognised
in the incorme statement.

2014 2013
Em Em

Current tax
U corporation ta Fi o) L2
— for this year fr 1%
— adjustment in respect of prior years 4 (112
Overseas tax 343 350
= for this year ERT 31
— adjustment in respect of prior years 5 (1),
558 424
Deferred tax 134) 330
ornigination and reversal of temporary differences [2) 254
— effect of changes in the tax rates [13) a7
— adjustment in respect of prioe years 13} F]
Total tax expense for the year ended 31 December S&4 T4

The UK corporation tax rate applying to HSBC Bank plc and its subsidiaries was 21.5 per cent [2013: 23,25 per cent). Other
oversess subsidiaries and overseas branches provided for taxation &t the appropriate rates in the countries in which they
operate,

The main rate of corporation tex in the UK was reduced from 23% to 21% on 1 April 2014 and will be further reduced to

20% on 1 April 2015. The reduction in the corporation tax rate to 20% was enacted through the 2013 Finance Act on 17
July 2013, It s not expected that the future rate reduction will have a significant effect on the group.

The Group's legal entities are sulbject to routine review and audit by tax authorities in the territories in which the Group
operates. Where the ultimate tax treatment s uncertain the Group provides for potential tax liabilities that may arise on
the basis of the amounts expected to be pald to the tax authorities. The amounts ultimately padd mey differ materially
from the amounts provided depending on the ultimate resolution of such matters.
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The following table reconciles the tax expense which would apply If all profits had been taxed at the UK corporathon tax

rate:
2m4 a3

£m % £m ]
Tawation at LK coeparation tasrate of 21.5% (2013: X3 258%) 420 215 k- 335
Effect of taxing owerseas profit at different rates 15 os 24 16
Monstamable income and gains subject to tax at a lower rate (30§ (L5} 28) [0.4)
Deferred tax temporany diferemces not provided [LE]] {22} 449 15
Permanent disallowabiles 138 11 4 o1
Changes in tax rates 13 oy 49 15
Local taxes and overseas withholding ases El] 15 33 14
Ot items ™ 128 {120) [.6)
Adjustment in respect of prior years 1 oS {83] [2.5)
Total tax charged fcredited) to the income statement 564 289 54 prL]

The effective tax rate for 2014 of 28.9% was higher than the UK corporation tax rate of 21.5% due to the non-deductible
settlements and provisions in connection with forelgn exchange investigations offset in part by losses previously not
recognised for tax pUrposes OVerseas.,

Movement of net deferred tax assets/{liabilities) before offsetting balances within countries

The growup
Loan Unused FProperty, Asallable- Cash Share:  Goodwill
Fetirement impaiment tax  plant and forsale  flow  based and
benefits allowances  lossos equipment inwestments hedges payments intangibles  Other  Total
Em Em £m £mi Em Em £m £m £m

Aszets = 2] 14 3z = 25 L § 71 = 541
Liskilities f188) - - I2) &2 - - [14)  [am) (343
At 1 January 2014 [188) 2] 14 m 32) 25 L § 57 (48) 138
Income statement 309 (L] ] [15) = 1 17 14 &9 34
Ortiher comprehensive income (322) = - - 2] 174) - - - [4z%)
Equity - - - - - - - - m
Foreign exchange and other [L1] 4] 1 [Sh 7 - - 14 5 14
At 31 December [542) 78 F=] 263 [114] 48) 35 85 26 [128)
Assets - k] x 268 - - EL] -] 46 550
Liskilities s42) - - - (114 jag) - [14) (200  [7am)
2013
Aszets - & 294 141 kL] - kL] il 10 ESE
Liabiities i243) - - ih B (83 - - ) e
&t 1 Janaary (243) &0 294 140 126) [1-¥1] k] 20 (&4} 178
Income statement (220 8 224) 149 7 - {12) 51 (X3 (230}
Ortiher comprehensive income 251 - - - 1n bl - - - T
Equity - - - - - - 12 - - (2}
Foreign exchange and other 28 = 4 = {a4) [Fi] 1 (14} L] {1}
&t 31 December (1HE) =] 14 8 {53 25 g1 57 {45} 198
Asmets - -] 14 292 = Fal L] 71 = 541
Lishiitins (18E) - - (3} {82 = - [14]  (4®) (343}
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The bank
Loan Froperty; Share:  Goodwill
Retirement Impairmient Unused tax plant and bazed and
benefits allowances losses  equip imtangibl Other Tortal
Em £m £m Em £m £m Em £m

Aszets = 11 = 176 o a7 17 333
Viskilties f248) = = = = = 1 (247)
&t 1 Janaary [248) 11 = 176 o a7 16 26
Income statement 300 (L5 ] 18 113y &) 11 |20 (=1}
Ortiher comprehensive income [338) = = = = = 127 (3&5)
Equity - - - - ) - - =)
Foreign exchange and other = = = = = = 1] 1}
At 31 December [B14) 18 163 7 a8 132) (340}
Aszets = = 18 163 T a8 = 306
Liskilities 614) - - - - - 132)  [es)
23
Aszats - 18 280 105 &z L] n 526
Lisbiities (274) = - - - - 1500 (324}
&t 1 January (274) 18 280 105 &r L] 127 02
Income statement (2a0) 7} fF:-L1] H {11} 48 [0} {411}
Ortiher comprehensive income: 250 - - - - - 3 ELir)
Equity - - - - @) - - (@)
Foreign exchange and other i) - L] - - 1 (i) 2
&t 31 December (248) 11 - 176 4F a7 16 26
Aszets - i1 - 17 4 ar 7 333
Lisbilities [248) - - = - - 1] {247}

After netthng off balances within countries, the balances as disclosed In the sccounts are as follows:

The Growp Thie Bank
2004 2013 2014 2013
Em Em Em Em
Deferred tax asseds 176 i 5 -]
freferred tax lishilties (354) {24} (345) [Ed]
|1828) 198 |340) B

For the group, a deferred tax asset of £298 million (2013 £246 milllen) has not been recognised on the balance sheet for
temporary timing differences in respect of losses and unused forelgn tax credits where the recoverability of potential
benefits s not considerad likely.

For the bank, a deferred tax asset of £43 million [2013: Endl) has not been recognised on the balance sheet.

Deferred tax is not recognised in respect of the group’s ivestrnents in subsidiaries and branches, wihere remittance ks or
other realisation is not probable, and for associates and interests in joint ventures where it has been determined that no
additional tax will arise. Mo amount i disclosed for the unrecognised deferred tax for the 20104 and 2013 temporary
differences associated with such investments &s it is impracticable to determdne the amount of income taxes that would
be payable when any temporary differences reverse.

9 Dividends
Dividends to shareholders of the parent company were as follows:

2014 2003
Déwidends declared on ordinary shares £ per share Em £ per share £m
Second interim dividend in respect of the previous year [l ] &30 - -
Third interrimn dividend in respect of the previous year - - 176 1,800
First imberion dividend in respect of the current year 0TS ] 0Tl 500
1.54 1,230 147 1,970

2014 23
Déwidends on preference shares classified as equity £ per share Em £ par share Em

Diwidend on HSEC Bank plc non-cumadative

third dollar preference shares 116 41 116 41
116 41 118 41

A second interim dividend for 2014 of £315 millllon to shareholders of the parent company was declared by the Directors
after 31 December 2014 (Mote 39). The total dividend dedlared on ardinary shares in respect of 2014 was £915 million
(2013: £1,200 mdllbon).
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10 Segment analysis
MAccounting policy

Measurement of segmental assets, liabilities, income and expenses ks in accordance with the groug’s accounting
policles. Segmental income and expenses include transfers between segments and these transfers are conducted on
arm’s length termis and conditions. Shared costs are included in segrments on the basis of the actusl recharges made.
The types of products and services from which each reportable segment derives its revenue are discussed in the ‘Report
of the Directors: Operating and Financial Review — Products and Services'.

Profiti{loss) for the year

Year ended 31 Decembaer 2014
Infer-
REWM oMBe GBEM GPE Other  sepment Tatal
£m Em Em Em £m £m Em
Mt interest incomes: 3,158 2,195 1,280 203 (42) (5] 6829
Mzt fee income 1,356 1,153 43 112 2 = 3,356
Met trading incoms [143) 5 | 1,637 11 24 ES 1,808
Other income [157) -] 219 2) 340 (B3 ELH]
Mt aperating income: before loan impalment charges amd
ather oredit risk prosisions 4208 3,434 3,879 324 324 (23 11,226
Loan impairment changes and other oredit risk provisions [162) |30:E) 16 4 1 - (445)
Met operating income: 4,046 3,126 3,885 328 ais (83) 11437
Employes compensation and benefits (10209 |5e4] {1,000} [o8y  (1,392) = 4,044)
General and admdnistrative expenses’ (2,730) {940] |2.582) [114) 1472 23 (4.211)
Depredation and impairment of property, plant and
squipment O B TV - B
Amortsation and impaiment of intangible assets |78) 122) 161} = 500 = (211}
Total aperating expenses [3838) (1838  |37i8)  pm3) (27 B (aamm)
Operating profit 212 1,591 (20} 115 52 = 1,950
Share of profit in associates and joint ventures 1 1 1 = = = 3
Profit before tax 213 1,552 (19} 115 52 = 1,953
Cost efficiency atio BL11% 44.70%  100.98%  65.T4% 79.82%
1 The resloootion and rechanging off empioyee and other incwred direchy in the ‘Otfer’ reporting segment s shown in ‘Generod and
admimstrmtive expenses’
Year ended 31 December 2013
lnter-
REWM =t ] GREM GPR Other  segment Tatal
£m Em £m £m Em £m £m
Mt interest income 35BS 2,144 1,10 224 (73} ) 6,961
Met fee income 1,502 1,143 L] 100 3 - 3,336
Met trading income 147 13 21492 10 (X2} 3 23n
Other income [147) &0 400 14 (&5} (74) 170
Mt operating income before loan impaimment: dhanges and
ather credit risk provisians L 33m 4281 330 {157} (55) 12,840
Loan impadrment changss and other credit risk provisions [£23) (B0} [133) {14) = = {871)
Met operating Income 4848 2,78 4,148 318 {157} (55) 11888
Employes compensation and benefits [1068) (554} (1067 B2 {1,089) - (3.82%)
General and administrative sxpenses! [2.51%) (832} {1,998) 193 1,150 L1 (4,15%)
Depredation and impairment of property, plant and
equipment m o g 2 (FTRFS T - )
Amortsstion and impakment of intangiblle assets (83) 141} 54y - (33} - {211)
Tatal operating expenses [2473) (1437} {313 (198 {223) 55 (8574
Opaerating profit 1175 1,332 1,026 140 (374} - 3,294
Share of profit in associates and joint ventures 2 1 [E]] - - - -
Profit before tax 1,177 1,333 1,023 140 {374} - 3,354
Cast efficency ratic TiAR  42B4W 71O N 513k B6.78%
1 The realk and recharging of empioeee and otfer incwrred direchy in the ‘Other’ reporting segment is shown in ‘Generod and
admimstnehive expenses’.
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Other information about the profit/(loss) for the year

Indr=
IREARA oME  GBEM =] Other  segment Total
Em Em £m £m Em Em £m
¥ear ended 31 December 2014
Mot operating income: 4045 3,128 3,695 328 325 {83] 11,437
— external 37 3,24 4,401 308 {200 - 11,437
— inter-ssgment 333 [EET] (] 20 815 (&3 —
¥ear ended 31 December 2013
Met operating income: 4 848 3,78 4,148 Eil] [15F) (B8] 11848
— external 4446 3,000 4,831 301 {502) - 11,869
~ interssgment A0 [FEST] (4%3) 18 382 {55} -
Balance sheet information
lIrvtzrs
EEWM CME GHEM GPE Other  segment Total
£m Em Em £m £mi Em Em
¥ear ended 31 December 2014
Loans and advances to customers (net) 105929 68215 75044 7,811 243 - 57282
Investment in associates and joint venture 21 12 Els] = = = =]
Total assets 153,325 74,956  &08,140 15,905 14211 (e9.88% 797289
CustomIEr acoounts 129,481 87,148 116,558 12,778 182 - 346,507
Tivtal liakilties 143,616 67,041 583,03 15,107 11493 (69,888 TE0,591
‘fear ended 31 December 2013
Loans and advanoes to customers {net) 107 247 83,819 43,500 8,515 L ] - mmn:
Investment in associates and joint venture 20 12 L] - - - BT
Total assets 148085 21509 631,114 1E,174 IrEan (87.504) E11.89%
Customer accounts 124,183 81,133 127114 13,311 a17 = 344,358
Total liabikties 152539 108682 555911 1E,108 15,308 (B9812) TrATTE
Information by country
31 December 2004 31 Decemnber 2003
External net External net
Opsrating Naon-cunment Operating Won-current
income™? assets’ income™* assets’
Emi Em £im Emi
Unitted Kingdom 8,817 4,780 9,148 3,385
Erance 1,532 B,045 1480 B85
Switzerkand 10 = B -
Garmany ] 17 542 177
Turkey 559 71 701 7=
Ortiher counbries 459 209 4632 FEx
Total 11,8288 11,257 12,840 10,234

1 Met operating lncome /s atinbuted o comnlnkes on the basls of the custome s’ lotation.

2 Mon=rovrent assets consist of propenty, plant and equipment, goodud, other intangibie ossets ond certoin other assety expecied to be recovered
more thon fwelve maonths after the reponting period.

3 Met operating income before loon impainmend changes and ohher credit nisk pr %, also refi toms
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11 Trading assots

Accounting policy
Financal assets are dassified as held for trading if they have been acguired principally for the purpose of selling in the near term, or
forrm part of a portfolio of identified financial instrurments that ane managed together and for which there & evidenoe of a recent
pattern of short-term profit-taking. They are recognised on trade date, when the group enters inte contractual arrangernents with
courterparties and are normally derecognized when sold. They are initially measured at fair value, with transaction costs taken to the
noome staternent. Subsequent changes in thesr faér value are recogniged in the income staternent in ‘Net trading income”.
Far trading assets, the interest is shown in et trading income”.

Troding assels
Thiz group Thie bamik
204 201% 2004 2013
Em Em Em Em
Trading assets:
—whikch may be repledged or resold by . parti 24180 53174 9,555 31,0
~ nat subgect to repledge or resale by countenpa 105,545 809 88,202 70,058
130,137 134,067 97,757 104, 357
Treasury and other eligible bills £53 2,672 154 43
Dt securithes 49,956 56,414 5,150 288¥1
Equity securities 44,242 36,007 41,893 EL N vrd
Loans and advanoes to banks 15,540 16,067 13,039 16,568
Loans and advances to customers 19, 558 A 17,515 20553
130,137 134,067 97,757 101, 357

1 inchsded within the abowe figunes for the group are debt seounities issued by banks and other financial institutions of £11,278 milion {2003:
£12,0632 milkon), of which £1,857 milkon (2013; £2, 382 million) are guarantesd by warows govemments.

2 Incheded within the abowe figunes for the bank are debt securibies iswed by banks and other financal institutions of £7. 228 million (2013:
£6,458 milicn}, of which nil {2013 nil} are g d by g ]

12 Fair value of financial instruments carried at fair value

Accounting policy
A financial instruments are recognised initially ak fair valoe. Fair value i the price that would be received o sell an asset or paid to
transfer a liab#ity in an arderly transaction between market participants at the measurement date, The fair value of a finandal
nstrument on indtial recognition is generally its transsdion price [that is, the fair value of the consideration given or received ).
However, sometimes the firvalue will be based on other observable curment marost transactions in the same ndtrument, without
madification ar repackaging, or on a valuaxtion technigue whose variables indude only data from obsenable markets, such as interest
rate yield curves, ootion wolatilities and currency rates. 'When such evidence exists, the group recognises a trading gain or logs on
day 1, being the difference betwesn the transaction price and the fair valee. When significant unchservable parameters are used, the
entire day 1 gain or loss i deferred and is recognised in the income sabement over the life of the rangaction untl the ransadtion
rnarbures, it closed out, the valuation inputs becorme obisrvable, or the group enkers into an offsetting trarnsaction.
The fair value of financal mstruments & generally measured on an individual bagis. However, in cases where the groug manages a
group of financial assets and liabilities according ko its net market or credit risk exposure, the group measures the fair value of the
group of financial instruments on a net basis but presents the underdying fnancial assets and liabilities separately n the financial

%, uriless they satisfy the IFRS offsetting criteria as described in Mote 300

Critical accounting estimates and judgements
Valuation of finandal instruments

The best evidence of fair valwe is a quoted price in an actively traded principal mariost. The fair valees of financal nstruments that are

quated in sctive markets ane based on bid prices for assets held and offer prices For liabilities Bsued. Where a financial instrument has

a quoted price in an active market, the fair value of the total holding of the finandal instrurment is calculated as the product of the

number of units and quoted price. The judgement as to whether a market i active may indude, but is not restricted to, the

consideration of factors such as the magnitude and frequency of trading activity, the availability of prices and the size of bid/offer

spreads, The bid/offer spread represents the difference in prices at which a market participant would be willing to buy compared with

the price at which they would be willing to s=ll. Valuation techniques may incorporate assurmptions abouwt factors that other market

participants would use in their wiluations, including:

® the Ekelihood and expected timing of future cash flows on the instrement. Judgement may be required o asess the
countergarty’s abillity to service the indtrument in scconrdance with its contractual terms. Future cash flows may be sengitive to
changes in market rates;

= sebecting an appropriste discount rate for the instrument: ludgement (s required to assess what a market participant would regard
as the appropriate spread of the rate for an ingtrument over the appropriate risk-fres rate;

= judgement to determine what moded to e o calculate fair value in areas where the choice of valuation madel is particutarky
subjective, for example, when valuing complex derfvative products.

A range of valustion techrigues is employed, dependent on the instrument type and avalable market data. Mot valuation techniques

are based upon discounted csh flow anahyses, in which expected future cash flows are caloulated and discounted to present walue

usging a discounting curse. Prior to considering oredit rigk, the expected future cash flows may be known, 25 would be the case for the

fined leg of an interest rate swap, or may be uncertain and require projection, as would be the case for the floating leg of an inkerest

rate swap. ‘Projection’ wtilises market forward curees, if available, In option models, the probabiity of different potertial future
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outcomes must be considerad. In addition, the vales of some products is dependent on more than one market factor, and in these
cases it will typically be necessary bo condider how movements in one market factor mary affect the other market factors. The model
inputs necessany to perform such calculations indude interest rate yield curves, exchange rates, volatfities, correlations, prepayment
and default rates. For interest rate derivatives with collateralised counterparties and in significant currencies, HSBC uses a discounting
curve that reflects the overnight interest rate ['0I8°).

This majority of valuation techniques smploy only ohéervable market data. However, certain financial instruments ane valued on the
basis of valuation techiniques that feature one or more significant market inputs that are unobservable, and for them the
measurernent of fair value is more judgemental. An instrument in its entirety is dassified as valwed using significant unobsenable
nputs if, in the apindon of managemeant, a significant proportion of the instrument’s inception profit or greater than 5% of the
nstrument’s valuation is driven by unobgervable inputs. “Unobservable’ in this context means thak there i little or no current market
data awadable from which to determine the price at which an arm’s length transaction would be [fosly to oocur. 1t generally does not
rmaan thak there i< no dats svailable at all upon which to bate a determination of fair value [consensus pricing data may, for exarmple,
be used).

Control framessork

Fair values are subject to & 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 reference to externally quoted prices or observable
prickng inputs to models, independent price determination or walidation is utilised. In inactive markets, direct observation
of & traded price may not be possible. In these circumstances, the group will source alvernative market information to
walidate the financial instrument's fair value, with greater weight given to informathon that is considered to be more
redevant and reliable. The factors that are considered in this regard are, dnder alio:

the extent to which prices may be expected to represent genuine traded or tradable prices;

the degree of simdlarity between financial instrurnents;

the degree of consistency betwesn different sources;

the process followed by the pricing prowider to derive the data;

the elapsed time between the date to which the market data relates and the balance sheet date; and

the manner in which the data was sourced.

For falr walues determbned using a valuation model, the control framework may include, &s applicable, development or
walidation by independent support functhons of (i) the logic within valuation models; (i) the inputs to those models;

(i) any adjustrments required outside the valuation models; and, where possible, (iv) model outputs. Vealuation models
are subject to a process of due diligence and calibration before becoming data on an ongoing basis.

Financial liabilities measured at fair value

In certain circumstances, the group records its cwn debt bn Issue at fair value, based on quoted prices in an active market
for the specific instrument concerned, where available. An example of this s where own debt in ssue ks hedged with
Interest rate derivatives. When guoted market prices are unavallable, the own debt in issue is valued using valuation
technigues, the inputs for which are either based upon quoted prices in an inactive market for the instrument, or are
estimated by comparison with quoted prices in an active market for sirilar instruments. In both cases, the fair value
Includes the effect of applying the credit spread which is appropriate to the group's lability. The change in fair value of
ssued debt securities attributable to the group’s own credit spread |s computed as follows: for each security at each
reporting date, an externally verifiable price s obtained or a price is derived using credit spreads for similar securities for
the same Bsuer. Then, using discounted cash flow, each security Is valued using a LIBOR-based discount curve. The
difference in the valuations is attributable to the group’s own credit spread. This methodology is applied consistently
across all securities.

Structured notes tssued and certain other hybrid instrument llabilities are included within trading Habilities and are
measured at fair value. The credit spread applied to these instruments is derived from the spreads at which the group
Issues struchured notes,

Galns and losses arising from changes in the credit spread of Nabilities issued by the group reverse over the contractual
life of the debt, provided that the debt is not repaid at & premium or & discount,

Changes in falr value are generally subject to a profit and loss analysis process. This process disaggregates changes in fair
walue into three high level categories; (i) portfolio changes, such as new transacthons or maturing transactions, (M) market
movements, such as changes in forelgn exchange rates or equity prices, and (Id) other, such as changes in falr value
adjustments, discussed below.

Fair value hierarchy
Fair values are determined according to the following hlerarchy:
®  Level 1- guoted market price: financial instruments with quoted prices for identical instruments in acthve markets,

®  Level 2 - voluation technigue using observable inputs: financial instrurments with quoted prices for similar instruments
in active markets or quoted prices for identical or similar instruments in insctive markets and financial instrurments
valued using models where all significant inputs are observable.

»  Level 3 - voluation techmigue with significant unobservable inputs: financial instruments valued using models where
one of mone significant inputs are unobservable.
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The following table sets out the financial instruments by fair value hierarchy
Financial instrurments camried at fair value

The growup
Valuation technigques
Level 1 Level 2 Level 3
iprice Imputs Inputs Tetal
Em £m £m Em
Reourring fair value measurement at 31 December 2014
Assets
Trading assets 83749 44,275 2153 130,137
Financial assets designated at fair valus 6,518 276 5 [N ]
Derivatives 1,549 184,173 1814 187,738
Financial investments: available-for-sale 56,996 17,852 1,546 76,154
Liabilizies
Trading labilites 22,659 58,638 1,393 82,800
Financial liabilities at Eair value 1107 21,440 5 22,552
Derivatives 1,535 185,132 1321 188,278
Feosming fair value measurement at 31 December 3013
L1
Trading assets 83,241 48,294 1,542 134,007
Financial assets designated at fair valus 0818 5543 - 16, B&1
Derivatives 13 135 242 1072 13%. 139
Financial investments: available-for-sale 55,737 17,540 1,653 75,030
Lishilties
Trading labilites 42,0654 48417 1,351 91,842
Einancial Nabilities at Ealr value 4,078 25,958 - 34,008
Derivatives 1,136 134,219 1,247 137,352
The bank
Valuation techndgues
Level 1 Level 2 Level 3
jprice Imputs Inputs Tatal
Em £m £m Em

Recurring fadr value measurement at 31 December 2014
Azsots
Trading assets 56,5908 38717 2132 97,757
Financial assets designated at fair value = 9 = L)
Derivatives 1,500 156,711 1821 160,332
Einancial investments: available-for-sale 36,276 9,801 2381 48,438
Liabilizies
Trading labilites 11,433 46370 1,336 59,039
Einancial labilities at Ear value = 16,137 = 16137
Derivatives 1,520 158,145 1377 161442
Reosming fair value measuremant at 31 December 2013
Aszets
Trading assets 47843 51,881 1,553 100 257
Financial assets designated at fair valus - ER-CE] - 1983
Derivatives 153 111,257 1,083 112633
Einancial investments: available-for-sale 33,724 B&07 2z 45048
Lishilties
Trading liabilites 18,346 42,778 1,250 B2 414
Financial liabilities at Eair value = 22,006 = 22006
Derivatives 1,714 112,139 1,387 134,710
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Tronsfers between Level 1 and Level 2 fair values:

Assets Linbilities
Designated at Designated at
fair value fair value
Awallahile far Hiedd for through profit Held far through profis
sale trading orloss  Derfvathes trading orloss  Derfvatives
£Em Em £m £m Em £mi Em
&t 31 December 2004
Transfers from Leved 1 to Lewvel 2 1,641 11,024 - - 18,989 - -
Transfers from Leved 2 to Lewvel 1 = = - = = - =
&t 31 December 2013
Transfers from Leved 1 to Lewvel 2 a6 14,151 - 1 21,848 - -

Transfers from Leved 2 to Level 1 Sap 358 - - - - -

Fair value adjustmeants

Fair value adjustments are adopted when HSBC considers that there are additional factors that would be considered by &
market participant which are not incorporated within the valuation model, HSBC classifies fair value adjustments as elther
“risk-related” or ‘model-related’. The majority of these adjustments relate to GBE&M.

