EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

24

27 29

26 26 12 31

(The Hongkong and Shanghai Banking Corporation Limited)

(Peter Wong Tung Shun, Deputy Chairman and Chief Executive)

(1 Queen®s Road Central, Hong Kong)

17

03-5561-6600

17

03-5561-6600

)

HSBC HSBC

1/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

HK$
us$ JPY
2015 12 UFJ
15.50

www . hsbc.com.hk

2/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

622

2012 12 32
2014 3 3

e-Registry

3/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

@
Q)
©
(D
©)

®
@
)
M
@
®

®

4/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

@

©)

©

(D

@
©)

)

5/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

141

141
@
)
)
©)
©

12

6/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

21
14

@

Q)
95

@
Q)
©
(D
©) ) C )

@

(b)
75

7/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

@
Q)
©
(D
©)

%

()

21 28

28

1000
15

8/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

42
42

@
(b)
©
(D)
(e) Mortgage Charge

@
Q)

@
(b) 6

9/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

@ (b)
©)
() ®

21

1997

10/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

14

14

11/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

@
(b)
©
(D

21
14

@

(b)
95

12/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

48 48
24

@
(b)

©

13/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

@
(b)

©

©)

O]
Q)

14/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

@

()

14

15/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

16/461



21

14

237

EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

17/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

112

1998 22

18/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

€Y)
@

19/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

OooooOodd
2014 2013 2012 2011 2010

173,389 202,596 162,267 147,170 131,566
111,189 144,756 108,729 91,370 77,885
86,428 119,009 83,008 67,591 57,597
557,835 480,809 437,399 340,824 320,130
608,346 522,224 473,078 371,343 347,435
425,037 378,110 272,892 246,206 236,720

4,479,992 4,253,698 3,874,884 1 3,565,001 1 3,313,244 1
6,876,746 6,439,355 6,065,327 5,607,480 5,039,918
16.9 25.9 21.9 21.6 21.1
1.39 2.08 1.54 1.34 1.33
42.1 33.9 42.4 46.1 45.8
1.91 1.94 1.96 1.91 1.83
Tier 14.4 14.1 - - -
Tier 14.4 14.1 - - -
15.7 15.2 - - -
- - 13.7 12.4 11.7
- - 14.3 14.6 14.7

2014
2013 2012
1865
HSBC
20
68,000

37,000
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HSBC
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CMB
SME
GBEM
GBEM
GPB
100
E14 5HQ
HSBC
100
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E14 5HQ
2014 12 31 190,447
2014 12 31
2014 12 31
62.14 9,658
100 15,400
100 115
(100 811
(100 34,800
(100 2,798
(100 4,178
100 7,528,000
2014 12 31 146
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2014 12 31 68,294
2014 2013
12 31 12 31
21,153 20,189
8,215 7,945
29,368 28,134
1,682 1,654
9,106 8,711
4,665 4,694
4,737 4,961
5,496 5,773
3,077 3,048
2,320 2,249
1,410 1,404
6,433 6,393
38,926 38,887

68,294 67,021
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2014 12 31 2013 12 31
11,396 13,701 25,097 11,003 13,398 24,401
3,969 6,835 10,804 3,778 7,107 10,885
2,682 3,934 6,616 2,521 3,780 6,301
461 365 826 450 346 796
10,859 14,091 24,950 10,382 14,256 24,638

29,367 38,926 68,293 28,134 38,887 67,021
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HKFRS

2014

2014 33,567 23 111,189

2014 2013

62,966 59,791

48,223 84,965
111,189 144,756
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2014
50,774 44,333 2 95,109
29,996 14,626 - 44,622
11,663 8,559 @ 20,220
3,134 914 4,048
2,286 103 2,389
1,362 12 1,374
50,226 7,081 57,307
(251) (251)
10,872 1,944 (4,063) 8,753
160,313 77,321 (4,063) 233,571
(52,916) (7,266) (60,182)
107,397 70,055 (4,063) 173,389
(2,478) (2,447) (4,925)
104,919 67,608 (4,063) 168,464
(42,270) (34,743) 4,063 (72,950)
62,649 32,865 95,514
317 15,358 15,675
62,966 48,223 111,189
2013
45,682 41,729 46) 87,365
28,794 15,129 an 43,846
11,156 5,375 46 16,577
2,008 467 2,475
323 119 442
1,165 10 1,175
47,173 6,490 53,663
8,157 8,157
34,070 34,070
13,803 2,186 (4,571) 11,418
150,104 113,732 (4,648) 259,188
(50,960) (5,632) (56,592)
99,144 108,100 (4,648) 202,596
(1,032) (2,500) (3,532)
98,112 105,600 (4,648) 199,064
(38,845) (34,531) 4,648 (68,728)
59,267 71,069 130,336
524 13,896 14,420
59,791 84,965 144,756
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2014
25,464 15,367 11,896 782 (2,287) (448) 50,774
16,443 7,568 4,816 1,017 152 29,996
937 1,429 8,086 810 “n 448 11,663
3,290 (65) 19) 2 3,134
3 33 1,111 1,139 2,286
1 6 1,355 1,362
46,159 4,067 50,226
3,277 331 572 10 8,616 (1,934) 10,872
95,574 28,730 26,468 2,619 8,856 (1,934) 160,313
(48,870) (4,046) (52,916)
46,704 24,684 26,468 2,619 8,856 (1,934) 107,397
(1,149) (684) (652) 7 (2,478)
45,555 24,000 25,816 2,626 8,856 (1,934) 104,919
(16,969) (6,445) (11,016) (1,361) (8,413) 1,934 (42,270)
28,586 17,555 14,800 1,265 443 62,649
311 2 4 317
28,897 17,557 14,804 1,265 443 62,966
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2013
24,687 13,406 10,380 116 (2,690) @17) 45,682
15,749 7,473 5,405 105 62 28,794
1,045 1,417 8,334 78 66 216 11,156
1,965 56 @4 1 2,008
323 323
1 7 47 1,110 1,165
43,530 3,659 @16) 47,173
4,799 706 591 9,856 (2,149) 13,803
91,776 26,668 25,136 299 8,390 (2,165) 150,104
(46,730) (4,230) (50, 960)
45,046 22,438 25,136 299 8,390 (2,165) 99,144
(1,065) 122) 154 1 (1,032)
43,981 22,316 25,290 299 8,391 (2,165) 98,112
(15,501) (5,955) (10,084) (224) (9,246) 2,165 (38,845)
28,480 16,361 15,206 75 (855) 59,267
518 2 4 524
28,998 16,363 15,210 75 (855) 59,791
62,966 2013 59,791
3,320
961 2014
2,103
8,253 GPB
2014 CMB RBWM
GB&M
CMB 10
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MEA
2,478 2013 1,032 2014
GB&M CmB
2014 3,425
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2014
13,331 11,299 15,909 590 2,053 1,151 44,333
4,949 4,286 5,075 417 (101) 14,626
635 1,466 7,384 288 63) (,151) 8,559
920 15 5 (26) 914
5 5 79 14 103
5 1 6 12
4,981 2,115 1 @16) 7,081
(251) (51)
724 404 489 3 1,026 (702) 1,944
25,550 19,591 28,941 1,298 2,659 (718) 77,321
(5,246) (2,032) 12 (7,266)
20,304 17,559 28,941 1,298 2,659 (706) 70,055
(1,319) (1,080) (50) 1 1 (2,447)
18,985 16,479 28,891 1,299 2,660 (706) 67,608
(15,326) (8,271) (9,629) (885) (1,338) 706 (34,743)
3,659 8,208 19,262 414 1,322 32,865
2,042 11,019 2,295 2 15,358
5,701 19,227 21,557 414 1,324 48,223
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2013
13,328 10,660 14,926 159 1,606 1,050 41,729
5,411 4,304 5,398 143 @27 15,129
617 1,467 7,811 44 (3,514) (1,050) 5,375
460 2 5 467
®) 4 117 6 119
3 1 6 10
5,053 1,452 1 (16) 6,490
8,157 8,157
34,070 34,070
1,119 44 626 3 923 (529) 2,186
25,983 17,934 28,878 350 41,132 (545) 113,732
(4,531) (1,113) @ 13 (5,632)
21,452 16,821 28,878 349 41,132 (532) 108,100
(1,635) (970) 103 2 (2,500)
19,817 15,851 28,981 349 41,134 (532) 105,600
(16,405) (7,938) (9,580) 27) (913) 532 (34,531)
3,412 7,913 19,401 122 40,221 71,069
1,782 10,323 1,956 (165) 13,896
5,194 18,236 21,357 122 40,056 84,965

31/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

oOoOooodn
48,223 2013 84,965
43 2013
30,747 8,454
685
2013 38,045 35
GPB
RBWM
GB&M
RBWM 2014
CMB
GB&M
GB&M
2013 RBWM
2,447 2013 2013 RBWM
2014
GB&M CMB
2014
212
558
2013 RBWM
1,462 2013

819
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Tier CET
2011
2.5
2.5
2015
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2
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2014 11

16 20 Tier

2015

2019
2015

Tier

2011 2013 2017
2018

2014 12 31

cC )

2014
Supplementary Notes on the Financial Statements 2014
www . hsbc. com.hk

Regulatory Disclosures 2014

2014 12 31
27,959 2013 12 31 22,563
2014 12 31
2013 12 31

35/461



Tier CET
Tier
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CVA

CCP
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2014 2013
12 31 12 31
% %
14.4 14.1
14.4 14.1
15.7 15.2
2014 2013
12 31 12 31
248,891 221,923
1,811,343 1,656,378
4,453 4,250
6,406 5,231
113,801 90,372
8,435 12,999
81,061 82,716
143,199 134,035
290,342 274,450
2,707,931 2,482,354
2014 2013
12 31 12 31
301,844 283,612
876,596 761,656
1,239,715 1,156,129
24,256 25,756
265,520 255,201
2,707,931 2,482,354
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HSBC

IRB

2014 1,833,716

(27,858)

(31,187)
171,696
6,258
6,104
51,929

3,873

48,056

176,942

2014 12 31 2,010,658
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134,035

25,894
(23,748)
7,018

1,121
5,897

9,164

143,199
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2014

2014 12 31

Tier 351,105
86,428

(42,750)

10,733

3,507

1,260

(27,991)

(5,396)

Tier 12,599
250

Tier 389,745

Tier
14,737
(5.,422)
569
2,715
Tier (12,599)

Tier 389,745

Tier 27,005
(5.311)

6,399

Tier 1,438
2,667

2,400

694

Tier 35,292

425,037

2014 12 31
2014 12 31
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Tier
CET
CET
Tier
CET

CET
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0000000
2014 2013
12 31 12 31

491,545 436,529

557,835 480,809
(1,454) (1,454)

(14,737)

(50,099) (42,826)
27,971 24,464
50,511 41,415

(4,873) (4,237)
(17,667) (12,714)
(129,771) (109,888)
(2,030) (2,473)
(14,683) (15,943)
(1,485) (2,350)
182 197)
(596) @,117)
69 (110)

(28,866) (875)

(52,657) (50,073)

(27,959) (22,563)
(1,588) (14,187)

389,745 351,105
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oooooog
Tier ( AT )
AT 48,750 38,866
14,737
25,229 30,651
AT 8,784 8,215
AT (48,750) (38,866)
(50,338) (53,053)
AT 1,588 14,187
AT
Tier 389,745 351,105
Tier
Tier 88,802 82,915
3,102 8,413
8,143 8,141
9,337 9,346
25,400 19,463
! 24,350 23,187
Tier 14,957 13,519
Tier 3,513 846
Tier (53,510) (55,910)
G3,5)| | (55,910)
Tier 35,292 27,005
425,037 378,110
1
CET AT Tier
www . hsbc . com. hk Regulatory Disclosures
2014 Supplementary Notes on the Financial Statements 2014
2014 12 31
CET 10.7 2013 10.4
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2014 12 31 2013 12 31
CET 389,745 351,105
(100,676) (106,106)
AT 1,588 14,187
CET 290,657 259,186
AT
(25,229) (30,651)
AT (5,389) (5,884)
50,338 53,053
AT (1,588) (14,187)
AT 18,132 2,331
Tier 35,292 27,005
(3,102) (8,413)
(8,143) (8,141)
(9,337 (9,346)
(6,787) (13,260)
50,338 53,053
Tier 58,261 40,898
2014 12 31 CET AT Tier
2014
CET
38,420,982,901 96,052 94,598
AT
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2019 1,900 14,737
3,253 25,229
Tier
400 3,102
2024 1,050 8,143
1,200 9,337
2021 450 3,490
2022 300 2,326
2023 500 3,878
2024 2019 1,600 12,409
2020 2015 200 1,178
2022 4.35 2017 500 1,056
2027 5.05 2022 500 1,063
25,400
2013
CET
34,127,482,901 85,319 83,865
AT
3,953 30,651
Tier
1,085 8,413
2024 1,050 8,141
1,200 9,346
2020 775 6,010
2021 450 3,489
2022 300 2,326
2023 500 3,877
2020 2015 200 1,386
2022 4.35 2017 500 1,182
2027 5.05 2022 500 1,193
19,463

Regulatory Disclosures
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2014 2013

156,475 158,879

21,122 16,346

214,654 195,554

365,846 279,760

231,734 150,145

102,028 109,174

32,084 20,441

389,934 388,727

17,238 19,900

17,238 19,871

29

218,901 150,584

488,313 564,521

2,815,216 2,619,245

1,002,613 963,372

1,704,184 1,580,517

108,419 75,356

1,407,362 1,344,975

862,826 819,277

544,536 525,698

191,694 161,975

82,000 77,895

31,200 34,239

50,800 43,656

61,666 83,647

! 2,265,453 1,944,536

12 31 8,695,874 8,006,544
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2014 2013
120,468 112,585
15,888 10,922
214,654 195,554
257,333 204,069
166,447 111,588
68,147 82,003
22,739 10,478
374,876 377,183
1,257 1,561
116,113 86,601
206,309 250,918
1,590,711 1,483,910
562,034 538,117
956,572 894,856
72,105 50,937
717,978 755,572
307,966 329,861
410,012 425,711
404,136 366,889
37,400 37,255
16,625 19,845
20,775 17,410
40,589 41,783
! 1,562,132 1,282,148
12 31 5,659,844 5,206,950

2014

53/461
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A

B+ B

B-

1 EL
100
90
10 CRR
PD
10
EL
HSBC

CRR

CRR

CRR

CRR

HSBC

EL

CRR 0
CRR  0.170
CRR  4.915
CRR10 100
PD)
100

10
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0.169 EL
4.914 EL
99.999 EL

EL
LGD
90
EL
23
23

EL

EL

EL

EL10

0 0.999

1.000 19.999

20.000  99.999

100+
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1
2014 12 31
19,595 1,527 21,122
280,265 85,456 125 365,846
92,277 9,751 102,028
175,655 55,954 125 231,734
8,589 5,740 14,329
3,744 14,011 17,755
319,670 69,971 293 389,934
14,621 2,617 17,238
14,621 2,617 17,238
152,021 66,880 218,901
425,580 60,458 2,273 2 488,313
1,362,131 1,388,858 25,821 33,039 15,887 (10,520) 2,815,216
863,201 114,637 597 22,339 3,808 (1,969) 1,002,613
453,699 1,213,449 24,954 8,545 11,984 (8,447) 1,704,184
45,231 60,772 270 2,155 95 (104) 108,419
1,272,781 134,575 6 1,407,362
507,519 37,017 544,536
765,262 97,558 6 862,826
31,720 48,744 1,144 287 105 82,000
5,400 24,749 1,002 5 44 31,200
26,320 23,995 142 282 61 50,800
3,878,384 1,859,086 29,656 33,328 15,998 (10,520) 5,805,932
1 BBB+ BBB-
126,328
2
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oooooog
1
2013 12 31
14,515 1,829 2 16,346
230,974 48,032 754 279,760
95,145 13,994 35 109,174
124,035 25,3901 719 150,145
8,956 2,941 11,807
2,838 5,706 8,544
328,218 60,236 273 388,727
16,809 3,001 19,900
16,809 3,062 19,871
29 29
83,353 67,231 150,584
489,537 72,361 2,537 86 564,521
1,296,748 1,256,461 29,756 32,646 13,135 (9,501) 2,619,245
857,139 82,358 535 21,425 4,078 (2,163) 963,372
415,314 1,126,041 28,540 9,280 8,450 (7,100) 1,580,516
24,295 48,062 681 1,941 607 (229) 75,357
1,223,652 118,552 2,765 6 1,344,975
493,213 32,157 328 525,698
! 730,439 86,395 2,437 6 819,277
23,708 52,813 1,105 216 53 77,895
6,393 26,823 1,006 15 2 34,239
17,315 25,990 99 201 51 43,656
3,707,514 1,680,606 37,192 32,948 13,194 (9,501) 5,461,953
1 BBB+ BBB-
103,258
2
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1
2014 12 31
14,919 969 15,888
185,399 71,809 125 257,333
58,398 9,749 68,147
118,315 48,007 125 166,447
4,998 263 5,261
3,688 13,790 17,478
313,416 61,258 202 374,876
1,257 1,257
82,307 33,806 116,113
178,195 27,853 259 2 206,309
772,677 785,417 14,151 15,159 9,179 (5,872) 1,590,711
470,714 82,434 232 8,005 1,506 (857) 562,034
270,519 664,610 13,649 5,128 7,579 (4,912) 956,573
31,444 38,373 270 2,026 94 (103) 72,104
621,926 96,046 6 717,978
378,107 31,905 410,012
243,819 64,141 6 307,966
13,345 23,151 779 28 97 37,400
3,255 12,603 722 1 44 16,625
10,090 10,548 57 27 53 20,775
2,182,184 1,101,566 15,516 15,189 9,282 (5,872) 3,317,865
1 BBB+ BBB-
106,865
2
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1
2013 12 31
9,485 1,435 2 10,922
161,204 42,682 183 204,069
68,009 13,994 82,003
88,506 22,899 183 111,588
1,862 110 1,972
2,827 5,679 8,506
321,165 55,814 204 377,183
555 1,006 1,561
63,939 22,662 86,601
215,206 35,537 89 86 250,918
716,398 727,808 22,445 15,346 7,119 (5,206) 1,483,910
482,802 47,036 245 7,441 1,620 (1,027) 538,117
218,475 647,746 21,687 5,998 4,906 (3,956) 894,856
15,121 33,026 513 1,907 593 (223) 50,937
665,990 89,450 126 6 755,572
395,977 29,734 425,711
270,013 59,716 126 6 329,861
8,472 27,906 804 56 17 37,255
4,524 14,568 736 15 2 19,845
3,948 13,338 68 41 15 17,410
2,162,414 1,004,300 23,853 15,488 7,142 (5,206) 3,207,991
1 BBB+ BBB-
86,110
2
90

59/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

60/461

gooooog
30 60 )
29 59 89 180 180
2014 12 31
1 27,445 4,217 1,370 7 33,039
17,433 3,689 1,211 6 22,339
7,938 a47 159 1 8,545
2,074 81 2,155
2 2
131 30 26 42 58 287
27,578 4,247 1,39 49 58 33,328
2013 12 31
! 25,921 4,968 1,504 160 93 32,646
16,405 3,899 1,074 46 1 21,425
7,873 773 430 114 90 9,280
1,643 296 2 1,941
86 86
131 24 25 24 12 216
26,138 4,992 1,529 184 105 32,948
29 30-59 60-89 90-180 180
2014 12 31
1 12,314 2,201 553 1 15,159
5,701 1,849 455 8,005
4,668 361 08 1 5,128
1,945 81 2,026
2 2
16 5 7 28
12,332 2,296 560 1 15,189
2013 12 31
1 12,067 2,407 758 92 22 15,346
5,562 1,510 369 7,441
4,888 609 389 92 20 5,998
1,617 288 2 1,907
86 86
32 5 10 4 5 56
12,185 2,412 768 96 27 15,488
1
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¢
©)
2014 12 31
17
CRR CRR10
90

- EL EL10

- EL EL 90

- 90
()

©) ()
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LTV
LTV

60
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12 31

2014 2013

769,890 762,451

LTV 25 119,091 98,986
LTV 25 50 348,753 331,186
LTV 51 75 241,549 266,496
LTV 76 90 53,563 53,004
LTV 91 100 6,934 12,779
LTV 100  (A) 769 2,807
m 665

771,430 765,923

1,987 1,978

LTV 25 255 248
LTV 25 50 754 532
LTV 51 75 695 746
LTV 76 90 249 380
LTV 91 100 34 72
LTV 100  (B) 52 129
6 22

2,045 2,129

773,475 768,052

LTV
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Oooooodo
12 31
2014 2013
CRR/EL 341,709 324,558
125,131 109,827
204,177 196,301
» 12,401 18,430
CRR/EL 233 100
52 81
179 4
LTV 25 2
LTV 25 50 4
LTV 51 75 88
LTV 76 90 67
LTV 91 100 22
®) 2 15
s 1
CRR/EL 10 603 130
365
119 89
LTV 25 11 1
LTV 25 50 37 15
LTV 51 75 17 48
LTV 76 90 14 20
LTV 91 100 40 5
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© 119 41
342,545 324,788
CRR/EL 10
12 31
2014 2013
CRR/EL 2,617 2,006
1,842 1,432
432 395
LTV 25 123
LTV 25 50 100 168
LTV 51 75 2 37
LTV 76 90 68 63
LTV 91 100 262 4
) 343 179
CRR/EL 10 11,177 9,610
7,239 6,000
1,112 1,246
LTV 25 250 59
LTV 25 50 279 393
LTV 51 75 211 158
LTV 76 9 123 405
LTV 91 100 249 231
® 2,826 2,364
13,794 11,616
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CRR 10
12 31
2014 2013
CRR/EL
498,004 565,854
12,307 10,670
Q) 4,346
;
510,311 580,870
1SDA
1SDA CSA
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CSA
CSA
42
2014 2013 2014 2013

80 53 72 20

26 16 22 15

3 3

109 72 94 35

HSBC
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HSBC

HSBC
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Ogoooood
2014 2013
% %
35.2 36.5

35 90
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100

HSBC 100
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ooOooood
2014 2013 2014 2013 2014 2013
% % % % % %
79.9 77.8 120.2 122.1 114.2 116.3
80.2 83.1 122.1 131.9 116.3 127.3
77.8 77.1 116.7 115.7 113.2 110.8
79.6 79.8 118.4 121.2 114.3 115.5

HSBC

HSBC

HSBC
HSBC

MBS
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20
20
2.2CRR
12 31
2014 2013
1,330,759 1,238,471
73,940 80,726
67,916 67,874
1,472,615 1,387,071
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12
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2014 12 31
156,474 1 156,475
21,122 21,122
214,654 214,654
23,665 351,229 31,849 283 407,026
7,267 94,761 102,028
13,324 218,410 231,734
3,074 38,058 48 41,180
14,329 14,329
17,472 283 17,755
389,934 389,934
1,257 96,938 98,195
1,257 15,981 17,238
80,957 80,957
218,901 218,901
147 355,781 5,912 126,473 488,313
1,187 21,012 2,761,751 9,017 22,249 2,815,216
58,081 1,123,293 5,925 269,194 1,456,493
25,151 517,858 1,527 544,536
32,930 562,334 124 267,438 862,826
43,101 5,801 229 49,131
148 148
17,396 39,615 69,108 126,119
2,418 2,418
22,191 22,191
114,456 2,198 116,654
45,078 45,078
97,492 7,187 104,679
1,436 1,436
101,694 191,694
82,933 1,670,808 3,407,017 624,047 1,091,941 6,876,746
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2013 12 31

158,878 1 158,879

16,346 16,346

195,554 195,554

18,144 272,818 20,430 8 311,400

4,759 104,415 109,174

11,402 138,743 150,145

1,983 29,657 31,640

11,897 11,897

3 8,533 8 8,544

388,727 388,727

1,561 88,585 90,146

1,561 18,310 19,871

70,246 70,246

29 29

150,584 150,584

92 430,195 134,234 564,521

2,392 10,775 2,592,862 281 12,935 2,619,245

50,912 1,090,433 7,458 230,968 1,379,771

31,005 492,944 1,749 525,698

19,907 570,095 126 229,149 819,277

27,394 7,332 70 34,79

4,476 4,476

13,267 47,637 62,049 122,953

2,034 2,034

19,476 19,476

3 105,816 2,033 107,852

41,882 41,882

605 94,164 6,471 101,240

2,294 2,294

161,975 161,975

71,448 1,548,432 3,303,038 539,600 976,837 6,439,355
1SDA CSA 2014

12 31 467

2013 364 641 2013 530
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2010 12
LCR NSFR
2011 2015
2018
2013
75 40
100 30
2014 2015

2014 2014 10
2014

HSBC

VaR

771461
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VaR

VaR
VaR VaR

VaR VaR
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VaR

VaR HSBC

VaR

oOoOooodn

VaR

VaR



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

ooooooo
VaR
Libor
VaR

VaR RNIV

RNIV VaR

Libor-0IS
RNIV
2014

2.9

RNIV 11.7

VaR

VaR
VaR RNIV RNIV
VaR RNIV VaR
VaR RNIV VaR RNIV
VaR
VaR
VaR
VaR

VaR
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2014
2014
2014
VaR 2014 12 31
VaR 2013 12 31
VaR VaR
VaR
VaRr 99
750
200 -

wRAT Ly -
e

-100

=150
NIFEIZA 4R ANEEZR 0N4EIR 20145E4A 20M4EESA 004EGE 2NMETA MN4ERR 201498 2014108 AN4ENA 204128

81/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

ooooooo
VaR
1
99
2
2014 12 31
37 151 28 27 (55) 190
43 124 18 23 138
72 174 34 40 199
2013 12 31
33 79 18 28 (54) 107
39 91 22 27 107
88 120 42 49 189

VaR VaRr
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10
2014 12 31
158,785 198,584
2013 12 31
135,713 172,594
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HSBC
HSBC

HSBC

HSBC HSBC
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HSBC

HSBC

HSBC

93
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1
2014 12 31
47,048 49,343 546 96,937
173 3 2 200
212,417 20,353 232,770
35,801 1,433 821 38,145
295,529 50,779 21,744 368,052
4,341 1,454 5,795
pviF? 32,389 32,389
6,053 5 2,695 8,753
305,923 52,238 56,828 414,989
29,239 7,426 36,665
265,743 44,439 310,182
225 6,021 6,246
3,571 3,571
295,207 51,865 9,592 356,664
58,325 58,325
295,207 51,865 67,917 414,989
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1 2 3
2013 12 31
43,980 44,061 515 88,556
11 2 41 54
188,480 17,042 205,522
30,825 1,527 1,929 34,281
263,296 45,590 19,527 328,413
2,924 1,700 4,624
pvIF? 28,916 28,916
6,462 5 1,934 8,401
272,682 47,295 50,377 370,354
29,159 7,527 36,686
236,911 39,269 276,180
93 4,906 4,999
2,886 2,886
266,163 46,796 7,792 320,751
49,603 49,603
266,163 46,796 57,395 370,354

B W N e
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32
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oooooog
2014 12 31
2014 12 31
15,424 1 546 15,981
31,624 49,332 80,956
47,048 49,343 546 96,937
163,289 19,336 182,625
49,127 793 49,920
1 224 225
49,128 1,017 50,145
173 3 24 200
35,801 1,433 821 38,145
295,529 50,779 21,744 368,052
2013 12 31
17,782 13 515 18,310
26,198 44,048 70,246
43,980 44,061 515 88,556
162,858 16,608 179,466
25,622 365 25,987
69 69
25,622 434 26,056
1 2 41 54
30,825 1,527 1,929 34,281
263,296 45,590 19,527 328,413
2014
13.8 2013 13.9 2014 12 31 67.5 2013
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68.1 22.1 2013 21.4
2014 12 31 2013 12 31
+100 1,463 (3,221) 1,179 (1,308)
-100 (1.720) 3.973 (1,343) 1,263
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10
2014 12 31 2013 12 31
1,173 1,173 948 948
(938) (938) (780) (780)
88.4
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2014 12 31 2013 12 31

14,123 1,301 15,424 15,806 1,976 17,782
14,123 1,301 15,424 15,806 1,976 17,782
187,906 24,510 212,416 165,971 22,509 188,480
187,906 24,510 212,416 165,971 22,509 188,480
499 47 546 448 67 515

499 47 546 448 67 515
18,718 1,411 20,129 15,472 1,501 16,973
18,718 1,411 20,129 15,472 1,501 16,973
14,622 1,348 15,970 16,254 2,043 18,297
14,622 1,348 15,970 16,254 2,043 18,297
206,624 25,921 232,545 181,443 24,010 205,453
206,624 25,921 232,545 181,443 24,010 205,453
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0000000
2014 12 31
4,128 54 4,182
3 1,438 1,441
4,131 1,492 5,623
28 35 109 172
2013 12 31
2,834 2 2,836
3 1,692 1,695
2,837 1,694 4,531
45 7 41 93
2014 12 31 1,441 2013 1,695
2014 12 31
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15 15
2014 12 31
24,109 91,832 223,103 242,465 581,509
2,479 11,095 51,560 100,679 165,813
26,588 102,927 274,663 343,144 747,322
2013 12 31
28,328 84,543 197,109 226,343 536,323
2,196 8,078 45,963 89,836 146,073
30,524 92,621 243,072 316,179 682,396
2014 12 31
34 156 190
10
1 29,205 7,270 36,475
29,239 7,426 36,665
2013 12 31
45 119 164
10
1 29,114 7,408 36,522
29,159 7,527 36,686
1
PVIF
2014 12 31 PVIF 32,389

2013 28,916

PVIF
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PVIF
2014 12 31
100
100
PVIF
PVIF
2014 12 31
2014

10 (2949)
10 301
10 (319)
10 370
10 (303)
10 299
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ooOooooo
PVIF
PVIF
2014 2013
1,357 1,392
(813) (1,515)
2013
(294) (291) (291)
301 299 299
(319) (330) (330)
370 384 384
(303) (298) (298)
299 289 289
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2013

2013

2013

7,744

465

13

2013
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2014 2013
95,109 87,365
4,977,727 4,512,319
% %
1.79 1.81
0.12 0.13
1.91 1.94
1.30 1.34
2.16 2.13
1.93 2.06
10
1.91
GPB



2014

2014
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oooooog
2014 2013
7,697 7,344
7,082 7,146
6,531 5,672
4,968 4,986
4,193 4,114
3,508 3,364
2,997 3,176
2,925 2,782
1,949 1,908
1,400 1,401
7,412 8,294
50,662 50,187
(6,040) (6,341)
44,622 43,846
2014 2013
13,674 15,104
®) @n
5,168 3,859
1,384 974
(3.,323)
20,220 16,577
2014 2013
34,070
4,608 470
2,219) (28)
2,389 442

2,103
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2014 2013
8,454
(297)
(251)
(251) 8,157
3,581 4,735
670 1,389
61 299
104 758
422 312
3,915 3,925
8,753 11,418
2014 2013
9,439 8,702
2,083 1,864
(512) (349)
4,159 2,426
57,307 53,663
3,581 4,735
173 1,052
76,230 72,093
(60,182) (56,592)
16,048 15,501
2013 2,426 4,159
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1,000

2013

2014
2013

1,154

2013

HSBC

2014

4,202
(1,420)
(156)
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oOoOooodn

2013

2,433
(1,426)
(198)

2,626
2,272
27

809
2,602

121

4,925

3,532

CMB GB&M
RBWM

2013

2014

38,894
28,278

4,107

1,671

2013

2013

36,938
26,127

3,988

1,675

72,950

68,728

67

2014
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Ooooood
% %
42.1 33.9
1,956 2014 2013 11
IT
2013 RBWM
2014 2,151
12 31

2014 2013
21,153 20,189
8,215 7,945
29,368 28,134
1,682 1,654
9,106 8,711
4,665 4,694
4,737 4,961
5,496 5,773
3,077 3,048
2,320 2,249
1,410 1,404
6,433 6,393
38,926 38,887
68,294 67,021
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ooooogd
2014 2013
8,862 8,479
8,696 8,158
1,454 (936)
19,012 15,701
2014 17.1 2013 10.8 2013
2014 2013
% %
156,475 2.3 158,879 2.5
218,901 3.3 150,584 2.4
488,313 7.3 564,521 9.0
2,815,216 42.3 2,619,245 42.0
1,456,493 21.9 1,379,771 22.1
1 1,526,694 22.9 1,370,801 22.0
6,662,002 100.0 6,243,801 100.0
1
157 10
88
23 19
40 46
86

62
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ooooooo

2014 2013
919,343 862,138
2,379,651 2,246,618
1,180,998 1,144,942
4,479,992 4,253,698
2,173,472 2,067,700
844,537 769,399
1,461,983 1,416,599
4,479,992 4,253,698

2014 2013
% %
62.8 61.6

226
2014 12 31 62.8
86 16 608
Tier
2014 12 31 14,250 0.37
41
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2014 12 31
45,078 2013 12 31 41,882
23
2014 12 31 104,679
2013 12 31 101,240
2014 12 31 150,876 2013 12 31

148,939
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)
2015 21
) () )
— 38,420,982,901 —
— 1,050,000,000 —
— 3,253,000,000 —
— 400,000,000 —
2015 21
)
38,420,982,901
1,050,000,000
3,253,000,000
400,000,000
43,123,982,901 — —
)
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oOoOooodn
)

) )
2011 24 1,366,560,000 10,364,147,294 3,416,400,000.00 25,910,368,235.00
2011 12 21 1,712,000,000 12,076,147,294| 4,280,000,000.00( 30,190,368,235.00
2012 29 780,000,000 12,856,147,294 1,950,000,000.00| 32,140,368,235.00
2012 5,305,575,607 18,161,722,901| 13,263,939,017.50( 45,404,307,252.50
2012 16 775,760,000 18,937,482,901 1,939,400,000.00| 47,343,707,252.50
2012 11 26 4,650,000,000 23,587,482,901| 11,625,000,000.00( 58,968,707,252.50
2013 10 31 7,750,000,000 31,337,482,901| 19,375,000,000.00| 78,343,707,252.50
2013 12 19 2,790,000,000 34,127,482,901 6,975,000,000.00| 85,318,707,252.50
2014 26 4,293,500,000 38,420,982,901| 10,733,750,000.00( 96,052,457,252.50

2.50

() ()
2011 12 21 (550,000,000) 3,200,500,000 (550,000,000.00)| 3,200,500,000.00
2012 29 (250,000,000) 2,950,500,000 (250,000,000.00)| 2,950,500,000.00
2012 11 26 (1,500,000,000) 1,450,500,000| (1,500,000,000.00)| 1,450,500,000.00
2013 12 19 (400,500,000) 1,050,000,000 (400,500,000.00)| 1,050,000,000.00

() ()
2013 28 (900,000,000) 5,753,000,000 (900,000,000.00) 5,753,000,000.00
2013 26 (900,000,000) 4,853,000,000 (900, 000,000.00) 4,853,000,000.00
2013 21 (900,000,000) 3,953,000,000 (900,000,000.00) 3,953,000,000.00
2014 26 (700,000,000) 3,253,000,000 (700,000,000.00) 3,253,000,000.00
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2014 26 HBAP
Tier 1,385 10,733.75
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(
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oOoOooodn

() ()
2013 20 (1,045,000,000) 1,085,000,000| (1,045,000,000.00)| 1,085,000,000.00
2014 26 (685,000,000) 400,000,000 (685,000,000.00)|  400,000,000.00
2014 26 HBAP
Tier 1,385 10,733.75
)
)
2015 21
)
38,420,982,897 89.09
1,050,000,000 2.43
E14 5HQ
3,253,000,000 7.54
400,000,000 0.93
2014

86,428
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HSBC 30
HSBC

1980
HSBC

2006 22
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ooooodn

65

2004 10

2013

12

17
2013 15

2004

2013 12

58

2006 12
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ooooodn

63

2005

2005 HSBC

2010

66

2012 11 26
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ooooodn

1997 11 25

63

2010 10

58

2012 21

62

2014 22

47

1992 26

50
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ooooodn
2012
53
2014 12
58
1996 11 26
62
2003
62
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60

2012

66

2013

117/461



(

EDINETOOOO

O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
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61

2013 10

)
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CG-1
2014 2013
HSBC Comply or Explain

10

HSBC

13
HSBC

HSBC
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HSBC
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HKMA

2015 16

HKMA CG-5
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HSBC

2014 12 31
2013

PwC 2015

HSBC

23
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2015 12 31
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HSBC

HSBC

CG-5

HSBC
PwC

PwC 2015 12
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)
55 12 65 3
85 5 77 2
140 17 142 5
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2014 12 31
( 38 59 ) 131
2015

23

( 32 12 )

193
b.
2015 12 UFJ

15.50
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ooooOoog
12 31
2014 2013
4a 126,782 1,965,121 117,039 1,814,105
4b (31,673) (490,932) (29,674) (459,947)
95,109 1,474,190 87,365 1,354,158
50,662 785,261 50,187 777,899
(6,040) (93,620) (6,341) (98,286)
4c 44,622 691,641 43,846 679,613
4d 20,220 313,410 16,577 256,944
4e
4,048 62,744 2,475 38,363
4f 2,389 37,030 442 6,851
4q9 1,374 21,297 1,175 18,213
5b 57,307 888,259 53,663 831,777
4h (51) (3.891) 8,157 126,434
34,070 528,085
4i 8,753 135,672 11,418 176,979
233,571 3,620,351 259,188 4,017,414
5c
(60,182) (932,821) (56,592) (877,176)
173,389 2,687,530 202,596 3,140,238
4j (4,925) (76,338) (3,532) (54,746)
168,464 2,611,192 199,064 3,085,492
6a (38,894) (602,857) (36,938) (572,539)
4k (28,278) (438,309) (26,127) (404,969)
24 (4,107) (63,659) (3,988) (61,814)
23c (1,671) (25,901) (1,675) (25,963)
(72,950) (1,130,725) (68,728) (1,065,284)
95,514 1,480,467 130,336 2,020,208
15,675 242,963 14,420 223,510
111,189 1,723,430 144,756 2,243,718
7 (19,012) (294,686) (15,701) (243,366)
92,177 1,428,744 129,055 2,000,353
86,428 1,339,634 119,009 1,844,640

127/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

5,749 89,110 10,046 155,713
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Ooooood
12 31
2014 2013

92,177 1,428,744 129,055 2,000,353

24,365 377,658 (6,456) (100,068)

(4,632) (71,796) (34,643) (536,967)
2,140 33,170 — —
(311) (4,821) 2,179 33,775
(1,378) (21,359) 1,097 17,004
3,870 59,985 5,778 89,559

(4,429) (68,650) (5,789) (89,730)

189 2,930 (6) (93)

326 5,053 (698) (10,819)

(8,033) (124,512) (5,981) (92,706)
4,510 69,905 5,687 88,149

(731) (11,331) (949) (14,710)
(704) (10,912) 2,281 35,356

41 636 (374) (5,797)

15,223 235,957 (37,874) (587,047)
107,400 1,664,700 91,181 1,413,306
94,181 1,459,806 81,689 1,266,180
13,219 204,895 9,492 147,126
107,400 1,664,700 91,181 1,413,306
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ooOooood
12 31
2014 2013
10 156,475 2,425,363 158,879 2,462,625
21,122 327,391 16,346 253,363
11 214,654 3,327,137 195,554 3,031,087
12 407,026 6,308,903 311,400 4,826,700
13 389,934 6,043,977 388,727 6,025,269
14 98,195 1,522,023 90,146 1,397,263
15 218,901 3,392,966 150,584 2,334,052
488,313 7,568,852 564,521 8,750,076
16 2,815,216 43,635,848 2,619,245 40,598,298
19 1,456,493 22,575,642 1,379,771 21,386,451
191,694 2,971,257 161,975 2,510,613
22 116,654 1,808,137 107,852 1,671,706
23 45,078 698,709 41,882 649,171
24 104,679 1,622,525 101,240 1,569,220
7 1,436 22,258 2,294 35,557
26 150,876 2,338,578 148,939 2,308,555
6,876,746 106,589,563 6,439,355 99,810,003
11 214,654 3,327,137 195,554 3,031,087
31,331 485,631 34,240 530,720
15 28,379 439,875 6,312 97,836
226,713 3,514,052 231,358 3,586,049
27 4,479,992 69,439,876 4,253,698 65,932,319
28 215,812 3,345,086 195,032 3,022,996
13 367,128 5,690,484 365,052 5,658,306
29 48,834 756,927 41,715 646,583
30 45,297 702,104 52,334 811,177
6¢ 5,606 86,893 4,856 75,268
135,814 2,105,117 91,797 1,422,854
31 87,731 1,359,831 88,809 1,376,540
32 310,182 4,807,821 276,180 4,280,790
7 2,927 45,369 3,722 57,691
7 18,586 288,083 16,051 248,791
34 12,832 198,896 13,107 203,159
35 36,582 567,021 47,314 733,367
6,268,400 97,160,200 5,917,131 91,715,531
36 96,052 1,488,806 85,319 1,322,445
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37
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ooOooood
14,737 228,424 — —
107,985 1,673,768 89,564 1,388,242
324,811 5,034,571 290,926 4,509,353
14,250 220,875 15,000 232,500
557,835 8,646,443 480,809 7,452,540
50,511 782,921 41,415 641,933
608,346 9,429,363 522,224 8,094,472
6,876,746 106,589,563 ,439,355 99,810,003
A
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12
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OooooOodd
2014 12 31
1 2 3 4 5

85,319 — 305,926 46,336 3,280 197 9,619 30,132 480,809 41,415 522,224

— — 86,428 — — — — — 86,428 5,749 92,177

— — (930) 3,540 13,255 (363) (7,747) @ 7,753 7,470 15,223

— — — — 12,932 — — — 12,932 7,252 20,184
- — — — — (363) — — (363) Q] @70)

— — (220) 3,540 — — — — 3,320 459 3,779
— — (715) — — — — — (715) 52 (663)

— — 5 — 323 — — (63} 326 — 326

— — - — — — (7.747) — (7.747) (286) (8,033)

— — 85,498 3,540 13,255 (363) (7,747) @ 94,181 13,219 107,400

10,733 — — — — — — — 10,733 — 10,733

— 14,737 — — — — — — 14,737 — 14,737

6

— — (42,750) — — — — — (42,750) (3,981) (46,731)

— — 41) — — — — 261 120 5 125
— — 6 — [6)) — — — 5 @4 @42)

8 — — (9,478) (1,395) 3 — — 10,870 — — —
31 96,052 14,737 339,061 48,481 16,537 (166) 1,872 41,261 557,835 50,511 608,346
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ooooodd
2014 12 31
1 2 3 4 5

1,322,445 — 4,741,853 718,208 50,840 3,054 149,005 467,046 7,452,540 641,933 8,004,472
— — 1,339,634 — — — — — 1,339,634 89,110 1,428,744

— — (14,415) 54,870 205,453 (5,627) (120,079) @D 120,172 115,785 235,957

_ _ _ _ 200,446 — — — 200,446 112,406 312,852

_ _ _ — — (5,627) — — (5,627) (209) (5,735)

— — (3,410) 54,870 — — — — 51,460 7,115 58,575

— — (11,083) — — — — — (11,083) 806 (10,277)

— — 78 — 5,007 — — [€1)) 5,053 — 5,053

— — — — — — (120,079) — (120,079) (4,433) (124,512)

— — 1,325,219 54,870 205,453 (5,627) (120,079) [€)) 1,459,806 204,895 1,664,700
166,362 — — — — — — — 166,362 — 166,362
— 228,424 — — — — — — 228,424 — 228,424
— — (662,625) — — — — — (662,625) (61,706) (724,331)

— — (2,186) — — — — 4,046 1,860 78 1,938
— — 93 — (16) — — — 78 (2,279) (2,201)

8 — — (146,909) (21,623) 47 — — 168,485 — — —

31

1,488,806 228,424 5,255,446 751,456 256,324 (2,573) 29,016 639,546 8,646,443 782,921 9,429,363
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Ogoooood
2013 12 31
1 2 3 4 5
58,969 244,640 43,451 40,580 210 15,193 34,356 437,399 35,679 473,078
— 119,009 — — — — — 119,009 10,046 129,055
— 1,451 4,272 (37,293) (13) (5,574) (163) (37,320) (554) (37,874)
— — — (36,744) — — — (36,744) (1,079) (37,823)
— — — — (13) — — (13) (O] an
— (202) 4,272 — — — — 4,070 668 4,738
— 1,661 — — — — — 1,661 246 1,907
— ©) — (526) — — (163) (698) — (698)
— 1 — (23) — (5,574) — (5,596) (385) (5,981)
— 120,460 4,272 (37,293) (13) (5,574) (163) 81,689 9,492 91,181
26,350 — — — — — — 26,350 — 26,350
— (47,000) — - — — - (47,000) (3,836) (50,836)
— (355) — — — — 240 (115) 11 (104)
— 7 — ) — — (17,514) (17,514) 69 (17,445)
7
8 — (11,826) (1,387) — — — 13,213 — —
12 31 85,319 305,926 46,336 3,280 197 9,619 30,132 480,809 41,415 522,224
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ooooodd
2013 12 31
1 2 3 4 5
914,020 3,791,920 673,491 628,990 3,255 235,492 532,518 6,779,685 553,025 7,332,709
— 1,844,640 — — — — — 1,844,640 155,713 2,000,353
— 22,491 66,216 (578,042) (202) (86,397) (2,527) (578,460) (8,587) (587,047)
— — — (569,532) — — — (569,532) (16,725) (586,257)
— — — — (202) — — (202) (62) (264)
— (3,131) 66,216 — — — — 63,085 10,354 73,439
— 25,746 — — — — — 25,746 3,813 29,559
— (140) — (8,153) — — (2,527) (10,819) — (10,819)
— 16 — (357) — (86,397) — (86,738) (5,968) (92,706)
— 1,867,130 66,216 (578,042) (202) (86,397) (2,527) 1,266,180 147,126 1,413,306
408,425 — — — — — — 408,425 — 408,425
— (728,500) — — — — — (728,500) (59,458) (787,958)
— (5,503) — — — — 3,720 (1,783) 171 (1,612)
— 109 — (109) — — (271,467) (271,467) 1,070 (270,398)
7
8 — (183,303) (21,499) — — — 204,802 — — —
12 31 1,322,445 4,741,853 718,208 50,840 3,054 149,095 467,046 7,452,540 641,933 8,094,472
1
2
3
4
5
6 2014 tier
7 2013 11
8
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ooooooo
12 31
2014 2013
40 61,780 957,590 158,886 2,462,733
14,891 230,811 13,222 204,941
1,466 22,723 1,087 16,849
4,765 73,858 4,468 69,254
(17,546) (271,963) (16,182) (250,821)
65,356 1,013,018 161,481 2,502,956
(403,722) (6,257,691) (350,187) (5,427,899)
385,353 5,972,972 267,382 4,144,421
(2,869) (44,392) (8,419) (130,495)
180 2,790 1,003 15,547
(1,546) (23,963) (1,502) (23,281)
41c
_ — (1,792) (27,776)
41d
2,882 44,671 (2,670) (41,385)
— — 2,840 44,020
(19,717) (305,614) (93,345) (1,446,848)
45,639 707,405 68,136 1,056,108
10,733 166,362 26,350 408,425
14,737 228,424 — —
12,409 192,340 — _
(10,733) (166,362) (36,042) (558,651)
(6,010) (93,155) (338) (5,239)
9 (42,750) (662,625) (47,000) (728,500)
(3,981) (61,706) (3,836) (59,458)
(1,108) (17,174) (2,294) (35,557)
(1,056) (16,368) (829) (12,850)
(27,759) (430,265) (63,989) (991,830)
41a 17,880 277,140 4,147 64,279
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ooOooood
12 31
2014 2013
10 120,468 1,867,254 112,585 1,745,068
15,888 246,264 10,922 169,291
11 214,654 3,327,137 195,554 3,031,087
12 298,365 4,624,658 235,599 3,651,785
13 374,876 5,810,578 377,183 5,846,337
14 1,257 19,484 1,561 24,196
15 116,113 1,799,752 86,601 1,342,316
206,309 3,197,790 250,918 3,889,229
16 1,590,711 24,656,021 1,483,910 23,000,605
19 721,983 11,190,737 758,583 11,758,037
404,136 6,264,108 366,889 5,686,780
21 70,849 1,098,160 63,272 980,716
22 39,830 617,365 40,410 626,355
23 4,307 66,759 4,530 70,215
24 76,884 1,191,702 80,144 1,242,232
7 664 10,292 999 15,485
26 94,617 1,466,564 98,400 1,525,200
4,351,911 67,454,621 4,168,060 64,604,930
11 214,654 3,327,137 195,554 3,031,087
22,512 348,936 24,774 383,997
15 21,033 326,012 5,951 92,241
174,385 2,702,968 192,025 2,976,388
27 2,814,510 43,624,905 2,723,322 42,211,491
28 98,549 1,527,510 82,623 1,280,657
13 353,645 5,481,498 354,695 5,497,773
29 9,180 142,290 4,759 73,765
30 32,089 497,380 30,062 465,961
6 3,663 56,777 2,689 41,680
187,935 2,912,993 156,144 2,420,232
31 47,777 740,544 51,265 794,608
7 1,840 28,520 2,029 31,450
7 6,435 99,743 6,503 100,797
34 9,337 144,724 9,346 144,863
35 36,474 565,347 47,205 731,678
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4,034,018 62,527,279 3,888,946 60,278,663
36 96,052 1,488,806 85,319 1,322,445
37 14,737 228,424 — —
7,253 112,422 10,337 160,224
185,601 2,876,816 168,458 2,611,099
9 14,250 220,875 15,000 232,500
317,893 4,927,342 279,114 4,326,267
4,351,911 67,454,621 4,168,060 64,604,930
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2014 12 31
1 2 3 4 5

85,319 — 183,458 28,256 4,562 188 (7.127) (15.542) 279,114

- — 59,480 — - — - - 59,480
— — (946) 3,269 (1.987) (294) (1,698) - (1.656)
— - - - (,987) — — — (1,987)
— — — — — (294) — — (294)

— — (121) 3,269 — — — — 3,148

- - (825) - - - - - (825)

— - - — - — (1,698) - (1,698)

— — 58,534 3,269 (1,987) (294) (1,698) — 57,824

10,733 — — — — — — — 10,733

. — 14,737 — — - — — — 14,737
— — (42,750) — — — — — (42,750)

— — 123) — — — — 218 95

— — 5 (1,865) — — — — (.860)

— — 727 27 — — — — _

12 31 96,052 14,737 199,851 28,933 2,575 (106) (8.825) (15,324) 317,893
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2014 12 31
1 2 3 4 5
1,322,445 — 2,843,599 437,968 70,711 2,914 (110,469) (240,901) 4,326,267
— — 921,940 — — — — — 921,940
- - (14,663) 50,670 (30,799) (4,557) (26,319) — (25,668)
— — — — (30,799) — — — (30,799)
— — — — — (4,557) — — (4,557)
— — (1,876) 50,670 — — — — 48,794
— — (12,788) — — — — — (12,788)
— — — — — — (26,319) — (26,319)
- - 907,277 50,670 (30,799) (4,557) (26.319) — 896,272
166,362 — — — — — — — 166,362
— 228,424 — — — — — — 228,424
— — (662,625) — — — — — (662,625)
— — (1,907) — — — — 3,379 1,473
— — 78 (28.908) — — — — (28,830)
— — 11,269 (11,269) — — — — —
1,488,806 228,424 3,007,691 448,462 39,913 (1,643) (136,788) (237,522) 4,927,342
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2013 12 31
1 2 3 4 5
58,969 120,374 26,876 36,118 220 (2,784) 1,789 241,562
— 108,678 — — — — — 108,678
— 972 2,061 (31,542) 32) (4,343) (32,884)
— — — (31,520) — — — (31,520)
— — — — (32) — — (32)
— (116) 2,061 — — — — 1,945
— 1,088 — — — — — 1,088
— — — 22) — (4,343) — (4,365)
— 109,650 2,061 (31,542) 32) (4,343) — 75,794
26,350 — — — — — — 26,350
— (47,000) — — — — — (47,000)
— 267) — — — — 183 (84)
7 — 20 — (14) — — (17,514) (17,508)
— 681 (681) — — — — —
12 31 85,319 183,458 28,256 4,562 188 (7.,127) (15,542) 279,114
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2013 12 31
1 2 3 4 5
914,020 1,865,797 416,578 559,829 3,410 (43,152) 27,730 3,744,211
— 1,684,509 — — — — — 1,684,509
— 15,066 31,946 (488,901) (496) (67,317) — (509,702)
— — — (488,560) — — — (488,560)
— — — — (496) — — (496)
— (1,798) 31,946 — — — — 30,148
— 16,864 — — — — — 16,864
— — — (341) — (67,317) — (67,658)
— 1,699,575 31,946 (488,901) (496) (67.317) — 1,174,807
408,425 — — — — — — 408,425
— (728,500) — — — — — (728,500)
— (4,139) — — — — 2,837 (1,302)
7 — 310 — 17) — — (271,467) (271,374)
— 10,556 (10,556) — — _ _ _
12 31 1,322,445 2,843,599 437,968 70,711 2,914 (110, 469) (240,901) 4,326,267
1
2
3
4.
5
6 2014 Tier
7 2013 11
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a
HKFRS HKICPA
HKAS
HKFRS
32 622
11 76 87
2014 12 31
2014 HKAS 32
HKAS 32
2014
2014 2014
b
HKFRS
HKFRS 23 66
HKAS 67 75

2012 10 EDTF
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C
2013
2014
2013 12 31
1,132,719 (1,132,719) —
158,879
— 158,879
- — 150,584 150,584
216,970
(216,970) —
— 564,521 564,521
88,207 (88,207) —
2,669,238 (49,993) 2,619,245
765,866 613,905 1,379,771
- — 6,312 6,312
236,616 (5,258) 231,358
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4,254,752 (1,054) 4,253,698

2014 12 31

2014 12 31

2014 12 31 2014 12 31
HKICPA
HKICPA
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HKAS 39
FVOCI
HKFRS
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HKAS 39
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ECL 12
ECL
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HKAS 39
HKAS 39
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2018

2014 12 31

29

2012 HKFRS

2014

O]
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) 49
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BoCom 2013 32

22 BoCom 22

PVIF

149/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

PVIF
23(b) PVIF

@

150/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

€))

(ad)

151/461



90

EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

152/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

153/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

12

154/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

155/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

156/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

157/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

ABS

158/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

45
HKFRS

159/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

()
)

160/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

80 125

161/461



(

)

HKAS 36

CGU

HKAS 39

EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

HKAS 36

51

CGU

CGU

162/461



(

)

CGU

EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

CGU
CGU
CGU

CGU CGU

&)

163/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

(D

50

50

20

164/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

165/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

166/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

167/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

DPF

DPF PVIF

PVIF
PVIF
PVIF

168/461



aa

ab

EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

169/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

ac

ad

HFS HFS

HKFRS

HFS HKFRS

170/461



©)

©)

EDINETOOOO

O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

©)

215

©)

171/461

OooooOodd
2014 2013
15,802 6,539
13,812 19,946
106,820 98,969
136,434 125,454
(9,617) (8,352)
(35) (63)
126,782 117,039
2013 128
2014 2013
505 525
976 1,591
34,641 32,068
36,122 34,184
(4,449) (4,493)
an
31,673 29,674
2014 2013
15,273 15,596
(1,821) (1,833)
13,452 13,763
8,626 8,607
(944) (981)
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OOoOooOodnd
7,682 7,626
2014 2013
13,674 15,104
10,761 15,317
887 217
1,513 (1,462)
513 1,032
®) @ND
408 (1,977)
(419) 1,938
5 2
5,168 3,859
9,617 8,352
(4,449) (4,493)
1,384 974
1,359 815
25 159
(3,323)
20,220 16,577
2014 2013
5,025 3,589
(807) (1,050)
4,218 2,539
/
(205) (110)
35 63
an
4,048 2,475
2014
2013 18
2014 2013
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4,608 470
(2.219) (28)
2,389 442
2,103
2013
2014 2013
1,204 1,008
170 167

1,374 1,175
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2014 2013
8,454
(297)

(251)

(251) 8,157

2014 2013
3,581 4,735
670 1,389
61 299
104 758
422 312
3,915 3,925
8,753 11,418

197 2013 388

2013
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2014 2013

4,202 2,433
(1,420) (1,426)
(156) (198)
2,626 809
2,272 2,602
27 121
4,925 3,532
2013

2013

2014 2013
3,546 3,428
18 18
4,143 3,953
7,707 7,399
3,983 3,565
16,588 15,163
28,278 26,127
24
2013
3,553 2013 3,404
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30 2013
2014 2013
9,439 8,702
2,083 1,864
(512) (349)
4,159 2,426
57,307 53,663
3,581 4,735
173 1,052
76,230 72,093
(60,182) (56,592)
16,048 15,501
50,882 8,271 59,153
(1,831) (15) (1,846)
49,051 8,256 57,307
43,376 12,088 55,464
(1,783) (18) (1,801)
41,593 12,070 53,663
53,104 8,339 61,443
23,761 2,921 26,682
29,343 5,418 34,761
(1,611) 350 (1,261)
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(204) (644) (848)
(1,407) 994 (413)
51,493 8,689 60,182

2013

46,731 10,530 57,261
20,370 4,898 25,268
26,361 5,632 31,993
(1,683) 1,014 (669)

(201) (3,267) (3,468)
(1,482) 4,281 2,799
45,048 11,544 56,592
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2014 2013
35,476 33,761
1,046 970
1,350 1,115
1,022 1,092
38,894 36,938
622 11 78
2013 71
92 2013 62
2014 2013
903 1,023
120 74
O) (10)
5 5
1,022 1,092
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2013
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2,207

35

85 2013

13
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/
2014 2013 2014 2013
(6,937) (9,218) (4,276) (5.,573)
(704) 2,281 (907) 1,297
(7.,641) (6,937) (5.183) (4,276)
2,372
619 2013 605
2013 14
1999
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2014 1 1 14,505 (19,207) @ (4,703)
(903) (903)
6 6
(897) (897)
/ 345 (465) (120)
319 (1,023) (704)
319 319
(16) (16)
(634) (634)
@73) @373)
(€1)) 68 37
835 835

2 @
(1,105) 1,170 65
2014 12 31 14,870 (20,356) (6)) (5.,487)
(5.606)
119

(20,115)

®

(231)
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14,576 (21,239) () (6,664)
(1,023) (1,023)
12 12
(1,011) (1,011)
135 (209) (74)
276 2,005 2,281
276 276
30 30
2,092 2,092
117) 117)
32 36 68
598 598
2 @)
(1,114) 1,213 99
14,505 (19,207) (€H) (4,703)
(4,856)
153
(18,954)
®)
(248)
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2014 1 1 9,210 (11,828) @D (2,619)
(587) (587)
/ £a5 (308) 3
313 (1,220) (907)
313 313
® ®
(750) (750)
(462) (462)
254 (231) 23
510 510
1 (€))
(584) 632 48
2014 12 31 9,939 13,543 [6)) (3.605)
(3.663)
58
(13,479)
©)

(60)
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9,329 (13,015) (€h) (3.,687)
(647) (647)
10 10
(637) (637)
100 (149) (49)
86 1,211 1,297
86 86
€)) (€))
1,410 1,410
(198) (198)
40 (6) 34
353 353
(698) 768 70
9,210 (11,828) [€H) (2,619)
(2,689)
70

(11,762)

®)

(61)

744
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2015 2016 2017 2018 2019 2020-2024
596 712 807 865 987 5,133
2014 2013
14,870 14,870 257 14,505 14,505 156
5,251 5,251 81 4,750 4,750 109
8,328 8,328 8,573 8,573
1 1 @ (€h)
1,290 1,290 176 1,183 1,183 47
2014 2013
9,939 9,939 196 9,210 9,210 62
3,464 3,464 20 2,369 2,369 54
6,069 6,069 6,279 6,279
406 406 176 562 562 8
2013 12 31
8,428
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527
2014 2015
20
11,534 2013 10,284
2014 2013
p.a.
1.75 2.15
4.0 4.0
HKLT2011 HKLT2011
Hong Kong Life Tables 2011
AA
2014 2013

(234) (195)

242 201

/2013 1) (8)
/2013 11 8
227 207

(221) (202)

/2013 10 14

/2013 10) 14)
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7
. 2013
16.5
2014
()]
2014 2013
9,039 8,643
Q) (164)
8,542 8,964
154 (806)
17,558 16,637
1,462 (1,385)
19 @
@ 450
1,454 (936)
19,012 15,701
b
()
2014
154 852 669 (743) 1,362 2,294
(49) (245) ) 490 142) 46
/ 1 6 (432) 4 1)) (508)
(26) (370) (396)
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106 613 229 (275) 763 1,436
109 1,093 894 (800) 1,333 2,629
35 (324) (284) 142 (50) (481)
10 83 59 3 (298) (143)
(88) 377 289
154 852 669 (743) 1,362 2,294
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2014
36 357 487 (686) 805 999
32) (64) G317 480 13 80

/

) 9 (148) 2 9D (234)
(16) (165) (181)
12 31 @ 302 22 (220) 562 664

2013
5 380 586 (730) 1,092 1,333
24 (18) (180) 91 (106) (189)

/
7 ©) 81 2 (401) (316)
/
(49) 220 171
12 31 36 357 487 (686) 805 999
()

2014
568 4,796 (314) (43) 10,549 495 16,051
(36) w Qam 2 441 (145) 84
/ 204 595 25 14) (242) 378 946
705 800 1,505
12 31 736 5,390 (466) (55) 11,453 1,528 18,586

2013

402 4,041 (16) (262) 9,804 2,954 16,923
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47 [¢5)) (290) (188) 65 14 (363)
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461 W (208) 6,084 167 6,503
(2)) (25) (314) (190) 29 (534)
125 12 (119) (229) (206)

610 62 672
552 (26) (510) 6,385 34 6,435
323 ®) (230) 5,805 304 6,194
23 1 (139) 16 (52) (151)
115 6 161 (114) (198) (30)

377 113 490
461 @ (208) 6,084 167 6,503

190/461



EDINETOOOO

O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

OooooOodd
( )
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18,586 16,051 6,435 6,503
(1,436) (2,294) (664) (999)
17,150 13,757 5,771 5,504

2,617
2013 2,951 1,890 2013 1,955
10
732 2013 156

2014 2013 2014 2013
2,927 3,722 1,840 2,029
18,586 16,051 6,435 6,503
21,513 19,773 8,275 8,532
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9
2014 12 31
0.37

10
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OooooOodd
2014 2013
111,189 144,756
21,184 26,788
(50) (520)
(@15) (19)
(2.586) (2,380)
(2.980) (9,068)
1,653 1,757
19 @
1,267 1,248
520 (2,104)
19,012 15,701
59,480 2013 108,678
2014 2013
0.44 15,000 0.85 20,000
0.27 9,250 0.38 9,000
0.24 9,250 0.38 9,000
0.24 9,250 0.38 9,000
1.19 42,750 1.99 47,000
14,250
2014 2013 2014 2013
16,223 17,982 8,958 9,625
140,252 140,897 111,510 102,960

156,475 158,879 120,468 112,585
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2014 12 31
277,377 2013 321,433
155,761 2013 169,767
11
12
2014 2013 2014 2013
231,734 150,145 166,447 111,588
41,180 31,640 41,032 31,530
102,028 109,174 68,147 82,003
32,084 20,441 22,739 10,478
407,026 311,400 298,365 235,599
4,718 2,421 4,718 2,421
402,308 308,979 293,647 233,178
407,026 311,400 298,365 235,599
2014 12 31 8,421
2013 1,296
a
2014 2013 2014 2013
25,104 16,908 15,275 13,125
134,650 31,681 97,881 31,512
159,754 48,589 113,156 44,637
71,980 101,556 53,291 66,951
231,734 150,145 166,447 111,588
163,680 111,721 111,882 81,818
8,551 4,620 8,551 4,294
172,231 116,341 120,433 86,112
26,745 15,343 22,743 11,239

32,758 18,461 23,271 14,237
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231,734 150,145 166,447 111,588
2014
2014 2013 2014 2013
22,807 13,149 22,767 13,120
17,600 14,686 17,600 14,686
40,407 27,835 40,367 27,806
773 3,805 665 3,724
41,180 31,640 41,032 31,530
10,346 3,945 10,346 3,945
30,834 27,695 30,686 27,585
41,180 31,640 41,032 31,530
2014
49

Q)
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2014 2013
14,880,218 221,590 203,420 11,953,908 196,420 183,644
10,060,892 112,297 104,108 7,847,361 99,121 96,534
3,422,916 96,769 86,955 3,303,017 93,128 83,819
684,251 11,693 416 398,079 3,185 261
712,159 831 11,941 405,451 986 3,030
18,254,624 164,071 161,746 18,258,980 162,048 158,252
448,799 41 39 383,180 59 40
17,593,936 160,827 158,539 17,669,570 159,024 155,739
77,354 1,677 205 66,425 1,354 12
70,790 71 2,137 87,884 80 1,583
63,745 1,455 826 51,921 1,531 878
1,084,221 37,562 38,247 1,227,483 50,308 51,597
259,298 1,644 1,659 232,812 1,904 1,906
134,482 5,737 6,211 140,496 2,511 2,131
34,612,843 430,604 411,283 31,813,679 413,191 397,530
546 4
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8,140 86 6 5,061 18 41
8,140 86 6 5,607 22 4
45,047 5,055 595 48,904 9,115 97
54,040 74 122 19,402 45 68
99,087 5,129 717 68,306 9,160 165
150,960 297 1,304 140,952 963 1,925
34,871,030 436,116 413,310 32,028,544 423,336 399,661
(46,182) (46,182) (34,609) (34,609)
34,871,030 380,934 367,128 32,028,544 388,727 365,052
2014 2013
13,488,148 207,658 191,881 10,677,757 188,003 177,012
9,053,650 102,754 96,773 6,789,558 92,340 90,711
3,350,950 95,410 85,744 3,342,242 91,965 83,444
527,138 8,633 395 269,883 2,784 262
556,410 861 8,969 276,074 914 2,595
17,746,898 163,078 160,768 17,857,951 159,413 155,688
447,376 39 74 387,455 59 38
17,057,069 159,652 157,661 17,267,281 156,386 153,203
79,489 1,676 84 65,139 1,359 102
71,008 71 2,140 85,565 80 1,515
91,956 1,640 809 52,511 1,529 830
1,104,132 38,301 38,268 1,251,970 51,010 51,673
261,283 1,646 1,660 232,812 1,904 1,906
122,921 5,525 6,121 131,786 2,629 2,011
32,723,382 416,208 398,698 30,152,276 402,959 388,290
546 4
4,032 68 5,061 18 30
4,032 68 5,607 22 30
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40,715 4,564 585 45,441 8,448 92
30,964 60 19 8,930 26 24
71,679 4,624 604 54,371 8,474 116
95,329 158 525 75,280 337 868
32,894,422 421,058 399,827 30,287,534 411,792 389,304
(46,182) (46,182) (34,609) (34,609)
32,894,422 374,876 353,645 30,287,534 377,183 354,695
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2014 12 31
2013

2014 12 31

2014 12 31

2013 12 31
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2014 2013

(419) 1,938

408 (1,977)

11 (39)

239
5,381
2013

38,841 72,498 48,135
(9,043) (19,424) (18,445)
29,798 53,074 29,690
21,698 38,271 18,252

(5.813) (14,957) (14,680)
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15,885 23,314 3,572
2014 2013
74 124
331 211
(103) (109)
(194) (142)
@ (10)
107 74
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2014 2013
69 110
298 180
(93) (84)
(180) (133)
@ )
93 69
2014 2013 2014 2013
17,238 19,871 1,257 1,561
80,957 70,246
29
98,195 90,146 1,257 1,561
2014 2013 2014 2013
2,388 1,707 437 555
7,485 4,855 820 1,006
9,873 6,562 1,257 1,561
7,365 13,309
17,238 19,871 1,257 1,561
1,194 2,160 555
784 1,243
1,978 3,403 555
6,272 7,846
8,988 8,622 1,257 1,006
17,238 19,871 1,257 1,561
2014 2013 2014 2013
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8,788 7,723
37,274 31,106
46,062 38,829
34,895 31,417
80,957 70,246
3,910 3,815
77,047 66,431
80,957 70,246
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15
2014 2013 2014 2013
176,945 100,591 103,056 67,260
41,956 49,993 13,057 19,341
218,901 150,584 116,113 86,601
26,751 5,258 19,753 5,258
1,628 1,054 1,280 693
28,379 6,312 21,033 5,951
16
a
2014 2013 2014 2013
2,825,736 2,628,746 1,596,583 1,489,116
17(a) (10,520) (9,501) (5.872) (5,206)
2,815,216 2,619,245 1,590,711 1,483,910
b
2014
1 439,451 283,042 722,493
54,943 24,863 79,806
122,613 79,670 202,283
617,007 387,575 1,004,582
416,759 440,967 857,726
201,103 75,631 276,734
203,850 62,810 266,660
6,613 2,654 9,267
150,314 151,930 302,244
978,639 733,992 1,712,631
61,264 42,747 104,011

3,887 625 4,512
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65,151 43,372 108,523
1,660,797 1,164,939 2,825,736
(2.411) (3.888) (6,299)
(2.103) (2.118) (4,221)
1,656,283 1,158,933 2,815,216
2013
1 416,857 296,860 713,717
49,843 29,824 79,667
103,593 68,558 172,151
570,293 395,242 965,535
423,536 432,984 856,520
196,621 71,348 267,969
151,554 58,937 210,491
5,728 2,190 7,918
112,939 131,788 244,727
890,378 697,247 1,587,625
41,578 31,460 73,038
1,989 559 2,548
43,567 32,019 75,586
1,504,238 1,124,508 2,628,746
(1,349) (3,658) (5,007)
(2,131) (2,363) (4,494)
1,500,758 1,118,487 2,619,245
1 26,671 2013 25,040
2014
1 269,301 105,145 374,446
30,662 10,439 41,101
98,265 49,079 147,344
398,228 164,663 562,891
285,161 198,976 484,137
128,110 28,394 156,504
83,835 29,907 113,742
6,209 1,948 8,157
113,182 85,763 198,945
616,497 344,988 961,485
54,211 17,747 71,958
249 249
54,211 17,996 72,207

1,068,936 527,647 1,596,583
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(1,896) (1,577) (3.473)
(1,383) (1,016) (2,399)
1,065,657 525,054 1,590,711
2013
1 254,465 113,548 368,013
28,343 11,446 39,789
82,949 48,393 131,342
365,757 173,387 539,144
298,895 195,114 494,009
130,123 29,710 159,833
64,171 23,652 87,823
5,462 1,460 6,922
81,482 68,743 150,225
580,133 318,679 898,812
35,730 15,181 50,911
249 249
35,730 15,430 51,160
981,620 507,496 1,489,116
(808) (1,774) (2,582)
(1,521) (1,103) (2,624)
979,291 504,619 1,483,910
1 10, 961 2013 10,588
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C
2014 2013

2,756 689 3,445 2,982 697 3,679
8,743 2,012 10,755 9,184 2,107 11,291
16,663 2,545 19,208 14,893 2,236 17,129
28,162 5,246 33,408 27,059 5,040 32,099

CY)) (39)

28,119 27,020
2014 2013

1,578 369 1,947 1,643 344 1,987
4,347 1,145 5,492 4,218 1,042 5,260
12,673 2,102 14,775 11,700 1,878 13,578
18,598 3,616 22,214 17,561 3,264 20,825

@) (®)

18,591 17,555

17
a
2014

5,007 4,494 9,501

205/461
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2013

12 31

2014

12 31
2013

12 31

@
16(a)

@
16(a)
16(a)
16(a)
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(1,366) (3,356) 4,722)
156 1,029 1,185
2,626 2,272 4,898
(136) (79) (215)
12 (139) azn
6,299 4,221 10,520
5,245 4,526 9,771
(856) (3,495) (4,351)
198 1,089 1,287
809 2,602 3,411
(1) an (128)
(338) (151) (489)
5,007 4,494 9,501
2,582 2,624 5,206
(365) (1,746) (2.111)
39 458 497
1,268 1,141 2,409
€)) 44 (141
46 (34) 12
3,473 2,399 5,872
2,897 2,652 5,549
(454) (1,664) (2,118)
67 479 546
357 1,225 1,582
@GN (3%) (72
(248) (33) (281)
2,582 2,624 5,206
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2014 12 31

5,207 9,218 14,515

1,655,500 1,155,721 2,811,221

- 602 770 1,372
- 1,654,898 1,154,951 2,809,849
1,660,797 1,164,939 2,825,736

(4,514) (6,006) (10,520)

- (2,411) (3,888) (6,299)
- (2,103) (2,118) (4,221)
1,656,283 1,158,933 2,815,216

1,767 3,313 5,140

0.3% 0.8% 0.5%

0.3% 0.5% 0.4%

2013 12 31

2,928 8,867 11,795

1,501,310 1,115,641 2,616,951

- 524 816 1,340
- 1,500,786 1,114,825 2,615,611
1,504,238 1,124,508 2,628,746
(3,480) (6,021) (9,501)
- (1,349) (3,658) (5,007)
) (2,131) (2,363) (4,494)
1,500,758 1,118,487 2,619,245

1,433 3,619 5,052

0.2% 0.8% 0.4%

0.2% 0.5% 0.4%
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4,158 4,281 8,439
1,064,778 523,366 1,588,144
450 290 740
1,064,328 523,076 1,587,404
1,068,936 527,647 1,596,583
(3,279) (2,593) (5.872)
(1,89) (1,577) (3.473)
(1,383) (1,016) (2.399)
1,065,657 525,054 1,590,711
1,202 1,214 2,416
0.4% 0.8% 0.5%
0.3% 0.5% 0.4%
1,965 4,468 6,433
979,655 503,028 1,482,683
370 315 685
979,285 502,713 1,481,998
981,620 507,496 1,489,116
(2,329) (2,877) (5,206)
(808) @,774) (2,582)
(1,521) (1,103) (2,624)
979,291 504,619 1,438,910
1,058 1,093 2,151
0.2% 0.9% 0.4%
0.2% 0.6% 0.3%