Movements in the level of fair value adjustments do not necessarily result in the recognition of profits or losses within the
Income statement. For example, as models are enhanced, fair value adjustrments may no longer be required. Similary, fair
walue adjustments will decrease when the related positions are urwound, but this may not result in profit or loss.

Risk-related adjustments

Bid-afffer

IFRS 13 requires use of the price within the bid-offer spread that ks most representative of fair valuwe. Veluation models will
typlcally generate mid-market values. The bid-offer adjustment reflects the extent to which bid-offer cost would be
incurred f substantially all residual net portfolio market risks were closed using available hedging instruments or by
disposing of or unwinding the position.

Uincertainty

Certain model inputs may be less readily determinable from market data, and/or the cholce of model itself meay be more
subjective. In these cincumstances, there exists a range of possible values that the financial instrument or market
parameter may assume and an adjustment may be necessary to reflect the ikelihood that in estimating the fair value of

the financkal instrument, market participants would adopt more conservative values for uncertain parameters and/for
model assumptions than those used in the valuation model.

Credit valuation adjustrment

The credit valuation adjustment is an adjustrment to the valuation of OTC derivative contracts to reflect within fair value
the possibility that the counterparty may default and that the group may not recefve the full market value of the
transactions (see below).

Debit walvation odjustment

The debit valuation adjustment is an adjustment to the valuation of OTC derivative contracts to reflect within fair value
the possibility that the group may default, and that the group may not pay the full market value of the transactions (see
below).

Model-related adjustments

Model Nevitation

Models used for portfolio valuation purposes may be based upon a simplifying set of assumptions that do not capture all
material market characteristics. Additionally, markets evolve, and models that were adequate in the past may require
development to capture all material market characteristics in current market conditions. In these circumstances, model
limitation adjustments are adopted. As model development progresses, model imitations are addressed within the
waluation models and a model limitation adjustrment ks no longer needead.

Inception prafit (Day 1 P&EL reserves)

Inception profit adjustments are adopted when the fair value estimated by & valuation model |s based on one or more
significant unsbservable inputs. The accournting for inception profit adjustments i discussed on page 137,

Credit valuation/debit valuation adjustment methodology

The group calculates & separate credit valuation adjustment ['CVA") and debit veluation adjustment ['DVA’) for each group
legal entity, and within each entity for each 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 multiphying the result by the loss expected in the event of
default. Conversely, the group calculates the DVA by applying the PD of the group, conditional on the non-default of the
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counterparty, to the expected positive exposure of the counterparty to the group and multiphying by the loss expected in
the event of default. Both calculations are performed over the [ife of the potential exposure.

For most products, the group uses a simulation methodology to calculate the expected positive exposure to &
counterparty. This incorporates the range of potential exposures across the portfolio of transactions with the
counterparty over the life of the portfolio. The simulation methodology incledes credit mitigants such as counterparty
netting agreements and collateral agreements with the counterparty. A standard boss ghven default assumption of 60% Is
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 certaln types of exotic derivatives where the products are not currently supported by the simulation, or for derivative
exposures in smaller trading locations where the simulation tool Is not yet avallable, the group adopts alternative
methodologles. These may involve mapping to the results for sirmilar products from the simulation tool of where the
mapping approach ks not appropriate, using 8 simplified methodology which generally follows the same principles as the
simulation methodology. The calculation s applied at a trade bewel, with more Bmited recognition of credit mitigants such
as netting or collateral agreements than used in the simulation methodology.

The methodologles do not, in general, account for ‘wrong-way risk’. Wrong-way risk arises where the underlying value of
the derivative prior to any CVA i positively correlated to the probability of default of the counterparty. When there is
significant wrong-way risk, a trade-specific approach Is 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 CWA and DVA
cabculations and does not net these calculations across group entities. The group reviews and refines the CVa and DVA
methodologles on an ongolng basis.

Valuation of uncollateralised derivatives

Historically, the group has valued uncollateralised derivatives by discounting expected future cash flows at & benchmark
Interest rate, typically Libor or its equivalent. In line with evolving industry practice, the group chenged this approach in the
second half of 2014. The group now views the OIS curve &5 the base discounting curve for all dervatives, both collateralised
and uncollateralised, and has adopted a ‘funding fair value adjustment’ to reflect the funding of uncolleteralised derivative
expasure at rates other than OIS, As at 31 December 2014, the funding falr value adjustment was £152 million. The impact of
adopting the funding fair value adjustrment was a one-off reduction in trading revenues of £152 million. This ks an area in
wihilch a full industry consensus has not yet emerged. The group will continue to monitor industry evolution and refine the
calculation methodology as necessary.

Fair value valuation bases
Financial instruments measured of fair value using a valuation techaigue with significant unobservable inputs — Level 3

The group

Assets Liabilities

Awailabies Held for At tair Held for A fair
for-sale trading valse  Derivatives trading value  Derivatives
£m £m Em £Em Em £m Em
Frivabe equity investments 595 96 - - I8 -
Aszet-hacked senarities 4314 s - - - -
Shruchured notes - - - - 1,265 - -
Derivatives - = - 1,614 = = 1721
Oither porifolios 17 1,782 5 - - 5 -
At 31 December 2004 1,546 2,153 5 1,614 1,293 5 1,221
Brivate equity investments B42 5B - - - - -
Aszetbacked seomrities 1,001 264 - - - - -
Structured notes - - - - 1,381 - -
Derivatives - - - 1072 - - 1,547
Other portfolios - 1242 - - - - -
&t 31 December 2013 1,653 1562 - 1,072 1,361 - 12497

1

399/466



EDINETOOOO
OO000DO00oDOo00DOo0ooOodn(E22630)
oOoOooodn

HEEC BANK FLC

Notes on the Financial Statements (continued)

The bank
Aszets Liabilitles
awailable: Held for At fair Held for At fair

for-sale trading value  Derivatives trading walue  Derivatives
£m Em Em Em Em £Em Em
Frivabe equity investments 415 (13 - - - - -
Aszet-hacked sensrities 1,948 75 - - - -
Shruchured notes - 7 - - 1,236 - -
Derivatives = = - 1621 = = 1377
Other portfolios = 1,782 = = = =
At 31 December 2004 2,361 2,132 = 1,621 1,236 = 1377
Frivabe equity investments 457 L1 - - - - -
Aszet-backed securnities 2,260 265 = = = = =
Structured notes - - - - 1,150 - -
Derivatives - - - 1,083 - - 1,367
Other portfolos = 1,242 = = = = =
&t 31 December 2013 2,7 1,563 - 1,083 1,290 - 1,367

Level 3 instruments are present in both ongoing and legacy businesses. Loans held for securitisation, certaln derivatives
and all Level 3 asset-backed securities are legacy. The group has the capability to hold these positions.

Private equity including strategic investrments

The group’s private equity and strategic ivvestrents are generally classified as avallable for sale and are not traded in
active markets. In the absence of an active market, an investment's fair value is estimated on the basks of an analysis of
the investes"s financial position and results, risk profile, prospects and other factors, &s well as by reference to market
waluations for similar entities quoted in an active market, or the price at which similar companies hawve changed
ownership.

Asset-backed securities

While quoted market prices are generally used to determine the fair value of these securities, valuation models are used
to substantiate the reliability of the limibed market data avallable and to identify whether any adjustrments to quoted
market prices are required. For ABESs including residential MBS, the valustion uses an industry standard model and the
assumptions relating to prepayment speads, default rates and loss severity based on collateral type, and performance,
as appropriate. The valuations cutput is benchmarked for consistency against observable data for securities of a similar
nature,

Loans, incduding leveraged finance and loans held for securitisation

Loans held at falr value are valued from broker quotes andor market data consensus providers when avaellable, In the
absence of an observable market, the fair value is determined using alternative valuation technigues. These technigues
Include discounted cash flow models, which incorporate assumptions regarding an appropriate credit spread for the loan,
derhved from ather market instruments [ssued by the same or comparable entities.

Structured notes

The fair value of structured notes valued using a valuation technique with significant unobservable inputs is derived from
the fair value of the underlying debt security, and the fair value of the embedded derivative is determined as described in
the paragraph below on derivatives.

Trading liabilities valued using a valuation technbgue with significant unobservable inputs principally comprised equity-
lirked structured notes which are tssued by HSBC and provide the counterparty with a return that is linked to the
performance of certain equity securities, and other portfolios. The notes are classified as Lewel 3 due to the
unibservabllity of parameters such as long-dated equity volatilities and correlations between equity prices, between
equity prices and Interest rates and between interest rates and forelgn exchange rates.

Derivatives

OTC |Le. mon-exchange traded) derivatives are valued using valuation models. Valuation models calculate the present
walue of expected future cash flows, based wpon ‘no-arbitrage’ principles. For many wanilla 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 market practice. Inputs to valuation models are
determined from observable market data wherever possible, induding prices avallable from exchanges, dealers, brokers
or providers of consensus pricing. Certaln 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 volatility surfaces, in whole or in part, for less commonly traded option products,
and correlations between market factors such as foreign exchange rates, interest rates and equity prices.
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Derivative products valued using valuation technigues with significant unobservable inputs included certain types of
correlation products, such as foreign exchange basket options, equity basket options, forelgn exchange interest rate
hybrid transactions and long-dated option transactions. Exarmples of the latter are equity options, interest rate and
foreign exchange options and certain credit derfvatives. Credit derbvatives inclede certain tranched CDS transactions.

Reconciliation of fair value measurements in Level 3 of the fair value hierarchy

The group
Assets Liabilities
Designated Designated
at fair value at fair value
fvallabbe- Held far through Held for
for=sale trading profitorboss  Dervathees trading profit or boss  Derfvathees
£m Em Em £m £m £m £m
&t 1 January 2014 1,653 1,562 - 1,072 1,381 - 1,297
Total gains or losses recognised in profit or
lass 7 123 = 734 57 = 193
- trading income excluding net
interest income: = 113 = T34 57 = 153
- gains less losses from finandal
investmaents ] - - = - - -
Total gains or losses recogmised in other
comprehensive income 104 i2) = = (4} = 2)
- awvailable-for-sale investmants: fair
valhse gainsTlosses) &6 = = = = = =
- mxchange differences 38 12] = = {a) = 12)
Purchases BES 27 5 = = -] =
Issues = = = = 439 = =
Sales (258) (204 - - - - -
Settements 179) 26} - 1 [225) - fat)
Transfor out 1,023) is8) - 281) {z02) - f233)
Transfer in 451 721 4 7 = 56
At 31 December 2004 1,546 2153 5 1,614 1,293 5 12321
Unrealized gains{lasses) recognised in
profit or loss refating to and liabilites
hield at 31 December 2004 1] 5 = 612 (Lo} = 118
- trading intome excluding net
interest incomae: - s - E12 [Loay - 118
- loan impairment dhanges and other
credit risk provisions [} = = = = = =
&t 1 January 2013 2,071 1,3 - 1,180 1517 - 1,308
Total gains or losses recognised in profit or
lass 132) 258 - 208) {220 - f8)
- trading income excluding net
interest income: - 88 - {208 (204 - sy
- gains less losses from financal
investments [EE]] - - - - - -
Total gains or losses recognised in other
comprehensive income 107 - - - - - -
ervrearnsll I I N N N -
value gainslosses) 107 = = - - = =
Purchases 254 Il - - - - -
Issues - - - - BE3 - -
Sales {92} [110) - - @) - -
Settements 1251) (a8 - a7 [LE Y] - a4
Transfor out {63g) {23) - 114 (2 - {61}
Transferin 175 105 - 4% - - 41
Exchange differences pi] (B5) - - 1 - 13
&t 31 December 2003 1,853 1,863 - 1,07 1361 - 1267
Unrealized gains/{losses) recognised in
profit or loss relating to and liabilites
hield at 31 December 139 - & {254} -
- trading intome excluding net
interest income: - 119 - -1 264y - =3
- loan impairment dharges and other
credit risk provisions {93}, - - - - -
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]
The bank
Assets Labilithes
Designated at Designated at
fair value falbr valus
Awallable- Held for through profit Held for  through profit
far-ale trading or koss Derfvatives trading orloss Derivatives
Em £m £m £m £m £m £mi
&t 1 January 2014 2717 1,563 - 1,083 1,290 = 1387
Total gains or losses recognised in profit or
lass 4) 138 = 42 21 = 268
- ftrading income excluding net interest
income: - 138 - =2 5] 4 - 68
- gains bess bosses from financial
Investments ) = - = = = -
Total gains or losses recognised in other
comprehensive income 576 = = = = o -
- available-for-sake iInvestments: fair value
aieslosses) sz - - - - - -
= wachange differences 4 - - - - = =
Purchases Fie a = = = = =
Issuns - - - - a3z - -
Saes L042) f254) - - - - -
Settiements ) 19 - 8 {30%) - {127)
Transfer out {126} {s2) - {202) {202) - 1157}
Transfer in E:) H90 - a2 - = ]
At 31 December 2014 2361 2132 = 1621 1,235 = = L
Unrealized gains/{losses) recognised in
profit or loss relating to and liabilites
held at 31 December 1} 11 - 542 | 10E) = 147
- frading income excluding met interest
Incoamne - 11 - 543 {m - 147
- loan impairment charges and ather credit
risk pronisicns 1) = = = = = =
At 1 January 2013 2635 13m - 1,133 1,465 - 1,400
Total gains or losses recognised in profit or
lazz 1= 260 = {230 (230 - fa)
- ftrading income excluding net interest
Income: - 260 - [Fzh] {230) - 141)
- gains bess bosses from financial
Imvestments 129 - - - = - =
Total gains or losses recognised in other
comprehensive income n - - = = - -
- avallable-for-sake investments: fair value | | || | ” ” | |
gainslosses) 3 - = = - = =
Purchases E a3 - - - = =
Issuns - - - - 31 - -
Sales {2} (11 - - - - =
Setthements {25} a1 - Ti 57 - 47
Transfer out i3 {43) - in i) - 6)
Transferin - ] - 7 - - 21
Exchange differences (&} {38) = 1) 1 - -]
&t 31 December 2013 217 1,563 - 1,083 1,290 - 1,387
Unrealized gains{losses) recognised in
profit or loss refating to and liabilites
held at 31 December 1 140 = 7] [264) - 2
- trading income excluding met interest
Income: - 140 - (P&} {2e4) - 3 |
- lboan impairment charges and other credit
risk provisicns 132 = = = = = -
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Effects of changes in significant unobservable assumptions to reasonably possible alternatives
The following table shows the sensitivity of Level 3 fair values to reasonably possible alternative assumptions:

The group
Eeflected in other
Reflected in prodit or loss comprehensive Income
Em Em £m m
At 31 December 2004
Derivatives/trading assets/ftrading liabilities* 161 {148} - -
Financial assets and liabilities designated at fair value = (i1} = =
Financial investmenis: available-for-sabe 1n 17 b= | {95}
At 21 December 2013
Derivatives/trading assetsfrading lakslitkes® 10 {133) - -
Financial assets and liabilities designated at fair value - - - -
Financial investments: available-for-sals - - =] {133)
The bank
Eeflected in other
Reflected im profit or loss comprehensive ncome:
Favourable Unfavourabile Favourable Unfavourable
dhanges changes changes chaniges
Emi £m £m £m
At 31 December 2004
Derivatives/trading assetsfrading liabilithes® 162 {15a) - -
Financial aszets and liabilities designated at fair value - = = =
Financial imvestments: available-for-sabe = = 6 =)
&t 31 December 2013
Dervatives/trading assets/trading labalities® Flic) {144} - -
Financial assets and liabilities designated at fair value - - - -
Einancial investments: available-for-sals - - 235 [Fr ]
1 Derivatives, trading assets and trading Mobilities ore presented o5 one cotegory to reflect the manner in which these financial
instrments are risk-monaged.
Lensitivity of Level 3 folr values to reasonably possible alternative assurnptions by instrument type
Eeflected in other
Reflected im profit or loss comprehensive income
Favourabile Unfavourabile Favourable Unfavourable
£m £m £m £m
At 31 December 2004
Brivate equity investments & (L] E] &a}
Aszet-backed secunities ] [R5 E] (35)
Structured notes & &) - -
Derivatives & 75} - -
Ortiher portfolios & sa) = =
&t 31 December 2013
Erivate equity investments - 7 k1 {74}
#szet-backed seourities ] (&} &5 (L]
Struchured notes & (&} - -
Deriwatives 13 [EE]] - -
Other portfolios 17 {19) - -

Favourable and unfavourable changes are determined on the basis of changes in the value of the Instrument as a result of
warying the levels of the unobservable parameters using statistical technigues. When pararmeters are not amenable to
statistical analysis, quantification of uncertainty s judgemental. When the fair value of a financial instrument s affected
by more than one unobservable assumption, the above table reflects the most favourable or most unfavourable change
from varying the assumptions individually.
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Key unobservable inputs to Level 3 financial instruments

The table below lists key unobservable inputs to level 3 financial instruments, and provides the range of those inputs as at
31 December 2014, A further description of the categories of key unobservable inputs is given below.

At 31 December 2014

Erivate equity including strategic
Iestments

Aszet-backed
clofeno®
Other ABSs

Struchsned notes
Exquity-linked notes

Funid-linked notes
Fi-linked notes
Other

Derivatives
nterest rate dervartives:
— seouitisation swaps
= long-dated swaptions

Fonsign sxnchange derivatives:

- foreign sxchangs options
Equity dersatives:

~ long-dated single stock options
— aither

Credit derhatives:

Ortiver portfodios
= strsctured certificates

At 21 December 2013

Brisate equity including strategic
investmiEngs

Fair value
Assets Liabilities
£m £m Valuation technigue

I8 Sew notes below

£3l

1,208
00 Mlarket prooy
&09 - | Market prooy

1,265
- 601 | Model - Opbion maodel
hoded — Oipbion maodiel
- 362 | Mioded - Optian model
- 182 | Mioded - Oiptiam moded
- 120
1,614 1121
zm8 655 | Model - DCF
667 123 | Moded - Option model
Eak] B4
[l voos-oomenmons
&7 112 | Moded - Optian maodel
132 188
1,804 5
R
803
5,318 19

Fair value
Aszets  Liabilities
£mi ém  Vahstion techrique

2] Sen notes below

1,275 :
&1 Market prooy
- 1,361
. 648 | Model - Opbion maodel
Moded ~ Opbion model

Fund-linked notes . 311 | Moded - Opbion modiel
Fi-linked notes - 229 | Miodel - Option model
Other - 172
Derivatives 1,002 1247
Imberest rate derivatives:
- secusitisation swaps 166 641 | Moded - DCF
= long-dated swaptions gD 111 | Mode - Optian model
— oither EE] 7
Foreign exchange derivatives:
— Foreign exchange opti & 10% | Mioded — Optian meoded
Equity deratives:
= long-dated single stock options ] 2228 | Miode - Optian moded
= oither 14 50
Credit derhvatives:
= oither
Ortiher portfolios 1,243 .

— TR
PR F T —_— P Fisad dabt oblig

146

404/466

Key
unchsenmbie

inputs

Sew notes below

{Bid quotes
1Bid quszbes

Exquity volatilty
Equity correlation
[Fund volatility

[P volatility

[Prepayment rate
IR valatility

Fx volablizy

Equity volatibty

Credit wolatility

inputs

Lo maotes balow
1Bid quszbes
Equity volatilty

[Equity correlation
[Fund volatility

Fx volabiliey

[Prepayment rate
IR valatility

¥ volatilty

Exquity volatiley
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Full range: ‘Core range
of inputs of inputs
Lower Higher Lower Higher
nfa nfa nfa nfa
- m 25 a5
- 96 % £3
1% B 16% 43
£ L] 44 T
&% = &% =
% T % T
% S &% 15
% 55% 1% EL ]
% T
1% B 14% EL
1% E 1% E
Full range ‘Core range:
of inputs of inputs
nfa nfa nfa nfa
102 46 a5
k) o a2
T ETE 1¥% -]
4% ] 4% 4
15% e 19% 1%
% P s P
% e Fa ] i)
% TEE 1% A
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Private equity including strategic investments

The group’s private equity and strategic ivestrents are generally classified &s avallable for sale and are not traded in
active markets. In the absence of an active market, an investment's fair value is estimated on the basks of an analysis of
the investes"s financial position and results, risk profile, prospects and other factors, &s well as by reference to market
waluations for similar entities quoted in an active market, or the price at which similar companies hawve changed
ownership. Given the bespoke nature of the analysis in respect of each holding, it s not practical to guote a range of key
unobservable inputs.

Prepayment rabes

Prepayment rates are 8 measure of the anticipated future speed at which a loan portfolio will be repaid in advance of the
due date. Prepayment rates are an important input into modelled values of asset-backed securities. & modelled price may
be used where insuffickent observable market prices exist to enable a market price to be determined directly. Prepeyment
rates are also an Important input into the valuation of derivatives linked to securitisations, For example, so-called
securitisathon swaps have a notional value that is linked to the size of the cutstanding boan portfolio in a securitisation,
which may fall s prepayments occur, Prepayment rates vary according to the nature of the loan portfolio, and
expectations of futwre market conditions. For example, prepayment rates will generally be anthcipated to Increase as
Interest rates rise. Prepayment rabes may be estimated using a variety of evidence, such as prepayment rates implied
from proxy observable security prices, current or historic prepayment rates, macro-econombc modelling.

Market prooy

Market proxy pricing may be used for an instrument for which specific market pricing is not available, but evidence is
avallable in respect of instruments that have some characteristics in common. In some cases it might be possible to
identify & specific proxy, but more generally evidence across 8 wider range of instruments will be used to understand the
factors that influence current market pricing and the manner of that influence. For example, in the collateralised loan
obdigation market it may be possible to establish that A-rated securities exhibit prices in & range, and to isolate key factors
that influence position within the range. Application of this to a specific A-rated security within H38C's portfolio allows
assignment of a price.

The range of prices used as inputs into & market proxy pricing methodology may therefore be wide. This range ks not
Iindicative of the uncertainty associated with the price derived for an individual security.

Volatility

WVolatility Is a measure of the anticipated future variability of a market price. Volatility tends to Increase in stressed market
conditions, and decrease in calmer market condithons. Volatility is an important input in the pricing of options. In general,
the higher the volatility, the more expensive the option will be_ This reflects both the higher probability of an increased
return from the option, and the potentially higher costs that HSBC may incur In hedging the risks assoclated with the
option. H option prices become more expensive, this will increase the value of HSBC's long option positions (l.e. the
positions in which HSBC has purchesed options), while HSBC's short option positions [|.e. the posithons in which HSBC has
sold options) will suffer losses.

olatility varies by underlying reference market price, and by strike and maturity of the option_ Violatility also varies over
time. As a result, it ks difficult to make general statements regarding volatility levels. For example, while it is generally the
case that forelgn exchange volatilities are lower than eqguity valatilities, there may be examples in particular currency pairs
of for particular equithes where this is not the case.

Certain volatilithes, typlcally those of a longer-dated natwre, are unobsersable, The unobservable volatility s then
estimated from observable data. For example, longer-dated volatilities may be extrapolated from shorter-dated
wolatilithes.

The range of unobservable volatilities quoted in the table reflects the wide variation in volatility inputs by reference
market price. For example, FX volatilities for a pegged currency may be very low, whereas for non-managed currencles the
i volatility may be higher, &s a further example, volatilities for deep-in-the-money or deep-out-of-the-money equity
options may be significantly higher than at-the-money options as a result of *volatility skew'. For any single unobservable
wolatility, the uncertainty in the volatility determination ks significantly less than the range quoted above.

Correlation

Correlation is & measure of the inter-relationship between two market prices. Correlation i a number between minus one
and one, A positive correlathon implies that the tao market prices tend to move in the same direction, with & correlation
of one implying that they always mose in the same direction. A& negative correlation implies that the two market prices
tend to mowve in opposite directions, with a correlation of minus one implying that the two market prices always move in
opposite directions.

Correlation ts used to value more complex instruments where the payout is dependent upon more than one market price.
For example, an equity basket option has a payout that is 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 ks referred to as
equity-equity correlathon, There are a whie range of instruments for which correlation is an input, and consequently &
wikde range of both same-asset correlations |e.g. equity-equity correlation) and cross-asset correlations (e.g- foredgn
exchange rate-interest rate correlation) used. In general, the range of same-asset correlations will be narrower than the
range of cross-asset correlations,
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Correlation may be unobservable. Unobservable correlations may be estimated based upon a range of evidence, Including
consensus pricing services, HSBC trade prices, prosty correlations and examination of historical price relationships.

The range of unobservable correlations quoted in the table reflects the wide variation in correlation inputs by market
price pair. For any single unobservable correlation, the uncertainty in the correlation determination is [ikely to be less than
the range quoted ahowve.

Credit spread

Credit spread |s the premium over a benchmark interest rate required by the market to accept a lower credit quality. In a
discounted cash flow model, the credit spread increases the discount factors applied to future cash flows, thereby
reducing the value of an asset. Credit spreads may be implied from market prices. Credit spreads may not be observable in
more |liguid markets.

Iriter-relationships bebween key unobservable inputs

Key unobservable inputs to level 3 financial iInstruments may not be independent of each other, As described above,
market wariables may be correlated. This correlation typically reflects the manner in which different markets tend to react
to macro-econormic of other events, For example, improving economic conditions may lead to a ‘risk on” markst, inwhich
prices of risky 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 variables upon the group's portfolio will depend upon the
group’s net risk position in respect of each variable. For example, increasing high-yield bond prices will benefit long high-
yleld bond positions, but the value of any credit dervative protection held against those bomds will fall.