10
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2013 12 31

2014 12 31

2013 12 31

2014 12 31
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OooooOodd

722,493 2,030 (288) (70) 70 131
857,726 6,951 (3,820) (2.182) 1,583 664
302,244 3,756 (1,470) 11) 800 57
713,717 2,121 (363) an 12) 58
856,520 6,264 (3,194) (2,050) 1,061 567
244,727 1,345 (522) (372) 182 125
374,446 613 (60) 1) 17 54
484,137 3,643 (1,839) (1,299) 350 189
198,945 3,006 (1,108) (144) 648 43
368,013 607 (98) (22) 6 10
494,009 3,757 (1,814) (1,267) 622 327
150,225 980 (351) (262) 86 85
624 0.0 2,023 0.2 2,647 0.1
452 0.0 764 0.1 1,216 0.0
2,024 0.1 2,185 0.2 4,209 0.2
3,100 0.1 4,972 0.5 8,072 0.3

(1,235) (2,265) (3,500)
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1,144 1,805 2,949
431 0.0 2,298 0.2 2,729 0.1
2013 12 31
402 0.0 1,836 0.2 2,238 0.1
223 0.0 1,300 0.1 1,523 0.1
1,956 0.1 2,449 0.2 4,405 0.2
2,581 0.1 5,585 0.5 8,166 0.4
(1,132) (2,698) (3,830)
914 2,429 3,343
464 0.0 1,928 0.2 2,392 0.1
2014 12 31
372 0.0 436 0.1 808 0.0
363 0.0 265 0.1 628 0.0
1,491 0.1 1,088 0.2 2,579 0.2
2,226 0.1 1,789 0.4 4,015 0.2
(795) 74 (1,569)
810 369 1,179
341 0.0 1,216 0.1 1,557 0.1
2013 12 31
297 0.0 602 0.1 899 0.1
176 0.0 430 0.1 606 0.0
1,433 0.1 968 0.2 2,401 0.2
1,906 0.1 2,000 0.4 3,906 0.3
(671) (966) (1,637)
742 512 1,254
340 0.0 647 0.1 987 0.1

210/461
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2014 12 31

2013 12 31
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2014

oOoOooodn

2014 2013 2014 2013

544,536 525,698 410,012 425,711
169,277 167,242
595,378 563,828 304,925 319,849
13,349 12,223

84,822 75,984 3,041 10,012
49,131 34,796 4,005 3,011
1,456,493 1,379,771 721,983 758,583
2,091 1,641 1,585 1,545
1,454,402 1,378,130 720,398 757,038
1,456,493 1,379,771 721,983 758,583

2014 2013 2014 2013
7,961 4,715 8.348 4,850
38,870 43,172 41,755 43,848
46,831 47,887 50,103 48,698
135,795 131,578 140,632 131,417
182,626 179,465 190,735 180,115
5,336 4,653 6,039 4,753
17,115 21,917 18,067 22,714
22,451 26,570 24,106 27,467
77,303 71,770 80,468 72,827
82,872 81,125 86,161 79,821
182,626 179,465 190,735 180,115
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2014 2013 2014 2013
20,774 16,779 5,750 4,791
428,835 215,434 235,596 171,915
449,609 232,213 241,346 176,706
230,591 407,599 66,620 153,155
680,200 639,812 307,966 329,861
463,659 415,728 209,827 215,121
58,388 71,762 40,635 47,721
522,047 487,490 250,462 262,842
108,692 117,705 51,826 57,965
49,461 34,617 5,678 9,054
680,200 639,812 307,966 329,861

2014
2014 2013 2014 2013
360 446
42,736 26,959 59
43,096 27,405 59
6,035 7,391 4,005 2,952
49,131 34,796 4,005 3,011
44,167 27,528 610 17
4,964 7,268 3,395 2,994
49,131 34,796 4,005 3,011
2014 2013

18,194 18,100 10,287 11,146
5,165 34 3,431 2,088

23,359 18,134 13,718 13,234
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2014 2013

14,625 14,689 10,986 11,786
4,659 34 3,335 2,088
19,284 14,723 14,321 13,874

2014 2013 2014 2013
119,845 106,077 86,729 79,490
320,998 224,360 263,491 200,803
68,146 35,486 37,483 37,725

2014 2013

63,004 62,407
7,845 865

215/461
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62.14

PRCl 100

100

) 100

100

100

) 100

100

12 31

2014 2013

37.86% 37.86%

5,730 10,100
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50,057 40,807
3,981 3,836
1,263,990 1,143,730
1,124,797 1,035,952
28,570 37,589
15,131 26,678
19,804 (1,120)
34,935 25,558
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2014 12 31
107,384

(i)

2014 12 31

2004
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ooooooo
2014 2013
112,283 103,435
4,236 4,720
194 688
(48) 172)
1 (819)
116,654 107,852
116,134 2013
2014 2013
39,824 39,824
6 586
39,830 40,410
19.03
101,918 2013 77,181
BoCom
BoCom BoCom
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2014 12 31

121.7
7.9

VI

10.5

2013
0.64
0.51

0.64

1.08

39.7
37.2
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BoCom 2013 32
BoCom
2014 12 31
2013 108.9 2014 12 31
2013 4.3 BoCom
2014 12 31 2013 12 31
VIU VIU
121.7 113.8 101.9 108.9 104.6 77.2
VIU BoCom
VIU
CMC
CMC
BoCom
2018 2013 GDP
CAPM BoCom
13 2013 13 CAPM
CAPM 11.4 14.2 2013
15.0
0.73
0.65 2013
2013 0.55 1.20
70 72
70 2013 68.7
40.0 42.4 2013
43.2
44 .5 2013 38.0 44 .2
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VIU
43
53
3.3
1.6
VIU
VIU
2014 12 31
113.8
+50bp +100bp 5.00% -50bp -100bp
VIU 132.0 143.9 121.7 112.5 104.3
VIU / 10.3 22.2 0.2 @ar.49)
-50bp -100bp 13.00% +50bp +100bp
VIU 130.2 140.1 121.7 114.2 107.6
VIU / 8.5 18.4 (7.5) (14.1)
2014 2018 : 2014 2018
0.65% 0.73% 1.00% 1.00
2019 :0.65% 2019 0.65
VIU 125.5 121.7 115.8
VIU / 3.8 G.9)
2014 2018
-100bp -200bp 0%  72% +100bp +200bp
2019 170%
VIU 123.9 126.4 121.7 119.2 116.8
VIU / 2.2 4.7 (2.5) (4.9)
2014 2018
-50bp -100bp 40.0% 42.4% +50bp +100bp
2019 t42.4%
VIU 124.1 126.7 121.7 119.2 116.8
VIU / 2.4 5.0 (2.5) 4.9)
2013 12 31

104.6

220/461
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VIU /
VIU
VIU /
VIU
VIU /
VIU
VIU /
VIU
VIU /
BoCom
BoCom
2014
2014
BoCom
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+50bp +100bp 5.00% -50bp -100bp
119.3 131.3 108.9 99.7 91.5
10.4 22.4 9.2) (17.4)
-50bp -100bp 13.00% +50bp +100bp
120.7 134.4 108.9 98.7 89.8
11.8 25.5 (10.2) (19.1)
2013 2018 2014 2018
0.64% 0.64% 1.00% 1.00
2019 :0.64% 2019 0.64
114.5 108.9 103.9
5.6 (5.0)
-100bp -200bp 68.7% +100bp +200bp
111.4 114.0 108.9 106.2 103.6
2.5 5.1 .7 (5.3)
2013 2018
-50bp -100bp 39.7% 43.2% +50bp +100bp
2019 143.2%
111.2 113.8 108.9 106.4 103.9
2.3 4.9 (2.5) (5.0)
12 31 2014 12 31
30 12 2014 10
12 31
2014 30 2013 30
1,165,846 1,102,661
620,206 682,714
4,248,285 4,002,207
1,387,509 1,283,423
353,438 270,034
7,775,284 7,341,039
1,628,358 1,325,248
5,148,337 5,176,342
223,852 159,446
196,712 152,405
7,197,259 6,813,441
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578,025 527,598

— 575,424 525,195

— 2,601 2,403
BoCom

109,529 99,969

4,122 4,191

145 476

113,796 104,636

30 12
2014 2013

BoCom

170,833 161,092

37,157 31,101

(27,209) (21,807)

(7,136) (6,277)

(24,055) (21,895)

82,405 78,541

1,681 (2,909)

84,086 75,632

BoCo 4,629 4,264

2014 2013

2,338 2,748

2,704 13,524

366 11,229

311 659

9

311 668

— 11 819
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2014 12 31
359,524 2013 361,129
2007 10 2014
2014
2014 19.41
251
23
2014 2013 2014 2013
6,379 6,362 1,152 1,181
32,389 28,916
6,310 6,604 3,155 3,349
45,078 41,882 4,307 4,530
a
2014 2013 2014 2013
6,362 7,237 1,181 1,180
17 (875) (29) 1
12 31 6,379 6,362 1,152 1,181
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2014 2013 2014 2013
24 24 24 24
750 750 498 498
82 82 82 82
1,302 1,180 76 80
3,337 3,408
884 918 472 497
coU 6,379 6,362 1,152 1,181
2014 2013
2014 oell
oell
oell]
oell]
oell]
CGU CGU
oell]
oell
oell
2014 CGU 11 14
2014
6.7 7.9
b PVIF

PVIF
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2014 2013
1.86% 2.31%
7.42% 7.41%
3.00% 3.00%
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PVIF
2014 2013
28,916 24,425
5,317 5,075
(1,781) (1,358)
(60) 33)
(731) 1,499
(88) (75)
891 (387)
33 14
3,581 4,735
(108) (244)
32,389 28,916
2014
1
12,645 1,606 2,288 16,539
1,546 1,546
(161) (63) (22%)
(66) (91) (122) (279)
13,964 1,515 2,103 17,582
8,818 1,033 84 9,935
1,483 120 11 1,614
36 21 57
(156) (63) (219)
(50) (65) (115)
10,131 1,088 53 11,272
3,833 427 2,050 6,310

2013
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31
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1
11,521 1,842 2,367 15,730
1,502 1,502
(295) (13) (308)
(83) (236) (66) (385)
12,645 1,606 2,288 16,539
7,653 1,039 66 8,758
1,440 128 15 1,583
71 21 92
(287) (14) (301)
(59) (134) ) (197)
8,818 1,033 84 9,935
3,827 573 2,204 6,604
2008
2014
10,020 1,145 79 11,244
1,196 1,196
(99) (99)
12 (83 @ €D
11,105 1,062 77 12,244
7,113 737 45 7,895
1,222 93 8 1,323
36 2 38
(99) (99)
® (58) (@) (68)
8,264 772 53 9,089
2,841 290 24 3,155
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12 31

12 31

12 31

2014

cGuU

CGU
2014
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2013

9,049 1,286 78 10,413
1,140 1,140
173) 173)
4 (141) 1 (136)
10,020 1,145 79 11,244
6,079 719 30 6,828
1,169 99 8 1,276
32 6 38
172) 172)
5 (81) 1 (75)
7,113 737 45 7,895
2,907 408 34 3,349

10

10

CGU
eell] 10 12 2014
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2014 85,306 11,392 22,686 76,945 473 14,465
(366) 1 (290) (4,938) (481) (93)
376 2,488 375 1,630
14 (1,057) (€)) (520)
(2,300) (2,634)
4,511 670 3,775 99
(760) 721 (6)) (476) 463
2014 12 31 86,753 12,784 23,826 73,046 554 15,482
2014 01 18,053 164 11,575
@ (225) @ )
2,294 1,813 2,547 1,135
(6} (1,030) (6)) (513)
(2,300) (2,634)
® o ®)
2014 12 31 74 18,610 68 12,130
2014 12 31 86,679 12,784 5,216 72,978 554 3,352
2014 12 31 104,679 76,884
2013 80,104 5,282 22,228 50,895 197 13,872
(188) (402) (156) (202)
1,743 4,868 1,808 25,060 251 1,300
11) (975) (530)
(2,048) (1,238)
5,687 1,389 2,370 25
19 147) 27 14 25
2013 12 31 85,306 11,392 22,686 76,945 473 14,465
2013 60 17,375 57 11,055
* (303) * (156)
2,084 1,904 1,349 1,174
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(944) (519)
(2,048) (1,238)
@ 21 21
2013 12 31 91 18,053 164 11,575
2013 12 31
85,215 11,392 4,633 76,781 473 2,890
2013 12 31 101,240 80,144
b
2014 2013 2014 2013
19,387 19,998 34,544 38,477
C
2014 2013 2014 2013
86,743 85,296 73,046 76,945
10 10
86,753 85,306 73,046 76,945
d
2014 2013 2014 2013
50 37,356 36,988 33,234 33,028
10 50 50,698 48,407 36,495 35,265
10 39 63 39 63
88,093 85,458 69,768 68,356
4,625 4,522 3,474 3,451
50 145 158 127 129
10 50 6,580 6,444 143 5,293
10 20 25 20 25
11,370 11,149 3,764 8,898
99,463 96,607 73,532 77,254
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2013 11,731
5,181
2013 4,073
3,292 2013 4,073
666
1,389
96
e
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ooooodn
86,679 85,215 72,978 76,781
12,784 11,392 554 473
99,463 96,607 73,532 77,254
2014 11 2014 12 31
12,368
2013 7,076 3,292
671 2013 1,389
552 2013 796
2013 818
670 2013
2013
DTZ
11
2013 312
2014 2013 2014 2013
411 303 18 20
147 190 12 7
1
558 494 30 27
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50

26
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2014 2013 2014 2013
277 295 71 73

2014 2013 2014 2013
2,418 2,034 2,041 1,723
148 4,476 100 4,330
3,821 3,578 2,077 1,721
18,370 15,898 6,452 5,794
31,200 34,239 16,625 19,845
94,919 88,714 67,322 64,987
150,876 148,939 94,617 98,400

2013 82,190

232/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

27

28

29

30

31
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2014 2013 2014 2013
919,343 862,138 556,327 526,698
2,379,651 2,246,618 1,669,924 1,571,836
1,180,998 1,144,942 588,259 624,788
4,479,992 4,253,698 2,814,510 2,723,322
2014 2013 2014 2013
3,470 4,261 198
19,418 18,104 16,022 16,922
66,063 53,889 38,120 29,228
6,301 6,558 6,212 4,918
120,560 112,220 38,195 31,357
215,812 195,032 98,549 82,623
2014 2013 2014 2013
196 222 196 222
11,973 4,807 8,984 4,537
36,665 36,686
48,834 41,715 9,180 4,759
2014 12 31 108
2013 12 2014 12 31
60 2013 29
2014 2013 2014 2013
7,530 16,319 7,229 11,782
37,767 36,015 24,860 18,280
45,297 52,334 32,089 30,062
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2014
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12 31

2013

12 31

12 31

33
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2014 2013 2014 2013
26,435 26,021 14,643 15,144
1,141 1,723 1,041 1,260
31,200 34,239 16,625 19,845
2,186 2,303 1,823 1,900
26,769 24,523 13,645 13,116
87,731 88,809 47,777 51,265
78,498 2013 79,540
236,911 (2,836) 234,075
(23,761) 204 (23,557)
53,104 (1,611) 51,493
(511) 61 (450)
265,743 (4,182) 261,561
39,269 (1,695) 37,574
(2.,921) 644 2.277)
8,339 350 8,689
(248) (740) (988)
44,439 (1,441) 42,998
310,182 (5,623) 304,559
210,973 (1,389) 209,584
(20,370) 201 (20,169)
46,731 (1,683) 45,048
(423) 35 (388)
236,911 (2,836) 234,075
33,948 (3,103) 30,845
(4,898) 3,267 (1,631)
10,530 1,014 11,544
(311) (2,873) (3,184)
39,269 (1,695) 37,574
276,180 (4,531) 271,649
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2014 2013 2014 2013
1,723 2,144 1,260 1,266
218 909 109 465
(1.013) (325) (621) (269)
(195) (720) 127) (322)
408 (285) 420 120
1,141 1,723 1,041 1,260

2014 2013 2014 2013
225 287 145 256
55 133 M 52
(108) (165) 73) (136)
G €Y) 28 €Y)
8 (29) ®) (26)
113 225 80 145

842
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1,200

200

500

500

1 500

2 500

35

2013 12 31

3,750.5

2,200

@

2013

870

4.35

2022

5.05

2027

13,450.5

100
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2014 2013

9,337 9,346
9,337 9,346

2015 2020
1,271 1,386

2017
1 1,108 1,182
2022
) 1,116 1,193
12,832 13,107
4.35 2022 2017
5.05 2027 2022 11
7,500
2014
8.7 870
2014 2013 2014 2013

8,143 8,141 8,143 8,141
28,439 39,173 28,331 39,064
36,582 47,314 36,474 47,205
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2009 2024 1,050
30
2019
2014 12 31 1,050

2013 1,050

2013
30
700
2014 26 2014 12 31
3,253 2013 3,953
2013
30
2014 26 685 2014
12 31 400 2013 1,085
2013
8.7 CCPS
2009 100
CCPS
CCPS 0.001
CCPS 10 CCPS

2014 CCPS (2013

CCPS 10 5,882,352 24

200 )
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2013 12 31
40,000

@

12 31

2014

37

1,000

900

2.50

LIBOR
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100,000 2.50
2014
2014 2013
96,052 85,319
2014 2014
34,127,482,901 85,319
4,293,500,000 10,733
38, 420,982,901 96,052
4,293.5
2013 10,540
tier
tier
2014 2013
2019 12 ! 7,756
2019 12 ! 6,981
14,737
3.84
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2014
tier
tier
38
1 12
2014

156,475 156,475
21,122 21,122
214,654 214,654
407,026 407,026
384,508 5,426 389,934
224 404 2,458 10,230 3,922 80,957 98,195
224 404 2,458 10,230 3,922 17,238
80,957 80,957
17,185 146,739 25,959 6,474 22,544 218,901
89,234 216,293 107,527 37.885 27,129 10,245 488,313
149,788 343,242 333,097 533,851 776,135 689,623 (10,520) 2,815,216
93 161,254 315,078 405,194 358,914 166,412 49,548 1,456,493
93 117,183 253,137 174,123 544,536
6.028 18,421 56,374 13,762 3,586 98,171
359 1,436 7,157 64,770 95,555 169,277
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37,684 42,084 167,540 280,382 67,271 417 595,378
49,131 49,131
83,035 64,891 28,687 3,193 2,983 305 8,600 191,694
116,654 116,654
45,078 45,078
104,679 104,679
1,436 1,436
11,915 23,568 28,906 15,534 7,357 2,443 61,153 150,876
722,379 977,333 839,658 1,004,589 1,205,292 872,950 448,985 800,134 5,426 6,876,746
1 12
2014
214,654 214,654
31,331 31,331
2,497 25,882 28,379
168,504 50,624 2,131 1,201 4,023 140 226,713
3,361,396 575,631 269,802 231,562 41,324 277 4,479,992
215,812 215,812
365,107 2,021 367,128
190 195 11,632 251 36,566 48,834
30 2,055 6,985 3,575 28,968 3,684 45,297
5,606 5,606
35,279 63,853 1,200 539 46 22,264 12,633 135,814
6,150 28,171 27,073 16,003 3,511 544 6,279 87,731
1,320 308,862 310,182
179 69 202 2,469 8 2,927
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18,586 18,586
1,271 1,108 1,116 9,337 12,832
107 8,144 28,331 36,582
3,790,199 777,616 307,393 256,905 90,727 36,420 413,567 593,552 2,021 6,268,400

12

120,468 120,468
15,888 15,888
214,654 214,654
298,365 298,365
370,094 4,782 374,876
233 1,024 1,257
233 1,024 1,257
4,849 58,241 24,005 6,474 22,544 116,113
63,998 62,942 43,882 12,426 21,654 1,407 206,309
104,059 215,426 180,693 275,296 462,517 358,592 (5,872) 1,590,711
93 104,919 212,170 211,835 170,623 18,286 4,057 721,983
93 93,458 185,349 131,112 410,012
1,351 1,119 196 375 3,041
10,110 25,702 80,527 170,248 18,286 52 304,925
4,005 4,005
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74,982 168,433 73,390 28,194 24,277 12,169 22,691 404,136
70,849 70,849
39,830 39,830
4,307 4,307
76,884 76,884
664 664
1,847 10,006 20,778 4,978 1,767 365 54,876 94,617
584,950 635,855 554,918 539,436 704,406 390,819 245,595 691,150 4,782 4,351,911
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12
2014
214,654 214,654
22,512 22,512
658 20,375 21,033
124,378 44,233 2,055 1,107 2,472 140 174,385
2,267,449 345,685 96,569 89,811 14,879 107 2,814,510
98,549 98,549
352,516 1,129 353,645
195 8,924 61 9,180
30 909 6,267 1,929 21,194 1,760 32,089
3,663 3,663
66,439 58,773 15,519 1,101 47 22,720 23,246 187,935
2,150 15,788 16,557 6,432 2,249 367 4,234 47,717
178 190 1,472 1,840
6,435 6,435
9,337 9,337
8,143 28,331 36,474
2,675,936 508,285 137,157 102,137 49,765 33,237 52,061 474,311 1,129 4,034,018
12
2013
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158,879 158,879
16,346 16,346
195,554 195,554
311,400 311,400
378,603 10,124 388,727
203 632 3,792 10,500 4,773 70,246 90,146
203 632 3,763 10,500 4,773 19,871
70,246 70,246
29 29
34,172 92,784 22,932 377 319 150,584
128,948 237,497 136,062 30,773 21,639 9,602 564,521
138,355 325,338 309,941 484,179 714,044 656,889 (9,501) 2,619,245
178,597 301,060 412,096 314,164 138,182 35,672 1,379,771
143,354 217,209 165,135 525,698
7,380 22,981 45,723 8,028 4,078 17 88,207
1,497 5,976 14,600 56,487 88,682 167,242
26,366 54,894 186,638 249,649 45,422 859 563,828
34,79 34,79
60,639 69,830 21,833 1,757 1,558 1,714 4,644 161,975
107,852 107,852
41,882 41,882
101,240 101,240
2,294 2,294
8,428 24,763 25,563 20,223 5,539 4,070 60,353 148,939
724,975 945,358 818,023 953,197 1,067,763 815,230 410,038 694,647 10,124 6,439,355
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12
2013
195,554 195,554
34,240 34,240
6,312 6,312
140,201 80,524 1,850 3,992 4,563 228 231,358
3,166,759 574,572 268,174 208,687 35,411 95 4,253,698
195,032 195,032
362,963 365,052
164 4,752 269 36,530 41,715
4,829 6,922 6,373 29,383 4,827 52,334
4,856 4,856
51,477 10,256 2,014 1,346 9 15,891 10,804 91,797
4,897 28,792 27,367 16,750 3,104 363 7,536 88,809
1,310 274,870 276,180
204 366 385 2,767 3,722
16,051 16,051
2,568 1,193 9,346 13,107
8,141 39,173 47,314
3,560,566 739,891 306,712 239,915 79,790 31,007 388,362 568,799 5,917,131
12
2013
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112,586 112,586
10,922 10,922
195,554 195,554
235,599 235,599
368,372 8,811 377,183
555 1,006 1,561
555 1,006 1,561
32,074 36,348 17,484 377 318 86,601
99,008 72,409 45,992 17,244 15,098 1,166 250,917
94,738 200,800 151,865 271,965 421,195 348,553 (5,206) 1,483,910
123,650 194,047 263,759 155,119 18,605 3,403 758,583
112,491 169,908 143,312 425,711
3,279 5,299 1,434 10,012
7,880 18,840 119,013 155,119 18,605 392 319,849
3,011 3,011
65,294 166,578 47,962 34,448 19,925 21,262 11,420 366,889
63,272 63,272
40,410 40,410
4,530 4,530
80,144 80,144
999 999
1,514 11,716 16,541 11,454 1,783 394 54,998 98,400
600,768 622,423 473,891 599,802 614,444 389,980 242,550 615,391 8,811 4,168,060
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12
2013
195,554 195,554
24,774 24,774
5,951 5,951
112,683 70,409 1,800 3,894 3,011 228 192,025
2,139,580 379,056 96,352 92,688 15,610 36 2,723,322
82,623 82,623
353,712 983 354,695
4,751 8 4,759
4,216 2,979 1,268 19,758 1,841 30,062
2,689 2,689
65,741 42,158 10,185 1,096 701 16,286 19,977 156,144
2,918 16,347 16,525 8,270 2,072 155 4,978 51,265
204 12 351 1,462 2,029
6,503 6,503
9,346 9,346
8,141 39,064 47,205
2,516,680 542,923 128,192 108,678 45,903 26,687 62,588 456,312 983 3,888,946
12
2014 12 31
214,654 214,654
31,331 31,331
2,498 25,916 28,414
168,511 52,777 1,302 4,060 159 226,809
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3,361,476 848,561 238,213 45,513 283 4,494,046
215,812 215,812
365,353 274 450 1,163 104 367,344
190 45 362 12,169 36,768 49,534
30 9,293 4,162 30,507 3,967 47,959
48,165 65,131 951 2,395 24,436 141,078
5,905 48,917 13,527 1,906 480 70,735
162 1,601 2,794 14,141 18,698
475 389 3,457 43,565 47,886
4,382,594 1,082,882 260,957 103,964 123,903 5,954,300
1,407,919 464,200 11,361 12,700 62 1,896,242
61,666 61,666
5,852,179 1,547,082 272,318 116,664 123,965 7,912,208
2013 12 31
195,554 195,554
34,240 34,240
6,326 6,326
140,204 82,391 4,009 4,606 256 231,466
3,167,882 845,213 212,681 39,244 181 4,265,201
195,032 195,032
362,908 242 666 1,536 108 365,460
164 22 83 5,073 36,848 42,190
12,183 7,026 31,052 5,130 55,391
62,341 12,309 1,543 1,492 16,568 94,253
5,073 50,754 15,020 2,010 241 73,098
125 375 4,345 14,233 19,078
512 607 4,477 57,070 62,666
4,129,158 1,044,317 242,010 93,835 130,635 5,639,955
1,177,323 501,252 8,914 14,244 1,701,733
83,647 83,647
5,390,128 1,545,569 250,924 108,079 130,635 7,425,335
12
2014 12 31
214,654 214,654
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22,512 22,512
659 20,401 21,060
124,381 46,295 1,116 2,509 159 174,460
2,267,510 443,184 91,256 16,126 107 2,818,183
98,549 98,549
352,779 140 325 566 53 353,863
17 279 9,118 9,414
30 7,385 2,426 22,175 1,929 33,945
89,725 74,434 1,601 2,392 24,893 193,045
2,096 28,706 5,499 1,565 350 38,216
120 204 1,295 12,545 14,164
475 389 3,457 43,565 47,886
3,150,383 643,669 103,095 59,203 83,601 4,039,951
925,132 361,943 4,441 8,990 266 1,300,772
40,589 40,589
4,116,104 1,005,612 107,536 68,193 83,867 5,381,312

2013 12 31

195,554 195,554
24,774 24,774
5,965 5,965
112,686 72,218 3,909 3,054 256 192,123
2,139,622 476,108 94,222 17,375 114 2,727,441
82,623 82,623
353,651 74 354 995 42 355,116
18 72 5,017 5,107
7,399 1,782 21,089 2,048 32,318
85,789 52,380 1,287 2,184 16,962 158,602
3,333 29,430 7,696 1,644 90 42,193
81 243 1,295 12,542 14,161
512 607 4,477 57,070 62,666
2,973,258 668,959 110,172 57,130 89,124 3,898,643
710,995 420,068 3,766 10,687 1,145,516
41,783 41,783
3,726,036 1,089,027 113,938 67,817 89,124 5,085,942
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2014 2013
95,514 130,336
(95,109) (87,365)
(1,374) (1,175)
5,778 5,663
18 18
4,925 3,532
(3,537) (3,064)
45 120
(1,013) (325)
(€Y
(670) (1,389)
(61) (299)
(104) (758)
251 (8,157)
11 1,378
(2,389) (34,512)
1,442 1,185
(3,581) (4,735)
109, 364 103,050
(28,598) (27,794)
80,911 75,709
(24,883) (37,399)
15,290 (18,554)
(10,446) 4,920
2,148 (56,490)
(89,784) 187,015
20,780 13,521
(1,207) 11,118
2,076 (32,849)
(8,049) (20,976)
7,119 (2,412)
(23,657) (11,721)
(199,817) (204,608)
(29,719) 13,823
(22,540) (16,518)
(4,645) (2,889)
226,294 167,912
38,307 (14,473)
(7,037) (22,313)
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34,002 32,385
43,418 87,183
13,219 6,502
61,780 158,886
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2014 2013
687,596 707,186
17,880 4,147
(25,806) (23,737)
12 31 679,670 687,596
2014 2013
156,475 158,879
21,122 16,346
130,093 81,697
319,758 378,340
77,667 80,419
4,133 4,206
1,753 1,949
(31,331) (34,240)
679,670 687,596
2014
2013
2,548
86,886
1,222
79,401
3,225
4,797

253/461
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17

51,615

229,799

392
230,592
1,166

8
12,274
1,033

56

245,521

15,722

(17,514)

(1,792)

(19,239)

17,447

2013 12 31 (1,792)

2013 12 31 /

(1,792)

2014

2,179 611 2,790

2,194 611 2,805

38 — 38

2,156 611 2,767
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84 20 104
1 — 1
2,251 631 2,882
2,251 631 2,882

255/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

Ogoooood
2013

8,214 — — 8,214
3,674 — — 3,674
1,648 — — 1,648
333 — — 333
— 309 — 309
5,918 — — 5,918
1,702 670 — 2,372
5,003 — — 5,003
_ 231 — 231
1 541 — 542
9 — — 9
18 — — 18
175 1,636 671 2,482
26,695 3,387 671 30,753
4,615 — — 4,615
19,107 — — 19,107
1,829 — — 1,829
416 — — 416
— 143 — 143
2,619 — — 2,619
— 1,126 — 1,126
42 — — 42
1,311 153 19 1,483
29,939 1,422 19 31,380

(3,244) 1,965 652 (627)
@ 763 (€)) 758
— 26 — 26
(3,246) 2,754 649 157
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1,576 2,886 662 5,124
(4,822) (132 — (4,954)
(3,246) 2,754 662 170
— — (13) (13)
(3,246) 2,754 649 157
2014 2013 2014 2013
246,332 254,147 174,049 166,884
1,795 652 1,722 660
248,127 254,799 175,771 167,544
37,874 37,693 30,989 27,539
1,717 5,218 442 2,570
1,856,651 1,658,822 1,269,341 1,115,409
1,896,242 1,701,733 1,300,772 1,145,518
2014 2013 2014 2013
54,827 80,943 36,631 36,833
173,960 164,653 124,062 118,430
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228,787 245,596 160,693 155,263
17,545 8,551 13,356 11,621
246,332 254,147 174,049 166,884
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2014 2013 2014 2013
4,855 2,440 3,062 1,952
7 376 73 368
4,932 2,816 3,135 2,320
10
2014 2013 2014 2013
2,893 2,931 1,334 1,342
4,345 4,761 2,475 2,463
937 820 344 555
8,175 8,512 4,153 4,360
49 64 13 8
21 42 8 13
70 106 21 21
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1
2014 12 31
2 436,116  (46,182) 389,934 296,580 25,204 68,150
283 283 201 82
244,831 244,831 219,583 12 25,236
78,637 78,637 77,876 761
15,044  (15,044)
774,911 (61,226)  713,685° 594,240 25,216 94,229
2013 12 31
2 423,336  (34,609) 388,727 286,782 34,721 67,224
8 8 8
179,748 179,748 158,775 95 20,878
60,655 60,655 60,324 2 329
15,039  (15,039)
678,786  (49,648)  g29,138° 505,881 34,818 88,439

187,985 2013 : 177,875
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1
2014 12 31
2 413,310 (46,182) 367,128 302,619 22,527 41,982
494 494 470 24
40,913 40,913 30,958 32 9,923
42,671 42,671 41,513 1,158
15,044 (15,044)
512,432 (61,226) 451, 206° 375,560 22,559 53,087
2013 12 31
2 399,661 (34,609) 365,052 289,076 24,779 51,197
470 470 411 59
7,741 7,741 5,703 2,038
24,695 24,695 23,474 1,221
2 2 2
15,039 (15,039)
447,608 (49,648) 397, 960° 318,664 24,779 54,517
1
2

161,910 2013 : 122,327
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2014 2013
4,630,716 67.3 4,362,910 67.8
2,788,418 40.5 2,611,188 40.5
(542,388) (7.8) (534,743) (8.3)
6,876,746 100.0 6,439,355 100.0
2014 2013
4,325,607 69.0 4,069,805 68.8
2,485,181 39.7 2,382,069 40.3
(542,388) 6.7 (534,743) 9.1)
6,268,400 100.0 5,917,131 100.0
2014 2013
2,316 2.0 2,136 2.0
114,338 98.0 105,716 98.0
116,654 100.0 107,852 100.0
2014 2013
1,130,366 52.7 975,565 49.9
1,014,003 47.3 980,967 50.1
2,144,369 100.0 1,956,532 100.0

264/461



2014

EDINETOOOO

O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

OooooOodd
2014 2013

3,512 79.6 9,163 92.4
898 20.4 758 7.6
4,410 100.0 9,921 100.0
57,751 72,841 (3,810) 126,782
(6,977) (28,508) 3,812 (31,673)
50,774 44,333 2 95,109
34,708 17,301 (1,347) 50,662
4,712) (2,675) 1,347 (6,040)
11,663 8,559 @ 20,220
3,134 914 4,048
2,286 103 2,389
1,362 12 1,374
50,226 7,081 57,307
(251) (251)
10,872 1,944 (4,063) 8,753
160,313 77,321 (4,063) 233,571
(52,916) (7.266) (60, 182)
107,397 70,055 (4,063) 173,389
(2.478) (2.447) (4,925)
104,919 67,608 (4,063) 168,464
(42,270) (34,743) 4,063 (72,950)
62,649 32,865 95,514
317 15,358 15,675
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62,966 48,223 111,189
(10,132) (8.880) (19,012)
52,834 39,343 92,177
47,228 39,200 86,428
5,606 143 5,749
95,906 69,459 165,365
9,013 (1,851) (4,063) 3,099
(4,551) (1,227) (5.778)
(55) 12) )
52,190 67,956 (3,107) 117,039
(6,508) (26,227) 3,061 (29,674)
45,682 41,729 (46) 87,365
33,542 18,094 (1,449) 50,187
(4,748) (2,965) 1,372 (6,341)
11,156 5,375 46 16,577
2,008 467 2,475
323 119 442
1,165 10 1,175
47,173 6,490 53,663
8,157 8,157
34,070 34,070
13,803 2,186 (4,571) 11,418
150,104 113,732 (4,648) 259,188
(50, 960) (5,632) (56,592)
99,144 108,100 (4,648) 202,596
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/

2013 12 31
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(1,032) (2,500) (3,532)

98,112 105,600 (4,648) 199,064

(38,845) (34,531) 4,648 (68,728)

59,267 71,069 130,336

524 13,896 14,420

59,791 84,965 144,756

(9,659) (6,042) (15,701)

50,132 78,923 129,055

43,688 75,321 119,009

6,444 3,602 10,046

89,322 106,563 195,885

8,790 (963) (4,648) 3,179

(4,271) (1,392) (5,663)

(43) (619) (662)
52,725 41,199 65,475 2,735 3,231 165,365
11,815 (720) (10,867) 1,190 8,225 3,099
52,213 38,304 62,749 362 42,257 195,885
11,585 137) (8,646) 286 7,205 3,179

1 2
2014 2013 2014 2013
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95,906 89,322 98,056 94,525
17,085 52,948 121,426 112,024
7,210 7,347 1,034 1,212
7,815 7,697 2,374 2,152
3,962 4,617 3,869 4,012
6,958 7,025 944 1,002
9,493 8,233 1,429 1,548
3,597 3,311 2,174 2,352
13,339 15,385 2,716 3,232
165,365 195,885 234,022 222,059

12
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47
a
100
100 UK
100
100
100
35
37
2014 2013 2014 2013
1 976 1,591 569 305
318 274
13 14 2,331 1,757
1
12 31
2014 2013 2014 2013
30 160
30 160
525 657 625 415
22,185 15,788
36,474 47,205
36,999 47,862 22,810 16,203
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2014 2013 2014 2013
28 160
28 160
525 657 469 237
22,185 15,788
36,474 47,205
36,999 47,862 22,654 16,025
48
2014 12 31
3,139 2,186
2013 2,877 2,303
2014 12 31 11.2 2013 13.7
22 2013 51
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2014 2013

384 481

227 281

2,404 3,232

870 876

2,756 2,739

1 6,961 5,942
1 2014 1,002

2013 946
12 31

2014 2013

8,600 4,644

183,064 157,171

191,664 161,815

12,633 10,804

4 1

99,842 64,132

108 109

112,587 75,046

17,545 8,551

2,185 1,930
2014 2013 2014 2013
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14,257 6,869 8,434 4,551
7,497 11,401