13 Fair values of financial instruments not carried at fair value

The group
Fair values
With
Using significant
Ouoted observable uriobsers
Camrying  market price Inputs ahle inparts
amisunt Lewd 1 Lewed 2 Level 3 Tatal
Em £m £m £m Em
#fizzets and Eabilities mot held for sle at 31 December 2004
Aszets
Loans and advances to banks 25,262 - 4,061 1,301 25262
Loans and advances to customers 257,152 - 2,130 257,384 255,514
Brverse repurchase agresments — non-trading 41,945 - 39,055 2830 41,545
Liabilities
Depasits by banks 27,5580 - 7,590 - 17,580
Cusiomer acoounds 346,507 - 345 711 B4 346 545
Eepurchase agreements —non-trading 23353 - 3,353 - 23353
Dot secuwities in issse 27521 - TR 34 27,915
Subordinated liabilites B.858 - 82,695 - 8,695
Aszets and kabdities not held for sale at 31 December 2003
Aszets
Loans and advances to banks 23013 - B, 208 2804 23013
Loans and advances to customers 2T - 2,388 289,777 e
B repurchase agr — man-trading B1,525 - [oiN:ELS Ba4 B1,5x2
Liahilitins
Depasits by banks 28,7Té8 - I8, 768 - 18,768
Cusiomer acoounds 348 358 - 344 358 - 348 3458
Fepurchase agreemants - non-trading BE55T3 - Bh,573 - BE5573
Dt sescuwrities in issse 313895 - 490 430 129X
Subordinated liabilites 10,746 - 10,487 - 10,457
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The bank
Fair values
Waluation technigues
With
Using significant
QOQuoted observable unocbsenabile
Camying  market price inputs Inputs
amount Lewad 1 Lewel 2 Level 3 Total
Emi £m Em Em £m
#fizzets and Eabilities mot held for sle at 31 December 2004
Aszets
Loans and advances to banks 18,776 = 18,536 240 18,716
Loans and advances to customers 204,871 - 1513 202,632 204,145
B repurchase agr ~ man-trading 36,391 - 36,391 - 36,391
Lizhilities
Depasits by banks 31,383 - 31,383 - 31,383
Cusiomer acoounds 2832 687 - 53 BAT - 283 EET
Fepurchase agreements - non-trading 18,293 - 18,293 - 18,293
Debt securithes in issse 14,550 - 14,950 - 14,550
Subordinated liabilites 7854 - 7,654 - TE54
Aszets and kabdities not held for sale at 31 December 2013
Aszets
Loans and advances to banks 16,352 = 15,881 451 16,3332
Loans and advances to CUstomers 217567 - 1,732 214 439 216171
B repurchase agr = nan-trading 47,547 - 47,163 @i 47,847
Liahiitinz
Depaosits by banks 1456 - T2 456 - 32,458
Cusiomer acoounds 280,540 - 10 940 - 280,540
Eepurchase agreemants - non-trading 51,198 - 1,198 - 51,198
Dt securithes in isse 19576 - 19,57 - 1450
Subordinated liabilites 9903 - 9,575 - 4,575

Fair values are determined according to the hierarchy set out in Note 12.

Other financial instruments not carried at falr value are typically short-term in nature and repriced to current market rates
frequently. Accordingly, thelr carrying amouwnt s a ressonable approximation of falr value.

Valuation

The fair value measurement Is the group's estimate of the price that would be recelved bo sell an asset or pald to transfer
a Mability in an orderly transaction between market participants at the measurement dabe. It does not reflect the
economic benefits and costs that the group expects to flow from the instruments’ cash flows over thelr expected future
lives, Other reporting entities may use different valuation methodologies and assumptions in determining falr values for
which no observable market prices are avallable.

Fair values of the assets and liabilithes set out below are estimated for the purpose of disclosure &s follows:

Laans and advances to banks and customers

The fair value of loans and advances is based on observable market transacthons, where avallable. In the absence of
observable market transactions, fair value i estimated using veluation models that incorporate a range of input
assumptions. These 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 in valuing such loans; and trading inputs from other market
participants which includes observed primary and secondary trades.

Loans are grouped, s far &s possible, into homogeneows groups and stratified by loans with similar characteristics to
Improve the accuracy of estimated valuation outputs. The stratification of & loan book considers all material factors,
Including vintage, origination period, estimates of future interest rates, prepayment speeds, delinguency rates, loan-to-
walue rathos, the quality of collateral, default probability, and internal credit risk ratings.

The fair value of a loan reflects both loan Impairments at the balance sheet date and estimates of market participants’
expectations of credit bosses over the life of the loans, and the fair value impact of repricing between origination and the
balance sheet date.

Financial investments

Fair values of Msted financial iInvestrnents are determined using bid market prices. The fair values of unlisted financial
Ivwestrments are determined using valuation technigues that take into consideration the prices and future earnings
streams of equivalent quoted securities.

148

407/466



EDINETOOOO

OO000DO00oDOo00DOo0ooOodn(E22630)

HEEC BANK FLC

Notes on the Financial Statements (continued)

14

Deposits by banks and custemer accounts

Fair values are estimated wsing discounted cash flows, applying current rates offered for deposits of similar remaining
maturities. The fair value of & deposit repayable on demand ks approximated by its carrying value.

Debt securities in Bsue and subordinated liabilities

Fair values are determined using quoted market prices at the balance sheet date where available, or by reference to
quoted market prices for similar instruments.

Repurchase and reverse repurchase agreements = non-trading

Fair wvalues are estimated wsing discounted cash flows, applying current rates. Fabr values approximate carrying amounts as
thedr balances are generally short dated.

Financial assets designated at tair value

Accounting policy

Fnandal ingtruments, other than those held for trading, are classified in this cabegory if they mest one or mone of the oiteria set out

below, and are Lo designated irrevacably at inception. The group may designate financial instruments ot fair valwe when the

designation:

L ellrnlr-tﬂ or significantly reduces messurement or recognition inconsistencies that would otherwise arise from messuring financal

%, OF recognising gains and losses on different bases from related positions. Under this oriterion, the main class of

finandal assets rl:ﬁrnmd bry the group are financial assets under unit-Enked insurance and unit-Enked investment contracts.
Liahilities te customers under [inked contracts are determined bated on the fair value of the assets beld in the linked funds. If ne
fair walue designation was made for the related assets, the assets would be dassified as available for sale, with changes in fair value
recorded in ather comprehensive income. The refated financial assets and liabilities are managed and reported to management on a
fair value basis. Designation at fair value of the financial sseets and related liabifties allows the changes in fairvalues 1o be recorded
inthe income statement and presented in the same Bne;
apolies to grouns of fnandal instruments that are managed, and their performance evaluated, an a faér value basis in accordance
with & dotumented risk management or investrment strategy, and where information about the groups of financial indtruments is
reported to management on that basis. For example, certain financial assets are held to meet liabilites under non-linked nsurance
contracts. The group has documented risk managernent and investment strategies designed to manage and monitor market risk of

those assets on net basis, after considering nor-Bnked liabilities. Fair valee sent is aldo oonsd with the regulatary
reporting requirements under the appropriate regulations for those i e opErations;

= relates bo financial instruments containing one or more non-dosely related embedded dervatives.

Designated financial azsets are recagnised at fair value when the group enters into contracts with counterparties, which is g iy on

trade date, and are normally derecognised when sold. Subsequent changes in fair values are recognised in the income Jtilrrncnl: in

“Net income from fnancial instruments designated at fair value’.

Fair vaive of financiel assets designated at fialr value:

Thiz group Thiz bank
2004 2513 2014 2013
Em Em £m Em

Financial assets designated at fair valwe:

= nat subdect to repledge or resale by counterparties 6,258 16,581 ] R ]
Treasury and other eligible bils 3 . = .
Dbt securities oy Bo0% ] 3,083
Equity securities 5,855 4 714 - .
Securities designated at fair value 5,245 1B,617 ] 3,983
Loans and advances to banlks =4 41 - .
At 31 December 6,899 1B, 561 ] 3,983
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15 Derivatives

Accounting policy
Derivatives
Derfvatives are imitially recognised, and are subsequently remeasured, at fair value. Fair valwes of derivatives are obtained either from
quated market prices or by using valuation techniques. Derivative assets and liab@ties arising from different transactions are only
affsst for acoounting purposes if the offsetting critesia presented in Note 30 are met.
Embedded derrvatives are bifurcated from the kst contract when their sconomic charactesistics and risks are not dearly and closely
related to thode of the host non-derivative contract, their comtractual berms would otherwise meet the definition of a stand-alons
derivative and the combined contract is not held for trading or dedignated at fair value. The bifurcated embeddsd derivatives ane
rmaesagured at fair value with changes therein recognised in the income staterment.
Derivatives are classified as adiets when thes fair value B paditive, o as liabilities when their fairvalue is negative.
Gains and losges from changes in the fair value of derivatives, induding the contractual interest, that do not qualify for hedge
sccounting are reported in ‘Met trading income” eacept for derivatives managed in conjunction with finandial nstruments designated
at fair value, where gains and lodses are reparted in ‘Net income from financial instruments desigrated at fair value' together with the
gaing and losges on the exonomically hedged ems. Where the derivatives are managed with debt securities iwed by HSBC and
designated st fair value, the contractual interest is shown in ‘Interest expense’ together with the interast payable on the issued debt.
‘When derivatives are designated as hedges, HSBC classifies them as either: [i) hedges of the chamge in fair valwe of recognized assets
or liabilities or firm commitments {*fair value hedges]; (i) hedges of the variability in highly probable futers cash flows stributable to
arecognised asset ar lability, or & forecast transaction [“cash flow hedges); or [iii} a hedge of a net investment in a foreign operation
{'met investm ent hedges™).
Hedge accounting
it the inception of a hedging retationship, HSBC documents the relationship between the hedging instruments and the hedged items,
ith risk maragement objectve and it strategy for undertaking the hedge. HSBC requires docurmented assessment, both ak hedge
inception and on an engoing basis, of whether or not the hedging instruments are highly effective in offsetting the changes
attributable to the hedged risks in the faé values or cish flows of the hedged iterns.
Fair walue hedge
Changes in the fair walue of derfvatives that are designated and gqualify as faér value hedging instruments are recorded in the income
statement, along with changes in the fair value of the hedged assets, liabilities or groug that contain the hedged risk. If a hedging
relationship no longer meets the criteria for hedge accounting, the hedge aocownting i discontinued: the comulative adjustment to
thie carrying amount of the hedged item i amartised to the income statemant on 3 recaloulated effectivs interest rate ower the
residual period to maturity, unless the hedged item has been derecognised.
Consh flow heclge
The effective portion of changes in the fair value of derivatives that are designated and gqualify as cash flow hedges is recognised in
ather comprehensive income; the ineffective portion of the change in fair value i recognised immediately in the income statement.
The sccumulated gaing and losses recognised in other comprehensive income are reclazsified to the income statement in the periods
in which the hedged ibem affects profit or loss. In hedges of forecasted transactions that result in recognition of a non-financial asset
ar liability, prévious gams and loises recognised in other comprehensive income are induded in the initial measurerment of the asiet
or liability.
When a hedging relationship is discontinued, any comulative gain or [0s recognised in other comprehensive income r ing in equity
unitill the forecast ransaction i recognised in the income statement. When a forecast trangaction is no longer expected to ocour, the
cumulative gaim or loss previowsly recognised in other comprehensive incom e i immediately reclassified to the inoome statement.

Met investmant hedge
Hedges of net investmients in foreign operations are acoounted for in a simar way to cash flow hedges. A gain or loss on the sffective
portion of the hedging instrument is recognizsed in other comprehensive income; the residual change in fair value & recognised

immediately in the income statement. Gaing and losses previously recognised in other comprehensive income are reclassified o the
income staternenk on the disposal, or part disposal, of the foreign cperation.

Hedge effectiveness testing

To qualkify for hedge accounting, HSBC reguires that at the inception of the hedge and throughowt it Bfe each hedge must be expected
to be highly effective, bath progpectively and retroSpectively, on an ongoing basis.

The documentation of each hedging relationship sets out how the effectiveness of the hedge is azsessed and the method adopted by
an entity to assess hedge effectiveness will depend on it risk management strategy. For progpective effectiveness, the hedging
nstrument must be expected to be highly effective in offsstting changes in fair value or cash flows attributable to the hedged risk
during the period for which the hedge & designated, with the effectiveness range being defined as 800 to 125%, Hedge insflectiveness
& recognised in the income statement in “Net trading income’.

Mon-gualifying hedges are stonormic hedges entered inbo 26 part of documented interest rate management strategies for which hedge
sccounting was not appled. Changes in fair walue of non-gualifying hedges do not alter the cash flows expected as part of the
documented management strategies for both the non-gualifying hedge instruments and the related assets and liabifties.
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Fair valwes of derivatives by product contract type held by

The group Aszets Liabilities
Trading Hedging Total Trading Hedging Tatal
Em £m Em Em £m Em
Foreign euchange 43,265 ars 43,643 (44,754) (53} (44,807)
Interest rate 275371 1,037 276 408 (271,602 2068y (273,670)
Equities 7ame - 7378 (8,918) - |8,518)
Credit 4,650 - 4,650 i5,214] - |5,214)
Commodity and other 1,806 = 1,526 {1,842] = 1,841}
Gross total fair values 332,491 1415 333,906 (332 327) (2,121 {334, 448)
Offset {146,170y 146,170
At 31 December 2004 187,736 {188,278}
Foreign exchange 33,8571 rt LY EEN {33,644 (155§ (33,2013
Interest rate 244,357 G457 245 389 (280, 448) {1,.809) {242,257}
Equities 0, 5 - 10,3456 {13,000) - {13,001}
Credit 3713 - 1713 (3,542) - {3,547)
Commodity and other o] - i [Lri] - [l-r=]]
Gross total fair values 2117 1,24F 293 359 (391, 504) {1, 968) (293,473
Offiset (156, 120) 156,130
&t 31 December 2003 137 X389 ;1!?,3’!.2}
Thie bamk Aszots Liahilities
rading Hedging Taotal Trading Hedging Tatal
Em £m Em Em £m Em
Foreign exchange 43315 EET 43,651 {44,B85) [LET] (a4, 508)
Inberest rate 192 861 GBO 193,541 [189,841) (1,402) 192,243)
Enuities 5,889 - 6,869 (8,545 - |8,545)
Credit 4,650 = 4,650 (5,209] - 15,209}
Commodity and other 1,843 = 1,843 {1,855) = |1,855)
Gross total fair values 249,538 1,018 250,554 [250,315) (1,445) {251, 764)
Offst — {90,323} — 90372
At 31 December 2004 160,232 (161,442}
Foreign exchange 33,360 15F 33452 (33,5985) (155§ (34,124}
Interest rate 163,838 e 164, 282 (162, 400) {1,123 {163, 525)
Equities 0,137 - 10,137 (12,578) - {12,578}
Credit 1713 - 1713 (3,579) - {3,579)
Commodity and cther F=] - aah j848) - {245}
Gross total fair values 311,606 938 111 564 [213,385) {1,282) {214 551)
Offset {89,941) 445,941
&t 31 December 2003 112 623 {114,718}
Use of derivatives

The group transacts derivatives for three primary purposes: to create risk management solutions for dients, to manage
the portfolio risks ariskng from client business and to manage and hedge the group’s own risks.

The group’s derivative activities give rise to significant open positions in portfolios of derivatives. These positions
are managed constantly to ensure that they remain within acceptable risk levels. When entering into derivative
transactions, the group employs the same credit risk management framework to assess and approve potential credit
exposures that it uses for traditional lending.

Trading derivatives

Most of the group’s derivative transactions relate to sales and trading activithes. Sales activities include the structuring amd
marketing of derivative products to customers to enable them to take, transfer, modify or reduce current or expected
risks. Trading activities inchude market-making and risk management. Market-making entalls guoting bid and offer prices
to other market participants for the purpose of generating revenues based on spread and volume. Risk management

activity 5 undertaken to manage the risk arising from client transactions, with the principal purpose of retaining client
margin.

Other dervatives dassified as held for trading include non-qualifying hedging derivathves, ineffective hedging derivatives
and the components of hedging derivatives that are excluded from assessing hedge effectiveness. Non-qualifying hedging
derivatives are entered into for risk management purposes but do not meet the criterla for hedge accounting. Trading
defhvatives also include derivatives managed in conjunction with financial instruments designated at fair value.
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Notional contract amounts of dervatives held for trading purposes by product type

Thiz group The bank
2004 20513 e FlE]
Em Em Em Em
Forelgn exchange 250,473 2,343,502 2,535,975 1,375,578
Interest rate 11,609,407 13,612,533 9,024,730 9,581,060
Equities 362,678 336,980 358,081 330,845
Credit 269376 263504 265,366 283531
Commodity and cther 40,030 34,033 40,173 15,414
At 31 December 14,801,964 16,591,172 12,232,385 12,588,428

Derivatives valued using models with unobservable inputs

The difference between the fair value at initial recognition (the transaction price) and the walue that would have been
derhved had valuation technigues used for subsequent measurement been applied at initial recognition, less subsequent
redeases, is as follows:

Unamortised balonce of derfvatives valued using models with significant unobservable inputs

Thiz group The bank
2014 213 ma 3
Em Em Em Em
Unamaortised balanoe at 1 kanuary 3 ai 21 -1
Deferral on new transactions 7% 113 76 111
Fecognised in the income statement during the pericd:
= amortisation (58 {55} 56} [54)
- subsequent o unobsenvablie inputs becoming obhservable [L1] {35} &) 25}
— maturity, termination or offsetting derkative (45} (3%} [44) (37}
Other 7 - 7 -
Unamortised balance at 31 December® L) &5 56 &1
1 This amount is yet o be recognised in the ¢ fidoted income
Hedge accounting derivatives

HSBC uses derivatives |principally interest rate swaps) for hedging purposes in the management of its own asset and
lizbility portfolios and structural positions. This enables HSBC to optimise the overall cost to the Group of accessing debt
capital markets, and to mitigate the market risk which would otherwise artse from structural imbalances in the maturity
and other profiles of its assets and liabilithes.

The notional contract amounts of derivatives held for hedge accounting purposes indicate the nominal value of
transactions cutstanding at the balance shest date; they do not represent amounts at risk.

Notional contract amounts of dervatives held for hedge accounting purposes by product type

The group
2014 e
Cash flow Fair value Cash Baw Fair vahsn
hedge hedge hedge Fedge
Em Emi Em Em
Foreign exchange 6,385 T 7,491 137
Interest rate 83,077 29,772 44, 885 30,172
At 31 December a8,453 29,734 102 077 30,758
Thie bank
2014 3
Cash flow Fair value Cash Blow Fair value
hedge hedge hedge Fedge
Em Emi Em Em
Foreign exchange 5. TE2 - TaO7 -
Interest rate 43,577 23,383 45,070 23,031
At 31 December 50,759 23,363 53141 230351
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Fair value hedges

HSBC's falr 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 in market interest rates.

Fair valwe of derivatives designated as foir value hedges

2014 013
Assets Liabities Azsets Liabilities
Em Em Em Erm
The group
Foreign exchange - [§1] 3 -
Inberest rate 196 (1,841 453 (12509
At 31 December 196 1,842 455 [1,250)
The bank
Interest rate 72 (L3} 493 [l
At 31 December 272 [1,321) 453 [F95)
Giarlns or lpsses arlsing from folr value hedges
The group The bank
2004 013 2014 2013
Em Em £m Em
Gainslosses):
- on hedging instruments {1013} 47z (&73) 514
= onthe hedged items attributable to the hedged risk 1,083 [LEE]D =1 (aga)
¥ear ended 31 December ] Ez] 14 34

The gains and losses on ineffective portions of falr value hedges are recognised immediately in ‘Net trading income’.

Cash flow hedges

HSBC's cash flow hedges consist principally of interest rate swaps, futures and cross-currency swaps that are used to
probect against exposures to variabllity in future interest cash flows on non-trading assets and labilities which bear
Interest at varkable rates or which are expected to be re-funded or relnvested in the future. The amounts and tming of
future cash flows, representing both principal and interest flows, are projected for each portfolio of financial assets and
lizghilities on the basis of thelr 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
identifying gains and losses on the effective portions of derivatives designated as cash flow hedges of forecast
transactions.

Fair valve of derivatives designated as cosh flow hedges

2014 2003
Aszets Liabilities Assets Liabilitie=
Emi £m £m £mm
The group
Foreign euchange v ] 52} 242 {155}
Inberest rate pa1 {227} 544 {585}
At 31 December 1,219 {279} T8E (718}
The bank
Foreign euchange 336 (43} 142 (154}
Interest rate 408 (&1} 53 (225}
&t 31 December T84 124) 445 (247}
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Forecast principal balences on which interest cash flows are expected bo arise
More tham 3 S yoars or less

Amonths  months but less st more: than More than
or less than 1 year 1 year 5 years
Em Em Em Em
The group
Mt cash inflows ot flows | exposure
Azzets 59,995 54,091 33,947 %1
Liahilities {17 224} |13, B} {10, 388} |3,380)
At 31 December 2004 42,171 40,48F 23,559 |3,029)
Thie bamk
Mot cash inflowsoutfiows| exposure
ASEEtE 44,485 44,458 30,842 41
Liahiitinz 5,315} (5,226} |a,741) 1,235}
At 31 December 2004 9,170 39,232 26,201 |1,254)
The group:
Mt cash inflowsoutfiows| exposure
hzzets B4, 20 56, BE1 I/ ETT S04
Liahilities { 1%, 2503} (12, 95X} {10,481} {4,807}
At 31 December 2013 44,337 44,419 18,096 [EX-=-1]
Thie bank
Mt cash inflowsout floes| exposure
Aszats 43, 468 42,883 M489 -
Lishiities {8,343) (8,223} 14,535) {223
&t 31 December 2003 17,185 16,839 9,950 [Erri]

This table reflects the interest rate repricing profile of the underlying hedged Items.

The gains and bosses on Ineffective portions of derivatives designated as cash flow hedges are recognised immediately in
‘Net trading incorme’. During the year to 31 December 2014 a gain of £8 milllon (2013: loss of £8 milllon) was recognised
due to hedge ineffectivensass.

Non-trading reverse repurchase and repurchase agresment

Accounting policy

‘When securities are sold subject to 3 commitment bo repurchase them at a predetermined peice, they remain on the balance thest and
a Eability is recorded in respect of the consideration recehved. Securities purchased under commibments to resale are not recognised on
the balance sheet and the fight to receive back the initial consideration paid is recorded in ‘Loans and advances to banks’, ‘Loans and
sdvances o customers’ or ‘Trading assets’ a5 appropriste. The difference betaeen the sale and repurchage price or betwesn the
purchage and resale price is treated as interest and recognised in net interest income over the life of the agreement for loans and
advances o banks and customers. Securities lending and borrowing transactions are generally secured against cash or non=cash
coliateral. Securities lent or borrowed do not normally result in derecognition ar recognition on the balance sheet. Cash coltateral
sdvanced or recedved is recorded as an asset or a liability respectively. Repos and reverse repos measured at amortised cost, or non-
trading, are presented as separate lines i the balance sheet. This separate presentation was adopted with effect from 1 January 2014
and comparatives are re-presented acoordingly. Previously, non-trading reverse repos were inclisded within ‘Loans and sdvances o
banks' and ‘Loans and advances to customers’ and non-trading repos were indluded within ‘Deposits by banks® and “Customer accounts’,

The extent to which non-trading reverse repos and repos represent amounts with customers and banks ks set out below.

The group The bank
2004 013 2014 013

Em Em Emi Em
Aszebs
Banks IZATT 30,115 20,713 25,334
Customers 13,468 31,310 15,678 22,613
At 31 December 41,545 51,555 36,331 47,847
Liabilitles
Banks 9,753 21,504 B30z 20,057
Customers 13,560 43,659 11,991 31,141
At 31 December 13,353 65,573 18,293 51,198

1585

413/466

oOoOooodn



EDINETOOOO
OO000DO00oDOo00DOo0ooOodn(E22630)
oOoOooodn

HEEC BANK FLC

Notes on the Financial Statements (continued)

17 Financial investments

Accounting policy: financial investments

Treasury bills, debt securities and equity securities intended to be held on a continuing basis, other than those designated at fair value,
are dassified as available for sale or held to maturity. They are recognised on trade date when the group enters into contractual
arangements o purchase thote instruments, and are normally derecognized when gither the securities are sold or redesmaed.

(i) Available-for-sale financal assets are indtially measured at fair valee plus direct and incremental transaction costs. They are

subsequently remeagured at fair value, and changes therein are recognised in other comprehendive incomie until they are sither
saold or become impaired. When available-for-sale financial assets ane sold, cumulative gains or losses previcushy recognised in
other comprehensive income are recognised in the income statement as ‘Gaing less losses from financial imestments’.

Inberest incorme is recognised over the debt asset’s expected Bfe. Premiums and/for discounts arising on the purchase of dated debt
securities are included in the inberest recognised. Dividends from equity assets are recognized in the income statement when the
right to receive payment is established.

{ii) Held-to-rmaturity investments are non-derivative financial assets with fived or determinable payments and foed maturities that
HEBC pogitively intends and iz able to hold to maturity. Held-to-maturity investments are initially recorded at fair valoe plus any
dinectly attributable transaction costs, and are subdequently measured st amortised cost, bess any impairment bosges.

The accouriting policy refating to impairments of available-for-sale securities is presented in Note 1(j).

Financial investaments:
The group The bank
2014 w013 2014 2013
fm £m fm £m
Finandal investments:
— which may be repledged or resald by counterparties i4 233 11,435 1% 5583 8,583
— not subject to repledge or resale by counterparties 61,363 63,595 34,806 36,465
At 31 December 78,194 75,030 48,438 45,048
Treasury and other eligible bills — available for sale 2,848 2,156 2,081 1,927
Debt securities — available for sale 72338 71a28 45,920 42,667
Equity secwrities — svailable for sale 1,009 1,006 437 454
At 31 Decernber 76,154 75,030 48,438 45,048

For the group, £6,172 milion (2013: £2 936 millon), and for the bank, £4,131 million (2013: £865 million), of the debt
securithes kssued by banks and other financial institutions are guaranteed by varlous governments.