213,521 208,056 160,399 135,852
235,275 226,326 168,833 140,403
10,753 9,244 12,493 10,733
98,415 81,163 43,095 38,322
109,168 90,407 55,588 49,055
3,971 4,399 9,385 7,222
42,563 34,719 1,866 1,563

2014 2013 2014 2013
98,346 88,350 103,572 92,296
106,704 96,203 107,967 98,439

22

2014 2013
12 31 12 31

41,814 32,848 41,397 35,348
— — 6 _
1 — 2 1
41,815 32,848 41,405 35,349

5,038 1,259 9,083 2,226
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5,038 1,259 9,083 2,226
11 1 543 133
2014 2013
12 31 12 31
20,958 14,139 19,222 18,999
1 — 2 1
20,959 14,139 19,224 19,000
2,556 837 1,929 1,929
2,556 837 1,929 1,929
11 1 251 10
2014 2013
209 200
5 5
5 3
3

177 102
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ooooodn
396 313
2014 2013
34,385 27,428
41,527 30,281
1,056 808
4,809 6,721
3,483 2,622
83 83
32 161B 622 11
12 31
2014 2013 2014 2013
171 272 184 286
10 8 11 11
181 280 195 297
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2014 2013
1,398 1,090
94 160
1,492 1,250
1,442 1,185
50 65
GPSP
GPSP

2010

2013 2014

250
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250
2012
20 2012
20 15
2005 2000 2005
ESOS 10
GSOP
2014 2013
25,369 36,040
19,177 9,481
(18,975) (20,672)
3,654 2,949
(764) (2,429)
12 31 28,461 25,369
79.31 77.99
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2014
1 1.4 1.9
2 3 5
3 20 20
6.52 6.52
2013
1 0.9 1.7
2 3 5
3 20 20
6.89 6.89
4.5 2013 4.5
ESOP GSOP
waep waep waep
2014
7,258 7.22 5,469 3.88 23,889 43.27
— — 15 5.19 —_ —
(7.219) 7.22 (335) 4.44 (621) 50.32
@ 7.22 (3,079) 3.49 (16,767) 38.46
a7 7.24 71 4.79 1 52.03
12 31 84 7.29 2,141 4.38 6,502 54.97
12 31 84 7.29 388 3.60 473 42.95
2014 12 31
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— 1.16 —
6.13 6.40 82.95
0.30 0.67 0.71
7.29 3.31 — 5.47 37.88 — 63.99
2013
11,203 6.83 9,058 4.08 30,532 45.54
— — 18 5.47 — -
(1,831) 6.18 (952) 4.25 @1,332) 50.17
(2,297) 6.16 (2,894) 4.44 (5,751) 53.95
183 7.25 239 4.16 440 46.59
12 31 7,258 7.22 5,469 3.88 23,889 43.27
12 31 7,258 7.22 109 5.57 103 66.82
2013 12 31
— 1.20 —
7.06 7.05 85.03
0.34 0.98 0.90
7.22 — 7.54 3.31 — 5.94 37.88 - 92.50
1
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2014 12 31

2013 12 31
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210,397 196,464 165 407,026 407,026
9,039 281,764 785 291,588 98,346 389,934
73,337 22,947 1,911 98,195 98,195
736,254 530,901 6,712 1,273,867 1,273,867
63,614 140,045 12,153 215,812 215,812
10,766 248,550 1,108 260,424 106,704 367,128
48,834 48,834 48,834
145,520 165,216 664 311,400 311,400
14,295 284,970 1,112 300,377 88,350 388,727
63,781 25,012 1,353 90,146 90,146
739,792 449,296 11,218 1,200,306 1,200,306
4,295 4,295 4,295
53,138 124,065 17,829 195,032 195,032
15,125 252,279 1,445 268,849 96,203 365,052
41,715 41,715 41,715
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19
174,729 123,579 57 298,365 298,365
8,450 262,205 649 271,304 103,572 374,876
1,257 1,257 1,257
543,146 173,944 4,803 721,983 721,983
35,671 59,669 3,200 98,549 98,549
10,513 234,116 1,049 245,678 107,967 353,645
9,180 9,180 9,180
121,136 113,880 583 235,509 235,599
13,809 270,543 534 284,886 92,297 377,183
1,561 1,561 1,561
582,340 169,370 6,873 758,583 758,583
4,295 4,295 4,295
28,348 49,140 5,135 82,623 82,623
15,010 240,233 1,013 256,256 98,439 354,695
4,759 4,759 4,759

19
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0TC

0TC

13(c)

DVA
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PD

PD

60 LGD 75

CVA DVA
CVA DVA

2014
oIS
OIS
76
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2014 11,218 664 1,353 1,112 4,295 17,829 1,445
1,166 ® 201 124) 3,332 1.473) 109
) ® P (L.473) 109
201
- 1,166 3,332
9 @5 @o) (3.458) @31) ®
) 3 (3.458)
- (60) (€2)) (10) (331) ®
1,350 421 587
4,950
(2.419) (630) “5) (4,169)
/ (4,583) 21 397 (3.814) 301
@19 (624) (5,085) (847)
11 252 34 77 106
2014 12 31 6,712 165 1,011 785 12,153 1,108
(88) 0] 296 47 ® (110)
1
_ (@) 47 ® (110)
206
/
- (88)
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oooooog
11,712 232 1,549 825 3,878 11,001 3,659
134 37 65 653 (802) 3,996
37 653 (802) 3,996
65
134
1,295 5) (255) [6))
1,304
(©) ®) (255) @
557 854 402
7,114
(33) (248) (35)

(2,704) (31) (209) (65) 2,883 (5,839)
(4,295) (195) (530) (616) (3,878) (2,273) (426)
4,552 15 111 320 4,295 71 56
11,218 664 1,353 1,112 4,295 17,829 1,445
93 65 583 18 (279)
93 583 18 (279)

65
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2014 12 31

2013
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ooooooo
6,873 583 534 4,295 5,135 1,013
@ (6)) (140) 3,332 (899) 116
@ (140) (899) 116
@ 3,332
458 () ®) (3,458) (36) ®
485 (3,458)
@n @9 ® (36) ®
1,029 393
4,419
1) (631) (4,169)
(3,415) 398 (3,507) 301
74) (170) (1,928) (484)
11 33 25 106
4,893 57 649 3,209 1,049
1 @3) (O) 1)
1 (23) @ (91)
7,608 163 439 3,878 3,857 3,534
8 37 51 (420) 3,347
37 51 (420) 3,347
8
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1,134 ®) 15 )
1,109
25 ) 15 ®)
390 835
6,168
19) (248)

(1,892) @) 2 (3,639) (5,836)
(4,295) (195) @73) (3,878) (846) (83)
3,939 15 320 4,295 56
6,873 583 534 4,295 5,135 1,013
93 132 9 34
93 132 9 34
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/ /
329 322)
/ 191 91
672 (674)
2013 12 31
/ /
287 (281)
/ 135 (135)
827 (1,186)
2014 12 31
/ /
297 (290)
486 (489)
2013 12 31
/ /
239 (233)
669 (692)
95
95
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2014 12 31
6,342 0.27 0.92
3,354 12 50
791 0.40 0.96
1,509 4 19
765 97.60 99.69
3,368
704
2,108
821 0.10 0.30
610 0.44 0.47
1,197 1,265
9,573 13,261
2014 12 31
932 0.27 0.92
1,350 16 50
738 0.60 0.96
765 97.60 99.69
2,991
610 0.44 0.47
1,233 1,238
5,599 4,258
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2013 12 31
8,155 0.51 0.59
4,783 7 73
1,568 7 73
2,200 2 25
3,797 100.05 100.62
2,775
686
4,441
6,943 2,568
18,642 19,274
2013 12 31
776 0.51 0.59
3,269 7 73
7 3 11
3,797 100.05 100.62
2,434
111
189
5,754 2,026
12,285 6,148
2014 2013 12 31
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49
2014 12 31
218,901 210,267 8,709 218,976
488,313 479,348 9,106 488,454
2,815,216 22,940 2,780,358 2,803,298
182,626 4,768 185,968 190,736
28,379 28,379 28,379
226,713 226,044 668 226,712
4,479,992 4,479,985 4,479,985
45,297 1,129 43,316 880 45,325
12,832 2,267 9,683 11,950
36,582 32,623 32,623
2013 12 31

150,584 150,286 228 150,514
564,521 532,952 31,475 564,427
2,619,245 5,472 2,600,180 2,605,652
179,465 4,222 175,852 41 180,115
6,312 6,320 6,320
231,358 231,358 231,358
4,253,698 4,253,339 4,253,339
52,334 1,201 49,969 1,192 52,452
13,107 2,452 9,834 12,286
47,314 41,500 41,500
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116,113
206,309
1,590,711

21,033
174,385
2,814,510
32,089
9,337
36,474

2013 12 31

86,601
250,918
1,483,910

5,951
192,025
2,723,322
30,062
9,346
47,205
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107,809
197,632
17,108

21,033
173,716
2,814,085
32,083

86,608
234,332
2,812

5,951
192,024
2,723,353
30,149

8,709
8,718
1,566,741

668

8,412
32,516

16,824
1,473,508

9,448
41,391

116,518
206,350
1,583,849

21,033
174,384
2,814,085
32,084
8,412
32,516

86,608
251,156
1,476,320

5,951
192,024
2,723,353
30,150
8,448
41,391
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2014 12 31
19,442 1,142,657 9,720,665 45,903 10,928,667
98 98
958 4,888 5,846
14 187 201
6,270 8,645 14,915
15,894 36,013 51,907
387 387
6,284 16,950 40,901 9,219 73,354
111 10 121
m 10 121
7,001 16,950 40,922 9,606 74,479
2013 12 31
22,342 1,064,278 11,320,620 39,267 12,446,507
81 81
1,015 6,852 7,867
6,728 8,910 15,638
13,116 30,139 43,255
481 481
6,728 14,212 36,991 9,391 67,322
49 210 259
49 210 259
7,474 14,212 37,842 9,761 69,289
16,950 2013 14,212 16,853 2013 14,131
40,901 2013 36,991

40,777

2013 33,918
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Consolidated income statement for the year ended 31 December 2074

014 013
Mot HESm HESm
Inferest income: o 116,782 117,038
Interest expense 48 (3L673) (29,674
et imferest income 95109 873465
Fes income 50,662 50,187
Fee expense (6.048) (6.341)
et fee income 4c 44,622 43,846
et trading income A 0,21 16577
et income fom financial instruments designated at fair value L] 4048 2475
(Gains less losses from financial investments 4f 1389 441
Dividend income I 1374 1175
It insurance preminm meoms b 57307 53,663
et pain'{boss) om reclassification of associates 4k (251) B157
(Gain on sale of Ping An - 34070
(Osher operating moome 4i 8,753 11418
Total operating mcome 33sm 259,188
et innurance claims and benefits paid and movement in liabilities to policybolders ... ¥ (60,182) (56,592)
Net operafing income before loan impairment charges
and other credit risk provisions 173,389 200,596
Loan impairment charges and other credst risk provisions 4 (4.925) (3.532)
Net operafing income 168 464 109,044
Employes compensation and benefits tha (38.804) (34,9348)
(General and adminismative gk (18.178) (26127)
Diepreciation of property, plant and equipment M (4.107) (3,988}
Amortisation and impairment of imtansible assets i (L671) (L675)
Total operating expences (T2.050) (68, T2B)
Owperating profit 95,514 130,336
Share of profit in associates and joint ventures 15,675 14420
Profit before tax 111159 144,756
Tax expense T {19,012) (15,701}
Profit for the year 92177 129,055
Profit attribatable to shareholders 85428 119,008
Profit attribatable to non -comtrolling interests 5749 10,046
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Financial Statements jzontinued

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

014 13
HE3m HESm
Profit for the year L0 bk 128055
Oiher comprehensive inoome|{expense)
[tems that will subsequently be reclassified to the income statement
Avwailable-for-sale investments:
— fair value changes faken fo equity 14365 (6.456)
— fair value changes mansferred to the income statement on disposal (4,632) (H4,643)
- amaonnts ransfered to the income statement on impamment 1140 -
~ fair value changes mansfemed to the income statement on hedged items ..o . (311) 2179
- inCome taxes (1L378) 1087
Cash flow hedzes:
~ fair value changes taken to equity 3570 5778
— fair value changss mansferred to the income statement (4,429) (5,789
— income taxes 130 ()
Share of other comprehensive inoome (expense) of associates and jomt ventares ... ... . A6 (608)
Exchange differences (8,033) (5.981)
Items fhat will not subsequently be reclassified fo the income statement:
Property revaluation:
~ fair value changes taken to equity 4510 5887
- income taxes (731) (948
Pemeasarement of defined benafit:
— bafore income taxes (Tod) 2281
- inCome taxes 41 (374
Ocher comprehensive income/(Epense) for the year, met of tax 15213 (31.574)
Total comprehensive income for the year, net of fax 107 400 21,181
Total comprehensive income for the year attributable ta:
~ shareholders of the parent company 04181 81,680
- noa-conirolling imerests 13119 9407
107 400 91,181
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Consolidated balance sheet at 31 December 2014

014 M3

Note HESm HESm
ASSETS
Cash and sight balances at central hamks I 156,475 158879
Items in the course of collaction fiom other banks 11112 16,3448
Heomg FKong Government certificates of indebiedness 11 214,654 195554
Trading asssts i2 407026 311400
Derivatives I3 380934 388,727
Finanrial assets designated at fair value 14 95,195 20,144
Fleverse repurchase azreements — non-trading 1§ 218201 150584
Placings with and adwmeces o banks 488,313 54,521
Loams and advances to oostomears I 1815216 2618245
Financial imestmentz I3 1,456,493 1378771
Amoumts due from Group companies 191 604 1619735
Interests in associates md joint venmres n 116,654 107,852
Goodwill and intanzible assets 23 45078 41,882
Proparty, plant and equipment M 104,679 101,240
Deferred tax assets 7 1436 1204
Other assets 26 150,376 143,939
Total assets 6,576,746 6,430,335
LIABILITIES
Hong Kong currency notes in circulation 11 114 654 195,554
Items in the course of tansprzsion to other hanks 31331 34240
Bepunchase agresments — non-trading 1§ 18379 6.312
Deposits by baoks 136,713 131358
Customer accoumts e 4470902 4,253,608
Trading lishilities 28 115312 195,032
Denvatives I3 AT 118 365,052
Financial Eabilities designated at fair value L 45,834 41,715
Dbt securties in jzsne an 4517 51334
Betirement bensfit labilities tic 5,606 4,856
Amoumts due to Group companies 135814 9.7
Ocher Habilities and provizions EN 87,71 82,800
Liabilities under insurance contracts 12 310,182 176,180
Cuarent fax lishilities 7 2927 3,72
Deferred tax Habilities 7 18,586 16051
Subondinated Eabilities M 12,832 13,107
Praference shares EN 36,582 47314
Total liabalifies 6,268,400 5.917.131
EQUITY,
Share capital El 96,052 85319
Ocher equity mstruments 37 14,737 -
(Orher reserves 107 285 B0 564
Beetained profits 314,311 200926
Proposed fourth mterim dividend a2 14,250 15,000
Total sharshalders” aquity BT R3S 480,809
Won-controlling inteests 50,511 41415
Total equity 508,346 5224
Total equity and abilities 6,576,746 5430335
Diractors Secratary
Stuart T Gulliver Paul A Stafford
Fose WM Lea

Peter T S Wong

1
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THE HONGEDOMG AND EHANGHAI BAMEING CORPORATION LIMITED

Financial Statements (continued

Consolidated statement of cash flows for the year ended 31 December 2014

014 i3
Nore HE$m HEEm

Cash penerated from operations 0 61, T8O 158,884
Interest received on financial investments 14,501 13222
Dividends recaived on finandial investments 1 466 1,087
Dovidends received from associates 4,765 4468
Taxation paid (17 546) (16,182)
Net cash inflow from operating activities 65356 161,481
I[nvesting activities
Purchase of financial imvestments (403,722} (350,187)
Proceads from sale or redemption of financial mwestments 385353 67382
Purchase of property, plant and equigment (2.864) (B.15)
Procesds from sale of property, plant and equipment and assets held forsale ..o 180 1003
Purchase of other imtanpihle assats (1,546) (1.502)
Iet cash outflow in respect of the purchase of interests in business portfolios ... .. dic - [1.782)
et cash inflow{outflow) from the sale of interests in business portfolios ... ... 41d 21582 2470
Proceads from the sale of interasts i associates - 1840
Net cash outflow from investing activifies (19717} (93.345)
Net cash inflow before financing 45,620 58,136
Financing
Issue of ardinary share capital 10,733 26350
Izzne of other squity instnments 14,737 -
Iszne of subordinated Labilies 12,409 -
Bedepiption of preference shares (10,733) (36.042)
Pepayment of subordmated liabilities (6,000) 338
Ordinary dividends paid L (42,7500 47,000y
Dévidends paid to nop-controlling imterests (3,981 (3.836)
Interest paid on preference chares (1,108) (2.204)
Iterest paid on subordinated abilities (L 056) (528
Net cash outflow from financing 27,759) (63,9800
Increase im cash and cash equivalents 4la 17,380 4,147
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Bank balance sheet at 31 December 2014

014 13

Note HESm HEIm
ASSETS
Cash and sight balances at central banks L] 110 468 112,585
Trems in the course of collaction fom other banks 15588 10922
Hong Fong Government certificates of indebtedness 11 214 654 195554
Trading assats 12 198 365 135500
Derivatives 13 AT4 376 377183
Financial assets desiznated at fair vahe 14 1257 1,561
Feverse repurchase agreements — non-trading 15 116113 B6.601
Placings with and advamces to banks 206,300 150018
Leans and advances to customers 1§ 1590711 1483910
Financial investments 18 T 883 758583
Ampumts due from Group Companies 44 136 346,280
Ivestments in subsidiaries 2 T0,340 63272
Inferests in associates and joint ventures 22 39 530 40,410
Goodwill and intanzible assets 3 4307 4530
Property, plant and aquipment M 76,584 80,144
Deeferred tax asssts 7 4 ]
Orher assets 26 94617 93400
Total assefx 4351911 4,168,060
LIABILITIES
Hong Fong curency notes in cinculation 11 204,654 195554
Items in the course of transmission to other hanks 1512 47T
Fepurchase agresments — non-trading 15 11033 5851
Deposits by baoks 174 385 192,025
Cusinmer accoumts 7 1814 510 1713312
Trading ahilities 28 08540 81823
Derivatives 13 353,645 3605
Financial liabilities dasignated at fair vale 2 2180 4750
Debt secumities in issue 30 12080 10,062
Betirement benefit Habilities '] 3,663 2680
Ampumes due to Group compamies 157 935 156144
O¢her liabilities and provisions EN 71777 51,365
Current tax liakilities 7 1,340 2028
Deferred tax Habilities 7 6435 6503
Subondinated Habilities M 2337 9346
Preference shares EX) 36,474 1.5
Total Gabilities 4034118 3888046
EQUITY
Share capital 36 D6, 051 B5310
Other equity instraments 7 14737 -
(Other reserves 7253 10337
Betainad profits 135,601 168,458
Proposed fourth imterim dividend L) 14,250 15,000
Total squity 317, 17114
Total equity and Labilities 4351 911 4,168,060
Directors Secretary
Stuart T Gulliver Paul A Stafford
Fose W MLee

Peter T 5 Wong
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Bank staterment of changes in equity for the year ended 31 December 2014
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements

1 Basis of preparation

a Compliance with Hong Kong Financial Reporting Standards

Hong Kong Financial Feporong Standards (‘HEFFRSs") comprise Hong Eong Financial Feporting Standards,
Hong Eong Accounting Standards {"HEASs") and Interpretations issued by the Hong Eong Institute of Certified
Public Acconntants ("HEICEA™).

The consolidated financial statements of the group and the separate financial statements of the Bank have been
prepared in accordsnce with HEFR.Ss and accounting principles generally accepted in Hong KEong. These financial
statements alse comply with the requirements of the predecessor Hong Fong Companies Ordinance (Cap. 32)
which are applicable to the preparation of financial statements. This is in accordance with the transitional and
savings amangements for Part 9 of the new Hong Eong Companies Ordinance (Cap. §22), ‘Accounts and Andit
(‘new Companies Ordinance”), ‘Accounts and Andit’, which are set out in sections 76 to 87 of Schedule 11 to that
Ordinance.

Stamdards adopted during the year ended 31 December 2014

On 1 Jammary 2014, the group adopted ‘Offtenting Financial Assets and Financial Lisbilities (Amendments to
HEAS 32), which clarified the requirements for offsetting financial instuments and addressed inconsistencies in
current practice when applying the offsetting criteria in HEAS 32 ‘Financial Instraments: Presentation’. The
amendments were applied retrospectively and did not have a material effect on the group’s fimancial statements.
During 2014, the group adopted a number of interpretstions and amendments to standards which had an
msignificant effect on the conselidated financial statements of the zroup and the separate financizl statements of
the Bank_

New Companies Ordinance

The new Companies Ordinance came indo operstion on 3 March 2014, As a result, the concept of anthorsed share
capital no longer exists and the Bank's ordinary and preference shares no longer have par or nominal vahies with
effect from 3 March 2014. There was no impact on the Bank’s share capital or the nombeer of shares i issue as a
result of this transition.

b Presentation of information
Disclosures under HEFRS 4 ‘Insurance Coniracts’ and HEFRS 7 ‘Fmancial Instruments: Disclosures’ conceming
the namre and extent of risks relatmg to insurance contracts and financial mstruments have been mcluded in the
audited sectons of the “Risk Feport” on pages 23 o §6.
Capital disclosures under HEAS 1 “Presentaton of Financial Statements’ have been included in the sudited
sections of “Capital’ on pages 67 o 75.

In sccordance with the group’s policy to provide disclosures that help stakebolders understand the zmoup’s
performance, financisl posinon and changes thereto, the information provided im the notes on the Financial
Staternents, the Fisk Feport and the Capital section goes beyond the mimimmm levels required by accounting
standards, stamtory and regulatory requirements. In parnicular, the group provides additional disclosures hawvimg
regard to the recommendstion of the Enhanced Disclosure Task Force ("EDTF") report ‘Enhancing the Risk
Disclosures of Banks' issued in October 2012, The report aims to help financial instimtons identify areas that
nszers had highlighted a need for better and more transparent information about banks’ risks, and how these risks
relate to performance measurement and reporting.
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¢ Changes in presentation

In the second half of 2013, Global Banking and Markets changed the way it managed repo and reverse repo
ransactions. From 1 Jamary 2014, non-trading reverse repos and repos are presented as separate lines m the
balance sheet to alizn disclosure with market practice and provide more meaningful information in relation to leans
and advances. Previously, non-trading reverse repos were mchoded within “Placings with and advances to banks’
and ‘Loans and advances to customers’; and non-wading repos were imcluded within “‘Deposits by banks’ and
SCustoImers aoCounts’.

The group has also changed the balance sheet line item, “Cash and short-term fimds® to *Cash and sight balances at
central banks’. Short term fonds included “Treasury and other eligible hills” and “Placings with banks with
remaining maturity of one month or less’, which are now included within “Fimancial investments’ and ‘Placings
with and advances to banks' respectively.

‘Placings with and advances to banks® is 8 new line which combines ‘Placings with banks with remaining mamrity
of one month or less’ (previously included under “Cash and short term funds™) and ‘Placings with banks mamring
after one month’. “Certficates of deposit” are now included within ‘Financial investments” rather than being shown
separately on the face of the balance sheet.

Comparative figures have been re-presented accordingly and the affected lines are shown below. There are no other
effacts of this change m presentation.

31 Decamber 2013 consolidated balance shaer items

As previously As
dischosed Adjustments re-preseated
Aszets HESm HESm HESm
Cash and short-term: fimds 1132719 (1,132,719} -
Cash and sight balances at central banks - 158,870 158879
Bewerse repurchase agresments — nop-ading ... ... - 150,584 150584
Placings with banks mataring after cnsmosth .o 216870 216970 -
Placings with and advances to banks - 364,321 34521
Certificates of daposit 28107 (88,207} -
Loans and advances to customers 1660238 (49,893 2619245
Financial imvestments 765,866 613,505 1L3MM
Liahilits
Repurchase agresments — non-mading - 6312 6312
Diaposits by banks 236,616 (5,258) 131358
Cushomer accounts 4254732 (L0354} 4,153,608

d Consolidation

The consolidated fmancial satements comprise the fmancisl statements of The Hongkong and Shanghai Banking
Corporation Limited (“the Bank') and its subsidiaries (“the group’) made up to 31 December 2014. The group
confrols and consequently consolidates an entity when it is exposed, or has rights, to vanable retarns from its
invelvement with the entity and has the ability to affect those returns through its power over the entity. The zroup
is considered to have power over an entity when it has existing rights that zive it the corrent ability to direct the
relevant activities of the entity. For the group to have power over an enfity, it must have the practical shility to
exercise those rights. In situations where potential voting rights exist, these are taken into account if the gronp has
the practical ability to exercise those rights_

Where voting rights are not relevant in deciding whether the group has power over an entity, the assessment of
conirol is based on all facts and circumstances. The group may have power over an entty even though it holds less
than 8 majority of the voting rghts, if it holds additional rights arising through other confracal amangements or
substantive potental voting rights which give it power.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

1 Basis of preparation jrontimped)

When assessing whether to consolidate investment funds, the group reviews all facts and circumstances to
determine whether the group, as fund manager, is acting as agent or principal. The group may be deemed to be a
principal, and hence controls and consolidates the fonds, when it acts a5 fond manager and cannot be removed
without cause, has varisble remurns through significant unit holdings and’or a guarantee, and is able to influence the
remrns of the fonds by exercizsing its power.

Changes in 3 parent’s ownership mterest im a3 subsidiary that do not result m a loss of control are treated as
fransactions between equity holders and are reported im equity.

Entities that are conmrolled by the group are consolidated from the date the group zams control and ceases to be
consolidated from the date the group loses control of the entities.

The group performs a re-assessment of consolidation whenever there is 8 change in the facts and circumstances
relevant to determining the control of entities.

All infra-gronp fransactions are elimmated on consohdation.

The consolidated financial statements alse inclhaode the atributable share of the results and reserves of associates
and joint ventures based on accounts prepared at dates not earlier than three months prior to 31 December 2014,

e Futare acconnting developments

At 31 December 2014, a mnmber of standards and interpretations, and amendments thereto, had been issued by the
HEICPA, which are mot effective for the group’s consohdated financial statements as at 31 December 2014. In
addition to the projects to complete financial mstmment accounting discussed below, the HEICPA i1s working on
projects on insurance and lease accounting which could represent significant changes to acconntng requirements i
the futre.

In July 2014, the HKICPA issued HEFES 15 ‘Revemne from Contracts with Customers’. The standard is effective
for smnual periods beginning on or after 1 Fanuary 2017 with early adoption permitted HEFES 15 provides a
primciples-based approach for revenue recopnition, and imfroduces the concept of recogmising revenue for
obligations as they are satisfied. The standard should be applied retrospectively, with certain practical expedients
awailable. The group is cumently assessing the impact of this standard but it is not practicable to guantify the effect
as at the date of the publication of these fimancial statements.

In September 2014, the HEICPA issued HEFES 9 ‘Financial Instruments’, which is the comprehensive standard to
replace HEAS 39 ‘Financial Instruments: Fecognition and Measorement', and includes requirements for
classification and messurement of financial assets and lisbdlities, impairment of financial assets and hedge
acopunting.

Clazsification and measurement

The classification and measurement of financial assets will depend on the entity’s business model for their
management and their contractual cash flow characteristics and result in financial assets being classified and
measured at amortised cost, fair value throngh other comprehensive income ("FVOCT) or fair value through profit
of loss. In many instances, the classification and measurement outcomes will be similar to HEAS 39, althongh
some differences will anse. For example, since HEFRS 9 does not apply embedded denwative accounting to
financizsl assets, equity securities will be measured at fair value throngh profit or loss or, in limited circumstances,
at fair value through OCL The combined effect of the application of the business model and the contractal cash
flow charactenistics tests may result in some differences m population of financial assets measured at amortised
cost of fair value compared with HEAS 39. The classification of financial liabilities is essentially unchanged,
except that, for certain lisbilities measared at fair value, gains or losses relating to changes in the entity’s own
credit risk are to be included i OCL
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Impairment
The impairment requirements apply to financial assets measured at smortised cost, FWVOCL lease receivables,
certain loan commitments and financial guarantes contracts. At initial recognition, allowsance {or provision in the
case of commitments and guarantees) is required for expected credit losses ("BCL") resulting from default events
that are possible within the next 12 months (12 month ECL"). In the event of a significant increase in credit nisk,
allowance (or provision) is required for ECL resulting fromm all possible default events owver the expected life of the
financial instmument (‘hifetime ECL™).
The assessment of whether credit risk has increased significantly since initial recognition is performed for each
reporting period by considering the probability of defasult ocouming over the remaining life of the financial
instrument, rather than by considering an increase m ECL.

The assessment of credit msk, as well as the estimation of ECL, are required to be unbiased, probability-weighted
and should incorporste all available information which is relevant to the assessment, mcloding information abowt
past events, current conditions and reasonable and supportsble forecasts of future events and economic conditons
at the reportmg date. In addition, the estmation of ECL should take info account the time walue of money. As a
result, the recognition and measurement of mpaiment is infended to be more forward-looking than under HEAS
39 and the resulting impairment charge will tend to be more volatile. It will also tend to result in an increase in the
total level of impairment allowances, since all fimancial assets will be assessed for at least 12-month ECL and the
population of financial assets to which hietime ECL applies is likely to be larger than the populaton for which
there is objective evidence of mmpairment in accordance with HEAS 39

Hedge accounting

The general hedge accounting requirements amm to simplify hedge accounting, creating a sronger link between it
and risk management srategy and permirtting the former to be applied to a greater variety of hedging nstruments
and risks. The standard does not explicitly address macro hedge accounting sirategies, which are being considered
in a separate project To remove the risk of any conflict between existing macro hedge accounting practice and the
new zeneral hedge accounting requirements, HEFRS @ includes an scconnting policy choice to remain with HEAS
39 hedze accounting.

The classification snd measurement and impaimient requirements are applied refrospectively by adpsting the
opening balance sheet at the date of ininal application, with no regquirement to restate comparative periods. Hedge
acconnting is generally applied prospectively from that date.

The mandatory application date for the standard as a whole is 1 JTanuary 2018, but it is possible to apply the revised
presentation for certain liabilities measured at fair value 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 certsin lishilities. If this
presentation was applied at 31 December 2014, the effect would be to increase or decrease profit before tax with
the opposite effect to be reported on other comprehensive income based on the change in fair value atributable to
changes m the group’s credit risk for the year, with no effect on net assets. Further information on change in fair
value atiributable o changes in credit risk, inchiding the group’s credit risk, is disclosed in note 29.

The zroup is currently assessing the impact that the rest of HEFES 2 will have on the financisl statements through
a gproupwide project which has been in place since 2012, but due to the complexity of the classification and
measurement, impaiment, and hedge accounting requirements and their inter-relationships, it is not possible at this
stage to quantify the potential effect.

New Companies Ordinance

Part 9 “Accounts and Aundit’ of the new Companies Ordinance will be effective for anmmal perieds beginning on or
after 3 March 2014, It will primarily affect the presentation and disclesure of mformation in the group’s financial
statements. The gronp is m the process of making an zssessment of the impact on the consolidated fmancial
statements. Currently we do not expect the changes in the new Companies Ordinance to have 3 material impact on
the consolidated financial statements of the group.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

1 Critical accounting estimates and judgements in applying accounting policies

The results of the group are sensitive to the acconntng policies, assumptions snd estimates that underlie the
preparation of our consolidated financial statements. The significant accounting policies are described in note 3 on the
financial statements.

The accounting policies that are deemed critical to our results and financial position, in terms of the materiality of the
items to which the policies are applied and the high degree of judgement involved, mcluding the use of assumptions
and estimation, are discussed below.

Loan impairment

Application of the group’s methodology for assessing loan impairment, a5 set out in note 3(g), invoelves considerabls
judzement and estimation.

For mdividually significant loans, judzement is required in determining whether there are indications that am
impaimment loss may already have been incurred and then estimating the amount and tming of expected cash flows,
which form the basis of the impairment loss that is recorded.

For collectively assessed loans, judzement is involved in selecting and applymg the criteria for grouping together loans

with similar credit characteristics, as well as in selecting and applying the stafistical and other models used to estimate

the losses incumred for each group of loans in the reporting period. The benchmarking of loss rates, the assessment of

the extent to which historical losses are representative of corrent conditions and the cnpoing refinement of modelling

methodologies provide 3 means of identifying changes that may be required, but the process is inherently one of
L

Faluation qf financial instruments

The best evidence of fair value is 3 gquoted price in an actively traded principal market. The fair values of financial
imstruments that are quoted in active markets are based on bid prices for assets held and offer prices for liabilines
1ssued. Where a financial instrument has 2 quoted price in an active market, the fair valne of the total holding of the
financial mstmument is calculated as the product of the pumber of nnits and guoted price. The judpement as to whether
1 market is active may include, but is not resmricted to, the consideraton of factors such as the magnimde and
frequency of wrading activity, the availabality 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 tay compared with the price at which they
would be willing to sell. Valustion techniques may incorporate assumptions about factors that other market
participants would use in their valnations, mcluding:

» the likelihood and expected timing of fomre cash flows on the instrument. Fodgement may be required to
assess the connterparty’s ability to service the instrument in accordance with its confractual terms. Fumre
cash flows may be sensitive to changes in market rates;

# selectmg an appropriate discount rate for the instrument. Judzement is required fo assess what a market
participant would regard as the appropriate spread of the rate for an instrument over the sppropriste rsk-free
rate;

* ndgement to determine what model to use to calculate fair value in areas where the choice of valuation
maodel is partdcularly subjective, for example, when valuing complex derivative products.

A range of walustion technigues is employed, dependent on the imstrument type and available market data. Most
valuation technigues are based npon discounted cash flow analyses, in which expected future cash flows are calculated
and discounted to present value using a discounting curve. Prior to considering credit risk, the expected fomre cash
flows may be known, as would be the case for the fized leg of an interest rate swap, or may be uncertam and require
projection, a5 would be the case for the floating leg of an interest rate swap. ‘Projection’ utilises market foraard
curves, if available. In option models, the probability of different potential fiomre outcomes mmst be considered. In
addition, the value of some products are dependent on more than one market factor, and m thess cases it will rypically
be necessary to consider how movements in one market factor may affect the other market factors. The model inputs
necessary to perform such calculations imclude imterest rate yield curves, exchange rates, wolatilities, comelations,
prepayment and defanlt rates. For inmterest rate derivatives with collateralised counterparties and in sipmificant
currencies, the group uses a discounting curve that reflects the overnight mderest rate (OIS discountng™).
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1 Critical accounting estimates and judgements in applying accounting policies (continoed)

The majority of valuation technigques employ only observable market data. However, certain financial instmments ara
wvalued on the basis of valuation techniques that feature one or more significant market imputs that are unobservable,
and for them the meassurement of fair valne is more mdgemental An instrument m its enfirety is classified as valued
using significant unobservable inputs if, in the opinion of management, a sigmificant proporion of the insmument’s
inception profit or greater than 5% of the instrument’s valuation is driven by unobservable inputs. “Unobservable’ in
this context means that thare is litfle or no current market data available from which to determine the price at which an
amm’s length transaction would be likely to ocour. It generally does not mean that there is po data available at all upon
which to base a determination of fair value (comsensus pricmg data may, for example, be used). All farr value
adjustments are inclided within the levelling determination.

The group’s accounting policy for valuaton of financial mstruments is included in note 3(i) and is discussed further in
note 49 ‘Fair value of financial instruments camied at fair valne’.

Inmterests in azzociates

Determining whether an investment in another enfity should be classified as an investment in an associate requires
judzement. Management considers all aspects of the relationship berween the investor and the investee in onder to
determine whether the group has sigmificant infloence over the investee. Sipnificant influence is the power to
participate in the financial and operating policy decisions of the investee but Is not contrel or joint control of those
policies. Where significant inflnence exists, an mvestment is classified as an associate and is accounted for nsing the
equity method, while an investment in an enfity which is not an associste, joint venture, or subsidiary is accounted for
either at fair value through profit and loss, or as an available-for-sale investment.

Under the equity acconnting method, investments in associztes are initially stated at cost, and are adjusted thereafter
for the post-acgquisition change in the group's share of the net assets of the associate. An investment in an associate is
tested for mmpairment when there is an indication that the investment may be mpaired. At 31 December 2014, the far
walue of the group's investment in Bank of Commmnications Co., Lid ("BoCom™) had besn below the camying amoumt
for approximately 32 months, apart from a short peried in 2013, The conchision of the impaimment test, based on the
assessment of the valne in use, was that the investment is not impamed. The measurement of value m use involves
significant jndgements in estimating the present values of cash flows expected to arse from continning to hold the
imvesment Mote 22 of the Financial Statements inchades detailed information on the group’s investment im BoCom. It
provides a description of the key assumptions nsed in estimarmg valoe in use, the semsitvity of the value I nss
calculanion to different assumptions and a sensitivity analysis that shows the changes in key assumptions that would
reduce the excess of value in use over the carrying amonnt (*headroom’) to nil.

Lighilities under imvestment coniracis

Estmating the liabilifes for long-term investment comfracts where the group has guaranteed a minimum remum
imvolves the use of statistical techmiques. The selection of these technigues and the assumptions used about fumre
interest rates and rates of retum on equities, as well as behavioural and other futare events, have a significant impact
on the amount recosnised as a lisbality.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

1 Critical accounting estimates and judgements in applying accounting policies (comtinuad)
Insurance contracts
Present value of in-force long-term insurance business ("FVIF*)

The valne of PVIF, which is recorded as an intangible asset, depends upon assumptions regarding futre events. These
are described in more detail in note 23(b). The assumptions are reassessed at each reporting date and changes in the
estimates which affect the value of PVIF are reflected in the income statement.

Imsurance linbilities

The estimation of insurance Liabilities involves selecting stanstical models and making assumptions about fomre
ewents which need to be frequently calibrated against experience and forecasts.

3 Summary of sigmificant accounting policies

a [Interast income and expense

Interest income and expense for all financial instruments, except those classified as held for trading or designated
at fair value (except for debt securities issued by the proup and dervatives managed in conjunction with those debt
securites) are recognised in ‘Inferest income’ and ‘Interest expense’ in the income statement nsing the affective
interest rate method. The effective interest rate methoed is 3 way of calculating the amortised cost of a financial
asset or 8 financial liability (or groups of financial assets or financial lisbilities) and of allocatng the imterest
income or interest expense over the relevant period.

The effective interest rate is the rate that exactly discounts estimated future cash payments or receipts through the
expected life of the financial instrument or, where approprizte, a shorter period, to the net carrying amount of the
financizl asset or financial Lability.

Interest on impaired financial assets is recognised using the rate of interest nsed to discount the fomre cash flows
for the purpose of measuring the impaiment loss.
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3 Summary of sigmificant accounting policies (continued)
b Non imferest income
Fee income is eamed from a diverse range of services provided by the group to its customers. Fee mcome is
acconnted for as follows:
* income earned on the execution of a significant act is recognised as revemme when the act is completed (for

example, fees ansimg from negotisting, or participanng in the negotation of, a transaction for a third-party,
such as an amrangement for the acquisition of shares or other securities);

* income earned from the provision of services is recogmised as revenue as the services are provided (for
example, asset manazement, portfolio and other management advisory and service fees); and

* income which forms an integral part of the effective interest rate of a financial instament is recognised as an
adjustment to the effective interest rate (for example, certain loan commitment fees) and recorded in “Interest
income’ (note 3(a)).

Net trading income comprises all gains and losses from changes in the fair value of fmancisl assets and financial

liakilities beld for rading, tozether with the related interest mcome, expense and dividends.

Net income/(expense) from financial instruments designated at fair value inchades:

# all zzins and losses from changes in the fair value of financial assets and financial Liabilines designated at fair
walue through profit or loss, includmg lisbilities under imvestment contracts;

# all zains and losses from changes in the fair value of derivatives that are managed in conjunction with financial
assets and liabilities desiznated at fair value through profit or loss; and

*  inferest mcome, interest expense and dividend income in respect of:
— financial assets and fmancizl lisbilities desiznated at fair value thromgh profit or loss; and
— derivatives managed in conjunction with the above,
except for interest arsing from debt securities issued by the group and derivatives managed in conjunction with
those debt securities, which is recognised in “Interest expense’ (note 3{a)).

Dividend income is recognised when the right to receive payment is established. This is the ex-dividend date for

listed equify securities, and usually the date when shareholders have approved the dividend for unlisted equiry

seCnrites.

¢ Operating segments

The group has a mafrix management souchure. The group’s chief operasimg decision-maker regularly reviews
operating activity on a number of bases, includmg by geography and by global business. The group considers that
zeographical opersting segments represent the most appropriate information for the users of the financial
statements to best evaluate the namre and financial effects of the business activites in which the group engages,
and the economic environments in which it operates. This reflects the importance of geographic factors on business
sirategy and performance, the allocation of capital resources, and the role of zeozraphical regional management in
eXeCUting srategy. As a result, the group’s operating segments are considered to be geographical regions.

Measurement of segmental assets, lisbilides, income and expenses is in accordance with the group’s accounting
policies. Sepmental income and expenses inchide transfers between segments and these ransfers are conducted on
arm's length terms and conditions. Shared costs are included in segments on the basis of the actmal recharges made.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

3 Summary of sigmificant accounting policies fcontinued)
d  Loans and advarnces fo banks and customers

These include loans and adwances originated by the group which are not classified as either held for trading or
designated at fair value. They are recognised when cash is advanced to a bormower and derecognised when either
the borrower repays its obligations, or the loans are sold or written off, or substantially all the risks and rewards of
ownership are transferred. They are initially recorded at fair value phas any directly atiributable mansaction costs
and are subsegquently measured at amortsed cost using the effective interest rate method, less any reduction from
impaimment or uncollectibility. Where exposures are hedged by derivatives designated and qualifying as fair vahie
hedges, the camying valne of the loans and advances so bedged includes a fair value adjustment relating only to the
hedzed risk.

Loans and advances are reclassified to “Assets held for sale” when they meet the criteria presented in note 3{ad);
however, their measurement continues o be measured in accordance with this policy.

The group may commit to underwrite loans on fixed contractual terms for specified periods of time Where the
loan arising from the lending commitment is expected to be held for rading, the commioment to lend is recorded as
a derivative. Om drawdown, the loan is classified as held for rading. Where the group intends to hold the loan, a
provision on the loan commitment is only recorded where it is probable that the group will incur a loss. On
mception of the loan, the loan to be held is recorded at its fair value and subsequently measured at amortised cost.
For certain ransactions, 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 fair value is lower than the cash
amount advanced, the difference is charged to the mcome statement in other operating imcome. The write-down
will be recovered ower the life of the loan, through the recognition of interest income, unless the loan becomes

e Impairment af lpans and advances

Laosszes for impaired loans are prompily recognised when there is objective evidence that impairment of a loan or
porifolio of loans has ocowred. Impairment allowances are caloulated on individual loans and on groups of loans
assessed collectively. Impairment losses are recorded as charges to the income statement. The camying amount of
impaired loans on the balance sheet is reduced thromgh the nse of impairment allowance accounts. Losses which
may arise from fumre events are not recognised.

Individually assessed loans and advances

The factors considered in determining whether a lean is individually sipnificant for the purposes of assessing
impaimment mclude the size of the loan, the number of loans m the portfolio, and the importance of the individual
loan relationship, and bow this is managed.

Loans that meet the above criteria will be mdividually assessed for mpairment, except when volumes of defaults
and losses are sufficient to justify a collective assessment.
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3 Summary of sigmificant accounting policies fcontinued)
Loans considered as individually sizmificant are typically to corporate and commercial costomers, are for larger
amounts and are managed on an individual basis. These loans are assessed individually at each balance sheet date
to identfy whether objective evidence of impainment exists kased on the following criteria:
* known cash flow difficultes experienced by the bormower;
* confracmal payments of either principal or interest being past due for more than 90 days;
#  the probability that the borrower will enter bankmuptcy or other fimancial realisation;

* 3 concession granted to the bormower for economic or legal reasons relating to the bormmower's financial
difficulty that resnlts in the forgiveness or postponement of principal, mterest or fees, where the concession is
not insignificant; and

# there has been deterioration in the financial condition or outlook of the bormower such that its sbility to repay is
considered doubtful.

For those loans where objective evidence of impainment exists, impairment losses are defermined considering the

following factors:

# the zroup’s agzregsate exposure o the customer;

# the wviahility of the customer’s business model and thewr capacity to trade successfully out of financial
difficulties and generate sufficient cash flow to service debt oblizations;

» the amount and timing of expected receipts and recoveries;

# the likely dividend awailable on liguidstion or bankmptcy;

» the extent of other creditors’ commitments ranking ahead of, or pari passu with, the gronp and the likelibood 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
lezal and insurance uncertaimties ate evident;

»  the realisable value of security (or other credit mitizants) and likelihood of successfl repossession;

#  the likely deduction of any costs involved in recovery of amounts ontstanding;

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

* when available, the secondary market price of the debt.

The realisable value of security is determined based on the current market valne when the impairment assessment
is performed The valoe is not adjusted for expected fomre changes in market prices; however, adjustments are
made to reflect local conditions, such as forced sale discounts.

Impairment lesses are calculated by discounting the expected fomre cash flows of a loan, which includes expected
future receipts of confractual interest, at the loan’s original effective mterest rate and comparing the resnltamt
present value with the loan’s current camrying amount. The impaimment allowances on individually significant
accounts are reviewed at least quarterly and more regularly when ciocumstances require. Individually assessed
impaimment allowances are only released when there is reasonable and objective evidence of a reduction n the
established loss estimata.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

3 Summary of sigmificant accounting policies fcontinued)
Collectively assessed loans and advances

Impaimment is assessed collectively to cover losses which have been incumred but have not yet been idenfified on
loans subject to individual zssessment or for homogeneons groups of loans that are not considered individually
significant.

Incurred but not yet identified impairment

Individually assessed loans for which no evidence of mmpairment has been specifically identified on an individual
basis are grouped together accordmg to their credit nisk characteristics for a collective Impainment assessment.
These credit risk characteristics may include country of ongination, type of business mvolved, type of products
offered, security obtained or other relevant factors. This assessment captures impairment losses that the group has
incurred a5 a result of events occurring before the balance sheet date, which the group is not able to identify on an

individnal loan basis, and that can be meliably esimated. When information becomes svailable which identifies
losses on individual loans within the group, those loans are removed from the zroup and assessed mdividnally.

The collective impairment allowance is detennined after taking into account:

# historical loss experience in portfolios of similar credit risk characteristics (for example, by industry sector,
loan grade or product);

# the estimated period berween impamment occwmring snd the loss being identified and evidenced by the
establishment of an appropriate allowance against the individual loan; and

* management’s experienced judgement a5 to whether current economic and credit conditions are such that the
acmal lewel of inherent losses at the balance sheet date is likely o be greater or less than that suggested by
historical experience.

The period between a loss ocomring and its idenfification is estimated by local mansgement for each idennfied

porifolie based on economic and market conditions, costomer behaviour, portfolio management information, credit

management techniques and collection and recovery experiences in the market. The estimated period between a

loss oconrring and its identification may vary over time as these factors change.

Homogeneous groups gf loans and advances

Sratistical methods are used to determine collective impaimment losses for homogeneouns groups of leans not
considerad indvidually significant Losses in these groups of loans are recorded individually when individual loans
are removed from the gronp and written off. The methods that are nsed to caloulate collective allowances are:

* When appropriate empirical information is svailable, the group utilises roll-rate methodology, which employs
statistical analyses of historical data and experience of delinguency and defalt to relisbly esomate the amount
of loans that will evenmally be written off as a result of the events ocowming before the balance sheet date and
which the group is not able to identify mdividually. Individual loans are grouped usmg ranges of past due days;
statistical analysis is then used to estimate the likelibood that loans m each range will progress through the
warious stages of delinguency and become irrecoversble. Additionally, individual loans are segmented based on
their credit characteristics a5 described above. In applying this methodology, adjusments are made to estimate
the periods of time between a loss event ocowming and irs discovery, for example through 3 missed payment,
(known as the emergence period) and the period of tme between discovery and write-off (known as the
outcome period). Current ecomomic conditions are also evaluated when calculanng the appropriate level of
allowance required to cover inherent loss. The estimated loss is the difference between the present valuwe of
expected future cash flows, discounted at the original effective interest rate of the porrfolio, and the camying
amount of the portfolio. In certain highly developed markets, sophisticated models also take imfo accoumt
behavioural and account management tends as revealed in, for example, bankruptcy and rescheduling
statistics.

* When the porifolio size is small or when mformation is insufficient or not reliable enough to adopt a roll-rate
methodology, the group adopts a basic formulaic approach based on historical loss rate experience, or a
discounted cash flow model. Where a basic formmlaic approach is undertaken management estimates that
typically it takes between six and twelve months between a loss ocourring and its identification.
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3 Summary of sigmificant accounting policies fcontinued)

The inherent loss within each portfolio is assessed on the basis of statistical models using historical data
observations, which are updated pericdically to reflect recent portfolio and economic trends. When the most recent
mends arising from changes in economic, regulatory or behavioural condrtions are not folly reflected in the
statistical models, they are faken into account by adjusting the impaimment allowances derived from the statistical
models to reflect these changes as at the balance sheet date. Foll rates, loss rates and the expected timing of future
recoveries are regularly benchmarked against acmal outcomes to ensure they remain appropriata.

Write-off of loans and advances

Loans (and the related mmpairment 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 receipt of any procesds
from the realisation of securty. In circumstances where the net realisable valne of smy collateral has been
determined and there is no reasonable expectation of further recovery, write-off may be earlier.

Reversals of impairment

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

Aszefs acquired in exchange for loans

Won-financial assets acquired in exchange for loans in order to achieve an orderly realisation are recorded as assets
held for sale and reported in “Other assets” if the carmrying smounnts of the assets are recovered principally through
sale, the assets are available-for-sale in their present condidon and their sale is hizhly probable. The asset acquired
is recorded at the lower of its fair walue less costs to sell and the carmrying amount of the loan (pet of impaimment
allowance amounts) at the date of exchange. No depreciztion is charged in respect of assets beld for sale Any
subsequent write-down of the acquired asset to fair value less costs to sell is recorded as an mmpainment loss and
included within *Crther operating income’ In the income statement. Any subsequent increase in the fair valie less
costs to sell to the extent this does not exceed the cummlztive impairment loss, 1s recognised as a gain in “Other
operating income’ m the income statement, together with any realised gains or losses on disposal Diebt securities
or equities acquired in debt-to-debt'equity swaps are included in “Fmancizl investments’ and are classified as
awailable-for-sale.

Renegotiated loans

Loans subject to collective impairment assessment whose terms have been renegotisted are no longer considered
past due, but are meated as up to date loans for measurement purposes, ocnce the mininmm mumber of payments.
required under the new srrangements has been received Loamns subject to collective impaiment assessment whosa
terms have been renegotizted are segregated from other parts of the loan portfolio for the purposes of collectve
impairment zssessment, to reflect their risk profile. Loans subject to mdividoal impamment assessment, whose
terms have been renegotiated, are subject to ongoing review to determine whether they remain impaired. The
camrying amounts of loans that have been classified as renepotisted refam thes classificadon wnnl maturity or
derecognition.

A loan that is renegotiated is derecognised if the existing agreement is cancelled and a3 new agreement made on

snbstantially different terms, or if the terms of an existing agreement are modified, such thar the rensgotizted loan
is subsmantially a different financial instrument.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

3 Summary of sigmificant accounting policies fcontinued)
T Trading assefs and trading lfabilities
Treasury bills, loans and advances to and from customers, placings with and by banks, debt securities, stuctured
deposits, equity shares, own debt issued and short positions in securities which have been acquired or incumed
principally for the purpose of selling or repurchasing in the near term, or are part of a portfolio of identified
financial instruments that are managed together and for which there is evidence of a recent actual pattern of short-
term profit-taking, are classified as held for tradmg. Financial assets and financial liabilities are recognised on trade
date, when the group enters info confractual arrangements with counterparties to purchase or sell the financial
mstruments, and are normally derecognised when erther sold (assets) or extingmished (lisbilides). Measurement is
mitially at fair value, with transaction costs taken to the income statement. Subsequently, the fair values are
remessured and gains and losses from changes therein are recognised in the income statement within *Met trading

]

IOCOmme .

g Financigl instruments designated at fnr value
Fmancizl mstruments, other than those held for trading, are classified m this category if they meet the criteria set
out below and are so designsted imevocsbly by management on initial recogniion The group may designate
financial instruments &t fair value when the desiznation:
* eliminates or significantly reduces measurement or recognition inconsistencies that would otherwise arise from
measuring financizl imstuments, or recognising the gains and losses different bases from related positions.
Under this criterion, the maim classes of fmancial mstruments designated by the group are:

Long-term debt issues. The interest payable on certain fized-rate longz-term debt securities issned has been
matched with the interest on “receive fized/pay varisble® interest swaps as part of a docnumented interest rate
risk management strategy. An accounting mismatch would anise if the debt securites issued were accounted for
at amortised cost, because the related derivatives are measured at fair value with changes in the fair value
recognised in the income statement. By designating the longz-term debt at fair value, the movement in the fair
walue of the long-term debt will also be recognised in the income statement;

Financial azsets and financial liabilities under unit-inked insurance and uonit-linked imvestment
contracts. Liabilities to customers under linked contracts are determined based on the fair value of the assets
held n the linked funds, with changes recognised in the income statement. If no designation was made for the
assefs relating to the customer liabilities they would be classified as available-for-zale and the changes in far
walue would be recorded in other comprebensive income. These financial instruments are managed on a fair
walue basis and management information is also prepared on this basis. Desiznation st fair value of the
financial assets and liabilities under invesoment confracts allows the changes m fair valnes to be recorded in the
income statement and presented in the same line;

+ applies to a gronps of financial instruments that are managed and their performance evalnated, on a fair value
basis, in accordance with 3 documented risk management or investment stategy, and where information about
that groups of financial instruments is reported to management on that basis. For example, certain financial
assets are held to meet habilities under non-linked msurance contracts, the group has documented risk
manazement and investment sirategies desizned to manage and monitor market risk of those assets on net basis,
after considening non-linked liabilities. Fair value measurement is also consistent with the regulatory reporting
requirements under the appropriate regulations for these msurance operations; and

# relates to financial instruments containing one or more non-closely related embedded derivatives.

Designated financial assets are recognised at fair value when the group enters into contracts with counterparties,
which is generally on trade date, and are nommally derecognised when sold. Subsequent changes in fair values are
recognised in the income statement in ‘Met income from financial nstuments designated at fair valoe’.
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3 Summary of sigmificant accounting policies fcontinued)
b Financial invesmmenis

Treasury hills, debt securities and equity shares intended to be held on a continming basis, other tham those
designated at fair value, are classified as available-for-sale or held-to-maturity. They are recognised on rade date
when the group enters into contracmal arrangements to purchase those mstments, and are normally derecognised
when either the securities are sold or redeemed.

Availabie-for-zale

Available-for-sale financial assets are initially measured at fair value phus direct and incremental transaction costs.
They are subsequently remeasured at fair valne and changes therein are recognised in other comprehensive income
untl they are either sold or become impaired. When availsble-for-sale financial assets are sold, cummlative gains or
losses previously recognised in other comprebensive moome are recognised in the moome statement as “Gams less
losses from financial investments’

Interest mcome is recognised on available-for-sale debt securities wsing the effective interest rate method,
calculated over the asset’s expected life. Preminms and'or discounts arising on the purchase of dated invesmoent
securites are inchuded in the calcnlstion of their effective interest rates. Dividends are recognised in the income
statement when the right to receive payment has been irmevocably established.

At each balance sheet date an assessment is made of whether there is any objective evidence of impairment in the
value of 3 financial asset. Impairment losses are recognised if, and only if, there is objective evidence of
impairment as a result of one or more events that eccurred after the initial recognition of the financial asset (a “loss
event’) and that loss event (or events) has an impact on the estimated foture cash flows of the financial asset and
can be relisbly estimated.

If the awailable-for-sale fimancial asset is impaired, the difference between the financial asset’s acquisition cost {net
of any principal repayments and smortisation) and the cument fair walue, less any previous impainment loss
recognised in the income statement, is remowved from other comprebensive income and recognised in the income
stabement.

Impairment losses for available-for-sale debt securities are recopnised within ‘Loan impairment charges and other
credit risk prowisions' in the income statement and impairment losses for available-for-sale equity securities are
recognised within “Gains less losses from fmancizl investments’ in the income statement The Impairment
methodolegies for available-for-sale financial assets are set out in more detail below.

Available-for-sale debt securities

When assessing awailable-for-sale debt secunities for objective evidence of impairment at the reporting date, the
zroup considers all available evidence, inchuding observable data or information sbont events specifically relating
to the securities which may result in a shortfall in recovery of future cash flows. These events may include a
sigmificant finamcial difficulty of the issuwer, a breach of confract such as a defanlt, bankmptcy or other financial
regrganisation, or the disappearance of an active market for the debt security because of financial difficultes
relating to the issuer.

These types of specific event and other factors such as information about the issmers’ ligmidity, business and
financial fsk exposures, levels of and trends in default for similar financial assets, national and lecal economic
mends and conditions, and the fair valne of collateral and znarantees may be comsidered mdividually, or in
combination, to determine if there 15 objective evidence of mmpaimment of a debt secarity.

In addition, when assessing available-for-sale asset-backed securities (*ABS5's) for objective evidemce of
impairment, the group considers the performance of underlying collateral and the extent and depth of market price
declines. Changes in credit ratings are considered but 3 downgrade of a security’s credit rating is not, of itself,
evidence of impairment. The primary indicators of potential impairment are considered to be adverse fair value
movements and the disappearance of an active market for a security.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

3 Summary of sigmificant accounting policies fcontinued)
Available-for-sale equity securities
Objective evidence of impaimment for available-for-zale equity securities may include specific information about
the issuer a5 defailed above, but may also inclnde mformation sbout significant changes in techoology, marksts,
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 assst below its cost is also objective evidence of
impairment. In assessing whether it is sipnificant, the decline in fair valae is evaliated against the original cost of
the asset at inrtial recognition. In assessmg whether it is prolonged, the decline is evaluated against the period m
which the fair value of the asset has been below its original cost at inital recognition.

Omce an impairment loss has been recognised on an awailable-for-sale financial asset, the subsequent sccounting
meztment for changes m the fair value of that asset differs depending on the nasture of the awailable-for-sale
financizl asset concerned:

# for an available-for-sale debt security, a subsequent decline m the fair vale of the instrument is recognised in
the income statement if, and only if, there is objective evidence of mnpairment as a result of further decreases in
the estimated fumre cash flows of the financial asset Where there is no further objective evidence of
impaiment, the decline in the fair value of the financial asset is recognised directly in other comprehensive
income. If the fair value of a debt security increases in a subsequent period, and the increase can be objectively
related to an event ocowrnng afier the impaimment loss was recognised in the moome statement, the Impaimment
loss is reversed throngh the income statement to the extent of the increase in fair value. If there is no lomger
ohjective evidence that the debt securify is impaired, the impairment loss 15 also reversed through the income
statement;

# for an available-for-sale equity security, all subsequent increases in the fair vale of the instrument are weated
as a revaluation and are recogmsed directly m other comprehensive ncome. Impairment losses recognised on
an equity security are not reversed throngh the income statement Subsegquent decreases in the fair value of the
available-for-sale equity security are recognised m the income statemnent, to the extent that further cumulative
impaimment losses have been mourred in relation to the acguisition cost, less curmlative mmpaimment to date, of
the equity security.

Held-to-maturity investmenis

Held-to-mamrity invesmments are non-derivative financial assets with fixed or determinable payments and fized
maturities that the group positively miends and is able to hold unfil mamrity. Held-to-mamrity investments are
initially recorded at fair value plus any directly atributable transaction costs, and are subseguently mezsured at
amortised cost, less any impairment losses.

i Faluation of financial instruments

All financisl mstruments are recognised initially at fair valne. Fair value is the price that wonld be received to sell
an asset or paid to transfer a hability in an orderly ransaction between market participants at the measurement date.
The fair value of a financial mstmument on initial recognition is generally its transaction price (that is, the fair value
of the consideration given or received). However, sometimes the fair value will be based on other observable
current market transactions m the same msoument, without modification or repackaging, or on a3 valunaton
technigue whose variables include cnly data from observable markets, such as inferest rate vield curves, option
volatilities and currency rates. When such evidence exists, the group recognises a trading zam or loss on day 1,
being the difference between the fransaction price and the fair valne. When significant unobservable parameters are
nsed, the entire day 1 gain or loss is deferred and is recognised in the income statement over the life of the
transaction until the fransaction mamres, is closed out, the valuation inpuis become observable, or when the group
enters inte an offseting transaction.

The fair value of financial mstuments is generally measured on an individnzal basis. However, in cases where the
zroup manages 3 group of financial assets and liabilities according to Its net market or credit risk exposure, the
zroup mezsures the fair value of the group of financial instruments on a net basis but presents the underlying
financizl assets and lisbilities separately in the finsncial statements, unless they satsfy the HEFERS offsetimg
criteria as described in note 45.
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3 Summary of sigmificant accounting policies fcontinued)
i Sale and repurchaze agreements (including stock lending and borrowing)

When securities are sold subject to a commitment to repurchase them at a predetermined price, they remain on the
balance sheet and a Liability is recorded in ‘Fepurchase agreements - non-rading” or ‘Trading habilities” for the
consideration recerved. Securities purchased inder commitments to re-sell are not recognised on the balance sheet
and the right to receive back the initial consideration paid is recorded mm “Feverse repurchase agreements - non-
trading’ or “Trading assets” as appropriste.

Securities lending and bomowing transactions are generally secured against cash or non-cash collateral Securities
lent or bormmowed do oot nonmally resolt in derecognition or recognition on the balance sheet Cash collateral
advanced or received is recorded as an asset or a liability respectively.

Securities bormowed are not recognised on the balance sheet. If they are sold on to third parties, an oblization to
remun the securities is recorded as a tading liability and measured at fair value, and any gains or losses are
included in *Met trading income’.

k  Dermvative financial instruments and hedge accounting

Derivatives are mitially recognised, and are subsequently remeasured, at fair value. Fair valies of derivatives are
obtained either from quoted market prices or by nsing valation technigques. Derivative assets and liabilities arising
from different transactions are only offset for accounting purposes if the offsetting criteria are met.

Embedded derivatives are ireated as separate denwatives (“bifurcated’) when their economic characteristics and risks
are not clearly and closely related to those of the host non-derivative contract, their confraciual terms would otherwise
mest the definition of a stand-alone derivative and the combmed contfract is not held for trading or designated at fair
value. The biforcated embedded derivatives are measured at fair value with changes therein recognised i the mcome
siatement.

Dwerivatves are classified as assets when their fair value is positive, or as lisbilities when their fair value is negative.
Deerivatve assets and liabilities anising from different mansactions are only offset if the transactions are with the same
counterparty, @ legal right of offsst exists, and the parties intend to seftle the cash flows on 3 net basis.

Gains and losses from changes in the fair value of derivatives, inchading the contractual interest, that do not qualify for
hedze accounting are reported in “Met wrading income’ except for derivatives managed in conjunction with financial
instruments designated at fair value, where gams and losses are reported in “Net income from financial instruments
designated at fair value’ together with the gains and losses on the economically bedged items. Where the derivatives
are managed with debt securities i issue, the confractual inferest is shown m “Interest expense’ together with the
interest payable on the issued debi.

When derivatives are designated as hedges, the group classifies them as either: (1) hedges of the change in fair value of
recognised assets or lisbilities or firm commitments (“fair value hedzes™); (i) hedges of the varability in highly
probable future cash flows atiribatable to a recognised asset or Lhability, or a forecast transaction (“cash flow hedzes™);
or (iii) 2 hedgze of a net investment in a foreizn operation (‘net mvestment bedges).

Hedge accounting

At the mreption of 3 bedzing relationship, the gronp doecuments the relationship between the hedging instmments and
the hedged items its nsk manzgement objective and its strategy for umdertaking the hedge. The zroup requires
documented assessment, both at hedze inception and on an ongoing basis, of whether or not the hedging instruments

are highly effective i offsettimg the changes armmbutable to the hedzed risks m the fair values or cash flows of the
hedged items.
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Motes on the Financial Statements (continuea

3 Summary of sigmificant accounting policies fcontinued)
Fair valae hedge

Changes in the fair value of derivatives that are desiznated and gualify as fair value bedzing mstruments are
recorded in the income statement, along with changes m the fair value of the hedzed assets, lisbilities or group that
contain the hedged risk. If a hedging relatonship no longer meets the criteria for hedge accounting, the hedge
acconntng is discontinned: the cummlative adjnstment to the camying amount of the hedged item is amortised to
the income statement on a recalculated effective interest rate over the residual period to matarity, unless the hedzed
item has been derecogmised.

Cash flow hedge

The effective portion of changes in the fair value of derivatives that are designated and qualify as cash flow hedges
15 recogmised in other comprehensive income. Any gain or loss in fair value relsfing to an ineffective porton is
recognised immediately in the income statement.

The accunmlated gains and losses recognised in other comprebensive income are recycled to the income statement
in the periods in which the hedged item will affect profit or loss. Howewver, when the forecast fransaction that is
hedgzed results in the recognition of a non-financial asset or 2 non-financial hiability, the gains and losses previously
recognised in other comprehensive income are removed from equity and inclnded in the initial measurement of the
cost of the asset or hability.

When a bedzing instrument expires or is sold, or when a hedge no longer meets the crteria for bedge accounting,
any cumulative gain or loss existing in other comprehensive income st that time remains in equity until the forecast
fransaction is evenmally recognised in the mcome statement When a forecast fransacton is no longer expected to
occur, the cumulative gain or loss that was recognised in other comprehensive income is immediately reclassified
to the income statement.

Net investment hedge

Hedges of net investments in foreizn operations are accounted for similarty to cash flow hedges. A gain or loss on
the effective portion of the hedging instrument is recognised in other comprehensive income; the residual change
in fair walue is recognised immediately in the income statement. Gains and losses previously recosmised in other
comprehensive income are reclassified o the income statement on the disposal, or part disposal, of the foreizn
operation.

Hedge gffectiveness testing

To qualify for hedze accounting, the group requires that at the inception of the hedze and throughont its life, each
hedge mmst be expected to be hishly effective both prospectively and retrospectively, on an onzoing basis.

The documentation of each hedging relationship sets out how the effectiveness of the hedge is assessed and the
method adopted by an enfity to assess hedge effectiveness will depend on its risk management strategy. For
prospective effectiveness, the hedging instrument mmst be expected to ke highly effective in offsetting changes in
fair value or cash flows atributable fo the hedged risk during the period for which the hedge is designated, with the
effectiveness range being defined as 80% o 125%. Hedge ineffectiveness is recognised in the income statement in
“Met trading income’ .

Dwrivatives that do not qualffy for hedge accounting

Non-gualifying bedges are economic hedzes entered into as part of documented interest rate management sirategies
for which hedge accounting is not applied. Changes i fair value of non-gualifving hedges do oot aler the cash
flows expected as part of the documented management soategies for both the non-gualifying hedze instuments
and the related assets and labilities.
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3 Summary of sigmificant accounting policies fcontinued)
1 Derecognition of financial azzets and Labilities

Fmancizl assets are derecognised when the rights to receive cash flows from the assets have expired; or where the
zroup has mansferred its comtractual rights to receive the cash flows of the financial assets and has transfemed
substantially all the risks and rewards of ownership; or where both control and substantially all the risks and
rewards are not retained

Financial lizbilities are derecognised when they are extinguished, i.e. when the obligaton is discharged, cancelled
Or eXpires.

m Qfftetting financial assets and financial labilities

Financial assets and lisbilities are offset and the net amount reported in the balance sheet when there is currently a
legally enforceabls right to offset the recognized amounts and there is an intention to seftle on 2 net basis, or realisa
the asset and settle the lisbility simumltaneously.

B Subsidiaries, azzociates and joint ventures

The group classifies investments in entities which it controls 25 subsidiaries. Imvestments in which the group,
together with ocne or more parties, has joint control of an armangement set up to undertake an economic activiry are
classified as jomt ventures. The group classifies investments in entities over which it has significant inflnence, and
that are neither subsidiaries nor joint ventures, as associates.

Investments in associates and imferests in joint ventures are recognised using the equity method. Under this method,
snch mwvestments are ininally stated at cost, mcluding atiributable goodwill, and are adjusted thereafier for the post-
acquisition change in the group’s share of net assets less any impairment losses.

Profits on fransactions between the group and its associates and joint venmrss are elminated to the extent of the
zroup’s interest in the respective associates of joint ventures. Losses are also eliminated to the extent of the group’s
interest in the associastes or joint wentures unless the transaction provides evidence of an impaimment of the asset
rransferred.

The Bank's investments in subsidiaries, associates and joint venmres are stated at cost less any impairment losses.
An impairment loss recognised in prior pertods shall be reversed through the incoms statement if, and only if, there
has been 3 change in the esimates used to determine the recoverable amount of the investment since the last
impairment loss was recognised.

In order to determine whether an impairment test under HEAS 3§ ‘Impaimrment of Assets” is required in respect of
an interest in an associate or 4 joint venmre, it is pecessary to consider the indicators in HEAS 39 “Financial
Instraments: Recognition and Measurement’. Where the review of the indicators suggests that the interest in an
associate of joint venmire may be impaired, the impainment testing requirements of HELAS 34§ are applied.

A structured entity is an entify that has been designed so that voting or similar rights are not the domimant factor in
deciding who conmrols the entty, for example when any votng rights relate to administrative tasks only, and key
activities are directed by contractnal agreement. Stuctured entities often have restricted activities and a nammow and
well-defined objective. Examples of stmctured enfities nclude invesmment fuinds, securinsation vehicles and asset
backed financings. Involvement with consolidated and unconsolidated stuctured entities is disclosed in note 51.
The zroup is considered to spomsor another entity if, in addition to ongoing invelvement with the entty, it had a
key role in establishing that enfity or in bringing together the relevant connterparties so that the wansaction, which
is the purpose of the entity, could occur. The group is generally not considered a sponsor if the only mvolvenent
with the entity is merely admimisoative in namre.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

3 Summary of sigmificant accounting policies (continued)

o Goodwill and intangible assets

(i} Goodwill arises on the acquisition of subsidiaries, when the aggregate of the famr value of the consideration
transferred, the amount of any non-controlling mmterest and the fair value of any previously held equity interest
in the scquiree exceed the amount of the identifiable assets and lisbilites acquired. If the amount of the
identifisble assets and labilites acguired is greater, the difference is recognised immediztely in the income
statement. Goodwill arises on the acquisition of interests in jomt ventures and associates when the cost of
invesmment exceeds the group’s share of the net fair value of the associzte’s or joint venture’s identifiable
assets and liabilites.

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

Goodwill is allocated to cash-genersting umits (*CGU") for the purpose of impamment testing, which is
undertaken at the lowest level at which goodwill is monitored for internal management purpeses. Impairment
testing is performed at least annually, and whenever there is an indication that the CGU may be impaired, by
comparing the recoversble amount of a CGU with the carrying amount of its net assets, inchuding stributable
goodwill The recoverable amount of an asset is the hizher of its fair valne less cost to sell, and its value in use.
“alue in use is the present value of the expected future cash flows from a CGU. If the recoverable amoumt of
the CGU is less than the carrying value, an impairment loss is charged to the income statement. Any write-off
in excess of the camrying value of goodwill is limited to the fair value of the individual assets and lisbilities of
the CGU. Goodwill is stated at cost less accunmlated impaimment losses, if any.

Goodwill on acquisitions of inferests in joint venmires and associates is included i “Interests in associates and
joint venfures’ and is not tested separately for Impairment.

At the date of disposal of a business, atmibutable goodwill is inchaded in the group’s share of net assets in the
calcnlation of the gain or less on disposal.

Goodwill is inchaded in a disposal group if the disposal group is a OGU to which zoodwill has been allocated
or it is an operation within such a COGU. The amount of goodwill included in a disposal group is measured on
the basis of the relative values of the operation disposed of and the portion of the CGU retained.

(it} Intamgible assets mclude the present value of in-force long-term insurance business, operating rights, computer
software and, when acquired in a business combination, rade names, customer relationships and core deposit
relaticnships. Infangible assets that have an indefinite useful life, or are not yet ready for nse, are tested for
impaimment annually.

Intangible assets that have a finite usefnl life, except for the present value of in-force long-ferm insurance

business, are stated at cost less amortisation and acoumulated impaimment losses and are amortised over their
estimated useful lives. Estimated useful life is the lower of legal duranon and expected economic life.

Intangible assets are subject to mnpairment review if there are events or changes in circumstances that indicate
that the camying amount may not be recoverable.

The accounting policy on the present valie of in-force long-tenm insurance business is set out in note 3(x).
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3 Summary of sigmificant accounting policies (continued)

p Property, plant and equipment
(i} Land and buildings

Land and buildings held for own use are carried at their revalued amount, bemg the fair valoe at the date of the
revaluation less any subsequent accunmlated depreciation and mmpainment losses.

Fevaluations are performed by professional qualified valuers, on 3 market basis, with sufficient regularity to
ensure that the et camying amount does not differ materially from the fair value. Surpluses arising on
revaluation are credited firstly to the income statement, to the extent of any deficits arising on revalation
previonsly charged to the income statement in respect of the same land and buildings, and are thereafier taken
to the ‘Property revaluation reserve’. Deficits arising on revaluation are first set off agzinst any previous
revaluation surpluses inclnded in the “Property revaluation reserve’ in respect of the same land and buildings,
and are thereafier recognised in the income statement.

Buildings held for own use which are simated on leasehold land where it is possible to relisbly separate the
walue of the building from the value of the leasehold land at inception of the lease are revalued by professional
gqualified valiers, on a depreciated replacement cost basis or sumender value, with sofficient regularity to
ensure that the net camrying amount does not differ materially from the fair valne.