18 Assets transterred, assets charged as socurity tor labilities, and collateral accepted as security for
assels

Accounting policy

Derecognition of finandal assets

Fnandal assets are derecognised when the contractual fights to recedve cash flows from the assets bas expired; or when HS8C has.
trangferred it contractual right to receive the cash fows of the inandal aisets, and either:

= substantially all the risks and rewards of ownership hawve been transferred; or

= the group has nesther retained nor transferred substantially all the risks and rewands, but has not retained control.

Financial assets not gualifing for full derecognition and associated financiol Nabilities

The group
Camying
amiount of Carrying Carrying Fair Fair
assets amount of amoaunt of walue of value of
before  transferned associated  transferred associated MNet
transfer F=i10 4 liabilitizs assets liabilitazs pasition
£m Em £m £m Emi
At 31 December 2004
Eepurchase agreements 31,030 31,550
Securities lending agresments 6,992 5872
Ortiher sales {recourss to transfemed asset only) 389 b 533 533 -
Securitsations recognised to the extent of
comtinuing imeaohement 3,550 T 3 7 3 4
At 31 December 2013
Bepurchase agreemsnts a0, e BOBET
Securities lending agresments 4,585 4 548
Ortiher sales {recourss to transfemed asset only) 581 a4 E24 624 -
Securitsations recognised to the extent of
comtinuing imeolwement [ e | 5 ] -] 5 4
156
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The bank
Carrying
amount of Carrying Carrying Fair Fair
assets amount of amount of value of value of
before  transferred associated  transferred associated Met
transfer SOt liabiities assets liabil iez:s pasition
Em Em £m Em Em
At 31 December 2004
Bepurchase agreemsnts 16073 15674
Securities lending agresments 6,963 5863
Ortiher sales {recourse to transfemed asset only) 389 Eha 533 533 -
Securitsations recognised to the extent of
comtinuing imeolvement 3,550 7 3 7 3 4
&t 31 December 2013
Bepurchase agreements 34 865 S ETE
Securities lending agresments 4,945 4,945
Ortiher sales {recourss to transfemed axset only) a1 674 B4 B4 -
Securitsations recognised to the extent of
comtinuing imeohement 501 & 5 9 5 4
Continuing involvement in financlal assets and associoted financial Tabilties qualifitng for full derecognition
The group and the bonk
At 31 Deember [For the year
‘Carrying amount of Incomaf
ortinuing nvolvement i Gaimorios  [expenses) ncoimaz/
statement of finandal  Fair value of continuing recognised  recogrised  (eNp 1
positian inymdy it Mmodmum  at transfer inreporting  recognised
[ date period CLEmi-
Assets  Uabilities Assets  Labilites o loss latively
£m £m £mi £m Em £&m Em £m
Interest in SPES
31 December 2014 £ = o8 = 58 = = 43
31 December 2012 124 - 185 - E 5 41

The assets in the table above represent our continuing iInvolvement in securitisations where HSBC has transferred assets
to an unconsolidated SPE, but has retalned some of the notes ssued by the SPE. These notes are reported in loans and
advances to customers. The madmum exposure to loss is the carrying amount of the notes.

Financial assets pledged to secure labilities

Group astets pledged at Bank assets pledged at

31 Decermnber 31 Decermber
2014 2013 2014 2013
Emi £m £ Em
Treasury bills and other eligible securities 160 1,331 - -
Loans and advances to banks 4,608 8,300 &, 240 5,244
Loans and advances to customers 35,972 A4 19% 15,061 19,022
Dbt sescurities £3978 00,ETS 27,854 51,181
Equity shares 7,051 5070 6,963 4,945
Othier 1,284 72 3,247 -
Assets pledged at 31 December 110,033 149,750 55,205 80,352

The table abowe shows assets where & charge has been granted to secure liabilities on a begal and contractual basis. The
armount of such assets may be greater than the book value of assets utilised as collateral for funding purposes or to cover
ligbilities. This is the case fior securitisations and covered bonds where the amount of liabllities ssued, plus any mandatory
over-collateralisation, is less than the book value of financlal assets avallable for funding or collateral purposes in the
relevanit pool of assets. This ks also the case where financlal assets are placed with a custodian or settlement agent which
has a floating charge over all the financlal assets placed to secure any labdlities under settlement accounts.

These transactions are conducted under terms that are wsual and customary to collateralised transactions including,
where relevant, standard securities lending and repurchase agreements.

The financial assets shown above include amounts transferred to third parties that do not qualify for derecognithon,
notably debt securities held by counterparties as collateral under repurchase agreements and equity securities lent under
securithes lending agreements. As the substance of these transactions |s secured borrowings the asset collateral continues
to be recognised in full and the related liabdlity reflecting the Group's obligathon to repurchase the transferred assets for
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Notes on the Financial Statements (continued)

a fixed price &t a future date ks recognised on the balance sheet. As & result of these transactions, the Group i unable to
use, sell or pledge the transferred assets for the duration of the transaction. The Group remalns exposed to Interest rate
risk and credit risk on these pledged instruments. The counterparty's recourse ks not limited to the transferred assets.

Collateral accepted as security for assets

The fair value of financial assets accepted as collateral that the group ks permitted to sell or repledge in the absence of
default is £107,775 million (2013: £108,471 million) (the bank: 2014 £76,602 million; 20013 £63,862 millien). The falr value
of any such collateral that has been sold or repledged ks £66,080 million (2013: £79 844 milion) (the bank: 2014 £40,468
milllion; 2003 £36 445 milion). The group is obliged to return equivalent securities.

These transactions are conducted under terms that are wsoal and customary to standard securities borrowing and reverse
repurchase agreements,
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19 Propayments, accrued income and other assots
Accounting policy

Aszets held for sale

Mgsets and liabilities of disposal groups and non-current aisets are classified as beld for sale ['HFST) when their canrying amaunis will
be recovered principally through sale rather than through continuing use. HFS assets are generally measured at the lower of their
carmying amourit and fair value less cost to sell, except for those assets and liabilities that are not within the scope of the measurement
reguirerments of IFES 1 ‘Non-current fdsets Held for Sale and DiEcontinued Operations'.

Immediately before the initial dassfication as held for sale, the Gorying amounts of the relevant assets and liabilities are measured in
sccordanics with apolicable IFRSs. On subsequent remeasurement of a dispasal group, the carrying amounts of any assets and
liabilities that are not within the scope of the measurement reguirements of IFRS 1, but are induded in a disposal groun classified as
held for sale, shall be remeasured under appicable IFRSs before the fair value less costs to sell of the disposal group is determined.
Property, plant and equipment

Land and buildings are stated at historical cost, or fair value at the date of trangition to IFRS: ('deemed cost’), less Impairment |osges
and depreciation aver their estimated useful Tves, as Follows:

= freshold land is not depreciated;

= freehold buildings are depreciated at the greater of 1% per anfium on a strafght-line basis or ower their remaining useful lves; and
= leasehold land and buldings are depredated over the shorter of their unexpired terms of the leazes or their remaining useful Fres.
Equipment, fixtures and fittings (including equipment on operating leases where the groun is the kessor) are stated at cost bess
impairment losses and depreciation over their useful Ives, which are generally between 1 year and 11 years.

Property, plant and equipment is subject to an impairment review if their carmying amount may not be recowerable.

HSBC holds certain properties as investmients to &arn rentals or for capital aporeciation, or both, and thote imeestment properties ane
nduded on balance sheet ak fairvalue.

Prepayments, accrued Iincome and other assets

The group The bank
2004 2013 014 13

Em Em Em Em
Frepayments and aconsed income: 2,353 2,584 1,184 1,185
Aszets held for sle 4378 Ex 15 )
Bullicn 2,138 k-] 273 50
Beinsuners'share of liabilites under insurance contracts 183 L Lr = -
Endorsements and acceptances 551 ] gL 343
Employes benefit asseis 3,085 1,738 3,088 1,744
Ortiher acoounts 5,359 4,445 4,741 3,318
Froperty, plant and equipment 1,614 2,00 ik 1,334
At 31 December 30,319 12,443 12,908 8,201
Assets held for sale

The group The bamik

2014 013 2004 2013

Em Em Em Em
Man-ourent assets held for sle:
= proparty, plant and equipmant F.i 1 15 pin}
= Assets of disposal groups heldd for sle 4,353 - - -
= ather = 1
Total assets classified as held for sle 4,378 1y 15 0

Also included within property, plant and equipment classifled as held for sele |s repossessed property that had been
pledged as collateral by customers. These repossessed assets are expected to be disposed of within 12 months of

acquitsithon,
Property, plont and equipment — selected information

The group The bank
014 M3 014 003
fm im fm im
Cost or fair vahue 4,400 4,837 2,530 3,452
accumulated depreciation and impairment |2,786) {2,953) |2,118) {2 228)
Mt camrying amount at 31 December 1,814 2 G0 Bid 1734
Additions - cost 411 Errd 280 Xz
Disposals - cost (148} {159} (200} {181
Froperty plant and equipment includes
Land and buildings 913 1044 330 =88
Freshold 61 Ta4 132 339
Long leasshold 101 a3 105 a5
Zhort leasshiold 151 187 153 154
Investment properties’ 344 71 - -

1 dnwestment properties ove valued on o market value boslks os af 21 December eoch peor by independent professional voilvers who hove recent
experience in the locotion ond type of property.
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20 Interests in associates and joint ventures

Accounting policy
Investmients inwhich the group, together with one or more parties, has joint control of an arrangement $et up to undertaike an
eoonomic actvity are dassified as joint ventures. The group dadgsifies investments in entities over which it has significant influence,
and that are neither subsidiaries (Note 22) nor joink ventures, as associates.
Investmients in associates and interests in joint ventures are recognised using the equity method. Under this method, such
imvestrments are initially stated at cost, induding attributable goodwill, and are adjusted thereafter for the post-soquisition change in
the growp's share of net assets. Goodwill arises on the acquisition of interests in joint ventures and associates when the cost of
vestrment exceeds the group’s share of the net faér value of the associate’s or joint venture’s idertifiable asets and Eabilities.

M investment inan associate is tested for impairment when there is an indication that the investment may be impaired. Goodwill on
acquisitions of interests in joint ventures and assodiates is not tested separately for impairment.

Profits on transactions betwesn the group and its assodates and joint ventures are eliminated to the extent of the group’s interest in
the respective associates or joint venbures. Losses are also eliminated to the extent of the group’s interest in the associates or joint
wentures unless the transaction provides evidence of an impairment of the asset transfermed.
Principal assocletes of the group and the bank
ocalink Holdings Ltd ["Vocalink'] ks & principal associate of the bank and the group. Vocalink ks incorporated in England
and its principal activity is that of providing electronéc payments and transaction services.
At 31 December 2014, the group had a 15.91% Interest in the £133 million Bsued equity capital of Vocalink (2013:
15.91%). The carrying amount of the group's interest was £61 milion at 31 December 2014 (2013: £59 million).
‘ocallnk ks accounted for as an associate due to the group's involvernent in the operational activities, policy-making
decisions and representation on the board of directors.

Summarised financial imformation on asseciates

The group's share af
2004 2013
Emi Em
Asmets F-} 1
Liabilities 15 52
Beverue n k-]
Profit after tax 2 -

Interests in significant joint ventures
Waultex UK Limited s a significant joint venture of the bank and the group. Vaultex UK Umited ks incorporated in England

and its principal activity is that of cash management services. At 31 December 2014 and 31 December 2013, the group had
a S50% interest in the £10 million lssued equity capital.

Summarised financial yformation on joint veniures

The group's share af
2014 2013
£Em Em
Current assets 20 103
Mon-naTent assets 18 17
Current kabdities 0 103
Maon-oarent liabilites 10 10
Income 48 &5
Expense 147} {48}

Detalls of all assoclates and jolnt ventures, &s required under 5.409 Companies Act 2006, will be annexed to the next
Annual Return of the bank filed with the UK Registrar of Compandes.

21 Goodwill and intangible assets

The group The bank
014 FlE] 014 13
Em Em Em £m
Goodwill B140 B52E 47 oy
Fresent value of in-force long-term assurance business ('FVIF) 45k T - -
Other intangible assets &3 ik ] L=k ]
At 31 December 7,294 7934 948 291
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Notes on the Financial Statements (continued)

Goodwill

Accounting policy
Goodwill arises on the acguisition of subsidiaries, when the aggregate of the fair value of the consideration transferred, the amount of
any nor-cantrolling interest and the fair value of any previowsly held equity interest in the acquires exosed the amount of the
identifiable asiets and Eabilities acquired. I the amourit of the identifiable assets and liabilities scquired is greater, the difference is
recogrised immediately in the income statement.

Intangible assets are recognised separabely from goodwill when they are separable or arise from contractual ar other legal rights, and
their fair value can be measured reliably.

Goadwill is allacated to cash-generating units ("0GLE| for the punpase of impairment testing, which is undertaken at the lowest |eved at
which goodwill & monitored for internal management purposes. The group’s CGUS are based on global businesses. Impairment testing:
& performed at least annually, or whenever there i an indication of impairment, by comparing the recoverable amount of a CGU with
it carrying amount. The carrying amount of a CEU iz bazed on its assets and liabilities, including attributable goodwil. The recoverabls
armount of an asset is the higher of its fair valuwe less cost to sell and it value inouse. Valwe in use & the present value of the expected
future CGU cash flows, If the recoverable amount i$ less than the carrying value, animpairment kogs is charged o the income
statement. Goodwill is carried on balance sheet at cost less accurnulated impairment logses.

At the date of dispesal of a business, attributable goodwill & included in the group’s share of net assets in the caloulation of the gain or
lass on dispasal,

Goodwill is induded in a disposal growp if the dizposal group is a OGU to which goodwill has been allocated or it & an operation within

swch a OGL. The amount of goodwill induded in a disposal groug is measured on the basis of the relative values of the operation
dizpoied of and the postion of the OGL retained.

Critical accounting estimates and judgements

Goodwill impairment

The review of goodwill for impairment reflects management’s best estimate of the future cash flows of the 05U and the rates used to

discount these cash flows, both of which are subject to uncertain factors as follows:

= the future cash flows of the OGUS are sensitive o the cash flows projected for the periods for which detailed forecasts are available
and to asfumptions regarding the long-term pattern of sustainable cash flows thereafter. Forecsts are compared with actual
performance and verifiable economic data, but they reflect management’s wiew of future business prospects at the time of the
assessment; and

= the rates uied to dioount future expected cash flows can have a significant effect on their valuation and are based on the costs of
capital assigned to indiidual OGS, The cost of capital percentage is generally derived from a Capital Asset Pricing Model, which
incorporates inputs reflecting a number of financial and sconomic variables, including the risk-free interest rate in the country
concerned and a premium for the risk of the business being evaluated. These variables are subject to fluctuations in external markst
rates and economic conditions beyond management”s control, are subject to uncertainty and reguire the exercise of significant
judgrnent.

i decline in a OGLFs enpected cash flows andfor an increase in its cost of capital reduces the CGU'S estirmated recoverable amount. IF
this is lower than the carrying value of the 05U, a charge for impairment of goodwill i5 recognised in our income statement for the
year,

The sccuracy of forecasted cash Alows & subject o a high degree of uncertainky in wolatile market conditions. bn such market
conditions, management retests goodwill for impairment rmone frequently than annually to ensure that the assemptions on which the
cash flow forecasts are based continee to reflect current market conditions and management’s best estimate of future business
prospects.

During 2014, no impairment of goodwill was identified [2003: nil}. In addition to the annual Fmpairment test which was performed as
at 1 July 2014, management reviswed the current and expected performance of the CEUS 25 at 31 Decemiber 2014 and determinad
that there was no indication of impairment of the poodwill allocated to them.

The group
2014 2013
£m Em
Gross amount and Carrying amount
&t 1 Jansuary 6,526 [ L= -]
Acquisitions|disposals) 15) 14
Enchange differences |381) 113
At 31 December 6,140 EB,526
The bank
2014 13
Em Em
&t 1 January 298 g
Acquisitions)|disposals) 43 -
Ortiher changes 5) =
At 31 December 342 a8
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Notes on the Financial Statements (continued)

Impairment testing

During 2014, no goodwill impairment was recognised (2013: nil).

Timing of impairment testing

Impairment testing in respect of goodwill s performed at least annually by comparing the recoverable amount of cash-
generating units ['0GUs") determined as at 1 July 2014 based on & value In use calculation.

The walue in use calculation uses cash flow estimates based on management’s cash flow projections, extrapolated in
perpetuity wsing & nominal long-term growth rate based on current market assessrents of GOP and inflathon for the
countries within which the CGU operates. Cash flows are extrapolated in perpetulty dwe to the long-term perspective
within the group of the business units making up the CGUs. The discount rate used i based on the cost of capital that the
group allocates to investments in the countries within which the CGU operates.

The cost of caplital assigned to an individual CGU and used to discount its future cash flows can have a significant effect on
its valuation. The cost of capital percentage s generally derived from an appropriate capital asset pricing model, which
itself depends on inputs reflecting a number of financial and economic veriables including the risk-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 basls of management judgement and current market assessments of economic variables,

The review of goodwill impairment represents management’s best estimates of the factors set out above. These values
are sensitive to the cash flows projected for the periods for which detadled forecasts are avallable, and to assumptions
regarding the bong-terrmn sustainable pattern of cash flows thereafter. While the acceptable range within which underhying
assumptions can be applied ks governed by the requirement for resulting forecasts to be compared with actual
performance and verifiable ecomomic data in future years, the cash flow forecasts necessarily and appropriately reflect
management’'s view of future business prospects. The process of identifying and evaluating goodwill impairment is
inherently uncertain because it requires significant management judgement In making a serles of estimations, the results
of which are highly sensitive to the assumptions used.

The following CGUs, include in thelr carrying value goodwill that is a significant proportion of total goodwill reported by
the growp at 31 December 2014, These CGUs do not carry on their balance sheet any intangible assets with indefinite
useful lives, other than goodwill.

Nominal growth rate

Goodwill at Discount beyond initial
1 July 2004 rate  cash flow projections

i Em % ]

Global Banking and Markets 4,408 11% 4.0%

Eietail Banking and Wealth Management 1,260 % 4.2%

Total gocdwill in the CGUs listed abowe E‘m

13 £m ] %

Global Banking and Markets 4,682 10 319%

Frtail Banking and Wealth Management 1,338 8% 4.0

Total goodwil in the C5Us listed abowe: E, 030

Additionally, as at 1 July 2014, aggregate goodwill of E630 million (2013: £568 millbon) had been allocated to other CGUs
that were not considerad indieidually significant.

Mominal long-term growth rate: external data that reflects the market's assessment of GOP and inflation for the
countries within which the CGU operates. The rates used for 2014 and 2013 do not exceed the long-term growth rate for
the countries within which the CGU operates.

Discount rate: the after tax discount rate used to discount the cash flows k5 based on the cost of capital assigned to each
CGU, which is derived using & Capital Asset Pricing Model ['CAPM’). The CAPM depends on inputs reflecting a nurmber of
financial and economic varlables including the risk-free rate in the country concerned and a premium to reflect the
inherent risk of the business being evaluated. These varables are based on the market's assessment of the economic
varables and management's judgement. In addition, for the purposss of testing goodwill for impalrment, management
supplements this process by comparing the discount rates derived using the Internally-generated CAPM with cost of
capital rates produced by external sowrces, 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 2014 and
2013, internal costs of capital rates were conststent with externally-sourced rates.
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The prasent value of in-force long-term assurance business

Movement in PYIF
The group
2014 2013
£m Em
At 1 January 00 0%
Addition from curment year new business 55 &5
Movement from in-force business (induding imvestment return vanances and changes in imestment
assumptions) [ELrd] [EL]
Transfer to assets dassified as held for sale 77 -
Exchange differences and other mowements [E]] [
At 31 December 456 T

1 The tronsfer relates to the LK persions busiaess which wos clossified s held for sole in the first haif of the yeor.

The group’s life Insurance business s accounted for using the embedded value approach which, inter alia, provides a
comprehensive risk and valuation framework. The PVIF asset represents the present value of the shareholders” interest in
the profits expected to emerge from the book of in-force policies,

PWiF-specific assumptions
The key assumptions used in the computation of PVIF for the group®s main life insurance operathons were:
2014 2

Erance* UE Life France® U Life
‘ieighted average risk free rate 1.21% 1.E5% 238% 245%
Fisk discount rate 1L7a% L15% 4 A% 2 95%
Expenses inflation 2.00% 4.E6TH 2.00% 3.30%
1 For 2014, the colcabion of France's PYIF oxsumes o risi discount rate of 1. 73% pius o nisk mongin of £38 millon. For 2013, 0 composite rate of

A was used. This wios equivelent o o weigh e rote off 3L0E% plus o risk morgie of £41 milion.

The calculation of the PVIF is based upon assurmptions that take into account risk and uncertainty. To project these cash
flows, a varlety of assumptions regarding future experience is made by each insurance operathon which reflects local
market conditions and management's judgement of local future tremds.

The following table shows the effect on the PVIF of reasonably possible changes in the main economic assumption, risk-
free rates, across all insurance manufacburing subsbdiaries.

Sensitivity of PVIF to changes in economic assumptions

PUIF
2014 2013
£m Em
+ 100 basis points shift in risk-fres rate 4 2
- 101 basis points shift in risk-free rate® |298) {51}

1 ‘Where o= 100 bosls point shift dn the nisk free rote results in o regative rafe, the effect on FUIF hos been colndsted using o minimum rote of 09

Due to certain characteristics of the contracts, the relationships may be non-lnear and the results of the sensitivity-testing
should not be extrapolated to higher levels of stress. In calculating the scenario, the shift in the risk-free rate results in
changes to invwestment returns, risk discount rates and bonus rabes which are incorporated. The sensitiities shown are
before acthons that could be taken by management to mitigate impacts and before resultant changes in policyholder
behaviour.

Non-economic assumptions

The group determines the policyholder Mabilities for non-life manufacturers by reference to non-economic assumptions
including claims costs and expense rates.

Palicyholder Rabdlities and PVIF for life manufacturers are determined by reference to non-economic assumptions
including mortabity and/or morbidity, lapse rates and expense rates. The table below shows the sensitivity of profit for
20114 and total equity at 31 December 2014 to reasonably possible changes in these non-economic assumptions at that
date across all of the group’s Insurance manufacturing companies, with comparatives for 2003

Mortality and morbidity risk Is typlcally associated with life insurance contracts. The effect on profit of an increase in
mortality or morblidity depends on the type of business being written.

Sensitivity to lapse rates ks dependent on the type of contracts being written. For insurance contracts, the cost of claims s
funded by premiums received and Income earned on the investment portfolko supporting the liabilitles. For a portfolio of
term assurance, an increase in lapse rates typhcally has a negative effect on profit due to the loss of future premium
income on the lapsed policies.

Expense rate risk 5 the exposure to & change in expense rates, To the extent that increased expenses cannot be passed on
to policyholders, an increase in expense rates will have a negative Impact on profits.
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Sensitivity to changes in non-economic assumptions

FUIF
2014 013
Em Erm
1iF% increase in maortality and/for morbidity rates {17} fFin]}
1ir% decrease in mortality and,or morbidity rates 18 pln]
1% increase in lapse rates =) {34}
1ir% decrease in lapse rates ES § EE
1% increase in expense rates (31} {30}
1(r% decrease in expenss rates ES
Other intangible assets
The analysis of the movement of other intangible assets was as follows:
The growp
Imtemally Cuestomerf
penerated Furchased merchant
it Zaft relationshi Other Tortal
Em £m £m Em £m
Cost
&t 1 January 2014 1367 170 220 15 1772
Additions* 188 & - 1 m
Disposals 1) IH - - 1#)
Amounts written off iy - - - 1]
Exchange differences 5} 113) = = 18]
Other changes 4] & - = 2
&t 31 December 2004 1,540 =] 220 16 1,579
Acrsmulated amaortisation and impairment
&t 1 Janaary 2014 (765} 1137) [151) 11} 1,064)
Amartisation charge far the year® (178} (18] {12y 1} |209)
Impairment charge for the year® - - - [z 2
Dizposals - & - - [
Amounts written off 1 = = 1
Exchange differences 3 11 = = 14
Ortiver changes 4 133) - 2 127)
At 31 December 2004 (525} |171) [163) 13 {1,281)
Méet carrying amaunt at 31 December 2004 05 Erd 57 4 E9E
Cast
&t 1 January 2013 1,298 151 20 b 1,596
Additions* 184 14 - i 194
Disposals {1} [F] i1 - 4]
Amounts written off [13) = = = {13}
Exchange differences E 3 - [E]} 3
Other changes (04} €] 1 - {20}
&t 31 December 2013 1,367 170 220 15 1,772
Accumulated amaortisation and impairment
At 1 January 2013 [E97) {124} (135 {14} {974}
Amartization charge far the year’ (177} {17} {11) - 208}
Impairment charge for the year® (11} - - - &)
Disposals 1 - - - 1
Amounts written off 13 - - - 13
Exchange differences (3 2] - i )
Other changes 104 & 1) - 108
&t 31 December 2013 [T&5) {137} (151) 11} {1,064}
Mot camying amount at 31 December 2013 602 33 =] 4 TO8
1 At 31 (recember 2004, the group oid nof fowe ony confractund commudtments fo aoquine infangiide ossets (2003 aill
2 The i1 o o charges flor the ywear are recognised within the i under Amor and imy of

intongibie ossets’.
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The bank

irternally

generated
softwane Other Total
Em Em Em
Cast
&t 1 Janmary 2004 1,263 kL] 1399
Additions* 177 s 182
Ortiher changes - 2 2
&t 31 December 2004 1446 a7 1,483
Acrsmulated amaortisation and impairment
At 1 Janaany 2004 |70a) (5] [70€)
Amartisation charge far the year® (165} %} {17
Other changes 1 iz 1]
At 31 December 2004 |264) (13} (877
Béet carrying amaount at 31 December 2004 SarF 4 B0
Cost
At 1 Janmary 2003 1,103 . ] 1,117
Additions” 178 & 184
Disposals - - -
Amounts writhen off (12} - 112]
&t 31 December 2003 1,288 a0 1,298
At 1 Janaany 2003 544} [} (54€)
Amartisation charge for the year® {182) (4} (1BE)
impairment charge for the year® &} - 1B
Amounts written off 1z - 12
&t 31 December 2013 {0ap (&} (706)
Mot camying amount at 31 December 2013 S 4 5493
1 At 31 December 2004, the Bonk did maf have ony confroctuad ¢ 5 o poguire gible aszets (2003 alL
2  The amarhisahion ond impoérment charges for the pear ane recognised within the fial ¢ undier dmor ond impai of
intangibie assets’.
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22 Investments in subsidiaries

Accounting policy
The group classifies nvestments in entities which it controds as subsidiaries. The group consolidation policy is desoribed in Mote 1{g).
Subsidiaries which are structured entities are covered in Note (35].
The bank's investments in subsidiaries are stated at cost bess impairment bosses. Impairment losses recognised in prior periods are

revered through the income statement if there has been a change in the estimates used to determine the investment’s recoverable
amount since the last inpairment loss was recognised.

Principal subsidiary undertakings of HSBC Bank plc

Cowntry of  HSBC Bank pic's Share
Inconporation or Interest in dlass
registration equity capital

®

HSBC France France a9 Ordinary £5
HESBE Asset Finance (UK) Limited England 100.00 rdinary £1
HSBC Bank A.S. Turkey 100,00 A-Comman TRLL

B-Common TRLL
HSBC Bank International Limited Jersey 100,00 Ordinary £1
HEBC Bank Malta p.lc. Malta M0 Ordinary 0030
HSEBC Invoice Finance [UK) Limited England 100,00 Ordinary £1
HEBC Life {UK) Limited England 100,00 Ordinary £1
HSBE Private Bank | LK) Limited England 100.00 Ordinary £10
HEBC Private Bank (C.1L) Limited Guernsey 100,00 Ordinary U&51
HSBC Trinkaus & Burkhardt AG Germany 8065 Shares of no par value
HSBC Trust Company (LK) Limited England 100,00 Ordinary £5
Pdarks and Spencer Retail Finandal Services Holdings Limited England 10000 Ordinary £1
Special purpose entithes ["SPEs") consolidated where the group owns less than 50 per cent of the voting rights:

Carryimg walue of total
consolidated assets  Mature of SPE
Ebn

Baricn Funding Limited 13 Securibies imvwestment conduit
Malachits Funding Linited 08 Securibies mwestment conduit
Mazarin Funding Limited 15 Securibies imvestment conduit
Begency Assets Limited 70 Conduit
5ol itaine Funding Limited 57 Securities imestment conduit
Turquoise Reosvables Trustes Limited 0%  Securitiation vehide

Al the above make their financial statements up to 31 December.

Detalls of all subsidiaries, &5 required under 5,409 Companles Act 2006, will be annexed to the next Annual Return of the
bank filed with the UK Registrar of Companles.

Disposals

In February 2014, the growp sold S8 15C H3BC Bank Kazakhstan to JSC Halyk Bank for £112 million. The sale was
completed on 28 November 2014,

23 Trading liabilities

Accounting policy
Trading liabilities are classified as held for trading if they have besn soquired or incurred principally for the purpose of selling or
repurchaging in the near term, or form part of a portfolio of identified fnandal instruments that are managed together and for which
there i evidence of a recent pattern of short-tesm profit-taking. They are recognised on trade date, when HSBC enters into contractual
15 wwith ties, and are normally derecognised when extinguizhed. They are initially measured at fair value, with
subsequent changes in fair value and interest paid recognised in the income statement in ‘Met trading income”.
The sale of borrowed securities i dassified as trading liabilities.

Trading dabilities

Thiz group Thiz bark

2004 FlES 2014 013

Em Em Em Em
Depasits by banks® 29,444 29,006 24,518 24,795
Customer accounts’ 14237 17,361 10,335 12,571
Oitfer debd securities in ssue 14350 13,540 10,801 10,518
Other labiiities - net short positions 24,639 31,838 13,385 13,830
At 31 Decomber 82,600 91,847 59,039 52,414
1 Deposits by banks and customer ecoounts indude repos, settiement oocowats, shock lemding and otfer omaunts.
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Accounting policy

The: criteria for designating instruments at fai walue and their measurement are described in Mote 14, The fair value designation, ance
made, is irrewocable. Desigrated finandal Eab@ties are recognised when the groun enbers into contracts with counterparties, which
& generally an trade dabe, and are normally derecognised when extinguished. This section provides

= Long-term debt isswes. The interest payable on certain fooed rate long-term debt securities issued has been matched with the

inkeresk on certain interest rate swaps as part of a documented i

value designation.

which the ineestment management services are provided.

rate rigk r

= Financial liabilites under unit-linked and mor-Enked investment contracts.
The group Hiues contracts to custorners that contain indurance risk, financial risk or & combination thersaf. A contract under which
the growp accepts insignificant insurance risic from another party is not classified a8 an insurance contract, but is accouwnted forasa
financial liability. See Note 26 for contracts where the group accepts significant insurance risk.
Custorner liabiites under inked and certain non-Enked inwestment contracts isswed by insurance subsidiaries and the

financial assets are designated at fadr value. Liabilities are at beast equivalent to the surrender or transfer valwe which is calculated by
referencs to the value of the relevant underkying fumds or indices. Presmiums receivable and amounts withdrawn are sccounted for as
noreases or decreases in the labfty recorded in respect of investment contracts, The incremental costs directly related to the:
acquisition of new irvestment contracts or renewing existing investment contracts are deferred and amaortised aver the period during

went strakegy. An acoturting migmatch
would arise if the debt securities iued were sccounted for at amortised cost, and this mismatch is eliminated through the fair

les of such designations:

Financial Nobities designated at fair value

Thiz group Thie bank
2004 2013 2014 2013
£m Em £m Erm
Depasits by banks and customer accounts 25 4145 - 3,872
bilities b under conbracts 1,007 5,300 = -
Delt securities in lssue 18,553 21,823 13,271 15,253
Subsardinated liabilities 2,526 2,445 2,858 27
Preference shares 330 i ] - -
At 31 December ¥2,552 34,006 16,127 22,008

The group

The carrying amount at 31 December 2014 of financial liabilities designated at fadr value was £1,496 milllon higher (2013:
£823 million higher) than the contractual amount &t maturity. At 31 December 2014, the accumulated amount of change
I fadr value attributable to changes in credit risk was a loss of E247 million [2013: £276 millkon loss).

The bank

The carrying amount at 31 December 2014 of financhal liabilities designated at fadr value was £1,082 million higher (2013:
£699 million higher) than the contractual amount &t maturity. At 31 December 2014, the accumulated amount of change
I fadr value attributable to changes in credit risk was a loss of £151 million [2013: £223 millkon loss).

25 Accruals, deterred income and other liabilities

Thiz group Thie bamik
2004 2013 2014 2013
Em Em £m Em
Lishilities of dispasal groups held for sale 4,358 - - -
&ccruals and deferred income: 2,531 2,990 1,518 1,724
Amounts due to imeestors in funds consolidated by the group 455 S50 - -
Obligations under finance leases - -} - -
Endorsements and acceptances 581 BAT EL ] 343
Share-based payment labiity to HSEC Holdings 151 27 148 164
Employes benefit kabdities 333 ERE] 133 144
Other habslibies 39683 4,098 3128 3,37
At 31 December 12,417 9,158 5,289 5,895
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26 Liabilities under insurance contracts

Accournting policy

The group Haues contracts to custorners that contain insuramce risk, financial risk or a combiration thereaf. A contract under which
the growg accepts significant ingurance risk frorm another party by agreeing to compensate that party on the cccummence of a specified
uncertain future event, & classified a< an insurance contract. An insurance contract may also transfer financial rigk, but is acoounted
for a8 an inswrance contract if the ingurance risk is significant.

Liabilities under insurance contracts

Liabilities undesr non-linied Bfe ngurance contracts are calculated by each life insurance operation based on kocal actuasial principles.
Liabilities under unit-linked life insurance contracts are at least equivalent to the surmender or transfer value which is caloulated by
reference to the value of the relevant underbying funds or indices.

& Eability adequacy test is carried out on insurance Eabilties to ensune that the carmying amownt of the liabflites i sufficient in the
light of current estimates of future cash fows. When pedforming the liability adequacy test, all contractuad cash flows are discounied
and compared with the carmying value of the liability. When a shortfall is identified it is charged immediately to the income statement.
Futwre profit participation on insurance contracts with discretionary participation features

‘Where contracts provide discretionary profit participation benefits to policgholders, liabilities for these contracts include prosisions for
thie future discretionary benefits to policyholders. These provisions reflect actual performance of the imvestment portfalio o date and
management expecdation on the future pesformance in connection with the assets badking the contracts, as well as other experience
factors such as mortality, lpzes and operational efficiency, where agpropriate. This benefit may arise from the contractual terms,
resgulstion, or past distribution palicy.

Investment contracts with discretionary participation features

‘While inwestrent contracts with discretionary participation features are finandal mstruments, they continue to be treated as
nsurance contracts as permitted by IFRS 4. The group therefore recognises the premiums for those contrads as revenue and
recogrises as an experse the resulting increase in the carmying amount of the liability.

In the case of net unrealized investment gains on these contracts, whose discretionany benefits prindpally reflect the actual
performance of the nvestrment portfalio, the corresponding increase in the liabdities is recognised in either the income statement or
ather comprehensive income, following the treatment of the unrealized gaing on the relevant assets. In the case of net unrealized
losges, a deferred participating asset is recognised only to the extent that its recoverability is highly probable. Movements in the
liahilities arising from realised gaing and losses on relevant assets are recognised in the income statement.

Lighifities under inswrance contrects

2014
Reirsurers’
Gross Shane Mot
£m £m £m

Pion-linked insurance contracts®
&t 1 January 36 |448) 388
Claims and benefits paid {140} 0 (&0}
M in liabsiities to policyhold oz ] (117} 106
Transfer to kabdities of disposal groups held for sale |338) s 1)
Exchange differences and other mowements (451} 15 34}
&t 31 December 537 |142) 330
Imeestmient contracts with discretionary participation features
&t 1 Janaary 15,587 - 15,587
Claimes and benefits paid {1,407} - {1,407}
Movement in liahilties to policgholders 1,933 = 1,833
Transfer to kabdities of disposal groups held for sale = - =
Exchange differences and other movements” |430) - |430)
At 31 December 16,083 = 16,083
Linked Me insurance contracts
At 1 Janauany 2,405 43) 2,362
Claims and benefits paid 1247) 3 (244)
M in liabiities to palicghold 84 [l 77
Transfor to kabdities of disposal groups held for sale (L52) - |L521)
Exchange differences and cther moversents’ [14) - (14}
&t 31 December a7 47} BE0
Total iiabilties to policyholders 17,52 |185) 17,333
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203

Reinsurers’
Gross share et
Em Em Em

Plan-linked insurance contracts®
At 1 January e (482} 343
Claims and benefits paid {141} T (1]
M in lizbilities to policyhold 153 [&3) 108
Exchange differences and other movements {37} n {1&)
At 31 December &35 (448} 358
Investment contracts with discretionany participation features
&t 1 January 18,078 = 15,078
Clairns and benefits paid {1,473} = 11,473}
Movement in liabilties to policyholders 2380 = 2,350
Exchange differences and cther movements” Erd - n
&t 31 December 15,087 - 15,047
Linked lifer insusranoe contracts
&t 1 January 2,016 {34} 1,57
Claims and benefits paid {197} 3 {124}
Movement in lizhilties to policgholders 4L 13) ET2
Exchange differences and other movements® T 1 -]
At 31 December 2,405 {43} 2,362
Total liskilties to policyholders 18,078 {451} 18,737

i Incledes Nobilties under non-life insurance confrocts

2 Inowdes mowemend in fobilitkes reioting to disoretiomony projlit povticipehion benefits due to podinyholders anising from net sansolsed
P gains recogaised in other comprehensive i

3 Includes amounts orising omder FeEAaOT TgrEeTnenrs.

The increase in liabilities to policyholders represents the aggregate of all events giving rise to additional liabilities to
podicyholders in the year. The key factors contributing to the movement in Mabilities to policyholders include death claims,
surrenders, lapses, liabllities to policyholders oreated at the initlal inception of the policles, the declaration of bonuses and
other amounts attributable to policyholders.

21 Provisions

Accounting policy
Prowisions are recognised when it is probable that an cutflow of economic benefits will be required to settle a current legal or
constructive obligation, which has arisen as a result of past events, and for which a reliable estimate can be made.

Critical accounting estimates and judgements

Provisions

ludgement & invalved in determining whether a present oblgation exists and in estimating the probability, timing and amourtt of any
outflows. Professional expert advics is taken on the asessment of litigation, property {including enerous contracts) and similar
oblgationg.

Provisions for legal procesdings and regulatary matters typically require a higher degree of judgement than other types of prowisions.
‘When matbers are at an early stage, accounting judgements can be difficult because of the high degree of uncertainty adsocated with
determining whether a present obgation exists, and estimating the prabability and amount of any outflows that may arise. As
matters progress, managernent and kegal advisers evaluate on an ongoing basis whether provisions should be recognised, revising
previous judgements and estimates as appropriate. At more advanced stages, it is typically sasier to maie judgements and estimates
around a better defined set of possible outoomes. However, the amount prowisioned can remain wery sensitive to the assumptions
uged. There could be a wide range of possible cutcomes for any pending legal proceedings, imeestigations or inquicies. As a result, it is
aften not practicable to quantify a range of possible outcomes for individual mattess. it i< also not practicable to meaningfully quantify
ranges of potential owtcomes in aggregate for these types of provisions because of the diverse nature and dreumsitances of such
matters and the wide range of uncertainties invohed.

Prowiions for customer remediation alio require significant levels of estimation and judgement. The amounts of provisions recognised
depend on a number of different assumptions, for example, the wolume of inbownd complaings, the projected period of inbound
complaint volumes, the decay rate of complaint wolumes, the population identified as sy<temically mis-2old and the number of policies
per cusbormer complaint.
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Provishons
The group The bank

2014 013 2014 2013
Emi Emi Em Erm
At 1 fanuary 1,707 1,641 1,271 1,240
Additional provisions/increase in provsions © 1,631 1,168 1,457 TH
Frovisions utilised {1,523) {1,070} {1,247} (748}
Amounts reversed (102} (12%) (a7) {E1)
Acquisibiony'disposal of sub sidiaries s 2 104 - o3
Exchange and cther movemsnts L] 1 1 3
At 31 December 1,707 1,747 1,345 1,271

1 dnchrdes unwinding of discoumts of £4 milion [201.3: £5 miton) in rédation fo waoant Spoce provisians.

Provisions Include £1,041 millon (2003: £1,310 milkon) n respect of customer redress programmes. The most significant
of these proviskons are &s follows and relate to both the group and bank, except where stated.

i} E704 milon |2013: £572 million) relating to the estimated lkability for redrecs in regpect of the possible mis-selling of
Payment Protection Insurance ['PPI') policies in previous years (the bank: ES85 million; 2013: £493 milllon). An
Increase in provishons of ES83 milllon was recognised during the year primarily reflecting an increase in inbound
complaints by Claims Management Companbes compared to previous forecasts, The current projected trend of
Inbound complaint volurmes implies that the redress programme will be complete by Q1 2018 (31 December 2013
assumption: 04 2015). Howewver, this timing is subject to uncertainty as the trend mey change over time based on

actual experience.

Curnulative provisions made since the Judicial Review ruling in the first half of 2011 amount to £2,578 million (the
bank: £2,39% million) of which £1,936 million [the bank: £1.841 million) has been paid &s at 31 December 2014,

The estimated liability for redress is calculated on the basis of total premiums pakd by the custorner plus simple
interest of 8% per annum (or the rate inherent in the related loan product where higher). The basis for calculating the
redress Nability is the same for single premium and regular premiom policies. Futwre estimated redress levels are
based on historically obsered redress per policy.

A total of approximately 5.4 millien PP policies have been sold by the group since 2000, generating estimated
revenues of £2.6 billion at 2014, The gross written premiums on these polices was approximately £3.4 billion. At 31
December 2014, the estimated total complaints expected to be recelved was 1.9 million, representing 36% of total
policies sold. It ks estimated that contact will be made with regard to 2.3 million polices, representing 42% of total
policies sold. This estimate includes inbound complaints as well as the group's proactive contact exercise on certain
policies [‘outbound contact”).

The following table details the cumulative number of policies at 31 December 2014 and the number of claims
expectad in the future:

Cumulative to Future

31 December 2014 expected

Inbaund complaints! (0005 of palicies) 1215 344

Dutbound contact {000s of policies) 448 251
Responis rate to outhaund contact 51% 1%
Average uphold rate per claim® % Ti%

Average redress per claim £1,585 £1.852

1 Ewcludes fmvalid dokms where cormplaimant has not heid o PR polcy.
2 Chaims include inbownd and responses to outbound contoct,

The makn essumptions invohed in calculating the redress lability are the volume of inbound complaints, the
projected period of inbound complaints, the decay rate of complaint volumes, the population (dentified as
systernically mis-sold, the redress cost per policy and the number of policles per customer complaint. The main
sssumptions are likely to evolve over time &s root cause analysis continues, more experience |s available regarding
customer nitisted complaint volumes received, and we handle responses to our ongoing outbound contact

A, 100,000 increase/decrease in the total inbound complaints would increase/decrease the redress proviskon by
approdmately £135 million. Each 1% incresss/decrease in the response rate to our outbound contact exercise would
Increase/decrease redress provision by approximately £8 millbon.

()} At 31 December 2014, a provision of £200 million (2013: £469 million) was held relating to the estimated llability for
redress in respect of the possible mis-selling of interest rate derivathves in the UK. The provision relates to the
estimated redress payable to customers in respect of historical payments under derivative contracts, the expected
write-off by the bank of open derivative contract balances and estimated project costs. An increase inthe provision
of £175 million was recorded during the year, reflecting updated claims experience, the announcement by the FCA on

28 lanuary 2015 of the extenskon of the scheme to 31 March 2015 and the expectation of an additional population
who will opt into the scheme following communications to affected custormers.

170

428/466



EDINETOOOO
OO000DO00oDOo00DOo0ooOodn(E22630)
oOoOooodn

HEEC BANK FLC

Notes on the Financial Statements (continued)

The extent to which the group s ultimately required to 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 cladms recelved. For these reasons, there Is currently 8 high degree of uncertainty as to the
eventual costs of redress related to this programme.

(Wi} Provisions of £2 million (2013: £102 milllon) in respect of alleged fallings in the sale of card and identity protection
products.

Provisions of £80 million (2013: £96 milllon) for the estimated cost of redress in relation to the provision for possible
mis-selling of wealth managerment products. The programme to redress custormners i in an early stage. The main
uncertairity arises from the time to finish this project and the associated project costs.

(1%

(¥} Provisions of £24 million (2013: £55 milllon) for the estimated cost of redress in relation to the provision of services
to 8 nmber of trusts by a subsidiany of the bank. The bank has undertaken to reimburse the subsidiary in respect of
the initial estimated cost of redress. The total provision ts based on a cabculation extrapolated from a sample of cases,
Uncertainties arise from factors affecting the timing of notifying and reimbursing those affected.

The growp has undertaken a review of compliance with the fixed-sum unsecured loan agreement requirements of the UK
Consumer Credit Act (CCA). £243 milion has been recognised as at 31 December 2014 within ‘Other liabilithes’ for the
repayment of interest to customers primarily where annual statements did not remind them of thelr right to partially
prepay the loan, nobaithstanding that the customer loan documentation did include this right. The curmulative lability to
date is £379 milkon, of which payments of £136 million heave been made to customers, There |s uncertainty as to whether
other technical requirements of the CCA have been met, for which we have assessed the contingent liability at up to £0.5
billion.

Also included in the above table, for the bank and group, are provisions for onerous property contracts of £67 millon
(2013: £75 million) and £71 rnilion (2013: £79 million) respectively, relating to the discounted future costs associated with
leasehold properties that have become vacant. The provisions cover rent wolds while finding new tenants, shortfalls in
expected rent recetvable compared with rent payable, and the cost of refurbishing the bulldings to attract tenants.
Uncertainties arse from movements in market rents, delays in finding new tenants and the timing of rental reviews.

28 Subordinated liabilities

The group The bank
2014 2013 2014 2013
£m £m £ £m
Subsrdinated liabilities:

—Atamortised cost 8,858 10,785 7,554 9,503
Subcedinated liskdities 57T 8,502 7,884 9,003
Freference shares ZiBL 2,263 - -

— Designated at fair walue 2,856 2,768 2,858 2,781
Suboedinated lisbdities 2536 2,445 1,856 2,781
Preference shares 130 133 - -

11,714 13,553 10,710 12,684

m
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Subordinated barrowings af the group

Carrying amount
2014 2013
Emi £m
€1,000m Floating Rate Subgedinated Loan 2017 i 33
£500m 4.75% Callable Subordinated Nates 2020° 514 524
€500m Callable Subordinated Floating Rate Notes 2020 wr 206
US51,450m Floating Rate Subtedinated Loan 2021 a3 anr
US5450m Subardinated Floating Rate Notes 2021 289 e
US5275m Floating Rate Subtedinated Loan 2021 176 166
£350m 5% Callable Subordinated Notes 2023 188 384
£300m 6.5% Subordinated Notes 2023 209 299
€650m Floating Rate Subtedinated Loan 2023 507 542
LISS300m Tb5% Subordinated Notes 2025 156 230
£260m Floating Rate Subtedinated Loan 2020 203 .
£350m 5.375% Callable Subardinated Step-up Motes 2030° 198 364
£500m 5.375% Subsrdinated Motes 2033 581 411
£300m 7.75% Nor-cumulative Subordinated Notes 2040 01 750
£25m 6.25% Subardinated Notes 2041 m 24
£600m 4.75% Subardinated Notes 2046 503 593
£700m 5 844% Non-cumulative Steprup Perpetual Preferred Securities” 700 700
£300m 5.862% Non-cumulative Steprup Perpetual Preferred Securities® 130 23
US5750m Undated Fleating Rate Primary Capital Notes a5 454
US5500m Undated Flesating Rate Primary Capital Notes m 302
US5300m Undated Floating Rate Primany Capital Notes (Sevies 3] 192 181
US52.862m Floating Rate Perpetual Subordinated Debt 1,836 1,732
US5L, 000 Floating Rate Suboedinated Loan 20207 - 605
€£250m Floating Rate Subgedinated Loan 2021° - 208
£350m Floating Rate Subcedinated Loan 2023° - 50
£3%0m £.9% Subordinated Loan 033" - 290
L5587 Tm Fleating Rate Subsedinated Laan 2040° - 01
Other subordinated liabilities bess than £100m 639 728
11,714 13,553

1 dn September 2015 the intevest rate changes to thrée manth steviing LIBOR ples 0.82%.

2 dn March 2018 the interest rate changes to become the rete per annwrn which is the sum of the gross redemption yieid of the then
prevailing five year UK gt ples 1.80%.

3 dn M her 225 the i rate changes bo three month sterling LBOR plus 1,508

4 dn Movember 2031 the distribution rate changes to six month sterling LIBOR plus 1. 7%,

5 dn April 2020 the distribution rate changes to sic month sterling LBOR plus 1.85%

& dn December 2004 HSBT Bank phe répoid five existing subordinated laons provided by HEBC Holdings ple and issued two new GBP
denominated Additianal Tier 1 (AT1) capital instrumendts wivich are accounted for os "otiver equity instruments ™ in Note 32,

Footnates 1 to § all refate to instriments that are redesmablis ot the option of the issuer on the dote af the changs in the intevest or
distribution rate, and on subsequent rate reset and payment dotes in some coses, swhigct to priar consent af the Prodential Regulotion
Authority.

Subordinated liabilities rank behind senior obligations and generally count towards the capital base of the group. Where
apphicable, capital securities may be called and redeemed by the group subject to prior notification to the PRA and, where
relevarit, the consent of the bocal banking regulatosr. If not redeemed at the first call dete, coupons payable may step-up
of become floating rabe based on interbank rates.