Depreciation on land and buildings is calculated to write off the assets over their estimated useful lives as
follows:

+ freehold land is not depraciated,

# leasehold land and buildings are depreciated over the shorter of their unexpired terms of the leases or their
remaimimg nsefinl ives; and

+ frechold mildings and improvements thereto are depreciated at the greater of 2% per annum on a straight
line basis or over the unexpired terms of the leases or over the remainimg useful lives of the buildings.

(if) Imeesiment properiies

The group holds cerzin properties as invesoments fo earn rentals, or for capitasl asppreciation, or both.
Investment properties are stated at fair value with changes in fair valie being recognised in “Other operating
income’. Fair walnes are determined by independent professional waluers based on the highest and best nse of
the property, primarily using the capitalisation of pet incomes with due allowance for ountzoings and
TEeVETSIONATY mcome potential Property interests which are held under operating leases to eamn rentals, or for
cxpital sppreciation, or both, are classified and accounted for as mvesoment properties on a propenty-by-
property basis. Such property imferests are accounted for as if they were held under finance leases (see note
3(q)-

{iii} Leasehold land and land use rights

The Government of Hong Kong owns all the land in Honz Eong and pernmits its use umder leasehold
amangements. Similar arrangements exist in mamland China. At incepton of the lease, where the cost of land is
known or can be relisbly determined and the term of the lease is less than 50 years, the group records its
interests in lezsehold land and land wse rights as operating leases.

Where the cost of land is known or can be reliably determined and the term of the lease is not less than 50 years,
the group records its mterest in leasehold land and land use rights as land and buildings beld for own use.

Where the cost of the land is unknown or cannot be relisbly determined, and the leasehold land and land use rghts
are not clearly beld under an operating lease, they are accounted for as land and buildings held for own nse.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

3 Summary of sigmificant accounting policies fcontinued)
(iwpO¢her plant and equipment

Equnipment, fixtures and fittimgs (inchuding equipment on operating leases where the group is the lessor) are
stated at cost less any impairment losses. Depreciation is calculated on a siraight-line basis to write-off the
assets over their useful ives, which are generally between 5 and 20 years.

Property, plant and equipment is subject to review for impairment if there are events or changes n circumstances
that indicate that the carmrying amount may not be recoverable.

q Finance and operating leases

(i) Assets leased to customers under agreements which transfer substantially all the risks and rewards associzted
with ownership, other than legal title, are classified as finance leases. Where the group is a lessor under finance
leases the amounts due under the leases, after deduction of wmearned charges, are mcluded in “Loans and
advances to customers’ as appropriate. Finance moome receivable is recognised over the perieds of the leases
50 85 to give 8 constant rate of retum on the net investment in the leases.

(ii) Where the group is a lessee under finance leases, the leased assets are capitalised and mcluded in “Property,
plant and equipment’ and the comesponding lisbility to the lessor is inchoded in “Other liabilities”. The finance
lease and corresponding liability are recognised ininally at the fair value of the asset or, if lower, the present
wvalue of the minimum lease payments. Finance charges payable are recognised over the periods of the leases
based on the interest rates implicit in the leases so as to give a constant rate of interest on the remaining balance
of the liability.

(iiipAll other leases are classified as operating leases. Where the group is the lessor, the assets subject to the
operating leases are included in ‘Property, plant and equipment’ and accowmted for accordmgly. Impaimment
losses are recognised to the extent that the carrying value of equipment is impaired through residual valuwes not
being fully recoversble. Where the group is the lessee, the leased assets are not recognised on the balance sheet.

(iv)Rentals payable and recervable under operating leases are accounted for on & soraight-line basis over the period
of the leases and are mchoded in “General and administrative expenses’ and “Other opersting mcome’ respectively.

(¥) Leasehold land is included under “Orther assets’ in the balance sheet if such land is considered to be held under
operating leases and is stated at cost less amortisation and impaimment losses. Amortisation is calculated to
write off the cost of the land on a storaight-line basis owver the terms of the leases.

r Income tax

(i) Income tax for the year comprises current and deferred tax. Income tax is recognised in the income statement
except to the extent thar it relates to items recognised directly in the statement of comprehensive income, n
which case it is recognised in the statement of comprehensive income.

(ii) Current tax is the expected tax payable on the taxable moome for the year, calcnlated using tax rates enacted or
substantively enacted &t the period end date, and any adjustment to tax payable in respect of previous years.
The group provides for potential cumrent tax liahilities that may arize on the basis of the amounts expected to be
paid to the tax suthorities. Current tax assets and lisbilities are offset when the group intends to settle on a net
basis and the legal right to offser exists.
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3 Summary of sigmificant accounting policies fcontinued)

(iii) Deferred tax is recognised on temporary differences between the camrying amount of assets and lisbilities in the
balance sheet and the amount atiributed to such assets and labilities for tax purposes. Deferred tax liabilities
are generally recognised for all taxable temporary differences and deferred tax assets are recognised to the
extent it is probable that fotore taxable profits will be available against which deductible temporary differences
can be nsed.

Deferred tax is calcnlated using the tax rates that have been enacted or substantively enacted at the period end
date and are expected to apply in the periods in which the assets will be realised or the liabilites settled.
Deferred tax assets and liabilities are offset when they arise i the same tax reportimg groap, relate to income
taxes levied by the same taxation anthority, and a legal oght to offset exists in the entity.

Deferred tax relating to actarial gains and losses arising from post-employment benefit plans which are
recognised in the statement of comprebensive income is also credited or charged to the statement of
comprehensive moome. Deferred tax relating to share-based payment fransactions is recogmised directly in
equity to the extent that the amounnt of the estimated future tax deduction exceeds the amount of the related
cumulative remuneration expense.

Deferred tax relating to changes i the fair valne of available-for-zale investments and cash flow hedzes, which
are charged or credited directly to the statement of comprehensive income, is also credited or charged directly
to the statemnent of comprebensive income and is recognised in the income statement when the fair valoe gam
or loss is recognised in the income statement.

5 Pemsion and other post-employment bengfits

The group operates a mumber of pension and post-employvment plans which include both defined benefit and
defined contribution plans.

Payments to defined contmibution plans and state-managed retirement benefit plans, where the group’s obligations
nnder the plans are equivalent to 4 defined contribution plan, are charged a5 an expense as they fall due.

The costs recognised for fonding defined benefit plans are determined using the projected unit credit method, with
anmnal acmarial valuations performed on each plan. The net charge to the income statement mamly comprises the
service cost and the net mterest on the pet defined benefit liability and is presented in operatng expenses. Service
COsSt COmPTiSes Curment service cost, past service cost, and gain or loss on settlement

The past service cost which is charged mmediately to the income staternent is the change in the present value of
the defined benefit oblipation for employee service im prior periods, resulting from a plan amendment (the
inroduction or withdrawal of, or changes to, 2 defined benefit plan) or curtailment (3 significant reduction by the
entify in the mnmber of employees coverad by a plan). A settlement is 3 transaction that eliminates all further legal
and constmuctive obligations for part or all of the benefits provided under a defined benefit plan, other than a
payment of benefits to, or on behalf of, employees that 15 set out m the terms of the plan and inchnded n the
acimarial assumptions.

Femeasurements of the net defined benefit liability, which comprise acmarial gains and losses, return on plan
assets (excluding interest) and the effect of the asset ceiling (if any, excluding interest), are recognised immediately
in other comprehensive income.

Acmarial gains and losses comprise experience adjnstments (the effects of differences between the previous
actarial assumptions and what has actually occurred), as well as the effects of changes in actuarial assumptions.

The defined kenefit liabilify recognised on the balance sheet represents the present walne of defined benefit
obliganions reduced by the fair value of plan assets. Any net defined benefit surplus is limited to the present value
of available refunds and reductions in future contributions to the plan.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

3 Summary of sigmificant accounting policies fcontinued)
t Share-based payments

The cost of share-based payment arrangements with employees i1s measured by reference to the fair value of equity
instruments on the date they are granted, and is recognised as an expense on a straight-line basis over the vesting
period. The fair valne of equity instruments that are made available immediately, with no vesting period attached to
the sward, are expensed immediately.

HSBC Holdings is the grantor of its equity mstmments for all share awards and share options across the group. The
credit to ‘Other reserves’ ower the wvesting period on expensmg an award represents the effective capital
confribution from HSBC Holdmgs. To the extent the group will be, or has been, required to fund 3 share-based
payment arrangement, this capital confribution is reduced and the fair value of shares expected to be released to
employees is recorded within “Other liabilities™.

Fair value is determined by using market prices or sppropriate valnation models, taking into account the terms and
conditions npon which the equity instruments were granted. Market performance conditions are taken into account
when estimating the fair wvalue of equity Instruments at the date of zrant, so that an award is reated as vesting
imespective of whether the market performance condition is satisfied, provided all other conditions are satisfied.

Vesting conditions, other than market performance conditions, are not taken info account m the initial estimate of
the fair value at the grant date. They are taken into account by adjusting the number of equity instmments inchded
in the measurement of the transaction, so that the amount recognised for services received as consideration for the
equity instuments granted shall be based on the mumber of equity instruments that eventually vest. On a
cummlative basis, no expense is recognised for equity instuments that do not vest because of a failure to satisfy
non-market performance or service conditions.

Where an award has been modified a5 3 minimmm, the expense of the original award continues o be recognised as
if it had not been modified Where the effect of 2 modification is to increase the far value of an award or increase
the number of equity instruments, the incremental fair value of the sward or mcremental fair valne of the extra
equity instuments is recognised in addition to the expense of the original grant, measured at the date of
modification, over the modified vesting period.

A cancellstion that ecours during the vesting peried is freated as an acceleration of vesting and recognised
immediately for the amount that would otherwise have been recognised for services over the remaining vesting
period.

u Foreign currencies

Items mcloded in each of the group’s entities are measured using the cwrrency of the primary economic
environment in which the entity operates (the ‘foncnional currency ™). The group’s consolidated financial statements
are presented in Hong Fong dollars which is also the Bank's functional currency.

Transactions in foreign currencies are recorded in the functional oarrency at the rate of exchange prevailing on the
date of the transaction Monetary assets and lisbilides denominated in foreign currencies are translated imto the
functional curmrency at the rate of exchange mling at the balance sheet date. Any resultmg exchange differences are
included in the mcome statement Non-monetary assets and Liabilities that are measured in terms of historical cost
in a foreign currency are translated into the funcional currency using the rate of exchange at the date of the initial
ransaction. Non-monetary assets and liabilities measured at fair valie in a foreizn currency are translated into the
functional currency using the rate of exchange at the date the fair value was determined.

The resulis of branches, subsidisries and associztes not reporting in Hong Eong dollars are translated into Homg
Kong dollars at the average rates of exchange for the reporting period. Exchange differences arising from the
refranslation of opening foreign cwmency net imvestments and exchange differences ansing from refranslation of
the result for the reporimg period from the average rate to the exchange rate prevailmg at the period-end are
acconnted for in a separate foreign exchange reserve in the consolidated financial statements.

Exchange differences on 3 monetary item that is part of a net investment in a foreign operation are recogmised in
the income statement of the separste subsidiary’s financial statements. In the consolidated financial statements,
these exchange differences are recognised in the foreign exchange reserve in sharsholders” equity. On disposal of a
foreign operation, exchange differences relstmg thereto previously recognised m reserves are recogmised m the
income statement.
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3 Summary of sigmificant accounting policies fcontinued)
v Provisions
Provisions for lisbilities and charges are recognised when it is probable that an ontflow of economic benefits will

be required to settle 3 present legal or constmuctive obligation arising from past events and 3 reliable estimate can
e made of the amount of the obligation.

Contingent liabilities, which inchide certain guarantees and letters of credit pledged as collateral security, are
possible oblizations that arise from past events whose existence will be confimned only by the oconrrence, or non-
occurrence, of one or more uncertam future events not whelly within the control of the group; or are present
obliganions that have arisen from past events but are not recognised becanse it 1s not probable that settlement will
require the outflow of economic benefits, or becaunse the amount of the oblizations cannot be reliably measured.
Contingent lisbilities are not recognised in the financial statements but are disclosed unless the probability of
settlement is Temote.

w Financial guaraniee contracis

Lishilities under financial gusrantee contracts which are not classified as insurance contracts are recorded ininally
at their fair value, which is generally the fee received or receivable. Subsequently, financial guarantes lisbilities are
measured at the higher of the initial fair value, less cummlative amortisation, and the best estimate of the
expendinire required to setle the oblizations.

I Insurance contracis
Throngh its insurance subsidisries, the group issues confracts to customers that contam insurance risk, financial
risk or a combination thereof A contract under which the group accepis significant insurance risk from another
party, by agreeing to compensate that party on the occwrrence of a specified uncertain future event, is classified as
an insurance confract. An insurance contract may also transfer financial sk, but is acconnted for as an insurance
Insurance contracts are accounted for as follows:
Freminms
Premiums for life insurance coniracts are accounted for when receivable, except in unit-linked insurance contracis
where preminms are accounfed for when lisbilities are established

Feinsurance premiums are accounted for in the same accounting peried as the premiums for the direct insurance
coniracts to which they relate.

Frezent value of in-force long-term insurance business

The value placed on insurance contracts that are classified as long-term insurance business or long-term investment
coniracts with discretionary participating feamres ("DPFF’) and are in force st the balance sheet date is recognised
as an asset. The asset represents the present valie of the equity holders® interest in the profits expected to emerge
from those contracts written at the balance sheet date.

The present value of in-force long-term insurance business and long-termm mvestment contracts with DPF, referred
to as ‘PVIF’, is determined by discounting the equity holders” imterest in fomre profits expected to emerge from
business currently in force nsing sppropriate assumptions in assessing factors such as fomre mortality, lapse rates
and levels of expenses and a risk discount rate that reflects the risk premium attributable to the respective contracts.
The PVIF incorporates allowances for both non-market risk and the valne of fimancial options and guarantees. The
PVIF asset is presented gross of attributsble tax in the balance sheet and movements in the BVIF asset are mcluded
in “Other operating income’ on a gross of tax basis.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

3 Summary of sigmificant accounting policies fcontinued)
Insurance claims and reinsurance recoveries

Gross insurance clams for life insurance contracts reflect the total cost of claims ansing during the year, including
claim handling costs and any policyholder bonuses allocated in anticipation of 3 bomus declaration.

Mamrity claims are recognised when due for payment. Surrenders are recognised when paid or at an earlier dare on
which, followmg notification, the policy ceases o be included within the calculation of the related insurance
liakilities. Dieath claims are recognised when notfied.

Feinsurance recoveries are sccounted for m the same period as the related clamm.

Liabilities under insurance contracts

Lizbilities under non-linked life insurance contracts are calculated by each life insurance operation based on local
acmarial principles. Some insurance confracts may contain discretionary participation fesfures whereby the
policyholder is enmtled to addifional payments whose amount and/or timing is at the discretion of the issner. The
discretionary element of these contracts is included in “Lisbilities nnder insurance contracts’.

Lizhilities under unit-linked life imsurance contracts are at least equivalent to the surrender or transfer value which
is calculated by reference to the value of the relevant underlying funds or indices.

A lishality adegquacy test is carried ont on insurance lizbilities to ensure that the camying amount of the liabilities is
sufficient in the lizht of cument estmates of future cash flows. When performing the lisbility adeguacy test, all
coniractual cash flows are discounted and compared with the cammying value of the hability. When a shortfall is
identified it is charged immediztely to the Income statement.

¥ Investment contracts
Customer liabilities under linked and certain non-linked investment contracts without discretionary participation
festures and the comesponding financial assets are desiznated at fair valne. Movements in fair value are recognised
in ‘“Met moome from financial insmuments designated at fair value’. Deposits receivable and amonnts withdrawn
are accounted for as increases or decreases in the liability recorded in respect of investment contracts.

Lizbilities under linked investment confracts are at least equivalent to the swrender or transfer value which is
calculated by reference to the value of the relevant undertving funds or indices.

Investment management fees receivable are recognised in the income statement over the period of the provision of
the invesiment management services, in ‘Met fee income’.

. Dividends

Dividends proposed, or declared afier the balance sheet date, are disclosed as a separate component of sharebolders’
equiry.

aa Debt securities in usue and subordinated Fabilities
Fmancizl Liakilities are recognised when the group enters into the contraciual provisions of the armangements with
counterparties, which is generally on trade date, and initially measured at far value, which is normally the
consideration received, net of directly anributable mransaction costs incurred. Deebt securities issued for rading
purposes of designated at fair value are reported under the appropriate balance shest captions. Other debt securitnes
in issne and subordinated liabilities are measured at amortised cost nsing the effective interest rate method and are
reporied umder ‘Diebt securities in issne’ or *Subordinared liabilities’.
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Summary of significant accounting policies (continued)
ab Cazh and cash equivalents

For the purpose of the cash flow statement cash and cash equivalents inclnde highly liguid investments that are
readily convertible to known amounts of cash and which are subject to an insipnificant risk of change in vahie.
Such investments comprise cash and balances with banks mamrnng within one month, and treasury bills and
certificates of deposit with less than three months® mamrity from the date of acquisition.

ac Share capital and other eguily inIruments

Shares and other financial instruments are classified as equity when the group has the unconditional right to avodid
ransferring cash or other financial assets to the holder.

ad Assets held for zale

Assets and lisbilites of disposal groups and non-current assets are classified as held for sale ("HFS') when their
camying amounts will be recovered principally through sale rather than through contimming use. HFS assets are
zenerally measured at the lower of their camrying amount and fair value less cost to sell.

Immediztely before the mitial classification as beld for sale, the camying amounts of the relevant assets and
liakilities are measured m accordance with applicable HEFRSs. On subsequent remeasurement of a disposal group,
fair value less costs to sell of the disposal group is determmed after each HFS asset is individually measured under
applicable HEFR5x.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

4 Operating profit

The operating profit for the vear is stated after taking account of:

a Interest income

014 13

HESm HEZm

Interest income on listed secunties 15,802 6,539

Interest income on unlisted securities 13812 15945

(Orher ieenest income 1046 820 Q8969

136,434 125454

Less: interest income classified as "Met mading moome” {foote Hd) o (9,607 {B351)
Less: interest income classified as "Met mcome from financial instraments

desiznated at fair value'{note 4(8)) (35 {63)

126,782 117,038

Included in the sbove is mierest mcome accmed on impaired financial assets of HES215m (2013: HE5128m).

b Interest expense

204 13
HE3m HEEm
Customer accounts and deposits by banks maturing afber five years .. S5 525
Interest expense oo preference 76 1501
(Ohier interest expense 346401 31068
36,1712 34,184
Less: interest expense classified as Mot tading income” (pobe A1) oo (4, 440) (4.483)
Less: interest expense classified as "Net income from fnancial mstruments
desiznated at fair value' (note 4e) - {17
31673 200674
¢ Netjfee income
204 13
HESm HEZm
Hat foe income inchydes the following:
et fee moome, other than amounts inchoded in detemining the effective
not held for trading or desiznated at fair value
- fee nrome 1527 15,506
— fee expense (1.321) {1,833)
13,451 13,763
et fee mcome on st and other fidocary activites where the group halds
or imvests aszets on behalf of its customers
— fee mcome 8626 B.a507
— fee expemse (344) (@81}
7882 7826
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4 Operating profit (continued)
d Net trading mcome

2014 13
HESm HEEm
Dizaling profits 13,674 15,104
— Foreign exchinge 10,761 15317
- Interest rate 587 7
- Dbt seourities 1513 (1461)
- Equittes and other rading 513 1,032
Loss from hedging activities {6) (37
Fair value hedges
— Met gaind{loss) on hedged items attribuwiable tothe bedged sk . 408 (1570
— Met zaind{loss) on hedeing instnuments (419) 1938
Cash flow hadgzes
~ Mt bedging gain 5 2
Interest on trading assets and lisbilities 5 3259
- Interest income (note 4(a)) ﬁgg | 2352
— Interest expense {note 4(b)) (4,448 (4403)
Dividend income from trading securities 1384 a4
- Listed mvestments 1359 | 815
- Unlisted imestments 15 159
Pinz An comfingent forward sale comtract - {3323)
20,220 16,577
e Net imcome from finamcial mstruments designated ai fair value
2014 13
HESm HESm
Income on assets desiznated at fair value which back
innuance and mvestment Contracts 5025 3589
Increase in fair vale of hakilities to customers undar impestment comfracts ... (807} {1,050
4218 1530
et change in frir vahse of other financial assets liahilities desimated at fair value! ... {205) (110)
Interest on fnancial assets md lishilities designated at fair value
~ Interest income (note {a) s LE
— Imterest expense (pote 406 = {an
48 2475

1 Gainr and losses from changer m the fiir value of the group s Eoued debt secwritier feclude those arizimg from changer in the
group s own cradit risk. Ja 2014, the group recopnied g HES39m Jess on changes in the fir value of these insirumenss @rismg
from changes in v credit risk (201 3-HES] 8m Joss).
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

4 Operating profit (continued)
T Gains lesz loszes from fimancial mvestments

2014 13

HESm HESm

(Gains on dsposal of available-for-sale securities 4,808 £70
Inpairment of available-for-sale squity imestments (2,219) {28)
1380 441

Gamns on disposal of available-for-sale securities in 2014 inchaded the disposal of our mvestment m Bank of
Shanghai and the mtercompany sale of private equity funds..

In 2014, we recorded an impaimment of HES2,103m on our mvestment in Industrial Bank.

There were no gains or losses on the disposal of held-to-mamrity mvesoments in the year (2013: nil).

g Dividend income

004 13
HESm HEIm
Listed mvestments 104 1008
Unlisted mvestments 170 167
1374 1175

b Ner painflass) on reciassjffcation af associates
04 13
HESm HESm
(Gain on reclassification of ndustmial Bank = B454
Loss on reclassification of Vantai Bank - {207y
Luoss on reclassification of Techcom Bank (251) —
[251) B.157

i Other operafing incoma

2004 13
HESm HEZm
Movement in present value of m-force msurance business 3581 4,735
{Gains on investment properties 70 1389
(Gain on disposal of property, plant and equipment and assets held forsale ... .. 1 200
(Gain on disposal of swhsidiames, associates and tusiness portfolios ... 104 758
Bental income from investment properties 41 312
Orther 3915 3525
8,753 11,418

Oriher mcludes net gains on loans and receivables of HEKS5197m (2013: HE338E8m). There were no gains or losses
on the disposal of financial liabilities measured at amortised cost during the year (2013 ml).
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4 Operating profit (continued)
j  Loan impairment ¢harges and other credit rizk provisions

2014 13
HESm HEEm

Individually assessed impairment charges:
— Wew allowances 401 2433
— Paleases (1420 (1.426)
- Peoovenes (156) (198)
2626 509
Collectively assessed impaimment charges 11M 2,602
Orber credit risk provisicns 1) 121
Loan impaimment charges and other credit risk provisions 4925 3,532

There were no impaimment charge agaimst available-for-zale debt secunties included m other credit risk provisions
(2013: nil). There were no impairment losses or provisions relafing to beld-to-mamrity investments (2013: nil).

k  Gemeral and adminizirative expenses

2014 13
HESm HEIm

Premises and equipment
— Benfal expenses 3546 3428
— Amortisation of prepaid operating lease payments 13 18
— (rther premises and equipment expenses 4143 3853
7.7 7300
Marketing md advertising expemses 3983 3565
Orther adnindstrative expenses 16,588 13,163
18,278 26,127

Included in operating expenses were direct operating expenses of HES24m (2013: HES25m) ansing from
investment properties that generated rental mcome doring the year. Direct operating expenses arising from
investment properties that did not zenerate rental income amounted to HES4m (2013: HES1m).
Included m operating expenses are mmimam lease payments under operating leases of HE$3 553m (2013:
HES3 404m).

1 Aduditors’ remeration

Auditors” remuneration amounted to HE373m (2013: HE$74m), of which HE530m (2013: HE520m) ralated to
the Bank.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

5 Imsurance income

Included in the consolidated income statement are the following revermes eamed by the msurance business:

a [Iniurance income

04 13
HE$m HEZm
Met mterest income 9430 B.702
Het foe inome 1083 1264
et mading loss (¥1I) (345)
Het mcome from finamcial instroments designated at fair vale 4159 2424
Het insurance prenium income {note 5(H]). 57307 53,663
Movement i present value of im-force business 3,581 4735
(Orther operating income 113 1052
T6, 130 71003
et meurance claims and benefits paid and menement in liabilities to palicyholders (note 5(cY) (60,182) (56.593)
Mat operating ncome 16,048 15,501
b Net insurance premium income
Non-linked Linked
imsnrance insurance Tatal
HE3m HE3m HE$m
1014
(Gross insurance premim moome 50 52 827 50,153
Beinumers” share of pross insurance premium BOOME . ... (1 §31) [1E5] (1 346)
et MSmanCe prepim income 49 151 8256 57307
2013
{Gross insurance premium moome 43,376 12,088 55,464
Beinumers” share of gross insurance prenuium IDOOME ... (1, 7TE3) (1B} {1,201}
Nt srance premium income 41,593 12,070 53,663
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5§ Imsurance income (continued)

¢ Net imsurance claims and bengfits paid and movemant in Habilities to policyholders

Non-linked Linked
imsmrance insurance Toital
HESm HESm HESm

014
Grozs claims and benefitz paid and movement in liahilites o

policyholders 53,104 8330 61 443
Claims, benefits and sumenders paid I n,ml | z,m_| | M,ﬂﬂ
Movement in prowision 19343 5413 34 761
Reinzurers” share of claims and benefits paid md mowement in lisbilities

to policyholders 3510
Beinaumers” share of claims, benefits md sumrenders paid -..o.ocoe.e - l I:I,l-l]| | (644) | (848)
Reinsurers” share of movemen? M ProviSIoN —..... ... covremrrsren - (1L, 407) 204 (413)
Het mesmrance claims and bepefits paid and movement in Labilites to

policyholders 51493 8,689 0,132
2013
Gross claims and bepefits paid and movement in liabilites o

policyholders pat = 44,731 10,530 37,261
(Claime, benafits and samenders pai 30,370 4,808 15268
Movement in provision pd | M]ﬁl—| | 5,632 | 31,8993
Beinsurers” share of claims and benefits paid and movement in liahilites

to policyholders (1,683) 1,014 {
FReeinsurers” share of claims, benafits and sumendars paid ... - | Eﬂl]l | (3.26T) | | (3.468)
Beinumers” share of mowement in provision ... ... - (L4583 4281 2,799
et msmrance claims and benefits paid and movement in Labilites to

policyholdars 45,48 11,544 34,592
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

6 Employee compenzation and benefits

Employes compensation and bengfftz

1004 W13

HESm HESm

Wagzss and salarias 35476 33,761

Social seoarity costs L1046 T
Betitement benefit costs

— Definad comtribution plans 1350 L1115

- Diefined benafit plans (note S{c)I) 1022 1,082

38 894 36,938

b

Directors ' emoluments

The aggregate emohiments of the Directors of the Bank disclosed pursuant to section 78 of Schedule 11 to the
Hong Kong Companies Ordinance (Cap. 622), which requires compliance with secion 151 of the predecessor
Heng Kong Companies Ordinance (Cap. 32), were HES101m (2013: HES7Im). This comprizes fees of HE5%m
(2013: HE3%m) and other emoluments of HES92m (2013: HE362m) which includes pension benefits of HES1m

{2013: HE$1m).

T

Retirement bemgfit panzion plans

(i) Total defined bengfit expense recognised in the income statement

Included within ‘Employes compensation and benefits’ are components of the expense related to the group’s

defined kenefit pension plans, as follows:

014 2013
HESm HESm

Defined benefit pension plan
(Current service cost e 1,023
Met interest cost on the net defined benefit liability assat 120 4
Past service cost and gzins on seftlements (L]} (1m
Administrative costs md faxes paid by plan 5 5
Total expense 1022 1,002

(i) Cumulative actugrial gains/{losses) recognized i other comprehensive mcome in respect af defined bengfit

plans
The group The Bank

04 i3 004 13
HE3m HEZm HESm HESm
At ] Jamuary (6,937) (9.208) (4,276) (3.573)

Artoarial pairs/{losses) recoznised m other
comprehensive income (T0d) 2181 (h07) 1,287
At 31 December (7,641) (6,837) 5, 153) (4.275)

The group operates §5 (2013: B6) retirement benefit plans, with a total cost of HECS2,37T2m (2013: HES2,207m),
of which HE$619m (2013: HES505m) relates to overseas plans and HE313m (2013: HES14m) to a plan

sponsored by HSBC Asiz Holdings BV.

Progressively the HSBC Group has been moving to defined contribution plans for all new employees.

In Hongz Kong, the HSBC Group Hong Kong Local Staff Retirement Benefit Scheme (‘the Principal Plan®)
cowvers employees of the Bank and certsin other local employees of HSBC Group. The Principal Plan comprises
4 fumded defmed benefit scheme (which provides 3 lump sum oo retirement but is now clesed to new members)
and a defined contmribution scheme. The latter was established on 1 Jamnary 1999 for new employees. Since the
defined benefit section of the Principal Plan is a final salary lump sum scheme, its exposure to longevity risk

and interast rate rigk is limited.
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6 Employee compensation and benefits [continued)

The trustes assumes the overall responsibility for the Principal Plan but 3 management committee and a mumbser
of sub-committees have also been estsblished These committees have been esmablished fo broaden the
governznce snd manage the concomitant issues. The finance and inwvesmment sub-committes mamages the
warious issues in relation to both assets and liabilities of the Principal Plan.

The Principal Flan is predominamtly a finded plam with assets which are held in trust finds separats from the
group. The Principal Plan is reviewed at least on 3 friemnial basis or in accordance with local practice and
regulations. The actaarial assumptions nsed o calculate the defined benefit oblizations of the Prncipal Plan
wary according to the economic conditions.

The Principal Plan maimly invests in bonds with a smaller portion in equities and each imrestment manager has
been assigmed 3 benchmark applicable to their respective asset class. The target asset allecations for the
portiolio are as follows: Bonds 65% and Equity 35%.

Defined benefit pension plans

{ifi} Net assetiTiability) nnder defined bengfit pension plans

The group
Present vale of
Fair value of defined benefit ~ Effect of the Net defimed
plan assefs oblizations assef ceiling  benefit Bability
Net defined benefit liability
At 1 January 2014 14,505 (19,207 ] (4,703)
Crurent service cost - [903) - (203)
Past service cost and zains from setflements! ... - ] - ]
Service cost = (397) - (37}
et interest income{cost) on the net
defined benafit Eabiliny ..o — 45 [465) - (120)
Femeasarement effects recognised in other
comprehensive MOMMe ..o — e {1L,023) — (T04)
- Betam an plan assets (excloding interest income) a9 - - EIT]
— Actuarial losses from changes in
i T — - - (16)
- Actuarial losses from changes in )|
finamiial ass0mpPEoRS .o — - (634] - (634)
- Actuarial losses from experience . ... - - @373) - (373)
Exchange differences and other movemenis ... 31 68 - a7
Coniribaions by the greap ... ... 2] - - s
Contribations by employess ... ... — 2 (4] - -
Benefits paid (1,105) 1170 - 5
At 3] December 2004 e — 14,870 (20,356) @) (5,487)
Betiremnent bepefit linbilities recopmised
om the balance shest .. — (5,606)
Retirement benefit assets recopmised on the
balance shest (within "Crher assets™) ... — 119
Present value of defined benefit obligation relating
18
- Artives (20.115)
- Diafireds 5]
- Pensioners (237)

1 Gains from settlemmis orite a5 the difference honasen astets disributed and Tabilifer edimeuiched on settlemants.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

6 Employee compensation and benefits [continued)

The group
Present vahe of
Fair value of defined benafit Effact of the Het dafined
HESm HESm HERm HEEm
Met defined benefit lability
At ] Jammry 2013 14,576 21233 {1y (£.664)
Current service cost - {1,023) - (1.023)
Past service cost and gains from setflements’ .. - 12 - 11
Semvice cost - {1.011) - (L.011)
et interest incomeycost) on the net
defined benafit Bability ..o — 135 (20 - 74
Femeasarement effects recopnised in other
Comprebiensive MOome ..o, — 16 2005 - 1281
— Retum on plan assets (excloding interest mcome) 276 - - 6
- Achuarial gaims from changes in
demographic assumptions - kN ] - 0
- 208z - 2092
- (117 - (117
32 34 - ]
508 - - 508
2 ()] - -
(11143 1213 - a0
At 3] Decemiber 2013 14,305 (19.307) 1y (4.703)
B.etiremnent benefit linbilities recopmised
om the balance shest ..o — (4.854)
Betirement benefit assets recopmised on the
balance shest (within "Crher assets™) ... — 153
Present value of defined benefit dbligation relating
i
- Actives 18959
- Dafemeds [
- Pemioners (248)

1 Gatns from seitlements arite a5 the difference bensen asets diviribuied and labilifer edimpuithed om settements.
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6 Employee compensation and benefits [continued)

The Bank
Present vale of
Fair value of defined benefit ~ Efect of the Net defimed
plam assets oblizations assef ceiling  benefit Bability
HESm HESm HESm HESm
Net defined benefit liability
At 1 January 2014 9,210 (11,528) Ly (2,619)
Curent service cost = (#87) - (=87
et imterest income{oost) on the net
defimed henatit Eability ... - 135 (308) = 3
Femeasarement effects recopnised in other
comprehensive MOMe .. ..o 13 {1,220 — (W0T)
-Mmmm[mgmm 313 - - EIE]
— Actuarial losses from changes in
i DB oo — = 8) = @
— Acnarial losses from changes in
finamcial OIS e - (750) (750)
— Actuarial losses from experience ... — (462) - (462)
Exchmngze differences and other movements .. 154 231) - 13
Contribations by thebank ... . ... — 510 - - S0
Contribmiions by employess ... .. — 1 (L) - -
Benefits paid (584) 632 - 4
At 3] December 004 . — 0.038 (13 543) [L1] (3,505)
R bensfit lishilit ised
om the balance sheet ... ... — (3,6:63)
Betirement benefit assets recopmized on the
‘balmnce shest (within “Orther assets™ ... 53
meﬁmhmzﬁxmmm
i
- Actives (13479)
~ Deferreds )
— Pensioners (&)
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

6 Employee compensation and benefits [continued)

The Bank
Present vahe of
Fair value of defined benafit Effact of the Het dafined
HESm HESm HE3m HESm
et defined benefit Hability
At ] Famary 2003 930 (13.01%) [ (3.687)
Current service cost - (647 - (657}
Past service cost and zains from setflements! ... - 10 - 10
Service cost - LED] - (637}
et imterest income{oost) on the net
defined benafit Bability ... — 10 14m - 49
Femeasarement effects recopnised in other
Iwe MOBmE . — jiis] 11 - 1,297
~ Fetm on plan assets (exclnding interest ncome) ] - - B
— Actuarial losses from changes in
demeeaphic ASUPTEONE .. — - 1y - 1)
— Actuarial gams from changes m
fimameial AsEImpEens ..o — - 1410 - 1410
- Actuarial losses from experience ... - - (198} - (198)
Exchange differences and other movements 40 0] - 34
Contribations by thebank ... ... — 153 - - 353
Beemefits paid )] TR - 10
At 31 Decemiber 2013 9210 11,828 (M 2,619
Betirement benefit liabilities recopmised
om the balancs sheet ... ... — (2.689)
Retirement benefit assets recopmized on the
balance shest (within "Cither assets™) ... _ 70
Present value of defined benefit dbligation relating
o
- Actives 11762
— Deferreds 3
— Pemiomers (81)

1 Craims from settlement arise as the dffference benween axse's ditibuted and labiliter einewishad on setemes.

The group expects to make HEST44m of conmbutions to defined benefit pension plans during 2015,
Confributions to be made by the Bank are expected to be HE$438m.

) Bengffis expected to be paid from the Principal Plan

Benefits expected to be paid from the Principal Plan to refirees over each of the next five years, and m
ageregate for the five years thereafter, are as follows:

015 2016 017 2018 018 2020-2024
HESm  HESm HESm HE3m HESm HE%m
H3BC Group Hong Kong Local St
Pstirement Benafit Scheme ... 506 m2 807 865 087 5133
124
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§ Employee compensation and benefits (continued)
v} Fair value of plan assets by asset clazzes

The group
214 013

Quoted Quated

market market
price in Thereof price in Thereof
Valme active market HSBC Value  active marked HEEC
HESm HES$m HESm HESm HESm HESm
14,870 14,870 287 14,505 14,508 158
5151 5151 3l 4750 4750 108
3318 8,278 = 8573 2313 -
1 1 - ey (1) -
1280 1,200 176 1153 1,183 47

The Bank
214 013

Quoted CQuoted

market market
price in Thereof price in Thereof
Valme actve market HSBC Value  active marked HEEC
HESm HES$m HESm HESm HESm HESm
9939 9,939 106 0210 0210 62
3484 3,464 b1} 1368 1360 =
6,068 6,069 = 8279 6270 -
4G 406 176 362 562 B

1 Othar mamly consists gf cash md deposits.
(vi} The Principal Plan s principal actuarial financial assumptions

The latest actuarial valation of the Principal Flan was made on 31 December 2013 and was performed by
Wing Lui, Fellow of the Society of Acmaries of the United States of Amenca, of Towers Watson Hong Eong
Limited, an external consnltant. At that vahiation date, the market value of the defined benefit scheme’s assets
was HES8 428m. On an on-going basis, the value of the Principal Plan’s assets represented 99.9% of the
acmuarial present value of the benefits accrued to members, after allowing for expected future increases in
salaries. On a wind-up basis, the Principal Plan’s assefs represents 107% of the members® vested benefits,
based on current salaries, and the resnlting surplus amounted to HEK$52Tm. The attained age methoed has been
adopted for the walnation and the major assumptions used in this walnation were a3 discount rate of 5% per
anmun and long-term salary increases of 4% per anoum. The recommended employer conmibuton rate as a
percentage of scheme salardes is 16.1% (local staff category) and 20% (senior staff category) for 2014 and 2015,
No additional special contributions have been recommended.