Iriterest retes on the floating rate capital securithes are generally related to interbank offered rates. On the remalning
capital securities, interest is payable at fixed rates of up to 7.75%.
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29 Maturity analysis ot assets and liabilities

The following table provides an analysis of consolidated total assets, Mabilities and off-balance sheet commitments by
resbdual contractual maturity at the balance sheet date, Asset and liability balances are included in the maturity analysis
as follows:

= except for reverse repos, repos and debt securities in ssue, trading assets and labilities (including trading derivatives)
are included in the ‘Due not more than 1 month’ time bucket, and not by contrachual matwrity because trading balances
are typically held for short periods of time;

financial assets and Nabilities with no contractual maturity (such as equity securities) are included in the Due over 5
wears' time bucket. Undated or perpetual instruments are dassified based on the contractuel notice period which the
counterparty of the instrument is entitled to give. Where there |s no contractual notice period, undated or perpetual
contracts are included in the Due over 5 years’ time bucket;

non-financial assets and liabilities with no contractual maturity (such &s property, plant and equipment, goodwill and
intangible assets, current and deferred tax assets and liabdities and retirement benefit abilities) are included in the
‘Due over 5 years' time bucket;

fimancial instruments (ncluded within assets and liabllities of disposal groups held for sale are classified on the basis of
the contractual maturity of the underlying iInstruments and not on the basis of the disposal transaction; and liabilities
under insurance contracts are included in the "Due over § years’ time bucket. Liabilities under investment contracts are
classified in accordance with thelr contractual maturity. Undated investment contracts are classifled based on the
contractual notice period investors are entited to give. Where there |s no contractual notice period, undated contracts
are included in the ‘Due ower 5 years' time bucket.

Loan and other credit-related commitments are classified on the basis of the earliest date they can be drewn down,

Cirsh flows payable under financial Tabiities by remaining contrectual maturities

The growp
D Due
beteeen betwesn
On  Duewithin 3 and 12 1 and S Due after
demand 3 manths months VEars 5 yoars Total
£m Em £m Em £m £m
At 31 December 2004
Depasits by banks 18,890 B217 1,062 1,352 109 27,630
Customer accounts 00 426 131m 9,262 2710 58 ER
Bepurchase agreements 110 19, 492 3,781 - - 23383
Trading liabilities &2, 600 = = = = 82,600
Finanial liabilities designated at fair valuse 18 1,257 3419 10,504 8,651 23,749
Derivatives 188,160 183 543 2248 268 189 542
Dot secuwities in issee E 13,753 9,542 5,03 852 29,353
Subordinated liabilites i 45 2 1,040 8,530 9,850
Ortiver financial labilities 4.454 1,78 275 00 482 7,793
504,064 75,908 IB,B5E 22957 18,990 740,575
Loan oo memibmants 134,306 war 380 14 5 135 532
Financial guarantes contracts 3,392 1,807 3,754 2176 2,303 13,452
At 31 December 2004 731,762 78,442 32,790 25357 21,298 HHS 549
&t 31 December 2003
Depasits by banks 19,193 3,345 a4 512 Firrd 24,321
Customer acoounts 3003 886 12,810 10,250 4,059 5 351,150
Bepurchase agreemsnts 11,841 44 295 9,084 - - BE 620
Trading liabilites 91,842 - - - - 91,842
Financial liabilities designated at fair valuse LF.FL 493 1477 158642 14,063 34,550
Derivatives 135 290 i 912 Py, ] &n 139,708
Debt securithes in issse 2364 13,883 12,392 58495 M4 34 847
Subordinated liabilites 33 L3 144 TE3 12,734 13,756
Ortiver financial liabilities 1,730 5454 i ri] 194 BED 9,020
573,204 LKy 255 35,095 25,464 1M TEE,T52
Loan comemitments 1,334 T Ll 458 g 1301y
Financial guarantes contracts 3328 1,068 3,581 1842 2018 11,846
At 31 December 2013 BST 856 102,733 40,054 31,765 31,177 403,615
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The bank
Duz Due
bertasnen botween
On  Duewithin 3 and 12 lands Due after
d 3 th ' years 5 yoars Total
£m £m £m Em £m £m
At 31 December 2004
Depaosits by banks 20,529 7,861 847 EE- 3,155 12,628
Customer acoounts 254978 18,258 7850 2353 1 283 440
Bepurchase - 15,667 25T - - 18324
Trading liabilites 55,039 - - - - 55,039
Financial liabilities designated at fair value - 1,24 3178 7560 5,082 17,172
Derivatives 180,185 123 f:k 1, B2 268 162 521
Dedt securithes in issse - 4,195 7461 2,768 a4z 15,266
Subordinated liabilites = L) 5 1,562 AL 8,780
Ortiver financial liabilibies 31570 5TE 313 & 4 4,863
458,701 a7,86 13,064 16337 16,511 602 439
Loan oo memibmants 96,504 112 118 46 s 96,785
Financial guarantes contracts 473 2,575 3,531 2130 2,285 10,968
At 31 December 2004 595,678 50,513 246,713 18,513 18,775 o192
&t 31 December 2013
Depasits by banks 17562 LX-2- ] 433 S4g 4,445 25,738
Customer accounts 155 387 15,124 5,844 4,352 1 284 558
Eepurchase agreements 7852 42181 1,183 - - L e
Trading liabilities [T - - - - BrA14
Financial liabilities desigrated at fair valss - 453 1460 12,761 10, 100 24814
Derivatives 113683 i) 412 1,717 5M 117,086
Debt securithes in issse - 4,391 10,543 4,244 k] 15,851
Subordinated liabilites - i1 23 1,108 49,568 10,843
Ortiver financial liabilities f-ri) 4,149 148 - = 5,124
457095 76,513 0,956 24,706 25,502 BOS 892
Loan commitments 79,605 111 159 408 EE S 20417
Financial guarantes contracts 442 1,637 3,307 1,907 2,053 9 366
At 31 December 2013 538062 78,251 24,523 prfirr] 17,588 E95 475
Maturity enolysis of assets ond Robilities
The group
At 31 Deocember 2014
D after mone
Drue watthin tham
onE yoar OnE year Total
Em £Em £m
Aszots
Financial assets designated at fair value fiird B,E87 ‘5,893
Loans and advances to banlks 21,358 3,503 25,263
Loans and advances to customers 98,813 158 839 257352
Feverse Repurchase agreements- non trading 41,689 76 41,945
Financial imvestments 918 67,013 7154
Otiver financial assets 5,772 T2 5,844
At 31 December 2004 176,796 236,500 413,39
Liahilitles
Depasits by banks 26,191 1399 27,590
Cusiomer acoounds 343704 2,783 346,507
Feverse repurchase agresments — non trading 23,353 = 23,353
Financial liabilities designated at fair value 3,449 18,108 13,553
Dot securithes in isse 22,106 5815 27,51
Ortiver financial liabilities 8,536 i 9,206
Subordinated liabilites 4 B354 B, A58
At 31 December 2004 427 i3 38,304 465,987
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At 31 December 2003
Duewithin  Due after mare
aneyear tham ane year Total
Em Em £
Aszets
Financial assets designated at fair valus TH 15,537 16,881
Loans and advances to banks 19,531 34452 23,013
Loans and advances to customers 116400 163 3% ke
Feverse repurchase agresments — non trading B0E211 Ti4 61,515
Financial investments 10,454 6, 54 75,0030
Otiver financial assets 4,550 138 507
&t 31 December 2013 212,859 242,119 454,978
Liahilitles
Depasits by banks 27998 m 8,763
Customer accounts 342,117 4,041 346,358
E repurchase agr ~ man trading 65,573 - 65573
Financial liabilities designated at fair valuse EN L 29,941 34,0088
Dt sescuwities in issss 26394 B501 12,805
Ortiver financial liabilities 4,85 ThHE 5411
Subordinated liabilites ) 10,705 10,785
&t 31 December 2003 471,008 52,791 623837
The bank
At 31 December 2014
Duewithin  Due after more
one pear than one year Tatal
Em Emi Emi
Azzpbs
Financial assets designated at fair valus 2 - ]
Loans and advances to banks 16,464 2312 18,776
Loans and advances to customers 77,545 123,726 201,671
B repurchase agr ~ man trading 36,391 - 36,391
Financial investments 14,239 34199 48,438
Oitfer financial assets 5083 12 5,105
At 31 December 2004 150,141 160,249 310,390
Liahilitles
Depaosits by banks 27,843 3,580 31,383
Customer acoounts 280,361 2306 182,687
Brverse repurchase agresments — nan trading 18,393 - 18,293
Financial liabilities designated at fair value 3195 12,532 16,127
Defrt sexcurities in issee 11,578 3372 14,550
Ortiver financial liabilities 3479 11 3,490
Subordinated liabilites - 7854 7854
At 31 December 2004 344,749 30,035 374,784
At 31 December 2013

Assebs
Financial assets designated at fair valus r 3a81 39483
Loans and advances to banks 14,501 1531 16,332
Loans and advances to customers 97 550 118877 217 887
E repurchase agr ~ man trading 47547 . 47,547
Financial investments BET1 B ATT A5 048
Otier financial assets 1837 A 1,857
At 31 December 2013 170,548 163, 856 334,434
Liahilitles
Depasits by banks 2T A4TA 4977 3456
Customer acoounts 1T AR 4 357 2B0,540
B repurchase agr ~ man trading 51,198 . 81,198
Financial liabilities designated at fair valus 14858 20,148 22,008
Dot secuwities in issse 14 E8E 4 641 19,576
Ortiver financial liabilithes 1547 TE 1,662
Subordinated liabilites - 9.5903 9,903
&t 31 December 2003 375 E50 44,051 415,741

Further discussion of the group's liquidity and funding management can be found in the Risk section of the Report of the
Directors.
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30 Ottsatting of financial assets and financial liabilities

Accounting

Financial assets and financial Eabilities are offset and the net amownt is reported in the balancs sheet when there i< 3 legally
enforceable right to offset the recognised amownts and there is an intention to settle on a net basis, or realise the asset and settle the
Hability simultanecusly | “the offset oiteria’).

Amounts not offset in the

lbalamce sheet
Gross Gross Amounts
of nits [ d Cash
recognised  offset inthe linthe collateral
financial balance balancs Financial receredl T
Instrumsents shaet sheet t dedged
£m Emi Emi £m £m £m
Finandal assets
Derivatives! 333,906 {1a&270) 187,736 [ 150,460) (23,672) 13,504
Fewverse repurchase, secunities borrowing and
similar agresments B3338 30,812} 47,506 |47,368) [158) =
Classified as:
B | )| | s diwn|  osal|
= nonstrading assets 2,507 |40,562) 41,545 (@1, 787) |158) =
Loans and advances to customers at
amortised cost 61,912 (22,182} 3,730 35,9200 = 3,810
At 31 December 2004 484,156 {205, 164) ¥7a,992 (233, 748) (23,8304 17,414
Finanoal liabiltes
Deriuatives’ 334, 448 {146,270} 188,278 [151,340) (23,581) 13,357
Eepurchase, securibies kending and similar
agresments M {0,212} 7308 (37, 244) [{31] -
Classified as:
- trading liabilities | 14,206 | 250y | 13-.55” [13-.56]” !g—“ —|
— man-trading liabilities 15 |40,562) 2 [z =
Customer accounts at amortised cost 85,217 (22,183} 44,035 35,9200 = 8,115
At 31 December 2004 478,786 {206, 164) 269,822 (224, 504) (23,646} 21,472
Financial assets
Deriuatives’ 293359 (158,250} 137,239 {5%6,018) {16,913} 24,308
Bverse repurchase, seounities borrowing and
similar agresments 115,261 (i, ) Man {73,337 [EE] 3
Classified as:
- trading asssts | 73,082 ” (11,734) | 11,848 ” [11.5-1&]” - ” - |
- nan-trading assets 17 {30, 854) B1,526 ] 133y 3
Loans and advanoes to customers at
amortised cost 1116495 (54, X35} 57459 {S4,078) - 3,343
At 31 December 2013 520,315 (252, 4d) 68,071 {313,431) 165, 946} 27 Bl
Financial liabilities
Durivatives’ 253472 {156,220} 137,352 56,462) {14, 6104 26,280
Bepurchase, securibies kending and similar
agresments 133823 (41,258} 41,535 {£1,888) a5y -
Classified as:
= trading liabilities 7,558 1. 234) 16362 [16,362) - -
= mon-trading labilities o6, 227 {30,654) B5,573 [&5,524) 145 -
Customer acoounts at amortised cost 115,734 (54, 38} 61,503 {54,078) - 7437
At 31 December 2013 533,034 {252,244} 250, 790 {232 424) {14, 655) 33,707

1 incivaing non-cosh coifoteral
2 incivoing amounts that are bath sufject to and rot suhiedt fo enforosable moster nething agresments ond similar agresments.
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The group’s structural forelgn currency exposure ks represented by the net asset value of its forelgn currency equity and
subordinated debt imeestments in subsidiary undertakings, branches, joint ventures and Bssociates.

The group’s management of structural forelgn currency exposures |s discussed in the risk section in the Report of

Directors,
Met structural foreign currency exposures

Currency of structural exposure

Bussian rouble
Cithers, sach less than £150 millicn

Total

32 Called up share capital and other aguity instruments

24 2013
Em Em
10,038 10,10
Tz 442
a7e a7
104 185
438 438
12,246 12,108

Accounting policy

shovm in equity as a deduction from the proceeds, net of .

Financal ingtruments issued are classified 2 squity when there i no contractual obligation to transfer cash, other financial assets or
Esue a variable number of own equity indtruments. Incremental costs directly attributable to the issue of equity instruments are

Isswed and fully paid capital
HSBC Bank plc £1.00 ordinary shares

&t 1 January 2014
Shares isued
At 31 December 2004

&t 1 January 2013
Share issued
&t 31 December 2013

HSBC Bank ple £1.00 preferred ordinary shares

At 1 lanuary and 31 December 2014
&t 1 January and 31 December 2013

Number £m
756,969,108 797
3 -
796,969,110 757
5,965,107 T
i -
704,969,108 Fer

Number £' 000

1 -

The preferred ordinary share ranks parl passu in all respects with the ordinary shares and with all ather shares expressad
to rank parl passu therewith. It carries the same rights and Is subject to the same limitations as the ordinary shares but in

addition the preferred ordinary share confers:

(i} on each and any distribution of profits by the bank on any class of share (other than the ordinary shares), the right to

receive, in priority to any other share, the first £200 of any amount so distributed; and

(i) 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 recelve out of the assets of the bank evailable for distribution, in priority to any other share, & sum
equal to the nominal amount of the preferred ordinary share and any premium pakd on the issue thereof.

HSBC Bank plc U550.01 non-cumulative third dollar preference shares

At 1 Janusary and 31 Decermber 2014
Ak 1 Januaryand 31 December 2013

umber £000
35,000,000 172
35,000,000 172

The bank has no obligation to redeem the preference shares but may redeem them in part or in whole at any time,
subject to the prior consent of the Prudential Regulation Authority. Dividends on the preference shares in lssue are paid
annually at the sole and absolute discretion of the Board of Directors. The Board of Directors will not declare & dividend
on the preference shares in ssue if payment of the dividend would cause the bank not to meet the capital adeguacy
requirements of the Prudential Regulation Authority or the profit of the bank, available for distribution as dividends, is not
sufficient to enable the bank to pay in full both dividends on the preference shares in ssue and dividends on any other
shares that are scheduled to be pald on the same date and hawve an equal right to dividends or If payment of the dividend
Is prohibited by the Fights attached to any class of shares in the capital of the bank, excluding ordinary shares. The
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preference shares in [ssue carry no rights to conversion into ordinary shares of the bank. Holders of the preference shares
I Issue will be able to attend ary general meetings of shareholders of the bank and to vote on any resolution proposed to
wary or abrogate any of the rights attaching to the preference shares or any resolution proposed to reduce the pakd up
capital of the preference shares, If the dividend payable on the preferance shares in lssue has not been paid in full for the
most recent dividend period or any resolution Is proposad for the winding-up of the bank or the sale of its entire business
then, in such circumstances, holders of preference shares will be entitled to vote on all matters put to general meetings.
In the case of unpald dividends the holders of preference shares in ssue will be entitled to attend and vote at any general
meetings until such time as dividends on the preference shares have been paid in full, or a sum set aside for such payment
I full, i respect of one dividend period.

Al shares in sswe are fully pald.

Other equity instruments
HSBC Bank pic adaitional ter Linstruments
2014 2313
Em Erm
£1,08Em Undated Subordinated Additional Tier 1 instnament issued 2004
{Callablie: December 301% orvwands | 1,008 -
£1,100m Undated Subordinated Addibonal Tier 1 Instrament issued 2004
(Callable: December 3024 crvaards) 1,300 -
At 31 December 2,196 -

During 2014, the bank |ssued new capital instruments that are included in the group’s capital base as fully ORD IV
compliant additional tier 1 capital.

Iriterest on these instruments will be due and payable only at the sole discretion of the bank, and the bank has sole and
absolute discretion at all times and for any reason to cancel (inwhole or in part) any interest payment that would
otherwise be payable on any date. There are limitations on the payment of principal, interest or other amounts if such
payments are prohibited under UK banking regulations, or other requirements, if the bank has insufficient distributable
items or if the bank falls to satisfy the solvency condition & defined in the instruments’ terms.

The instrurnents are undated and are repayable, at the option of the bank, in whole at the initlal call date, or on any
Iriterest Payrment Date after the initial call date. In addition, the instrurnents are repayable at the option of the bank in
whaole for certain regulatory or tex rezsons, Any repayments require the prior consent of the Prudential Regulation
Authority. These instrurnents rank parl passu with the bank's most senlor class o classes of issued preference shares and
therefore ahead of ordinary shares, These instruments will be written down in whole, together with any accrued but
unpald interest if either the group’s solo or consolidated Common Equity Tier 1 Capital Ratio falls below 7.00%.

33 Notes on the cash tlow statement

Non-cash items included in profit before tax

The group The bank
2014 2013 2014 2013
Emi Em fm £m
Depreciation, amortisation and impairment 532 S4F 412 410
Share-based payment expense 162 147 128 119
Credit-related impairment losses 8233 an 498 a00
Presizions raied 1,529 1,055 1,420 B6S
Imngairrnent: of irvestments {203) E 1) 7
Charge/{credit) for defined benefit plans 123 {170} L) {151)
Aceretion of discounts and amortisation of premioms [S&) 103 [L1] 158
214918 2,684 2527 2,008

Change in operating assats

The group The bank
2014 003 2004 3
Em £m £m £m
Change in prepayments and acorued income x4 pc | S -
Change in net trading securities and net denivatives (5,335) (8,234) [ 12H]] (2,177
Change in loans and aduances to banks (5,249) (3.441) [4,638) {14, 755)
Change in loans and advances to customers 15,543 (8,042) 15,383 EN
Change in repurchase agr - ding 11,180 [30,837) 8,159 28,8500
Change in financial assets designated at fair value 9,762 (1,17) 3974 387
Change in other assets |7 0B} {255] [3,715) 138
19,031 (53,008 18,204 (82,223)
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Change in operating liabilities

Thiz group Thiz bamk
2004 FIGE] FITY 013
Emi Em £m £
Change in accruals and deferred income |455) |288) |206) {51}
Change in depasits by banks (1156} 28,37 (L.07Z) 38,578
Change in custoneer accounts TEE 80,347 1,842 77T
Change in repurchase agreements = nonstrading {4z 200) 47 o) [{32,905) [0, 153
Change in debt securithes in snse (a.574) |7.670) [EX =] |5, 394)
Change in financial kabilities designated at far value {11,484} 1,11% {5,875} {1,567}
Change in other liabilities 577 [LED]] |515) 2,168}
|58,540) 1,035 [43,561) 57,495
Cash and cash equivalents
Accounting policy

Cash and cash equivalerts indude highly liquid investrnents that are readily convertible to known amawnts of cash and which are
subject bo an insignificant risk of change in valwe. Swch innestments are normally those with less than three months” matusity from the
date of aoquisition.

Thiz group Thiz bank
2004 2513 2014 2013
£m Em £m Erm
Cash and ballamces at central banks 42,853 67,584 41,424 B0,598
Eems in the course of collecton from other banks 573 1,548 B30 1374
Loans and advances to banks of one maonth or less 15 558 18 83 12, oS 14,3458
B repurchase agr with banks of cre month or bess 12,399 20,653 7,816 11,114

Treasury bills, other bills and certificates of depasit kess than

thiree mionths LI ] 319 EET
Less: itemes in the course of transmission to other banks (86T (aed) [E=] [Lrrd]
Total cash and cash equivalents' 71,500 108, T&a 61,5942 28,017

1 Total cash ond cosh equivalsnts inciude the folowing emowats that ore not ovoilabie for wse by the group: Nl held by foreign subsidianies and
sufyfect to forsign exchange control restrictions (073 ml]; and £4,065 miflon swhiect fo obber restrictions (A013; £3, 543 millian].

Total interest paid by the group during the year was £2,638 million [2013: £3,900 million). Total interest received by the
group during the year was £9,604 million (2013: £10,767 milllon). Total dividends received by the group during the year
wiere £451 million (2013: £454 million).
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34 Contingent liabilities, contractual commitments and guarantees

Accounting policy

Contingent Habilities

Contingent EabiBties, which include certain guarantees and letters of credit pledged as collateral sexurity as well as contingent
liabilities relabed o legal procesdings or regulatory matiers (see Note 37), are possible obligations that arise frorm past events whose

= will be confirmed anky by the occurrence, or non-ocourrence, of one or mone uncertain futune events not whally within the
control of the group; or are present obligations that have arisen from past ewents but are not recognised because it is not probable
that settiement will require the sutfiow of economic benefits, or because the amount of the obligations cannot be reliably measured.
Contingent EabiBties are not recognised in the finandal statements but are disclosed unless the probability of settiement i remaote.
Financial guarantes contracts
Liabilities under firandal guarantes contracts which are not dassified as insurance contracts are recorded initially at their fair value,
which & generally the fee received or present value of the fee receivable. Subseguently, financial guarantee liabilities are measured at
the higher of the initial fair value, less cumulative amartisation, and the best estimate of the expenditure required to settle the

oblgations.
The group has istued fnancial guarantess and similar contracts to other group entities. The group elects to account for certain
guarantess as insurance contracts, in which case they are m i and recognised as i e liabilities. This election is madeona

contract by contract basiz, and is Frevocable.

The group The bank
2014 013 2004 13
Emi Em £m £m
Guaranmtees ard other contingent liabilities
Guarantess 17,002 15,55 13,459 11,60
Other contingenit liabilties Tl 40 T E-)
17,083 15569 13,529 11 B45
Commitments®
Documventany credits and short-term trade-related transactions 3,073 2514 1,814 1475
Forward asset purchases and forward depaosits placed 335 12 - -
Undrawmn formial standby faclities, oredit lines and other
comemitments i lend® 132, 114 120,185 24971 78,547
135,512 123,007 96,785 80,417

1 Excluding copite! commitments, which one ssparafely disclosed below.
2 Bosed on ariginal condroctual

The table abowe discloses the nominal principal amounts of commitments, guarantees and other contingent liabillities.
They are mainly credit-related instrumenits which include both financial and non-financlal guarantees and commitrments
to extend credit. Nominal principal amounts represent the amounts &t risk should contracts be fully drawn upon and
clients default. As & significant portion of guarantees and commitments ks expected to expire withouwt being drawn upon,
the total of these nomdnal principal amounts i not representative of future liguidity requirements.

Contingent liabilithes arising from litigation against the group are disclosed in Note 37.

Financial Services Compensation Scheme

The Financial Services Compensation Scheme ('FSCST) has provided compensation to consumers following the collapse of a
number of deposit takers. The compensation pald out to consumers |s currently funded through loans from the Bank of
England and HM Treasury which at 31 Decembser 2014 stood at approxdmately £16 billion.

In order to repay the loan principal that ks not expected to be recowvered, the FSCS bevies participating financial instituthons.,
In January 2015, the FSCS announced that the expected bewy on participating financial instituthens for Scheme Year
20015/2016 would be £347 milllon (2014/15: £399 mdllkon).

The bank could be Nable to pay a further proportion of the outstanding borrowings that the FSCS has borrowed from HM
Treasury.

The ultimate FSC5 levy to the industry a3 a result of the collapses cannot currently be estimated reliably as it ks dependent
on various uncertain factors including the potential recoveries of assets by the FSCS and changes in the level of protected
deposits and the population of FSC5 members at the time.

Guarantees

The group provides guarantees and similar undertakings on behalf of both third party customers and other entities within
the group. These guarantees are generally provided in the normal course of the group’s banking business. The principal
types of guarantees prowided, and the madmuom potential amount of future payments which the group could be required
to make at 31 December, were as follows:
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The group
At 31 December 2014 At 31 December 3013
Guarantees by Guaranbess by
‘Guaranfees in the group in Gumranitess in the groug in
favour of third  fawowr of other favour of thind o of other
parties  Group entities parties Group entities
Emi Em Em Erm
Guarantee type
Financial guarantee contracts® 8853 1,048 7044 &78
tCreditrelated substitutes’ 3,467 ] 2,958 ]
‘Other guarantees 3249 & 3427 P
Total 15,583 1,514 14,300 1,263
The bank
At 31 December 2014 At 31 December 2013
Guarantees by Guaranbess by
‘Guaranfees in the group in Gumranitess in the groug in
favour of third  fawowr of other favour of thind o of other
parties  Group entities parties Group entities
Emi Em Em Erm
Guarantee type
Financial guarantee contracts® 6,975 2,006 B2E1 1,804
Ereditrelated substitutes’ 1,511 % 1,158 18
‘Other guarantees 2,053 508 1912 367
Total 10,589 2,540 9,252 2,363

1 Financol guarantoes controots ane contracts that reguine Ehe sswer to moke spedified poyments to reimburse Hhe holder for @ doss incwnred
beoowse o speaified debror foils to moke poyment when due in pororcdance with the onigimal or modified terms of o dedst instrument. The
amounis kn He showe toble ove nominal prinopel emouwnsts.

2 Credit refoted guorontees one contracts that hove simikar f to finoncial g contracts but fall to meet the strict definition of @
finamial guorantee contract wnder LS 33,

The amounts disclosed in the above table reflect the group’s maximum exposure under & large number of individual
guarantee undertakings. The risks and exposures arising from guarantees are captured and managed in accordance with
the group’s overall credit risk management polickes and procedures. Guarantees with terms of more than one year are
subject to the group’s annual credit review process.

Other commibments

In addition to the commitments disclosed abowve, at 31 Decernber 2014 the group had capital commitments to purchase,
witthin one year, land and bulldings and other fixed assets from a number of suppliers for & value of £8 million (2013: £14
million).

The group had no contingent Mabilities or comritments in relation to joint ventures or associates, incurred jolnthy or
othersise.

|

439/466



EDINETOOOO
OO000DO00oDOo00DOo0ooOodn(E22630)
oOoOooodn

HEEC BANK FLC

Notes on the Financial Statements (continued)

35 Lease commitments

Accounting policy
Mgreernents which transfer to counberparties substantially all the risks and rewards inddental to the ownership of assets are datsified
a5 finance leases.
4% @ lessor under finance leases, the group presents the amownts dee under the leases, after deduction of unearned changes, in “Loans
and advances to banks’ or “Loars and advances to customens’. As a lesses under fnance leades, the group presents the leated asiets
in ‘Property, plant and equipment’ and the corresponding liability to the lessor is included in ‘Other liabilities®. A finance lease and its
cormesponding Eability are recognised initially at the fair value of the asset or, if lower, the present value of the minimuwm kease
paymenks.
A other leases are classified as operating beases. A5 a lessor, the group presents adsets subject to operating leases in ‘Property, plant
and equipmient’. Impairment |oeges are recognited to the extent that the carrying values are not fully recoverable. A5 3 leises, leased
ampets are not recognised on the balance sheet.
The fimance income or charges on finance leases are recognised in Nt interest intome” over the lease pariods Lo a4 to give 3 constant
rate of return. Rentals payable or receivable under operating leases are spread on a stradght-line basis over the lease periods and are
recognised in ‘General and admingstrative expenses’ or in "0Other operating income’.

Finance lease commitments

The group leases land and bulldings (including branches) and equipment from third parties under finance lease
arfangements to support its operations.

2014 Hna
Total future Tortal future

i Imterest Fresent Minirnumm Interest Present
paymEnts charges wvalue payEnLs charges wakie
£m Em £Em Em £m £m

Mo later than one year = = = & &)
Later than one year and no later than five years - - - | {39) -
Later than five years - - - ai (] 48
Total = = = 142 58] L]

At 31 December 2014 future minimum sublease payments of Enll milion (2013: £144 million) were expected to be
recehved under non-cancellable subleases at the balance sheet date.
Dperating lease commitments

At 31 December 2014, the group was obligated under a number of non-cancellable operating leases for properties, plant
and equiprment for which the future minkmum lease payments extend over & number of years.

Land and buildings

2014 013

£m Em
B - (F— Ilable of fng b piring
Ho later than one year 11 164
Later than one year and no ater than five years 598 -]
Later than five years TEE aaz
Total 1,555 1,644

In 2014, £174 million (2013: £186 million) was charged to ‘General and administrative expenses’ in respect of lease and
sublease agreements,

Finance lease recehvables

H5BC |eases a varlety of assets to third parties under finance leases, incleding transport assets (such s aircraft), property
and general plant and machinery. At the end of lease terms, assets may be sold to third parties or leased for further
terms. Lessees may participate in any sabes proceeds achieved. Lease rentals arising during the lease terms will either be
fixed In quanitum or be varied to reflect changes in, for example, tax or Interest rates. Rentals are calculated to recover the
corst of assets less thelr residual walue, and earn finance income.

2014 3

Taotal future Umearned Tortal fubure: Unearned
IMinimum finance Present Pindmum fimance Present
paymEnts incom waluz payments income valug
£m £m £m Em £m £m

Lease receivables

Mo later than one year 1312 [FES]] 1,174 1,147 {117 1,030
Later than one year and no ater than five years 3,350 |395) 24958 p e ] {IRE] 1E17
Lager than five years 1583 |255) 1,318 1,541 {342) 1,299
£.245 | 728} 5447 5671 (L] 4,846
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36

At 31 December 2014, unguaranteed residual values of £102 million [2013: £124 million) had been accrued, and the
accumulated allowance for uncollectible minimum lease payments receivable amounted to £4 million [2013: £7 milion).

In 2014, £27 millon (2013: £26 million) was received as contingent rents and recognised in the Income statement.
Operating lease receivables

The group lezses a variety of different assets to third parties under operating lease amangements, including property,
zircraft and general plant and machinery.

Equipment
2014 2013
£m Em
Mo later than one year 11 12
Later than one year and no later than five years 17 P
-] 7

Structured entities

Accounting policy
& structured entity is an entity that has been designed so that voting or similar rights are mot the dominant factor in deciding who
conkrols the entity, for example when any voting rights relate to administrative tsks ondy, and key activities are directed by
contractual arrangernents. Structured entities often have restricted activities and a narrow and well defined objective.
Structured entities are assested for consolidation in accordance with the acoounting policy set out in Note 1(g)

The group |s involved with structured entithes, mainly through securitisatbon of finencial assets, conduits and Investment
funeds.

The group’s arrangements that involve structured entities are authorised centrally when they are established to enswre
appropriate purpose and governance, The activities of structured entities administered by the group are closely
mondtored by senlor management. The group has irvolvernent with both consolidated and unconsolidated structured
entities, which may be established by the group or by & third party, as detalled below.

Consolidated structured entities
Total assets af the group’s consolidated structured entities, spiit by enbity type

Condits Securitisations Other Total

Emi Em Em £m

At 31 December 2004 17474 1,008 2,332 20,965
&t 31 December 2013 2334 1,253 £AN 30,403

Conduits

The group has established and manages two types of conduits: securities investrment conduits ['SIC°s) and multl-seller
condults. These entities have been designed so that voting or similar fAghts are not the dominant factor in deciding who
has control; in such cases, the relevant activities are directed by means of contractual arrangement. The condults are
consolidabed where the group ts exposed or has the right to variable returns from (s imolvernent with the entity and has
the ability to affect its retums through its power owver the entity.

Securitles investrnent conduwils

Solitaire, the group's principal SIC, purchases highly rated ABSs to facilitate tallored Investment opportunities. At 31
December 2014, Solitaire held £5.1 bilbion of ABSs (2013: £5.4 bilion). These are Included within the disclosures of ABS
“held through consolidated structured entities’ on pages 58. The group's other SICs, Mazarin, Barlon and Malachite,
evdlved from the restructuring of group’s established structured investment vehbcles ["SIV's) in 2008.

= Solitaire — Solitaire i currently funded entirely by Commercial Paper |'CP') issued to the group. Although the group
continues to provide a liguidity facility, Solitaire has no need to draw on it so long as the group purchases the CP sswed,
which it intends to do for the foresesable future. At 31 December 2004 HSBC held £6.1 bdllion of CP (2013: £6.7 billon).

= Mararin — the group Is exposed to the par value of Mazarin's assets through the provision of a liguidity facility equal to
the lesser of the amortised cost of ssued senbor debt and the amortised cost of non-defaulted assets, At 31 December
2014, this amounted to £2.5 billion (2013: £4.5 billion). First loss protection is provided through the capital notes isswed
by Mazarin, which are substantially all held by third parties.

At 31 December 2014, the group held 1.2% of Mazarin®s capital notes (2013: 1.3%) which have a par value of £6 million
|2013: £10 million) and & carrying amount of £0.9 rmillon (2013 £0.2 mdllon).

= Barion and Malochite — the group’s primary exposure to these SICs is represented by the amortised cost of the debt
required to support the non-cash assets of the vehicdles. At 31 December 2014 this amounted to £1.9 billion (2013: £3.8
bdllion). First loss protection is provided through the capital notes issued by these vehicles, which are substantially 2ll held
by third parties.
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At 31 December 2014, the group held 9.9% of the capital notes [2013: 3.8%) ksued by these vehbdes which have a par
walue of £35 milllon (2013: £22 millon) and a carrying amount of £6 milllon (2003 £2 million).

Multi-seller condults
These vehicles were established for the purpose of providing sccess to flexible market-based sources of finance for the
group’s clients.

The group bears risk eqgual to the transaction-specific Bguidity facilities offered to the multi-seller conduits, First loss
protection ks provided by the orlginator of the assets, and not by the group, through transaction-specific credit
enhancements. A layer of secondary loss protection is provided by the group in the form of programme-wide
enhancement Tacilities.

Securitisations

The group uses structured entities to securitise customer loans and advances that it has orlginated in 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 entithes for cash or synthetically through credit default swaps, and the structured entities Issue
debt securities to investors.

Group managed funds

The group has established a number of money market, and non-money market funds. Where the group |s 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 into & number of bransactions in the normal course of business, including asset and structured
fimance transacthons where it has control of the structured entity.

Unconsolidated structured entities

The term ‘unconsolideted structured entithes’ refiers to all structured entities that are not controlled by the group. The
group enters into transactions with unconsolidated structured entities in the normal course of business to facilitate
custorner transactions and for specific investment opportunities.

The table below shows the total assets of unconsolidated structured entities in which the group has an interest at the
reporting date, and the group’s maximum exposure to bess in relation to those interests.

The maximum exposure to loss from the group’s interests in unconsolidated structured entities represents the maximum
boss that the group could incur &s & result of its Involvement with unconsolidated structured entities regardless of the
probability of the loss being incurred.

#  For commitments and guarantees, and written credit default swaps, the maximum exposure to loss ks the notional
amount of potential fubure losses.

#  For retained and purchased investrents in and boans to unconsolidated structured entities, the maximum exposure
to loss is the carnying value of these interests at the balance sheet reporting date.

The maximum exposure to loss is stated gross of the effects of hedging and collateral arrangements entered into to
mitigate the group's exposure to loss.
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Nature and risks gssociated with the group’s interests in unconsoldated structured entities

Group Non=group
mianaged mianaged
funds funds Orther Tatal
Em Em Em Em
At 31 December 2004
Total assets 10,582 1,132,1% 13,156 1,155,534
Group interest — assets
Cash - - - -
Trading assets n -3 1,057 1,168
Financial assets designated at fair valus aTe 3,453 - 4331
Derivatives - - Fi-rg 797
Loans and advances to banks - B4 E-1 119
Loans and advances to customers 55 = 7l e
Financial imestments 40 416 a4 550
Ortiher assets 1 = - 1
Total assets in relation to the group’s interests
in the unconsolidated structured snbities 1,001 4,038 2,154 71493
Group interest - kabiities
Customer acoounts 6 - - o
Total lishikties in relation to the group's
Imterests in the unconsolidated structured entities 26 = = F]
Thie group's masimum exposure 1,081 4,008 2,154 7153
Total incoms from the: group interests’ 3 4 1539 204
&t 31 December 2003
Total assets 13,8674 1,008,343 10,036 1,009,083
Group inferest — assets
Cash - - - -
Trading assets s 144 385 1,178
Financial azsets designated at fair valus 1,151 NS 1a72 2178
Derivatives - pc | Tia Ta7
Loans and advances to customers L) - 153 313
Finanial imvestments T4 Lird 80 455
Ortiher assets 4 =3 — T
Total aszets in relation to the group’s interests
in the unconsolidated struchured entities 1,383 ELLTY 004 10,541
Total lishikties in relation to the group’s
Imterests in the unconsolidated structured entbities ™ - - T8
The group's masimum exposure 1,383 3,554 004 10541
Total income fram the group intereses’ z 14 158 174

1 dncorne includes recwring ond nonsrecurming fiees, dnterest, dividends, goies or loss an the iemeoswremaent or derecognition af indenests in
structured entities, oy mank-fa-market going/Aosses on a net basis and galas or losses from the trovsfer of escets and lobiditles to the structhred

entiy.
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 managemenit.

Mon-group managed funds
The group purchases and holds units of third party managed funds in order to facilitate both business and customer
needs.

Other

The group has established structured entities in 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 antities

Accounting policy
The group & considered to sponsor anather entity if, in addition to ongoing involvement with the entity, it had a key role in
establishing that entity or in bringing together the relevant counterparties to a structured transaction, 5o that the transaction, which is

the purpose of the entity, could occur. The group is generally not congidered a sponsor if the only involvernent with the sntity i
rmerely adminitrative in nature.

The amount of assets transferred to and income recelved from such sponsored entities during 2014 and 2013 was not
shgnificant.

185

443/466



EDINETOOOO

OO000DO00oDOo00DOo0ooOodn(E22630)

HEEC BANK FLC

Notes on the Financial Statements (continued)

37 Legal proceedings and regulatory matters

The group Is party to legal proceedings, investigations and regulatory matters in a number of jurisdictions arising out of its
normal business operations. Apart from the matters described below, the group considers that none of these matters are
material. The recognithon of prowisions is determined In accordance with the accounting poliches set out in Mote 27. While
the outcome of legal proceedings and regulatory matters is inherently uncertain, management believes that, based on the
information evallable to it, appropriate provisions have been made in respect of these matters as at 31 December 2014,
Where an individual provision is material, the fact that a provision has been made is stated and quantified. Amy provision
recognised does not constitute an admission of wrongdoing or legal liability. It 5 not practicable to provide an aggregate
estimate of the potential liability for our legal proceedings and regulatory matters as a class of contingent labilities.

Bermard L. Madoff Investment Securities LLC

Bernard L. Madoff (‘Meadofi') was arrested in December 2008, and ultimately pleaded guilty to running a Ponzi scheme. He
has acknowledged, in essence, that while purporting to invest his custormers' money in securities, he in fact never invested
In securities and used other customers’ money to fulfil requests to retumn investments. His firm, Bernard L. Madoff
Irvestment Securities LLC ['Madoff Securities’), is being liquidated by a trustee (the Trustee").

Warlous non-US HSBC companles provided custodial, administration and simdlar services to & number of funds
Iincorporated outside the US whose assets were invested with Madoff Securities. Based on information provided by
Madofi Securities, as at 30 November 2008, the purported aggregate value of these funds was US5E.4 billlon, an amount
that includes fictitious profits reported by Madoff. Based on information avallable to HSBC, we have estimated that the
fumndls” actual transfers to Madoff Securities minus their actusl withdrawals from Madoff Securities during the time that
HSBC serviced the funds totalled approxmately US54 billion. Various HSBC companies have been named as defendants in
lawsuits arising out of Madoff Securities’ fraud.

Us/UK Litigation: The Trustes has brought sults against various HSBC compankes in the US Bankruptcy Court and in the
English High Couwrt. The Trustee's US actions included common lew clabms, alleging that HSBC alded and abetted Madioff's
fraud and breach of fiduclary duty. Those claims were dismissed on grounds of lack of standing. The Trustea"s remaining
UA claims seek recovery of prepetition transfers pursuant to US bankruptcy lew. The amount of these remaining caims.
has not been pleaded or determined 25 against HSBC.

#lpha Prime Fund Ltd ("Alpha Prime’) and Senator Fund SPC, co-defendants in the Trustee’s US actions, have brought
cross-clalms against HSBC. These funds have also sued HSBC in Luxembourg (discussed below).

The Trustes"s English action seeks recovery of unspecified transfers from Madoff Securities to or through HSBC. HSBC has

not yet been served with the Trustee's English action. The Trustee's deadline for serving the claim has been extended
through the third quarter of 2015.

Fairfleld Sentry Limited, Fairfield Sigma Limited, and Fairfield Lambda Limited [collectively ‘Fairfield’), funds whose assets
were Invested with Madoff Securities, commenced multipbe suits in the US and the British Virgin Islands (the 'BVT') against
fund shareholders, including various HSBC companles that acted as nominees for HSBC clients, seeking restitution of
payments made in connecthon with share redemptions. The US actions brought by Feirfield are stayed pending the
outcome of the Fairfleld cases in the BV (discussed below).

In September 2013, the US Court of Appeals for the Second Circuit affirmed the dismissal of purported class action clalms
againet HSBC and others brought by investors in three Madoff-invested funds on grounds of forum non conveniens. The
plaintiffs’ petitions for certiorar to the US Supreme Court were filed in December 2014, The Supreme Court's decision on
whether to grant certlorar review s expected in the first half of 2015.

In Decemnber 2014, three new Madofi-related actions were filed. The first s a purported class action brought by direct
Imvestors in Madoff Securities who were holding thelr investments as of December 2008, asserting various common Law
claims and seeking to recover damages lost to Madoff Securities” fraud on account of HSBC's purported knowledge and
alleged furtherance of the fraud. The other two acthons were filed by SPV Optimal 5US Lid ["SPV Optimal’), the purported
assignes of the Madoff Securities-invested company, Optimal Strategic US Equity Ltd. One of these actions was filed in
Mew York state cowrt and the other in US federal district court. In lanuary 20015, 5PV Optimal dismissed its federal lawsuit
against HSBC. The state court action against HSBC remains pending.

B Litigation: Beginning in October 2009, the Fairfield funds whose assets were directly or indirectly invested with
Madofi Securities, commenced multiple suits in the BV against numerous fund shareholders, including various HSBC
companies that acted as nominees for clients of HSBC's private banking business and other chents who invested in the
Fairfleld funds. The Falrfleld funds are seeking restitution of redemption payments made by the funds to defendants on
the grounds that they were mistakenly based on inflated net asset values. In April 2014, the UK Privy Council ssued a
ruling om bwo preliminary issues in favour of other defendants in the BVI actions, and issued its order in October 2014,
There s also a pending motion brought by other defendants before the BYI court challenging the Fairfleld liguidator's
authorisathon to pursee its claims in the US. The BV cowrt has adjourned the hearing on that pending motion until March
2015.

Bermnuda Litigation: Thema Fund Limited |‘Thema') and Hermes International Fund Limited ["Hermes"), funds invested
with Madofl Securities, each also brought three actions in Bermuda in 2009, The first set of actions were brought against
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HSBC Institutional Trust Services [Bermuda) Limited and seek recovery of funds in frozen accounts held &t HSBC. The
second set of actions asserts Nability against HSBC Institutional Trust Services [Bermuda) Limited in relation to deims for
mistake, recovery of fees, and damages for breach of contract. The third set of actions seeks return of fees from HSBC
Bank Bermuda Limited and H3BC Securities Services |Bermuda). There has been litthe prograss in these acthons for several
years, although in laneary 2015, Thema and Hermes served notice of intent to proceed in respect of the second set of
actions referred to above.

Ciryrnan islonds Litigation: In February 2013, Primeo Fund, a Cayman Islands-based fund invested in Madoff Securities,
brought an action against the fund administrator, Bank of Bermuda (Cayman), and the fund custodian, HSBC Securities
Services [Luxembouwrg) (HS5L'), alleging breaches of contract. Primeo Fund claims damages from defendants to
compensate it for alleged bosses, including loss of profit and any liability to the Trustee. Trial has been postponed to
lanuary 2016.

Luxembourg Litigation: In April 2009, Herald Fund SPC ('Herald') (in official liquidation since July 2013) commenced action
against HESL before the Luxembouwrg District Court seeking restibuthon of all cash and securities Herald purportedly lost
because of Madoff Securities’ fraud, or in the alternative, damages in the same amount. In March 2013, the Luxembourg
District Court dismissed Herald's restituthon claim for the return of the securities. Herald's restitution claim for return of
the cash and clabm for damages were reserved. Herald appealed this judgement in May 2013. Judgement on the kssue of &
Judicial bond is expected to be rendered In Mey 2015, Proceedings on the reserved restitution claim were suspended
pending resolution of the appeal.

In October 2009, Alpha Prime swed HSSL before the Luxembourg District Court, alleging breach of contract and negligence
In the appointment of Madoff Securities as a sub-custodian of Alpha Prime’s assets, Alpha Prime was ordered to provide &
Judicial bond. Alpha Prime requested a sty of the proceedings pending its negotiations with the Trustee in the US
proceedings. The matter has been temporarily suspended.

In March 2010, Herald (Lux) SICAV |'Herald (Lux)') [in official Bguidation since April 2009) brought an action against HS5L
before the Luxembourg District Court seeking restitution of securities, or the cash equivalent, or damages in the
alternative. Herald (Lux) also requested the restitution of fees paid to HS5L a5 custodian and service agent of the fund. The
last preliminary hearing Is scheduled to take place in March 2015.

In Decermnber 2014, Senator Fund SPC commenced an action against HS5L before the Luxembourg District Couwrt, seeking
the restitution of securities held as of the latest net asset value statement from November 2008, or, in the alternative,
damages. The first preliminary hearing ks scheduled to take place in February 2015,

HS5L has been sued in various actions by the shareholders in the Primeo Select Fund, Herald, Herald [Lux), and Hermes
fumnds. These acthons are in different stages, most of which are dismissed suspended or postponed.

Irefand Lithgation: In November 2013, Defender Limited, & fund irvested with Madoff securities, commenced an action
against HYBC Instituthenal Trust Services (Ireland) Limited ['HTIE'), alleging breach of the custodian agreement and
claiming damages and Indemnification for claims against it for fund losses. The action aleo includes four non-HSBC parties,
who served as directors and investment managers to Defender Limited.

I July 2013 and December 2013, settlements were reached in respect of claims filed agadnst HTIE in the Irish High Court
by Thema international Fund plc [ Thema internathonal’) and Alternative Advantage Plc ["4A") respectively. Five actions by
individual Therna Internathonal shareholders remaln.

In Decernber 2014, a new proceeding against HTIE and HSBC Securithes Services (lreland) Limited was brought by SPV
Opthmal alleging breach of the custodian agreement and claiming dameges and indemnification for fund losses.

There are many factors that may affect the range of possible outcomes, and the resulting financial impact, of the various
Madofi-related proceadings described above, including but not limited to the multiple jurisdictions in which the
proceedings have been brought and the number of different plaintiffs and defendants in such proceedings. For these
reasons, amongst others, it is not practicable at this time for HSBC to estimate rellably the aggregate liabilities, or ranges
of liabilities, that might arise as & result of all claims in the various Madofi-related proceedings, but they could be
shgnificant.

Anti-money laundering and sanctions-related investigations

In October 2010, HSBC Bank USA ["HSBC Bank USA') entered into & consent oease-and-desist order with the Office of the
Comptroller of the Currency ("OCCT), and HSBC North America Holdings ["HNAH') entered into & consent cease-and-deskst
order with the Federal Reserve Bureau (FRE’) (the "Orders’). These Orders required improvements to establish an
effective compliance risk management programme across HSBC's US businesses, including risk management related to US
Bank Secrecy Act (the "BSA') and anti-money laundering [*AML') compliance. Steps continue to be taken to address the
requirements of the Orders,

In Decemnber 2012, HSBC Holdings plc ['HSBC Holdings'), HNAH and H5BC Bank USA entered into agreements with US and
UK government agencies regarding past inadequate compliance with the BSA, AML and sanctions laws. Among those
agreements, HSBC Hobdings and HSBC Bank USA entered Into a five-year deferred prosecution agreerment with the US
Department of Justice ['Dal’), the US Attorney’s Office for the Eastern District of New York, and the US Attorney’s Office
fior the Northern District of West Virginia (the “US DPA'); HSBC Holdings entered into & two-year deferred prosecutbon
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agreement with the New York County District Attorney (the 'DANY DPA'); and H3BC Holdings consented to 8 cease and
desist order and HSBC Holdings and HMAH consented to & civil money penalty order with the FRB. In addition, HSBC Bank
USA entered into & civil money penalty order with FINCEN and a separate civil money penalty order with the OCC, HSBC
Holdings also entered into an agreement with the Office of Foreign Assets Control ('OFAC) regarding historical
transactions iriolving parties subject to OFAC sancthons and an undertaking with the UK Financial Conduwct Authaority (the
'FCA'), to comply with certain forward-looking AML and sanctions-related obligations.

Under these agreements, H3BC Holdings and HSBC Bank USA made payments totalling U551.9 billon to US authorities and
are continuing to comply with ongolng obligations. In July 2013, the LS District Court for the Eastern District of New York
approved the US DPA and retained authority to oversee implementation of that agreement. Under the agreements with
the Dol, FCA, and FREB, an independent monitor (who is, for FCA purposes, a “skilled person’ under Section 166 of the
Financial Services and Markets Act) s evaluating and regularly assessing the effectiveness of HSBC s AML and sanctions
compliance function and HSBC's progress in implementing its remedial obligations under the agreements.

HSBC Holdings has fulfilled all of the requirements imposed by the DANY DPA, which expired by its terms at the end of the
two year period of that agreement In December 2014. If HSBC Holdings and HSBC Bank USA fulfil all of the requirements
imposed by the US DPA, the Dol charges against those entities willl be dismissed at the end of the five-year period of that
agreement. The Dol may prosecute HSEBC Holdings or HSBC Bank USA n relation to any matters that are the subject of the
US DA if HSBC Hoddings or HSBC Bank USA breaches the terms of the US DPA.

HSBC Bank US4 entered into a separate consent order with the OCC requiring It to correct the circumstances and
conditions as noted in the OCC's then most recent report of examination, and imposing certain restrictions on H3BC Bank
UsA directly or indirectly acquiring control of, or holding an interest in, any new financial subskdiary, or commencing &
new activity in its existing financial subsidiary, unless it recelves prior approval from the OCC, HSBC Bank USA also entered
Into a separate consent order with the OCC requiring it to adopt an enterprise-wide compliance programme.

The settlement with US and UK authorities has resulted in private litigation, and does not preclude further private
litigation relating to HSBC's compliance with applicable AML, B5A and sanctions laws or other regulatory or law
enforcement actions for AML, BSA or sanctions matbers not covered by the various agreements.