The determinations for actuarial fonding valostion purposes are based on different methods and assumptions
from those used for fmancial reporting purposes, and as a result should neither be compared nor related to other
determinations included in these financial statements.

The present value of the Principal Plan's obligation was a final lhomp sum salary of HE$11 534m (2013:
HE$10,284m). The principal actmarial assumptions used to calculate the group’s obligations for the Principal
Plan for each year, and used as the basis for measuring the expenses in relation to the Principal Plan, were as
follows:
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

6 Employee compensation and benefits [continued)
Principal actugrial assumpiions for the Principal Plan

014 13

T pa Ypa

Discoumt rate LTS 115
Rate of pay mcrease 40 4
Martality table HELTMII HELT2011

1 HELT2011- Homg Kong Life Tabies 2011,

The gronp determines the discount rates to be zpplied to its oblizations in consultation with the plans’ local
acmaries, on the basis of current average yvields of hizh quality (AA rated or equivalent) debt instruments, with
mamrities consistent with those of the defined benefir oblizgations. In countries where there is not 8 deep market
in corporate bonds, government bond yields have been nused, and this is the case for the Principal Plan in Hong
Eong.

(vif) Actnarial assumpiion sensiiivities
The discount rate and rate of pay increase are semsitive to changes in market conditions arnsing during the
reporting pericd. The following table shows the effect of changes in these on the Principal Flan:
The qffect af changes in key asnumptions on the Principal Plan

HEEC Group Hong Kong Local Staff
Petirement Benefit Scheme
014 013
HESm HESm
Drscount rate

- Change in pension obligation at year end from a 25bps increase ... - (134) (185)
- (Change in pension oblization at year end from a 25bps decrease ... . 142 01
- Change in 20142013 pension cost from a 25bps increase {11) fei]
- Changze in 20142013 pension cost from a 25bps decrease. 11 B

Rate of pay increase
- Change in pension obligation at year end from a 25bps inorease ..o . T X7
- Change in pension oblization at year end from a 25bps decrease ... . (111) (201
- Change in 20142013 pension cost from a 25bps increase 10 14
- Change in 20142013 pension cost from a 25bps decrease. (1] (14

T Tax expense

a2 The Bank and its subsidiaries in Hong Eong have provided for Hong Kong profits tax at the rate of 16.5% (2013
16.5%) on the profits for the year assessable im Hong Hong. Owerseas branches and subsidiaries have similarly
provided for tax in the countries in which they operate at the appropriate rates of tax mling in 2014. Defemed
taxation is prowided for m accordance with the group’s acconnting policy in note 3(r).

The charge for taxation in the income statement comprises:

2014 13
HEGm HEZIm
Curent mcome fax
- Hong Kong profits tax — on cumment vear profit 2039 8543
~ Hong FKong profits tax — adjustments in respect of prior years (17T (164)
— Owerseas @Axation — on Corment year profit 3542 B.od4
— (Owerseas @xation —adjustments in respect of poar years 154 (206)
17,558 16,637
Diaferred tax
- Origiration and reversal of temporary diferences 1462 {1383)
- Effect of changes in tax mies 19 1)
— Adjustments in respect of prior years 27T) 250
144 (236)
19,012 13,701
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T Tax expense (confinuad)

b The components of deferred tax assets and lizbilities recognised in the balance sheet and the movements dunng the
year are as follows:

(i) Deferred tax assais

The group
Impairment
Accelerated  Imsmrance allowances
capital techmical Expense onfimancial Revaluafion
allowances  provisidms — |Provisioms amets of properties Dther Total
HESm HESm HESm HEZm HESm HE3m HESm
014
At ] Famary ... — 154 - 669 (T43) 1362 12194
Exchangze and other
JUSICIEDES ........ - (49 - (245) @ 420 42) 46
Credit/{charge) 1o
income statement 1 = ] (431) 4 37 (508)
Charge to reserves ... - = = {26) @70 (396)
A1 3] December ... 106 — 613 19 (275) T3 1436
w013
At ] Jamary ... 108 - 1,083 04 (200} 1333 2620
Exchangze and other
adjustments ... — 35 - @M 284) 142 {500 (481}
Credit/{charge) o
imcome statement 0 - 83 50 3 298) (143)
Credit/{charze) o
[BSBIVES .. ... — — - — — {28} 177 289
At 3] December ... 154 - 852 [0 (743} 1,362 1204
The Bank
Tmpai i
Accelerated  Imsurance allewances
capital techmical Expense onfimancial Revaluation
allvwances  provisiens — provisioms amets  of properties Dther Tutal
HE3m HESm HESm HEZm HE3m HE3m HE$m
4
At ] Jamary ... — 36 - as7 487 (636) 305 L]
Exchnge and otfher
UStments ......... - B3I = (64) @317 480 13 in
Credit/{charge) o
nrome sttement (6) E (148) 2 (*1) (234)
Charge to reserves ... = = = (16} (L65) (181)
At 3] December ... (1] - a0 2 (220 562 4
013
At ] Famary ... — 5 - Ei] 386 (730} 1,002 1333
Exchange and other
mt_'rmtumls ....... — bl - (18) (180 a1 (106) (188
Credit/{charge) o
imcome statement 7 - &) 81 2 401} (316)
Credit/{charze) o
TRSBIVES ... — - - - - [C25] n 171
At 3] December ... 36 — 357 487 (686} 805 280
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

T Tax expense (confinued)

(1) Daferrad tax labilities
The group
Impairment
Accelerafed  Imsuramce allewances
capital techmical Expense omfinancial Revalmtion
allowances  provisioms — provisions assefs  of properties Oiher Total
HEZm HE3m HESm HE%m HE3m HESm HESm
04
At ] Jamary ... — 563 4,76 [EIE] (43) 10,549 405 16,051
Exchangze and other
ustments ... — (36) 1y arm 1 441 (145) B
Charges{credit) o
mcome stafemsnt 104 505 15 (14) [242) aTa D46
Charge to reserves_.._ - - — - ToE 111 1505
At 31 December ....... TG 5,390 {468) (35) 11453 1518 13,586
013
At ] Jamary ... — 402 4,041 {14 (262) 9504 1934 16823
Exchangze and other
adjustments ......... - 47 (11} {200 (188 5] 14 (363)
Charges{credit) o
mrome statement 112 T (%) 407 (1B} (2,182} (1075
Charges{credit) o
TBSBIVES .. ... — - - - - E61 (201} 570
At 3] December ... 568 4,796 (314) (43} 10,540 205 16,041
The Bank
 —
Accelerafed  Imsuramce allowances
‘capital ‘techmical Expense  omfinancial Revalmtion
allowances  provisioms — provisions assefs  of properties Oiher Tatal
HEZm HE3m HESm HESm HESm HESm HESm
014
At ] Jamary ......... — 461 - ) (208) 6,084 167 6,503
Exchangze and other
justments ......... - 34) - 25) (314) (190) P (534)
Charge{credit) fo
income statemsnt 125 - 12 11%) (X24) {20)
Charge to reserves_..__ - - - a10 62 672
At 3] December ... 551 - (28) (310 6,385 3 6,435
013
At ] Iamary ......... 13 - (%) (2300 5805 I 6,104
Exchange and other
justments ........ — 23 - 1 (1300 16 {32) (150)
[Credif)'charge i
mcome stafement ... 113 g 161 (114 (198) (30
Charge to reserves_.._ - - - 1T 113 200
At 3] December ... 461 - [ (208} 6,084 167 6,503
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T Tax expense (confinued)

(1) Net dgferred tax labilities
The group The Baok
014 013 014 2013
HE$m HESm HE3m HESm
Defermed tax liabilities recognised
on the balance shest ... 18,586 16,051 6,435 6,503
Defemed tax assets recognised
on the balance shest ... (L, 436) (2,294 [664) [Ee]
17150 13,757 5771 5,504

The amount of unused tax losses for which no deferred tax asset is recognised in the balance sheet is
HE$2.61Tm (2013 HES2,951m). Of this amount, HES1, 800m (2013: HES1.955m) has no expiry date and the
remaining will expire within 10 years.

Deferred tax of HES732m (2013: HE$156m) has been provided in respect of distributable reserves or post-
acquisition reserves of associates that, on distribution or sale, wounld atract withholding tax.

Deferred tax is not recognised in respect of the group's investments in subsidiaries and branches where
remittance or other realisation is not probable, and for those associstes and mferests in joint venfures where it
has been determined that no additional tax will arise.

¢ Provisions for taxation

The proup The Bank
014 013 014 2013
HESm HESm HEEm HESm
Churrent tax Habilities 1927 372 1,340 2028
Diaferred tax labilities 18,586 16,051 6435 6,503
11 513 18,773 8275 8532

d Reconciliation between taxafion charge and accounting prafit af applicable fax rates:

1014 2003
HESm HESm
Profit hefore tax 111159 144,756
Motional tax on profit before tax, caloulated at the mates
applicable to profits in the coundries concermed 11154 26,788
Adpnstments in respect of pnor years () (525
Diefierred tax temporary differences previously not recogmised (15) {1
Effects of profits in associates and joint ventures (2,588) (2.380)
Mo tazxable income and gains (2930) (9.068)
Permzment disallpwables 1653 1,757
Change in tax mies 19 1
Laocal taxes and overseas withholding taxes 1267 1248
Orhbers 520 (2,104
19,012 15,701
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

8 Profit atiributable to shareholders

The consolidated profit atiributable to shareholders inclndes a profit of HES52 480m (2013: HES 108, 678m) which has
been dealt with in the accounts of the Bank.

9  Dividends
20014 13
HES HES
Ordinary dividends paid
~ fourth interim dividend in respect of the
previons fmancial year approved and
paid during the vear 044 15000 085 20,000
- first interim dvidend paid 027 250 038 9,000
- second interim dividend paid ... 024 9250 038 9,000
~ third interim dividend paid ..o 024 8250 038 9,000
119 41750 189 47,000

The Directors have declared a fourth interim dividend in respect of the financial year ending 31 December 2014 of
HE$14,250m (HE$0.37 per ordinary share).

10 Cash and sight balances at ceniral banls

The group The Bank
2014 013 o4 013
HESm HESm HESm HEEm
Cash in hand 16,213 17,082 8958 9.525
Sight balances af central banks . 140,252 140,807 111 510 102,960
156,475 138,879 120468 112,585

At 31 December 2014, the total amount placed with central banks by the zronp, included within cash and sight
balances at central banks, reverse repurchase azreements - non-rading, and placings with and advances to banks,
amounted to HES277 377m (2013 HEK$321 433m). Placings with central banks made by the Bank amounted to
HEF155,761m (2013: HES169, 76Tm].

11 Hong Kong Government certificates of indebtedness

Hong Eong cumrency notes in circnlation are secured by the deposit of fumds in respect of which the Hong Kong
Government certificates of indebtedness are held.
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121 Trading assets

The group The Bank

014 2003 04 13
HESm HESm HE3m HESm
Debt secumities 131,74 150,145 166 447 111588
Enquity shares 41180 JLE4D 41,032 31,530
Treasury and other eligible bills ... . 102,028 102,174 68,147 81,003
Oher 32,084 10441 178 10478
407,026 310400 208 365 135,599

Trading assets
- wiich may be repledzed or resald by coumterparties ... 4,718 421 4718 1421
- oot subject to repledze or resale by counterpartses ... 402 308 08879 283 647 133172
407,026 310,400 108 365 135,500

The amount of listed reasury and other eligible bills amounted to HES8,421m at both group and Bank level as at 31
December 2014 (2013: HES1,2086m). *Other’ trading assets primarily includes settlement accounts with banks and
CUSTHMETS.

a Debt securities

The group The Bank
2014 2013 204 2013
HESm HESm HE3m HESm
Listed
— listed in Hong Konz 25,1 16508 1527 13,125
— listed outzide HORE KODE oo 134,650 31,681 97881 31,512
159,754 48580 113,156 24,637
Unisted 71980 101,556 53201 66,951
LT 150,145 166,447 111,588
Tssued by public bodies
— ceniral povermments ad cemiral banks ... 163,680 111,721 111 582 B1.81%
— other public sectar EOHSS . 8551 4,620 8551 4204
1M1 116,341 120,413 26,112
Issued by
— banks 26,745 15,343 nTa 11,239
- CO[porate entities 31758 18,441 13171 14,237
1174 150,145 166,447 111,588

Dring 2014, certain exchanges have been regarded as recognised exchanges, causing more securities to be classified
as listed.

b Eguity shares

The group The Bank
2014 2003 014 13
HESm HESm HE3m HESm
Lizted
- listed in Hong Fong 22807 13,148 12767 13,120
- listed outside Hong Koag ..o 17,6040 14,686 17,600 14,4686
40407 17,835 40,367 27506
Unlizted it 1,805 65 3,74
41,180 3L 41 32 31,530
Tssued by
- banks 10,346 3,045 10,346 3045
— COfporaie entites 30,834 17,695 30,686 27585
41180 3L 41 2 31,530

Dmring 2014, certain exchanges bave been regarded as recognised exchanges, cansing more securities to be classified
as listed.
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THE HONGEDOMG AND SHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

13 Derivatives

Denvatives are financial mstruments that derive their value from the price of underlying rtems such as equities, bonds,
imterest rates, foreign exchange rates, credit spreads, commmodities and equity or other indices. Derivatives enable
USETs 1o mcrease, reduce or alier exposures to credit or market risks. The group makes markets in derivatives for its
customers and uses derivatives to manage its exposures to credit and market risks.

Derivatives are carmed at fair value and shown i the balance sheet as separate totals of assets and labilites. A
description of how the fair valie of derivatives is derived is set out in note 49.
Derivative assets and liabilities are only offset and reported net in the balance sheet when there is a legally enforceable

right to offset and the cash flows are intended to be settled on 2 net basis. Changes in the valnes of derivatives are
recognised in accordance with the group’s accounting policy as described in note 3(k).

Use of derivatives

The group mansacts derivatives for three primary purposes: to create risk management solutions for clients, fo manage
the portfolio risk arising from client business, and to manage and hedge the group’s own risks. Derivatives (except for
derivatives which are designated as effective hedging instmments) are held for trading. Within the held for mading
classification are two types of derivative instments: those used in sales and trading activities, and those used for risk
management purposes but which for various reasons do not meet the qualifying criteria for hedge accounting. The
second category inchades derivatives managed in conjunction with financial instruments designated at fair value. These
activites are described more fully below.

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

a Trading derivatives

Most of the zroup’s derivative transactions relate to sales and trading activities. Sales activities inchude the
simctring and marketng of derivative products to customers to enable them to take, ransfer, modify or reduce
current or expected risks. Trading activities include market-making and risk management. Market-making entails
quoting bid and offer prices to other market participants for the purpose of generating revemmes based on spread
and volume Risk management actvity is undertaken to manage the risk ansing from client wwansactions, with the
principal purpose of retaining client margin.

Orther derivatives classified as held for rading inclode non-gualifying bedzing derivatives and ineffective hedging
derivatives and the components of hedging derivatives that are excluded from assessing hedze effectiveness. MNon-
qualifying hedzing derivatives are entered into for risk management purposes but do not meet the crteria for hedge
acconntng. Trading derivatives also include derivatives managed Im comjunction with financial mstuments
designated at fair value.
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13 Derivatives {rontinued)
Contract amounts and firir values of assets and liabilities by class of derivatives

The notional contract amounts of derivatives held for rading purposes mdicate the nommal value of fransactions
outstanding at the balance sheet date; they do not represent amounts at risk.

The group
14 013
Comiract

HEEm HESm HESm HESm HESm
211,500 203 420 11,053,008 196,420 183,644
112287 104,108 7.847 361 0a121 08,534
06,769 6,055 1.303,017 03128 23,819
11,693 416 308,079 3,185 2461
1 11841 405,451 L] 3.03)
164,071 161,746 18,258,080 162,048 158252
41 £ 383,180 e 40
160,827 158 539 17,668,570 159,024 155,739
L677 105 66,423 135 12
T 1137 ETEM4 20 1,583
1455 226 51,921 1,531 878
37,562 38,147 1227483 50,308 51,507
1644 1659 232812 1904 1906
5737 6,211 140,406 1511 1131

430,604 411283 31813670 413,101 7530

—- - 546 4 -

26 6 5,041 18 #

26 ] 5,607 1 #1

5055 595 48,004 8115 97

™ 122 19402 45 8

519 7 #2,306 5160 165

297 1304 140,952 o3 1915

CGross total derivatives . ... L ETLOM 436116 413310 32008544 423334 390,561
BBHDE oo - - (46,182) (46,187 - (34,5087 (34,609)
Tatal 34,871,030 339934 3118 300854 388,727 385,052
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THE HONGEDOMG AND SHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

13 Derivatives {rontinued)

The Bank
014 2013
Camtract Contmact
HESm HES$m HE3m HESm HESm HESm
Trading derivatives
Exrhangs rate confmacts ..._.._... _ 13488148 207,658 190881 10,677,757 188,003 177.012
102754 967 | [ 6780558 02,340 90711
95410 85744 || 330 01,065 83444
5633 05 269,583 2784 282
861 5,969 276,074 014 1,509
Interest rafe Comtracts ... _ 17746808 163,078 160768 17.857.951 150,413 155,688
ET] (71 T8I A% £ T
159,652 157661 | | 17,267,281 156,386 153.203
L&76 84 5,139 1359 102
7 2140 85,545 80 1515
L5640 809 52311 15% 230
38,301 WM 125107 51010 51673
1646 1,660 232812 1904 1506
5518 6121 131,786 269 2,011

416208 WEGE 30152276 400959 388,290

- - 546 4 -
68 = 5,061 18 30

1] = 5.607 n 30

4564 585 45441 B443 L]

&0 10 2030 2% 1

461 04 54371 B4T4 116

158 515 75,280 337 268

Gross total derivatives ... L RN 431,058 I 3028754 411,72 380,304
Mstfing - = {46152} {46,187 - (34.600) [14,600)
Total 3 804 471 AT4ETH ISAE 3028754 377.183 354,605

The group uses derivatives (principally nterest rate and cwrrency swaps) for bedging purposes in the management
of its own asset and liability portfolios and stracharal positions. This enables the group to optimise the overall costs
to the group of accessing debt capital markets, and to mitigate the markes risk which would otherwise arse from
structural imbalances in the maturity and other profiles of its assets and lisbilities.

The accounting trestment of hedging transactions vanes according to the namre of the instrument bedzed and the
type of hedring wansacton. Denvatives may qualify as hedges for accounting purposes if they are fair value
hedges, cash flow hedges, or hedges of net myvestments in foreign operations.
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13 Derivatives {rontinued)

Fair value hedges

The group’s fair value hedges principally consist of interest rate swaps that are used to protect against changes in
the fair value of fixed-rate long-term financial instruments due to movements in market mterest rates. For
qualifying fair value hedges, all changes m the fair value of the dermative and in the fair value of the item in
relztion to the risk being hedzed are recognised in the income statement. If the hedge relationship is terminated, the
fair valie adjnstment to the hedzed item continnes to be reported as part of the basis of the ftem and is amortised to
the income statement as a yield adjusment over the remainder of the hedging period.

Gains or lesses arizing from fair value hedees

2014 2013
HESm HESm

Gains/(bosses):
Cm bedging insnuments (418 1.938
Om the hedped itemns atiminutable to hedzed risk 408 (1877}
an 39

Cash flow hedges

The group’s cash flow hedges consist principally of interest rate and cumency swaps that are used to protect agamst
exposures to varability in future interest and principal cash flows on non-oading assets and liabilities which bear
interest at variable rates or which are expected to be re-fonded or reinvested in the fioture. The amounts and timing
of fomre cash flows, representing both principal and interest flows, are projected for each portfolio of financial
assets and lisbilites on the basis of their contracmal terms and other relevant factors, including estimates of
prepayments and defanlts. The aggregate principal balances and interest cash flows across all portfolios over tmme
form the basis for identifying gains and losses on the effective portions of derivatives designated as cash flow
hedges of forecast transactions. Gains and losses are initially recognised in other comprehensive income, and
accunmlated in the cash flow hedging reserve, and are fransferred to the income statement when the forecast cash
flowrs affect the income statement.

Amount transferred to the income statement in respect of cash flow hedgzes include a loss of HE399m (2013:
HES23%m gain) taken to “MNet interest income™ and a gain of HE54,401m (2013: HE$5,381m gain) taken to “Net
rading income”. The group does not have any qualifying cash flow hedges that mvolve non-financial assets or
non-financial iabilities (2013: none).

The zams and losses on meffective portions of such dervatives are recognised immediately in “Met tradmg
income”. Dhring the wyear to 31 December 2014, an msignificant smount was recognised due to hedge
ineffectiveness and termination of forecast transactions (2013: insignificant amount).

The schedule of forecast principal balances on which the expected inferest cash flows arise as at 31 December 2014

is as follows:

Adore than 3 5 years or less
3 months ‘maonths bt less but more than
or less fhan 1 year 1 year
HESm HESm HESm

At 31 December 2004
Cash mflows from assets 35841 TLAME 48135
Cash outflows from lisbilities (9,043 (19 424) (18,445)
Het cash inflows 19,758 53,074 10,600

At 3] December 2013
Cash mflows from assets 10658 38271 18252
Cash outflows from Liabilities (5,815 {14957 (14,6800

Mt cash inflows 15,885 13314 3572
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THE HONGEDOMG AND SHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

13 Derivatives {rontinued)

¢ Unobservable inception praofits
Any initial zam or loss on financial mstruments where the valnation i1s dependent on unobservable parameters is
deferred over the life of the contract or unfil the mstoment is redeemed, transfermred or sold or the fair value
becomes observable. All dervatives that are part of qualifying hedzing relationships have valuations based on
observable market parametfers.

The table below sets out the aggregate unobservable inception profit yet o be recognised in the income statement
at the beginnmg and end of the year with a reconciliation of the changes during the year.

The group

014 13

HESm HEIm

Balance at | January T4 124
Deeferrals oo pew trmsactions 31 111
Reduction due to amortization (10) (109
Reduction due to redemption/saletrnsfer improved observabilityrisk bedzed . ... ... - (194) (141
Exrhanpe differences and others (1) {100
Balance at 3] Deceniber 07 T4

The Bank

2014 2013

HE3m HESm

Balance at | January i 110
Diefermls oo new transactions 08 180
Reduction due to amortisation 03 (&)
Feduction due to redemption/sale ransferimproved cheervabilitvrisk hedged ... - (150) (133)
Eurhanpe differences and others @ ]
Balance at 3] Decenther 23 62

14 Finamcial assets designated at fair valoe
The group The Bank

014 2013 014 M3

HESm HESm HESm HESm

Debt secumities 17,238 19,871 1,257 1.561
Enquity shares 0,957 70,246 = -
Ocher - ] - -
98,195 o, 146 1257 1,561
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14 Financial assets designated at fair valne (continued)

a Debt securities

The group The Bank
014 2003 014 13
HEGm HESm HE3m HESm
Lizted
- listed in Homg Fong 1358 1,7 437 555
- listed outside Hong Koag ..o 7485 4,855 820 1,006
9,873 6,562 1257 1,561
Unlizted TA65 13,309 - -
17,138 19,871 1257 1,561
Tssued by public bodies
— ceniral povermments amd cemtral banks ... 1184 1160 - 555
— other public sector enfbies ... T84 1,43 - -
1978 3403 - 555
Isswed by other bodies
- banks 6,272 7346 - -
— Corporate entites 3058 8612 1257 1,006
17,238 19,871 1257 1,561
b Eguity shares
The proup The Bank
2014 03 004 13
HESm HESm HE3m HEEm
Lizted
- listed in Hong Fong 8,788 T3 - -
- listed mutzide Hong EKoag ..o AT 31,108 - -
46,062 IBEN = -
Unlizted 34 805 3417 = -
80,957 70,245 = -
Tssued by
— banks R 1815 = -
— COfporaie entites 77047 66,431 - -
80,957 70,2445 = —
15 Non-trading reverse repurchase and repurchase agreements
WNon-trading reverse repos and repos with customers and banks are set out below:
The group The Hank
014 2003 04 13
HESm HESm HESm HEEm
Assets
Bonks 176,945 100,591 103 056 67,260
Customers 41956 49,003 13,057 19341
218901 130,584 116,113 56,601
Liabiliti
Banks 26,751 5158 19,753 5258
Customers L6238 1,054 1280 593
15379 6,312 21,033 5051
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THE HONGEDOMG AND SHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

16 Loans and advances to customers

a Loans and advances fo customers

The proup The Bank
2014 2003 2014 K]
HESm HESm HESm HESm
Gross loans and advances to costomers ... 1315736 1628744 1504583 1488116
Impairment alowances (oote 17(@) ..o (10 520) (2.501) (5,872) {5.206)
1815 116 1419,245 1 500,711 1.483.910

b Adnalvsis of loan: and advances to customers based on categories used by the HSBC Group

The following analysis of loans and advances to customers is based on the categories used by the HSBC Group,
mcludimg the group, to manage associated rsks.

The group
Fest of

Hong Kong Asia-Padific Total
014 HESm HESm HESm
Residential mortzages® 439 451 283 42 T 493
Credit card advances 54043 4863 306
Orber personal 122613 8670 202,283
Total perzomal 617 007 IFTSTE 1,004 582
Commerrial, indiestmal and imternational made .. 416,759 440 967 351726
Commercial r=al estate 201,103 75,631 176,734
Orber propery-related lending 102850 2510 2665, 660
Government 6,613 1654 9,267
Orber commmercial 150,314 151930 302,244
Total corporate and commencial ITE 639 Ta3 8 1712631
Moo-bank financial institutions 1,264 2747 104,011
Settlement acooumts 3 887 625 4512
Total financial 5 151 4331 108523
{Gross leans and advances fo costomers 1 660,797 1164 930 1825 TA6
Indmdna]lyasssaaimm allowamces 2.411) (3,588) (6.299)
Collectively assessed impaimment allowances (2,103) (2, 118) (4.211)
Mat loans and advances to customers 1 656,283 1158933 1815216
2013
Residential mortzages® 416,837 205,850 T13.717
Credit card advances 40,243 1054 70567
Orber personal 103,503 68,558 172,151
Total persomal 570,203 305,242 065,535
Commerrial, industial and intermational made .. 413,536 432984 856,520
Commercial r=al estate 196,621 71348 267960
Crther property-related lending 151,554 58,937 110491
Government 578 2,190 7918
Orther commercial 112939 131,788 44.727
Total corparate and commencial BO0,37H 697,247 1,587,625
Moo-bank financial institutions 41,578 11440 73,038
Setflement accounts 193 359 2548
Total financial 43,567 aoe 73,586
(Gross loans and advances to costomers 1,504,238 1124508 2,628,746
Individually assessed impaiment allowances (1349 (3.658) (5.007)
Collectively assessed impairment allowances (2.131) (2,343} {4484y
Met loans and advances to customers 1,500,758 1118487 2619245

1 Resdential maripages include Hong Eong Government Home Ownership Scheme loans of HES26,671m (2013 HES25 040m).
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16 Loans and advances o customers jrontinned)

The Bank
Fest of

Hong Kung Asia-Padific Total
014 HESm HE3m HESm
Residential mortgages® 169,301 105145 374 446
Credit card advances 30,662 10,439 41,101
Orber personal 08 265 907 147,344
Total persomal 308123 164 663 561,801
Commerrial, industial and international made ... - 185 161 198 976 484737
Commercial r=al estate 128110 18384 156,504
Crther property-related lending 33,835 807 113,742

6,209 1948 4157

Orher commmercial 113182 85763 198 945
Total corporate and commencial 616 497 344 988 D61 485
Mon-bank financial mstitutions 5111 17,747 T1.958
Setflement accounts - 49 49
Total financial 54111 17996 TLH07
{Gross leans and advances fo costomers 1068 936 51T 647 1,506,583
Indivichually assessed impaiment allowances (1,896) (L577) 3A73)
Collectively assessed impaimment allowances (1 383) (1, 016) (2.39%)
Het loans and advances to customers 1065657 515,054 1,500,711
2013
Residential mortzages® 2154 465 113,348 368,013
Credit card advances 18343 11446 30,789
(Other personal 22,040 48,393 131342
Total persomal 365,757 173,387 530144
Commercial, industial and international made ... - 208 ROS 195114 494,000
Commercial r=al estate 130,123 o] 159,333
Orher propery-related lending 64,171 13,652 87823
Government 54462 1440 6922
Orther commercial 81482 68,743 150,125
Tiotal corporate and commencial 580,133 318679 298512
Mon-bank financial institutions 35,730 15,181 50911
Setflement accounts - 140 248
Total financial 35,730 15430 51,160
Grozs loans and advances o costomers 981,620 507 496 1480116
Individually assessed impaiment allowances (B0E) (LTM) (2382)
Collectively assessed impairment allowances (1,521) {1,103} (2,624)
Mzt loans and advances to customers 979,291 504,618 1483910

The geopraphical information shown above has been classified by the location of the principal operations of the
subsidiary or, in the case of the Bank, by the location of the branch responsible for advancing the funds.

1 Residential moripages include Hong Eone Government Home Cvmership Scheme loans of BESI0 96Tm (207 3- HES10,585m).
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THE HONGEDOMG AND SHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

16 Loans and advances fo customers jcontinned)

¢ Loans and advances to customers include eguipment leased to customers under finance leases and hire purchase
comtracts having the characrerizfics of finance leases

The group
4 2013
Present Present
valme walug
of the Tnearmed Total ofthe Tneamed Total
lease finance lease lease finance lease
payments income payments payments incoms payments
HE$m HES$m HE3m HESm HEIm HESm
Amounts receivable
— Within one year ... - 1,756 639 I 45 1983 557 3479
— After one year but within
Fwe yEaTs e - 8743 2012 10,755 0154 1107 11,281
— After five FeIrs ..o - 16,663 1545 19,108 14,853 1238 17128
18,162 5246 33,408 27,059 3040 32,000
Impairment allowances ... - (43) 39
Het mwestment in finance leases
amd hire purchase contmacts ... 15118 27,00
The Bank
014 13
Present Present
value valus
of the Unearmed Total ofthe TUneamed Total
lease finance lease lease finance leasze
payments income payments pAymEents income payments
HES$m HE$m HEm HESm HESm HESm
Amounts receivabile
— Within one Fear ... - 1578 369 1947 1,543 ESE 1987
1145 5491 4118 1042 5,260
2102 14,775 11,700 1878 13,578
3,616 11114 17,361 326 20,825
]
17,355
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17 Impairment allowances against loans and advances to customers

a Impairment allowances against lpans and advances fo customers

The group
Individually Collectively
assessed assessed
allowances allewances Total
014 HESm HE$m HESm
At 1 Tammary 5007 4494 2,501
Amaounis written off (1366) (3.256) {4.7113)
Becovenes of loans and advimces written off in previous years ... 156 1029 1185
Mat charge to income statement (note 4 1) 1626 111 4898
Unwinding of discount of loan impaimment (136) ™ (215)
Exrhanpe and other adjostments 12 (130 127
At 31 December (note 16(a]) 6,290 4,121 10,520
013
At 1 Tamnary 5245 4,526 |
Amunts written off (B54) {3.495) (4.351)
Becovenes of loans and advimees written off in previous years ... 198 1,089 1287
Mat charge to income statement (pote 41 me 2,602 3411
Unwinding of discount of loan impaimment (30 {17 (123)
Exrhamge and other adjnstments {338) (151} {4807
At 31 Decamber (note 16(a]) 5007 4,494 0501
The Bank
Individually Collectively
aszessed assessed
allowances allowances Total
014 HESm HE$m HESm
At 1 Jamnary 1581 2624 5,206
Amunts written off (365) (1L, 746) (2,111)
Recoveries of loans and advamces written off in previous years ... kg 458 407
Het charge v income statement 1268 1141 1409
Unwinding of discount of loan impaimment @) (44) (141)
Exrhanpe and other adystments 46 (34 12
At 31 December (note 16(a)) 1473 1309 5472
013
At | Jammary 2807 2,652 5,540
Pra——— (459 {1,564} (2.118)
Recovenes of loans and advinces written off in previous years .. ... a7 479 544
Het charge o income statement 5T 1225 1582
Unwinding of discount of loan impaimment [EL] (35) [25)
Enchange and other adjstments {248) (33) (281)
At 31 Decamber (note 16(a]) 2582 2,624 3,206
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THE HONGEDOMG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuam

17 Impairment allowances against loans and advances to customers (rontinmed)
b Impairment allowances on loans and advances to cusTomers

Impaired loans and advances to customers ape those loans and advances where objective evidence exists that full
repayment of principal or interest is considered unlikely. Individnally assessed allowances are made after taking
inte account the value of collateral in respect of such loans and advances.

The geographical mformation shown below has been classified by the location of the principal operstions of the
subsidiary or, o the case of the Bank, by the location of the branch responsible for advancing the funds.