In Novernber 2014, & complaint was filed in the US District Couwrt for the Eastern District of Mew York on behalf of
representatives of US persons killed or injured in Irag between April 2004 and November 2011. The complaint was filed
against HSBC Holdings, HSBC Bank ple, HSBC Bank USA and HSBC Bank Middle East, as well as other non-HSBC banks and
the Islamic Republic of Iran [together, the ‘Defendants’). The plaintiffs allege that defendants conspired to violate the US
Antl-Terrorism Act, by altering or falsifying payment messages involving Iran, Iranian parties and Iranlan banks for
transactions processed through the US, Defendants’ motion to dismiss ks due to be filed in March 2015,

These private lawsuits are at an early stage. Besed on the facts currently known, it Is not practicable at this time for HSBC
to predict the resolution of these private lawsults, including the timing or any possible impact on HSBC.

London interbank offered rates, European interbank offered rates and other benchmark interest rate
investigations and litigation

ariows regulators and competition and law enforcernent authorities around the world including in the UK, the U5, the EU,
Switzerland and elsawhere, are conducting investigations and reviews related to certaln past submdssions made by panel
banks and the processes for making submisskons in connection with the setting of London Interbank offered rates ['Libor’),
European interbank offered rates ('Euribor’] and other benchmark interest rates. As certain H3BC compandes are members
of such panels, HSBC has been the subject of regulatory demands for informathon and |s cooperating with those
Ivwestigathons and reviews.

In Decemnber 2013, the European Commission (the ‘Commission’) announced that it had imposed fines on eight financial
Institutions under its cartel settiement procedure for thelr participation in illegal activity related to euro interest rate
derivatives and/or yen interest rate derivatives, Although HSBC was not one of the financial instituthens fined, the
Commission announced that it had opened proceedings against HSBC in connection with its Euribor-related investigation
of euro interest rate derivatives only. This investigation will continue under the standard Commission cartel procedure. In
bay 2014, HSBC recetved a Statement of Objections from the Commission alleging anti-competitive practices in
connection with the pricing of euro interest rate dervatives. The Stetermnent of Objections sets out the Commission's
preliminary wiews and does not prejudge the final outcome of its investigation, HSBC responded partially to the
Commission's Statement of Objections in Movember 2014, and will have the opportunity to corplete its response on &
date to be decided by the Commission, once varous procedural issues are resolved.

Based on the facts currently known, with respect to each of these ongoing investigations, there is a high degree of
umcertainty as to the terms on which they will be resolved and the timing of such resolution, including the amounts of
fimes and/or penalties, which could be significant.

In addition, HSBC and other US dollar Libor panel banks have been named as defendants in & number of private lawsuits
filed in the US with respect to the setting of US dollar Libor. The complaints assert claims under various US laws, including
US antitrust and racketeering laws, the US Commodity Exchange Act ["CEA'), and state law. The lawsuits include individual
and putative class actions, most of which have been transferred and/or consolidated for pre-trial purposes before the
Mew York District Court.
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In March 2013, the Mew York District Court overseeing the consolidated proceedings related to US dollar Libor ssued a
dectsion in the six obdest actions, dismissing the plaintiffs’ federal and state antitrust claims, racketeering claims and
unjust enrichment clalms in thelr entirety, but allowing certain of thelr CEA claims that were not barred by the applicable
statute of Bmitathons to proceed. Some of those plaintiffs appealed the New York District Cowrt's decisbon to the US Court
of Appeals for the Second Clrcuit, which later dismissed those appeals. In lanuary 2015, the US Supreme Court reversed
the Court of Appeaks’ decksbon and remanded the case to the Court of Appeals for consideration of the merits of the
plaintiffs’ appeal.

Other plaintiffs sought to file amended complaints in the New York District Court to assert additional allegations. In June
20114, the Mew York District Court lssued a decision that, amongst other things, denled the plaintiffs’ request for leave to
amend their complaints to assert additional theorles of Libor mandpulation against HSBC and certain non-HSBC banks, but
granted leave to assert such manipulathon claims against bwo other banks; and granted defendants’ motion to dismiss
certain additional claims under the CEA as barred by the applicable statute of limitations. Proceedings with respect to all
other actions in the consolidated proceedings were stayed pending this decision. The stey was lfted in September 2014,
Amended complaints were filed in previously stayed non-class actions in October 2014; and amended complaints were
filed In several of the previously stayed class actions In November 2014. Motions to dismiss were filed in Novemnber 2014

and January 2015, respectively, and remain pending.

Separately, HSBC and other panel banks have alo been named as defendants in a putative class action filed in the New
York Distrbct Court on behalf of persons 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 ewroyen Tibor,
although HSBC ks not a member of the Japanese Bankers Assoclation®s euroyen Tibor panel, &5 well as Japanese yen Libor,
In violation of US antitrust laws, the CEA, and state law. In March 2004, the New York District Court issued an opinion
dismissing the plaintiffs’ clairms under US antitrust lew and state law, but sustaining thelr claims under the CEA_ In June
20114, the plaintiffs moved for leave to file a third amended complaint. HSBC has opposed that mothon which remains
pending.

In Movernber 2013, HSBC and other panel banks were also named as defendants ina putative class acthon filed in the New
York Distrbct Court on behalf of persons who transacted in euro futures contracts and ather financial instruments related
to Euribor. The complaint alleges, amongst ather things, misconduct related to Euribor in violation of US antitrust laws,
the CEA, and state law. The plaintiffs filed a second and Laber third amended complaint in May 2014 and October 2014,
respectively. HSBC intends to respond to the third amended complaint once & court ordered stay expires, currently set for

Pday 2015.

In September and October 2014, HSBC Bank plc and other panel banks were named &s defendants in & number of putative
class actions that were filed and consolidated in the New York District Court on behalf of persons who transacted in
Interast rate derivative transactions of purchased or sold financlal instruments that were either tied to USD I1SDAS rates
of were executed shortly before, during, or after the time of the daily 15DAfix setting window. The complaint alleges,
armongst other things, misconduct related to these activities in violation of US antitrust laws, the CEA, and state law. In
October 2014 the plaintifis filed a consolidated amended complaint. A mothen to dismiss that complaint was filed in
December 2014 and remains pending. In Febreary 2015, plaintiffs filed a second consolidated amended complaint,
replacing HSBC Bank plc with HSBC Bank LUSA.

Based on the facts currently known, it s not practicable at this time for HSEC to predict the resolution of these private
lawsuits, including the timing or ary possible impact on HSBC,

Foreign exchange rate investigations and litigation

Various regulators and competition and law enforcernent authorities around the world including in the UK, the U5, the EU
and elsewhere, are conducting investigations and reviews into & number of firms, including HSBC, related to trading on
the foreign exchange markets.

In Novernber 2014, HSBC Bank ple entered into regulatory settlernents with the FCA and the US Commodity Fulures
Trading Cormmission ["CFTC') in connection with thelr respective investigations of HSBC's trading and other conduct
involving forelgn exchange benchmark rates. Under the terms of those settlements, HSBC Bank plc agreed to pay &
fimancial penalty of £216 millkon te the FCA and a civil monetary penalty of £176 millon to the CFTC, and to undertake
warlows remedial acthons,

The remaining Investigations and reviews in the UK, the US and elsewhere are ongoing. Based on the facts currently
known there k5 & high degree of uncertainty 25 to the terms on which they will be resohred and the timing of swch
resolutions, including the amounts of fines and/or penalties, which could be significant. As &t 31 Decembeer 2014, HSBC
has recognised & proviskon in the amount of £353 millllon in respect of these matters.

In addition, in late 2013 and early 2014, HSBC Holdings, HSBC Bank plc, HNAH and HSBC Bank USA were named as
defendants, among other banks, in various putative class actions filed in the New York District Court. In March 2014, the
plaintiffs filed a consolidated amended complaint alleging, among other things, that defendants conspired to manipulate
the W /Reuters forelgn exchange benchmark rates by sharing customers’ confidential order flow information, thereby
Injuring plaintiffs and others by forcing them to pay artificlal and non-competitive prices for products based on thase
forelgn currency rates |‘the Consolidated Acthon'). Separate putative class acthons were also brought on behalf of non-LIS
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plaintiffs (the ‘Foredgn Actions’). Defendants moved to dismiss all actions. In January 2015, the court denled defendants’
motion to dismiss as to the Consolkdated Action, but granted the defendants’ motion to dismiss as to the Foreign Actions.

Based on the facts currently known, it s not practicable at this time for HSBC to predict the resolution of these private
lawsuits, including the timing or any possible impact on HSBC.

Precious metals fix-related litigation

Since March 2014, numerous putative class actions have been fibed in the US District Courts for the Southern District of
Mew York, the District of New lersey and the Northern District of California naming HSBC Bank USA, HSBC Bank plc, HSBC
Securities (USA) Inc. [‘H5') and other members of The London Gold Market Fixing Limited as defendants. The complaints
allege that, from January 2004 to the present, the defendants conspired to manipulate the price of gold and gold
derivatives during the afternoon London gold fix in order to reap profits on proprietary trades. These actions have been
assigned to and consolidated in the New York District Court An amended consolidated dlass action complaint was filed in
December 2014, and HSBC's response was filed in February 2015.

Since July 20014, putative class actions were filed in the LS District Court for the Southermn District of New York and the
Eastern District of New York naming HSBC Holdings, HNAH, HSBC Bank USA, HSBC USA Inc. and other members of The
London Sikver Market Fixing Ltd as defendants. The complaints allege that, from January 2007 to the present, defendants
conspired to manipulate the price of physical silver and silver derivatives for thelr collective benefit in violation of US
antitrust laws and the CEA. These actions have been assigned to and consolkdated in the New York District Court. An
amended consolidated class action complaint was filed in January 2015, and HSBC's response s due inMarch 2015,

Between late 2014 and early 2015, numerous putative class actions were filed in the New York District Court naming HSBC
Bank USA and other members of The London Platinum and Palladium Fixing Company Limited as defendants. The
complaints allege that, from lanuary 2007 to the present, defendanits conspired to manipulate the price of physical
Platinum Group Metals |'PGM”) and PGM-based financial products for their collective benefit in violation of the US
antitrust laws and the CEA

In Novernber 2014, the Dol Bsued & document request to HSBC Holdings seeking & voluntary production of documents
relating to a criminal antitrust investigation which the Dol s conducting in relation to precious metals. In January 2005,
the CFTC Issued a subpoena to HSBC Bank USA seeking production of documents related to HSBC Bank USA's preciows
metals trading operations. HSBC ks cooperating with the US authorities in thelr respective investigations.

These matters are at an early stage. Based on the facts currently known, it is not practicable at this time for HSBC to
predict the resolution of these matters, including the timing or any possible impact on HSBC

Credit default swap regulatory investigation and litigation

In July 2013, H5BC received a Statement of Objections from the Commission relating to its ongoing Investigation of alleged
anti-competitive activity by a number of market participants in the credit derivatives market between 2006 and 2009. The
Statement of Objections sets out the Commisshon's preliminary views and does not prejudge the final outcome of its
Investigation. HSBC has submitted a response and attended an oral hearing in May 2014. Following the oral hearing the
Commission dechded to conduct a further investigathon phase before deckding whether or how to proceed with the case.
HSBC is cooperating with this further investigation. Based on the facts currently known, it ks not practicable at this time
fior HSBC to predict the resolution of this matter, including the tirming or any possible impact on HSBC.

In addition, HSBC Bank USA, HSBC Holdings and HSBC Bank plc have been named as defendants, amongst others, In
numerous putative class actions filed in the New York District Court and the Hlinols District Court. These cleass actions.
allege that the defendants, which include 15DA, Markit and several other financial instituthons, conspired to restrain trade
In violation of US antitrust laws by, amongst other things, restricting access to credit default swap pricing exchanges and
blocking new entrants into the exchange market, with the purpose and effect of artificially inflating the bid/ask spread
pald to buy and sell credit default swaps in the US. The plaintiffs in these sults purport to represent a class of all persons
who purchased credit default swaps from or sold credit default swaps to defendants primarily in the US.

In October 2013 these cases were consolidated in the New York District Court. An amended consolidated complaint was
filed In lanuary 2004 naming H38C Bank USA and HSBC Bank plc as defendants, amongst other non-HSBC defendants.
Following the filing of defendants’ initial mothens to dismiss inMarch 2014, pladntiffs filed & second amended consolidated
complaint, which defendants also moved to dismiss. In September 2014, the cowrt granted in part and denied in part the
defendants’ motion to dismiss. Discovery is In process.

Based on the facts currently known, it s not practicable at this time for HSBC to predict the resolution of these private
lawsuits, including the timing or any possible impact on HSBC.
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The ultimate parent company of the group is HSBC Holdings plc, which is incorporated in England.

Coples of the Group financlal statements may be obtained from the following address:

HSBC Holdings plc
8 Canada Square
London

El4 5HO

The group’s related parties include the parent, fellow subsidiaries, assoclates, joint ventures, post-employment benefit
plans for HSBC employees, Key Management Personnel, chose family members of Key Management Personnel and entities
which are controlled or jointly controlled or significantly influenced by Key Management Personnel or their close family

members.
ransactions aCliors & 8 memnt onne
T i with Diir nd other Key Manage Pers I

Key Management Personnel are defined as those persons having authority and responsibility for planning, directing and
controlling the activities of HSBC Bank plc and the group and includes members of the Boards of Directors of HSBC Bank

phc and HSBC Holdings plc and Group Managing Directors of HSBC Holdings plc.
Compensation of Key Management Personnel

The following represents the compensathon for Directors and other Key Management Personnel of the bank in exchange
fior services rendered to the bank for the period they served during the year. This reflects a number of changes at Board

lewel during the last quarter of 2013 and during 2014,

Shirt-term employes benefits
Past-employment benefits
Crtiver kong-term benefits
Share-hased payments

Shareholdings and options of Directors and other Key Management Personnel

Mumber of opbions cver HSBC Holdings plc ardinary mmr-umumww-r ey
management perscnnel under employee share plans !

Mumiber of HSBC Holdings plc shares held by Directors and other key management perscnnel
beneficially

24 ik ]
3] £000
3,937 3,284
L] 158
208 41
4,273 1,708
9,007 5,493
Balance at Balance at
31 December 2014 31 December 2013
28,288 234,518
17,817,228 14,999,933

Includes the holdings of Key Management Personmel of both the bank and [ts parent company, H3BC Holdings plc and

thedr close family members

Transacthons, arrangements and agreements incleding Directors and other Key Management Personnel
The table below sets out transactions which fall to be disclosed under L1AS 24 ‘Related Party Disclosures’ between the

group and Key Management Personmnel,

2014 2013
Highest balamoe Bakance at Whiﬂu Balance at
during the year® nnm-ur* during the year' 31 December’
EDOD EDOD EDOD
Loans 149,545 137,396 105,567 B, 54
Credit cands 1,587 =7 ]
Guarantess - 4511 -
1 The distlosure of the peor-snd bolomee and the highest bolmace during the pear is e muost meandngfud inf jore fo ey 13
tronsochions during the yeor.
Manogement Personned, ond entities which ore confroded or jointiy o hyk’ly g their close family members.

The abowe transactions were made in the ordinary course of business and on substantially the same terms, including
Interast rates and security, as for comparable transactions with persons of & similar standing or, where applicable, with
other employees, The transactions did not imvolve more than the normal risk of repayment or present other unfavourable

features.
Transactions with Directors: Advances, Credits and Guarantees (Companbes Act 2006)

In addition to the requirements of 145 24, particulars of advances (loans and quasi-loans), credits and guarantees entered
Into by HSBC Bank plc and its subskdiaries with Directors of HSBC Bank plc are required to be disclosed pursuant to section

m
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413 of the Companies Act 2006. Under the Cormpanles Act there & no reguirement 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 Companbes Act 2006,

The group
Balance at Balance at
31 December 2014 31 December 2013
£000 £000
Directors
Loans 12475 3493
Credit cards &1 57
Mo guarantees were Bswed in favour of Directors during 2014 [2013: nil).
{b} Transactions with other related parties
Mssociates and joint ventures
The group
2014 2003
Highst balance Balance at  Higheest balance Balance at
during the year! 31 December'  during the year! 31 December!
£m Emi Em Em
Amounts due from joint ventures — ursubordinated 132 13 1482 143
Amounts due bo joint ventures - - 4 4
1 The distlosure of the peor-end bolomee and the highest bolmace during the pear is e muost meandngfud inf jove fo ey
tronsochions during the yeor.
The bank
2014 2003
Highest balance Balanceat  Highest balance: Balance at
during the year' 31 December’  duringtheyear' 31 December'
£m Emi Em Em
Amounits due from joint ventures — unsubordinated 132 13 182 152
Amounts due bo joint vembures - - 4 4
1 The distosure of the peor-end bolonoe and the highest bolence during the pear is e mast meandngful inf o to ey 14

tronsochions during the yeor.
The abowe 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.

Transactions of the group with HSBC Holdings plc and fellow subsidiaries of HSBC Holdings ple
Transactions detalled below include amourits due to/ffrom HSEC Holdings ple.

2014 23
Highest balamoe Balance at  Highiest balance Balance at
dusring the year! 31 December'  during the year! 31 December!
£m £m Em Em

Aszets
Trading assets 1824 1318 1,887 1574
Financial assets designated at fair valus Fc p | pac | n
Loans and advances to customers 3,968 513 4,580 35842
Financial investments ) a3 103 100
Liabilitles
Trading liabilites = = 2 -
Customer accounts 10,953 BE2a 10,033 10,033
Subordinated amounts due 6,025 4,085 5827 5527
Guarantees - - - -
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2014 013
Em Em
Income Statement
Interest income 47 T
Interest expense 129 rr
Fee incomes 1 1
Dividend ncome 1 1
Trading income 1 10
Ortiher operaking income [ 0
General and administrative expenses Er) Té
1 The ciscioswve of the wear-end balance end the highest bafonce during the peov i5 consigered the most meaningiul information fo represent
transactions doving Hhe pear.
Transactions detalled below include amourits due to/from fellow subsidiaries of HSBC Holdings plc
014 2012
Highest balanoe Balanceat  Highest balance Balance at
during the year' 31 December’  during theyear' 31 December'
£m Em Em £mn
Aszets
Trading assets 8,093 1489 9,765 150
Derivatives 19,767 19,767 21178 15,608
Financial assets designated at fair value Fai H a2 18
Loans and advances to banks 12,108 12,108 10,542 5301
Loans and advances to customers 5,624 4,543 4161 3,959
Financial investments 246 T Fars] 114
Liabilitles
Trading liabilities 12,954 7.2e8 20,185 7163
Financial liabilities designated at fair valus - = - -
Depasits by banks 11,124 9,040 18,205 9,230
Customer accounts 8,574 1,453 5,017 B&7E
Derivatives 13,289 19,289 19,664 15,745
Subordinated amount due 1,818 1654 2,10 1826
Guarantees 1,781 1i0 2,018 -]
1 The disclosure of the peor-snd bolonoe and the highest balonce during the pear bs e most meaningful infe jor b0 ey P
tronsochions during the yeor.
o4 013
Em Em
Income Statement
Interest income I 4
Inberest expense 114 137
Fee incoms a5 pilard
Fen expense for.s) - ]
Trading income E- 3
Ortiher operating income 13 T
General and adminkstrative expenses nr ]

The abowe outstanding balances arose from the ordinary course of business and on substantially the same terms,
Including interest rates and security, &s for comparable transactions with third party counterparties.
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Transactions between HSBC Bank plc and its subsidiarkes and H5B8C Holdings plc and the other fellow subsidiaries of HSBC

Balance at
31 December'
Emi

3,658
14,238
558
10,230
7886

1,458
11,353
3,204
14,507
2181

1177

2003

Highest balance Balance at
during theyear’ 31 December'

£m £m

247 7577

18,734 1287

14,018 11528

18,880 11,445

9,064 #,8a95

21,387 2928

18,573 11,577

1573 1573

16,476 12,415

2,908 2283

1,795 a57

Balance at
31 December'
Em

54
S11

B,658
3,562

003
Highest balance Balance at
during the year’ 31
£m £m
1,884 1230
4574 3581
) -
16,611 16,611
5,567 5567

Haoldings plc
Transactions detalled below include amourits due to/ffrom HSEC Bank plc and its subsidiaries.
014
Highest balarce
during the year®
Em

[L1: 104

Trading assets 10,482

Derivatives 15,114

Financial assets designated at fair value =

Loans and advances to banks 11,223

Loans and advances to customers 11,610

Financial investments Bams

Liabilitles

Trading liabilities 6,179

Depasits by banks 1531

Cusiomer acoounds 3,524

Derivatives 14,907

Subordinated amounts due 2,278

Cuaranbees 1,177

1 The digsciosure af the year-and bolance and the highast baionce during the year i confidered the most meoningful information to

represent transactions during the year.
Transactions detalled below include amourits due toffrom HSEC Bank plc and HSBC Holdings plc.
2014
Highest balaroe
during the year®
£m

Assrts

Trading assets 1,651

Loans and advances to customers 3,965

Liahilities

Trading liabilities -

Cusiomer acoounds 10,961

Subordinated amounts dus 5758

Guarantees -

1 The disciosure af the year-end bolance and the highest baience during the year is confidered the most meoningful information to

represent transactions during the year.

In Decernber 2010, the bank recelved two guarantees from HSBC Holdings plc in respect of mondes owing to the bank by
Its structured Investment condults ["SICs"). The first guarantee covers due but unpald monles owed by the bank’s principal
SIC, Solitabre, up to & maximum amount of US516 billion, to the extent that unpaid liabilithes exceed U551 billion. A second
guarantee covers due but unpald monles owed by the bank's other SICs, Mazarin, Barion and Malachite, up to a maximum
amount of US522 billlon, to the extent that unpadd llabdlities exceed US5200 million. In December 2012, the bank recelved
a third guarantee from HSBC Hobdings plc that covers due but unpald monles owed to the bank by its mult-seller conduit,
Regency, up to 3 maximum amount of US517 billon, to the extent that unpaid liabilities exceed U552 billion.

The bank pays no fee to its parent company for the provision of these guarantees,

Transacthons detalled below include amournits duee to/from HSBC Bank plc and fellow subsidiaries of HSBC

014
Highest balamce
during the year®
£m
Assets
Trading assets 7,940
Derivatives 33,412
Loans and advances to banks 8,239
Loans and advances to customers 4,943
Liabilitles
Trading liabilites 12,848
Depasits by banks 8,808
Cusiomer acoounds 8,355
Derivatives 35,806
Subordinated amount due =
Guarantess 1,683

Balance at
31 December'

Em

1,350
33,412
B135
4,08

AT
B118
1338
35,806

2003

Highest balance Balance at
during theyear' 31 Decomber'

£m £m

5,504 1,734

37,701 27,518

B533 5897

3,043 3,747

18,897 7,117

8,624 £:219

883 £,758

36,465 30,027

287 -

1877 T2

1 The disciosure af the year-end bolance and the highest baience during the year is considered the most meoningful information to

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

Pension funds

At 31 December 2014, fees of £5 million (2013: £9 milllon) were earned by group companies for management services
related to the group’s penskon funds held under management. The group's pension funds had placed deposits of £121
million (20013: £347 milllion) with ts banking subshdiaries.

The abowe 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 [UKE) Pension Scheme (the "Scheme’) entered into swap transactions with the bank to manage the inflation
and interest rate sensitivity of the liabilities, At 31 Decemnber 2014, the gross notional value of the swaps was £15,177
milllion [20013: £26, 144 million), the swaps had a negative fair value of £597 milion to the bank (2013: negative fair value
of £1,710 million) and the bank had delivered collateral of £1,268 million (2013: £2 348 million) to the Scheme in respect

of these swaps. All swaps were executed at prevalling market rates and within standard market bid/offer spreads.

39 Events atter the balance sheot date

# second interim dividend for 2014 of £315 millllon to shareholders of the parent company was declared by the Directors
after 31 December 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 2014 set out on
pages 105 to 195. The financia reporting framework that has been applied in their preparation is applicable law and
International Financial Reporting Standards (IFRSs) as adopted by the EU and, as regards the parent company financial
statements, as applied in accordance with the provisions of the Companies Act 2006.

Thisreport is made solely to the bank's member, as abody, in accordance with Chapter 3 of Part 16 of the Companies Act
2006. Our audit work has been undertaken so that we might state to the bank's member those matters we are required to
state to them in an auditors report and for no other purpose. To the fullest extent permitted by law, we do not accept or
assume responsihility 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 in the Directors Responsibilities Statement set out on page 103, the directors are responsible for
the preparation of the financial statements and for being satisfied that they give atrue and fair view. Our responsibility is
to audit, and express an opinion on, the financial statements in accordance with applicable law and International Standards
on Auditing (UK and Ireland). Those 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 financial statementsis provided on the Financial Reporting Council’s website at
www.frc.org.uk/auditscopeukprivate.

Opinion on financial statements
In our opinion:

the financial statements give atrue and fair view of the state of the group's and of the parent company's affairs as at 31
December 2014 and of the group's profit for the year then ended;

the group financial statements have been properly 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 EU
and as applied in accordance with the provisions of the Companies Act 2006; and

the financial statements have been prepared in accordance with the requirements of the Companies Act 2006 and, as
regards the group financial statements, Article 4 of IAS Regulation.

Opinion on other matter prescribed by the Companies Act 2006

In our opinion the information given in the Strategic Report and the Directors' Report for the financial year for which the
financial statements are prepared is 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, in 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

the parent company financial statements are not in agreement with the accounting records and returns; or
certain disclosures of directors' remuneration specified by law are not made; or

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

465/466



EDINETOOOO
OO000DO00oDOo00DOo0ooOodn(E22630)
oOoOooodn

Nicholas Edmonds, Senior Statutory Auditor

for and on behalf of KPMG Audit Plc, Statutory Auditor
Chartered Accountants

London, England 23 February 2015
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