The group
Rest of
Hong Kong Asia-Padfic Total
HESm HEGm
At 31 December 20014
(Greas loans and advances to customers
Individually assessed impaired gross loans and advamces ... ... 5297 D218 14515
Collectively assessad 1655 500 1155711 151111
— Tmpaired loans and advimces | mT| | ™ | 1,5?|
- Mon-impaired loans mmd advances 1,654 308 1,154 951 1809 540
Total pross loans and advances to customers 1660, 79T 1.164 930 1825736
Impairment allowsnces u.g}] {10,521}
- Individually assessed | (2411 | @389 (6.199)
— Collectively assessed 2.103) | ug| | (4,217)
Mat loans and advances 1656283 1158 933 1315216
Fair vahwe of collateral which bas been @ken imio account in respect
of individually assessed impaired loans and advances to oosbomers. .. 1,767 13173 5,140
Individually assessed impaired gross loans and advances as a
percentape of zross loans and advances to oostomers ... 038§ 0.8% .54
Total allowances as a percentage of tofal pross boans md advances..... 020 0.5 0.4%
At 31 Dacember 3113
(Gross loams and advances to costomers
Individually assessed impaired gross loams and adwamees ... ... 1008 B.R6T 10785
Collectively assessed 1,501,310 1,115,641 2616851
— Inapaired loams and advamces I 54 | 815 | 1340
- Mon-impaired loans and advances 1,500,786 | 1114825 | | 2515611
Total gross loans and advances to customers 1,504,338 1124508 283848
Impairment allowances (3480 (8,021 ]
- Individually assessd | {1.345) | (3.655) (5.007)
— Collectively assassed {2.131) (2.363) (4454
Mzt loans and advances 1,500,758 1118487 20619.245
Fair vahwe of collateral which kas been faken imio accomnmt in respect
of indizidually assessed impaired loans and advances to costomes. .. 1433 N1 5052
Individually assessed impaired gross loans and advances as a
percentape of zross loans and advances to oostomers ... 02% 0.8% 0%
Total allowances as a percentage of tofal pross boans md advances ... 02% 0.5% 0%
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17 Impairment allowances against loans and advances to customers (rontinmed)

The Bank
Rest of
Hong Kong Asia-Pacdfic Total
HE3m HESm HESm
At 31 December 2004
IGroas loans and advances te costomers
Individnally assessed impaired gross loans and advances ... 4 158 4281 LR
Collectively assessed L1064 TTE 513366 1,588 144
— Tmpaired loans and advances 450 P T40
- Non-impaired boams and advances 1,044,328 513076 | | 1587404
Taotal pross koans and advances to cusimers 1 0E8 936 517 64T 1506583
Impairment allowances @ (2593
- Individually assessed | (1,508) | L5 | (3,473)
- Collectively assessed 11.383) L016)| | (2399)
Pat loams and advemces 1065 657 515,054 1,590,711
Fair vale of collateral which has been taken into account in respect
of mdividally assessed impaired loans and advances to cusbomers ... 1,202 12114 1416
Individually assessed impairsd pross loans and advances as a
percentaze of zross loans and advances to COStOMETs ... 4% 8% 0.5%
Total allowances as a percentage of tofal gross loans and adwnces ... kL] 05 0.4%
At 3] December 313
1Gross loans and advances o customers
Individually assessed impaited zross loans and advances ... ... 1045 4468 6433
Collectively asseszed 979,655 503,028 1482683
— Tmpaired loans and advances | 70 | | 315 ﬁ|
- Non-impaired boams and advances 070,285 | 500,713 1481998
Taotal pross koans and advances to cusimers O81,620 07 406 1489116
Impainment allowances 2.3 {2871 (3.208)
- ually assessed | (=0d) | (1,774 (2,382}
— Collectively assessed {1,531} (1,103) 2624y
et loams and advemces 9191 M40 1438810
Fair vale of collateral which has been taken into account in respect
of mdividually assessed impaired loans and advamces to customers .. L0528 Loo3 1131
Individually assessed impairsd pross loans and advances as a
percentaze of zross leans and advamces fo cosbomers ... 02% 0.8% 0%
Total allowances as a percentage of tofal gross loans and adwnces ... 02% 0.6% 03%
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THE HONGEDOMG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuam

17 Impairment allowances against loans and advances to customers (rontinmed)
For mdividually assessed customer loans and advances where the industry sector comprises not less than 10% of
the group’s total gross loans and advances to custommers, the analysis of gpross mmpaired loans and advances and
allowances by major indusiry sectors based on categories and definitions used by the HSBC Group is as follows:

The group
Todal grass Gross  Individually  CollecGively Net mew Advances
advances advances allowances  allowamces  allowamces in year
HESm HESm HE3m HESm HESm HESm
At 31 December 2004
Besidential MOCtZages . ... - T 493 2030 (288) (70} T0 131
Commmercial, industrial and
international rade .. ..—ee. - 857,726 6,951 (3,820) (1,182) 1,583 Gid
Orber commmercial .. - 302,144 3,756 (L4T0) 211) a0 57
At 31 December M3
Residential mortsages ... - 7137117 2121 (343) i 1) 58
international trade ... - 256,520 6264 (3,194 (2,050 1,061 567
Ortbver commmercial .. - 7 1345 (522) 312 182 125
The Bank
Todal grass Gross  Individually  Collecfively Net new Advances
leams amd impaired assessed assessed  impairment written-off
advances advances allowances  allowamoes allowances in vear
HESm HESm HE3m HESm HESm HESm
At 31 December 2004
Residential mortsages ... - 374 46 [E] (60) 21) 17 54
2, indetasal
international trade ... ... - 484137 3643 (L,339) (1,209 350 189
Orber commmercial ... - 198 945 3,006 (L,108) 144) 48 43
At 31 Dacember }113
Residential mortgages ... - 360,013 &07 (98) [1e)] 4§ 10
international trade ... ... - 424,000 3757 (LB (1267} 22 v
Crther commmercial ..o - 150,225 QRO [351) [243) 245 85

Collectively assessed allowances refer o mmpainment allowances which are assessed on a collective basis for those
individually assessed loans and advances where an individual impainment has not yet been identified
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17 Impairment allowances against loans and advances to customers (rontinmed)
¢ Overdue and rescheduled loans and advances o customers

The group
Huong Kong Rest of Asia-Pacific Total
HESm L] HE3m L] HESm by
At 31 December 2004
Gross amounts which have been
oerdue with respect to either
principal of interast for:
— more than three months bat
less than sis mondhs ... - 624 [T} 2,023 2 26847 01
— more than six months but
less than one year ... - 451 o T6d 0l 1,116 [}
- more than one year ... - 1024 01 1185 n: 4,209 02
3,100 01 4972 05 8072 03
Individualt i
allowances made in respect of
Amounts overdae ... ... - (1,235) (2,265) (3.500)
Fair value of collateral held in
Tespect of ammmts overdue . 1,144 1305 1049
Rescheduled koans and advances to
[ 1111 1 - 431 oo 1298 2 FAr 01
At 31 December 2013
Gross amimuts which bave been
owerdue with respect to either
principal or interest for:
— more than three months bat
less than siz mondhs ... - 402 0.0 1336 02 1238 01
— more than six months but
less thanoneyear .. ......... - 3 oo 1300 ol 1513 01
— more than one vear ... - 1,956 01 2440 02 4405 02
2,581 0.1 5,585 03 8168 0.4
Individually assessed impairment
allowances made in respect of
AMOUDTS PVerdNe .. ..o - {1.133) (2,698) (3.830
Fair value of collateral held in
Tespect of ammmts overdue .. 94 1429 3343
Rescheduled loans and advances o
111 T - 464 0.0 1928 02 1302 01
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THE HONGEDOMG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuam

17 Impairment allowances against loans and advances to customers (rontinmed)

The Bank
Huong Kong Rest of Asia-Padific Tuotal
L] HESm Ty HESm (1]
At 31 December 2004
(Gross ammuis which bave been
owerdue with respect to either
principal or interest for:
— maore than three months bat
less than siz months ... - m [0} 436 0l A0a []
- naore than six months but
less than ome year ... - 363 oo 265 0l [)]
— more than one year ... - 1401 01 1,088 [1h3 15m0 [
1106 0.1 1,780 04 4015 02
Individually assessed impairment
allowances made in respect of
Amounts overdue ... ... - (T95) (T4 (1.569)
Fair value of collateral held in
Tespect of ammmts overdue .. 810 kL 1178
Rescheduled loans and advances to
11 T - EEN) [0} 1216 0l 1557 01
At 31 December 2013
Gross amounts which have been
werdue with respect to either
principal o interast for:
— more tham three months bat
less than sis mondhs ... - oo 0o 02 0l Bo9 [N
— maore tham six months but
less than one year ... - 174 0.0 430 0l 605 L]
— more than one year ... - 1433 0.1 Ll 02 2401 02
1,906 0.1 2,000 04 3,908 0.3
Individualt i
allowances made in respect of
amounts overdue .. ... - {671 (D6 (1.83T)
Fair value of collateral held in
Tespect of ammmts overdue .. 2 512 1.254
Bescheduled loans and advances o
i1 1 - 0 i} 657 0l 287 LIA]

BReschedulsd loans snd advances to customers are those loans and advances which hawve been restructared or
renegotizted becanse of deterioration in the financial position of the bomower or becanse of the nabality of the
bormower to meet the original repayment schedule. Rescheduled loans and advances to costomers are stated net of
any loans and advances which have subssguently become overdue for more than three months and which are
inchaded in the owerdue amounts shown above.

18 Impairment and rescheduled amounis relating to placings with and advances to banlks and other assets

There were no significant impaired or rescheduled placings with and advances to banks nor overdue or rescheduled
other assets as at 31 December 2014 and 31 December 2013. Information relating to overdue balances can be found
Fizk Feport.
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19 Financial investments

The group The Bank
014 013 014 013
HESm HESm HESm HESm
Treasary and other eliptble bills
- available-for-zale 544 536 515,608 410,002 425,711
Dbt secumifies, exchuding certificates of deposit
- held-to-maturty 169277 167,242 - -
- available-for-sale 502373 563,828 304 g5 318,840
Certificates of deposit
- held-to-manuity 13,349 12,223 - -
- availahle-for-sale 84,822 75984 ENE S 10012
Equity shares
- availahle-for-sale 49131 M6 4,005 3011
1456 493 1379771 71983 758,583
- which may be repledzed or resald by counterparties .. 2091 1,641 1588 1,545
- ot subject to repladze or resale by counterparties ... 1454 402 1378130 T, 398 757038
1456 493 1379771 71983 758,583

Treasury and other eligible bills are largely nnlisted.

a Held-to-maturify debt securities, mcluding cert{ficates of deposit

The group
Book value Fair valug
014 2003 014 13
HESm HESm HES$m HESm
Lizted
- listed in Homg Eong 7861 4,715 8348 4850
— listed outside Hong Kong ... 35,870 43,172 41755 43,548
46,831 47,887 50,103 48508
Unlizted 135795 131,578 140,632 131417
182 626 179,465 190,735 180,115
Tsswed by public bodies
— ceniral povermments ad central banks ... ... 5336 4,653 6,039 4753
— other public sector ensities ... ... 17,115 1,917 18,067 21714
21451 26,570 24106 27467
Tssued by
- banks T8 TLTH 50,468 71817
- Cofporate entities 81872 81,125 36,161 70821
182 626 170 465 190,735 180,113

Dmring 2014, certain exchanges have been regarded as recognised exchanges, cansing more secarities to be classified
as listed.
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THE HONGEDOMG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuam

1% Financial Investments (contimmped)
b Advailable-for-sale debr recurities, including certificates qf deposit

The group The Bank
2014 2003 014 13
HESm HESm HE$m HEEm
Lizted
- listed in Hong Fong 20,774 16770 5,750 4,701
— listed outside Hong Bong ..o 428 835 215434 235,506 171915
449 609 232213 241 146 176,704
Unlizted 130,501 407,599 66,620 153,155
680,200 630,812 30T 66 320,861
43 659 413,728 200,527 215121
55,383 TL762 40,635 47,711
512,047 487490 250,462 261842
Tasued by
- banks 108,692 117,705 51,526 5TR65
- COrporate entities 49 461 34617 5678 0054
680,200 630,812 307 D66 320,861

Dring 2014, certain exchanges bave been regarded as recognised exchanges, causing more securities to be classified
as listed.

¢ Available-for-zale equify shares

The group The Bank
2014 2003 014 L]
HESm HESm HESm HEEm
Lizted
- listed in Homp Fong 360 6 - -
- listed ouptside Hong Eong ..o 41 736 26,050 - 50
43,096 17405 - 50
Unlizted 6,035 7391 4,005 1952
48,131 34,706 4,005 3011
Tosued by
- banks 44167 17528 a10 17
— COrporaie entties 4964 7,268 3305 lan4
48,131 34,706 4,005 3011
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0 Assets transferred, assefs charged as security for liabilities, and collateral accepted as security for asseis

Transferred financial assets not gualifiing for derecognifion or flill derecognition and associated financial liabilities
The group

2004 013
Carrying Carrying Camrying Carrying
amount of amenmt of amsoumt of amennt of
tramesferred associated transfemed associated
liahili e
HE$m HESm HEEm HESm
Repunchase agresments 18104 18,100 10287 11,146
Sequrities lending agTesments .. ..o - 5165 M 3431 2,088
13,359 15,134 13,718 13,334
The Bank
2014 2013
— = — —
amount of amonnt of amvount of ammmt of
iransferred amsociated trzmsfered associated
assefs Iiaklities AsEEE liahdlrtes
HE3m HESm HESm HESm
Repurchase agresments 14 625 14,689 10986 11,785
Securities lending Agresmuents . ... - 4650 3 3335 1088
19284 14,723 14321 13,874
Finaneial azzets pledged o secure liabilities
The group The Bank
2014 2003 014 k]
HESm HESm HESm HEEm
Assets pledged fo secure Gabilities
Financial assets' pledged to secure Habilitiss ... ... 119,845 106,077 36,729 70,400
Collateral accepted as security for assets
Fair value of the collateral permitted to sell
or repledze in the absence of defdt® ... 320,993 14360 263 491 200,803
Fair value of collateral actually sold or repledged. . ... 8,146 35456 37483 31715

2 Thece ransactions are conducted wnder terms thar are wwal and cusiomery to siandard securities borrowing and revere repuTe e
OETRETHITILE.

The table sbove shows assets where a charge has been granted to secure lizbilities on a legal and contracmal basis.

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

The financial assets showm above include smounts ransferred that do not qualify for derecognifion, notsbly debt
securities held by counterparties as collateral under repurchase agreemesnts and equity securities lent under securities
lending agreements. As the substance of these transactions is secured borrowings, the asset collateral continues to be
recognised in full and the related lisbility reflecting the Group’s obligation to repurchase the transferred assets for a
fized price at a fumre date is recognised on the balance sheet As a result of these transactions, the Group is unable to
nze, sell or pledge the ransferred assets for the duration of the mansaction. The Group remains exposed to interest rate
risk and credit risk on these pledged instruments. The counterparty’s recourse is not limited to the transferred assets.

149

373/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

THE HONGEDOMG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

11 Imvestments in subsidiaries

The Bank
014 013
HEGm HE$m
Investments m subsidiares:

Unlisted imvestments 63,004 62,407
Listed immestment 7845 245
i 849 6317

The prncipal subsidiaries of the Bank are:
The zroap’s
imierestim
Class of issued share
Flace of Principal ~ share ! registered capital / registered
incorporation activity  or chamter capital  or charter capital
Hang Senz Bank Linnited Hong Kong Banking Ordinary G2.14%
HSBC Bank (China)) Company Limited ... PR Banking ~ Fegistered Capital 100%
HSBC Bank Malaysia Berhad ... . . Malayzia Banking Ordinary 100%
HSBC Bank Anstralia Limited® . Anstmalia Banking Ordinary 100%
HSBC Bank (Taiwan) Limited® . Taiwam Banking Ordinary 100%
HSBC Isarance (Asa) Limsted® . . Homg Kong Insarance Ordinary 100%
HSEC Life (Internarional) Livited® ... ... Bermmda Faetirement Ordinary 100%

‘benefits and
life msammce

HSEC Bank (Viemam) Lid. ..o ‘Vietnam Banking Charter Capital 100%

All the above subsidiaries are included in the group’s comsolidated financial statements. All these subsidiaries make
their fmancial statements up to 31 December.

The principal places of business are the same as the places of incorporation except for HSBC Life (Internatiomal)
Limited which operates mainly in Hong Eong.

The proportion of voting dghts held is the same as the proportion of ownership interest held.

The principal subsidiaries are regulated banking and msurance enfities and, as such, are required to maintain certain
minirmm levels of capital and liquid assets to support their operations. The effect of these regulatory requirements is
to limit the extent to which the subsidiaries may transfer funds to the Bank in the form of repayment of sharsholder
loans or cash dividends.

Dmring the year, the Bank extended a perpetual subordinzted losn to a subsidiary which is recognised as an eqguity
imvesment for accounfing purposes.

Subsidiary with material non-controlling interest

14 13
Hang Seng Bank Limited
Oramership interast and voting rights held by non-controlling interests A7 56% 37.88%
HESm HESm
Profit attnbatable to mon-controlling interests 5730 10,100
Accumulated non-controlling mberests of the sabsidiary 50,057 40,807
Davidends paid to non-conirolling imterests 3081 38346
Summarized fimancial information (before intra-group elinminations):
- Assets 1,263 990 1.143.730
- Liahilities 1,124,797 1035952
— Nt operating moome before loan impaimment 18570 37,589
- Profit for the year 15131 26,678
- Ohuer comyprehensive mcome 19,804 (1,120
- Tofl comprehensive incoms 34,935 25,558
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11 Interests in associates and joint ventures

The
014 2013
HESm HESm
Share of net assets 112283 103 4335
Goodwill 4136 4720
Intanghle assets prt GEE
Deferred tax on intanzible assets (4%) 173
Ipairment a1 (819)
116,654 107,853

At 3] December 2014, the group’s interests in associates amounted to HE$116,134m (20013 HE$107 3 84m).

The Bank
014 2013
HEGm HESm
Listed imvestmants 39,824 w4
Unlisted imvestments [ 586
39 830 40,410
Azzociate
1} Principal associate
Primcipal The groap’s inferest in
Mage of incorporation activity Class of share issmed share capital
Bank of Communications Co Ltd ... People's Republic of China Banking Ordinary 19.03%

Bank of Commmnications Co_, Ltd. is listed on recognised stock exchanges. The fair valne represents valnation based
on quoted market price of the shares held (Level 1 in the fair value hierarchy) and amounted to HE5101 918m at 31
Drecember 20014 (2013: HES77,181m]).

Bank of Communications Co., Limited (*BoCom”)

The group’s invesmment in BoCom was equity accounted with effect from August 2004, The group’s significant
influence in BoCom was established as a result of representation on the Board of Directors and, in accordance with the
Techmical Cooperation and Exchange Programme. the group is assisting in the mamtenance of financial and operating
policies and a number of staff has been seconded fo assist m this process.

Impairment festing

At 31 December 2014, the fair value of the group’s investment in BoCom had been below the cammymg amount for
approximmately 32 months, apart from 3 short peried in 2013, As a resnlt, the group performed an mmpairment test on
the camrying amount of the investment in BoCom. The test confirmed that there was no impairment at 31 December
2014. The recoverable amount was HE5121.Tbn (2013: HES108.9bn), an excess of HES7.9bn over the camying
amount (“headroom’) ar 31 December 2014 (2013: HE54.3bn). The increase in headroom is due to the improved
capital position of BoCom.

At 31 December 2004 At 31 December 2013
Carrying Fair Camyimg Fair
VIU amomnt value VI amumt vahe
HEShn HE$he HESbn HESba HESbo HES$hn
Bank of Commmumications Co., Limited ... 117 1133 1009 1089 104.6 T2
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THE HONGEDOMG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

11 Imterests in associates and joint ventures (romtinned)
Basis af recoverable amount

The impairment test was performed by comparing the recoverable amount of BoCom, determined by a value in nss
("VILT") calculation, with its carmying amount. The VIU calculation wsed discounted cash flow projections based on
management’s estimates of eamings. Cash flows beyond the short to medmm-term were then extrapolated in
perpemity using 3 long-term growth rate. An imputed caprtal maimtenance charge ("CMC') is calculated to reflect
expected regulatory capital requirements, and is deducted from forecast cash flows. The principal inpurs to the CMC
calculation include estimates of asset growth, the ratio of risk-weighted assets to tofal assets, and the expected
regnlatory capital requirements. Management judzement 15 required in estimating the fumre cash flows of BoCom.
Eay azsumptions in FIU calculation

Long-term growth rate: the growth rate is 5% (2013: 5%) for periods after 2018 and does not exceed forecast GDP
zrowih in China.

Driscount rate: the discount rate of 13% (2013: 13%) is derived from a range of values obtzined by applying a Capital
Asset Pricing Model ("CAPM") calculation for BoCom, using market data. Management supplements this by
comparing the rates derived from the CAPM with discount rates available from external sources, and the group’s
discount rate for evaluating mvesonents in mamland China. The discount rate used is within the range of 11.4% o
14.2% (2013: 10.5% to 15.0%) indicated by the CAPM and external sources.

Loan impairment charge as a percentage of customer sdvances: the ratio nsed ranges from 0.73% to 1% (2013: 0.64%
to 1%) in the short to mediom-term. The long-term ratio is assumed to revert to a historical rate of 0.65% (2013

0.64%). The rates are within the short to medinm-term range forecasts of 0.51% and 1.08% (2013: 0.55% and 1.20%:)
disclosed by external analysts.

Risk-weighted assets as a percentage of total assets: the ratio used ranges from 70% to 72% in the short to medum-
term. The long-term ratio reverts to a rate of T0% (2013: 48.7%).

Cost-income ratio: the ratio used ranges from 40.0% to 42.4% (2013: 30.7% to 43.2%) in the short to medium-term.
The ratios were within the short to medium-term range forecasts of 37.2% to 44.5% (2013: 38.0% to 44.2%) disclosed
by extemnal analysts.

Sensitivity analyses were performed on each key assnmption to ascertain the mmpact of reasonably possible changes in
assumptions. The followmg change to each key assumption used on its own in the VIU calcnlation would reduce the
headroom to nil.

= Risk-weighted assets as a percentage of tofal assets
» Cost-income ratio

Increase by 3.3%
Increase by 1.6%

Key assumption Chamges to key assumplion te reduce headroom o mil
= Lonp-term prowth mte = Dlecrease by 43 basis points

» Discount mie » Increase by 53 basis poims

= Lpan impaimment charge a5 a percentage of costomer advances  « Increase by B hasis points
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11 Interests in associates and joint ventures (rontinued)

The following table forther illustrates the impact on VIU of reasonably possible changes to key assumptions. This
reflects the sensitvity of VIU to each key assumption on its own and it is possible that more than one favoursble
and/or nnfavourable change may oconr at the sames tms.

As at 31 December 2014

HESha Favenrable Unfavourable

Carrying ameunt: 113.8 chameze Current mosdel change

Longz-term gromth m@ie ..o +5lbp +1Mbp 00t -5ibp -l0dbp
VI 130 1439 117 1115 1043
Increase/{decrease) in VI .o 103 111 (] (17.4)

Crscomnt mate -Slbp -1Mibp 13,005 +50bp +1Wibp
VI 1302 1401 137 1142 1076
Increase/(decrease) in VI ... 85 134 75 (14.1)

Loan mmpaimment charge as a percentaze of 0.65% thromghout 2004 - 2018: 0.73% to 1.00%  1.00% from 2014 to 2018
Customer [, 2019 omwards: 1.65% 2019 omwards: 0.65%a
VI 1255 1217 1158
Increase/(decrease) in VIU oo aa =m

Risk-weizhied assets as a percentage of total 2014 — 1008: TO% to T2%%

Assely -l0ibp -2Mibp 2019 omwards: T +10dbp +20ibp

VI 1239 1264 1717 182 11638

Increase/(decrease) in VI ... 11 47 5 4.9
2014 — D018 40.0% fo 42.4%

Cost-moome T ..o -Sibp -1Mbp 2019 omwards: 42.4% =50bp +1IMibp
VI 1241 1267 1.7 182 11638
Increase/(decrease) in VIO ... 14 50 5 {4m

As at 31 December 2013

HESba Favmumahle Unfavmmable

Carrying amonmt: 1045 change Crrent modal change

Long-term growth rate ... +5ilfbm +100bp 5.00% -50bp -0y
VIU 1183 1313 1089 w7 oL3
Increase/{decrease) in VI e 104 124 =R (174)

Crsconnt mie =5lbp -100bp 13.00% +50bp +100bp
VIO 1207 1344 1089 9ET BoR
Increase/{decrease) in VI e 11.8 5.5 {103} (181

Loam mypairment charge as a percentaze of (0054%; throughout 2013 —2018: 0u54% to 1.00% 1.00%% from 2014 to X128
Customer JET 2019 poweards: 0054% 1019 porwards: 0054%
VI 114.5 10139
Increase/{decrease) in VIU ... 548 (W11

Risk-weizhied assefs as a percentage of total
A55Els -100bp - (8. 7% thmowghuout +100bp +2{0bp
VI 1114 114.0 1089 1052 103.6
Increase/(decrease) in VI ... 15 51 .1) ] 5.3

2003 -2008: 38. T o £3.2%
Cost-moome mabe .o - -100bp 1019 omwards: 43.2% +5ibp +100bp
1112 1138 1089 1064 1039
Increase/{decrease) in VI e 13 40 [25) (5.0
163

377/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

THE HONGEDOMG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

11 Interests in associates and joint ventures (rontinued)

Selected finamcial ingformation of BoCom

The statutory accounting reference date of BoCom is 31 December. For the year ended 31 December 2014, the zroup
imchuded the associate’s results on the basis of financial statements made up for the 12 months to 30 Seprember 2014,
but raking into account the financial effect of siznificant transactions or events in the period from 1 Ocrober 2014 w0 31
Deecember 2014,

At At
30 September 30 September
14 2013
HESm HESm
Selected halance sheet information of BoCom
Cash and balances at centml banks 1,165 846 1,102,661
Loans and advances to banks and other financial instinitons 620,206 632,714
Loans and advances to oostomers 4 248 185 4002307
(Orher fnmncial assets 1387509 1283423
(Oriher assets 353,438 270,034
Total assets .75 284 T.34L039
Deposits by banks and other fnancial instifubons 1,628 358 131548
Customer accoumts 5148337 5.176,342
(Orther finmmcial liabilities 113 352 139448
Oriher labilities 196,712 152,405
Toal liahilities 7197159 6,813,441
Total equity 578,25 517,308
Total equity atrbutable to
- sharehplders 5424 515,195
- non-comirodling inferests 2601 2403
Reconciliation of BoCom’s net assets to carrying amemnt in the group’s consolidated
financial statements
The group’s share of net assets 109519 00 bag
Add- Goodwall 4112 4191
Add- Entangshle assets 145 476
Carrying amenmt 113,796 104,636
For the 17 months ended
30 Sepeemmber
14 2013
HESm
Selected income statement information of BeCom
[Nt imterest incoms 170,333 161,082
Nt foe and copmeission income AT 15T 31101
Loan mmpaimoent -L'harg - (27,2009 [21.B0T)
Deepreciation and amortisation (7.136) {6,277
Tax expenze (24,055) (21,80%)
Profit for the year B2 405 78,341
Orher comprehensive moome {losz) 1681 (2,008
Taotal comprehensive income 84,086 75,632
Cividends received from BoCom 4,629 47354
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11 Imterests im associates and joint ventures (continued)

(i1} Ovher arzociates

Summarized aggregare financial information in respect gf azsociafes not individually material

4 Nl3
HESm HESm
Carrying value 2338 1748
The group's share of
— Aszets 2704 1351
— Liabilities 366 11,228
— Profit or loss from contioming opemations 1 659
— (Orther comprehensive income: - ]
— Total comprehensive income. 311 668
Cithier expense related to imvestment n an associnte
— Impaimment of an associate 11 219

At 31 December 2014, the group’s shars of associztes’ contingent liashilines mourred relating to the gromp's
interest im associates was HE3350,524m (2013 HEE3461,129m).

The group’s imvesmment in Viemam Technological & Commercial Joint Stock Bank (*TechCom Bank') was
equity-acconnted smoe October 2007 due to the group’s representation on the Board of Directors and mvolvement
in the Techniral Support and Assistance Agreement. The terms of the group’s nominated directors expired im
April 2014 and the Technical Support and Assistance Agreement expired at the end of June 2014, As a result of
these and other factors, the group considers that it is no longer in a position o exercise significant influence over
TechCom Bank and ceased to account for the investment as an associate from the end of June 2014. Thereafter,
the holding in TechCom Bank of 19.41% is classified as an awailsble-for-sale financial investment The loss
ansing from this reclassification was HES251m.
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THE HONGEDOMG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

13 Goodwill and intangible assets

Goodwill and intangible assets mcludes goodwill arising on busmess combinations, the present value of in-force long-
term insurance business, and other intangible assats.

The group The Bk
2014 003 014 2013
HESm HESm HE%m HESm
Goodwill 6ATH 638 1152 1181
Present value of in-force bong-term insurance usiness .. 31380 18016 - -
Other intanzibile assets 6,310 6,604 3155 3349
45,078 41,882 4,307 4,530
a Goodwill
__ The zroup The Bazk
014 013 014 013
HE3m HEEm HE3m HESm
Cost at 1 Tanuary 6,362 7237 1181 1,180
Exrhanpe and other movements ... 17 (E75) () 1
Mat book vale at 31 Decamber ... 6370 362 1152 1.181
Segmental anaiysiz of goodwill
The group The Bank
014 2003 014 13
HESm HESm HE$m HEEm
M 4 M 4
T 750 408 208
i 82 82 82
L 1120 ] 80
EEE 3408 - -
Rest of Asia-Bacific — (obal Banking and Markets .. 384 0g M 407
Total gopdwill in the CGUs hsted ... ..., — 6,379 6,362 1152 1,181

160

380/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

13 Goodwill and intangible assets (continuad)

During 2014 there was no impaimmment of goodwill (2013: nil). Impairment testing in respect of zoodwill is
performed snnually by comparing the recoverable amount of cash generating units {"CGUs"), determined at 1 Jaly
2014 based on a valne in use calonlation, with the camrying amonnt of the CGUs. That calonlation nses cash flow
estimates based on management’s cash flow projections, extrapolated in perpemity using a nominal long-term
zrowth rate based on current Gross Domestic Product for the countries within which the OGU operates. Cash flows
are extrapolszted in perpetuity due to the long-term perspective within the zroup of business units making up the
CGUs. The discount rate used is based on the cost of capital HSBC allocates to investments in the countries in
which the CGU operates.

The cost of capital assipned to an mdividoal CGU and used to discount its foture cash flows can have a significant
effect on its valuation. The cost of capiral is generally derived from an sppropriate capital asset pricing model,
which itself depends on inputs reflecting 3 number of financial and economic variables including the risk-free rate
in the country concerned and a premium to reflect the inherent risk of the business being evalnated. These varizbles
are established on the basis of management judgement.

Manapement judgement is required i estimating the fotore cash flows of the OGUs. These values are sensitive to
the cash flows projected for the periods for which detailed forecasts are available, and to assumptions regarding the
long term sustzinable pattern of cash flows thereafter. While the scceptable range within which umderlymg
assumptions can be applied is governed by the reguirement for resulting forecasts to be compared with acmal
performance and verifiable economic data in fture years, the cash flow forecasts necessarily and sppropriately
reflect management's view of fuhire business prospects.

Two key assumptions upon which manazement has based its determination of the recoverable amount of the CGUs
are the discount rate snd the nominal long-term growth rate. The disconnt rates used in the impainment test in 2014
were in the range of 11% to 14% across different CGUs. The nominal long-termn growth rates unsed in the
impaimment test in 2014 for Hong Eong and Rest of Asia-Pacific were §.7% and 7.9% respectively.

b The present vaiug gf in-force long-term insurance businezs ("PFIF’)
(i} PFIF specific azsuompions

The following are the key assumptions used in the computation of PVIF for Hong Kong, bemg the main life
ImsUrance operation:

2004 13

Rizk free rate 186 131%

Rizk discoumt rate T4 T41%

Expenses inflation 1.00% 3000

(i) Movement in PVIF for the year ended 71 Decembar
The zroup

4 13

HE3m HEZm

At | Tamary 15006 1425

Value of pew business written during the year 5417 3075
Mivements arising from m-force busmess:

- expected retum (L,781) (1,358)

— EXperienCe VANances (60) 31

— champes in opemting assumptions (731} 1489

Imvestiment Tefm VATIAmCES (88) {5

Chimges in imvestment assumptions 0 (387

Oither adjnstments LE] 14

Changes in PVIF 3581 4735

Exchange differences and other (108) (244

At 31 December 11380 28916
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THE HONGEDOMG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

13 Goodwill and intangible assets (continuad)
¢ Other intangibie azsets

The group
014
Customer!
Computer merchant
software relationships Orifaer’ Total
HEGm HESm HESm
11645 1606 2288 16,539
1546 - - 1546
(161) - (%) @4
(66) @1) ) @m)
13 064 1515 1103 17,582
8818 1033 84 2935
1483 120 11 1614
E ] - 11 57
(L56) = (63) (219
(50 (65) - (L15)
10,131 1038 53 11172
33833 427 1050 6310
013
Cnstomer
Computer merchant
software relationships: Othar® Total
HESm HESm HESm HEEm
Cost
At 1 Jannary 11511 L2 23167 15,730
Additions 1502 - - 1,502
Drizposal s'amounts written-off . ... ... (295) - (13} 308)
Exrhanze and other movements .._.._._.._._.._._. (B3) {236) {66) (385)
At 31 December 11645 1606 2,288 16,530
Accummlated amortization md inTpamment
At 1 Tapaary T.653 L03% {113 8758
Amortisation charpe fortheyear ... 1340 128 15 1583
i Tl - 1 a2
(28T - (14 (301)
(1] (134) # (197
At 31 December 2818 1,033 B4 0935
Pt hook valne at 31 December ... 3,827 573 2,304 6,604

1. Ovher’ inciudes aperating ficenses wiich ware recognised during the acquisition of the azsers, Nabilifer and operations of The
Chinese Bank in Tanwam m 2008, These have an indgfinite wogfnl [jfe as there are no economic or legal restrictions &o Il their use.
The carryimg vaiue af this intangible arset was ailocated o relevant busingss wirs in Tatwan.
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014
Customer/
Computer merchant
software relationships xther Taotal
HESm HESm HE$m HESm
10,020 Ll45 i 11,244
1194 - - 1194
09 - - (99)
(L] (@) @) L]
11105 1062 il 12144
7113 3T 45 TA05
LIz 3 ] 1313
E ] - F] EL]
(08) - - o9
] (=5 2) (6%)
3,264 TIL 53 2089
1541 2180 4 3158
013
Customer’
Computer merchant
sofimare relationships Ocher Tortal
HEIm HESm HE$m HEIm
0049 1386 78 10413
1.140 - - 1140
(173) - - (173)
4 {1413 1 (136)
10,020 1,145 il 11,244
6,078 T 30 6,828
1169 g g 1276
32 - & EL]
(T - - am
5 3N} 1 {75)
7113 37 43 TAES
1907 408 34 3340

The above intangible assets are amortised over their fimite usefol lives as follows:

Computer softarare
Customer/merchant relationships
Criber (exchuding operating licenses)

from 3 years to 5 years
from 3 years to 10 years
from 3 years to 10 years
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THE HONGEDOMG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

13 Goodwill and intangible assets (continuad)

An impairment test was carried ont m respect of the operating licenses in Taiwan as at 1 Tuly 2014, The result
confirmed that there was no impaimment. The impairment test was performed by comparing the recoverable amonnt
of the relevant cash generating wmits (*CGUs"), determined by a walue m use calculation, with the carrying amonnts
of the CGUs. The calculation uses cash flow estimates based on manazement’s cash flow projections, extrapolated
in perpemity using a long-term growth rate applicable to the banking industoy in Taiwan. The discount rate used is
based on the cost of capital the group allocates to Taiwan.

Two key assumptions upon which management has based its determination of the recoverable amount of the CGUs
are the discount rate and the long-term growth rate. The discount rate used during 2014 was 10% to 12% across
different CGUs. The long-term growth rate used during 2014 was 3%.

14 Property, plant and equipment

a Property, plant and equipment

The group The Bank
Land and  Investment Land and  Imveshment

‘bruildines properties  Equipment buildings properties  Equipment

HE3m HEZm HESm HESm HE$m HE$m

85 306 11392 11 636 T6.R45 473 14,465
(366) 1 (2040 (4.938) (481) (33)

376 - 1458 AT - 1,630
(14) = (L05T) m = (320)

(2,300) = = (1,634) - -

4511 70 - 3175 ] -

(760} T (1) (476} 463 -

86,753 12784 13 806 T3046 554 15482

91 - 18,053 164 - 11575

@) - (215) 0 - (67)

1,94 - 1813 1547 - 1,135

m = (L,030) m = (=13)

(2,300) = = (1634) = =

] - 1) (6) - -

At 31 December 2014 .o 74 — 18,610 ] — 11130

Het book vake at

31 December 2004, .. 86,679 12784 5216 TLOTE 554 135
Total at 31 Dacemnber 2004 ... 104,679 76584
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14 Property, plant and equipment (continued)

The group The Bank
Land and Invesoment Land and Tmnvestment
il . B il - Eaui

HESm HESm HE3m HEIm HE$m HE$m
Cost or valuation

At] Tammary 2013 . £0,104 5181 1 50,805 187 13,872

j (188} - {402) {158) - @az)

1,743 4,858 LEOR 25,060 51 1,300

{11y - {875 - - (330)

.0i8) - - (1.238) - -

5,887 1389 - 1370 25 -

. 19 (147 n 14 - 25

At3] Dacember 2013 ... 85,306 11,392 10,685 76,845 473 14,485

50 - 17,375 57 - 11,055

ol - {303) ) - (156)

2,084 - 1o 1349 - 1174

- - (949 - - (319)

@.088) - - (.238) - -

1y - 11 - - 21

At3] Dacember 2013 ... 91 - 18,053 164 — 11,575
et book valkoe at

31 December 2013.. .. ... 85,215 11392 4633 76,781 £73 2,390

Total at 31 December 2003 ... 100,240 50,144

b The carrying amount gf land and buildingz, had they been stated at cost less accumulated depreciation, would

Fave been az follows:
The zroup The Bank
014 2003 014 13
HESm HESm HE$m HEEm
Cnst less aconnmiated depreciation ... ........... 19,387 19,895 34544 38477

€ An analysis af land and buildingz carried at valuation or cost (bgfore deduction af accumulated depreciation) is as

Jollows:
The group The Bank

014 2003 014 TE]
HESm HESm HE$m HEEm
Land and buildings carmied at valation ... 86,743 25,296 73,046 T6R45
Ortbver land and budldings stated at cost ... ... 10 10 - -

Land and buildngs before dedwction of
acomywlated depreciation ... 86,753 25,306 T3.046 T6.945

1
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THE HONGEDOMG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

14 Property, plant and equipment (continued)
d  The ner book value of land and buildings and investment properiies comprises.;

The group The Bank
014 2003 014 13
HESm HESm HESm HESm
In Homg Kong-
Loz leasehodds {aver fifiy years) ..o 37,356 36,088 31y 35008
Medium-term leassholds
(between ten and Sty vBaTs) .o 50,693 48407 36,495 35265
Short leasehalds (less than ten years) ... ... » &3 £l &3
83,003 25458 60,768 63,358
Omtzide Hong Kong:
Freshold 4,625 450 3474 3451
Long leasehodds {gver fifty years) . ... 145 158 127 129
Medium-term leassholds
(between ten md Sy VRarS) .o 6,550 A4 143 5203
Short leaseholds (less than ten years) ... n 15 0 25
11370 11149 3764 2.808
09 463 0,607 73,532 77254
Amalysed a5 follaws:
Land and buildings 86,679 85215 TLOTE 76,781
Investment properties 11784 11,392 554 473
99 463 0607 73532 77254

The group’s land and buildings and investment properties were revalued in Wovember 2014 and updated for any
material changes at 31 December 2014. The basis of valuation for land and buildings snd mwestment properties
was open market value, depreciated replacement cost or surrender value as noted in note 3(p). The resultant values
would mainly be categorised as Level 3 in the fair walne hierarchy. In determining the open market value of
investment propertes, expected fumre cash flows have been disconnted to their present values. The net book valne
of ‘Land and buildings" includes HE$12 368m (2013: HEK$11,731m) in respect of properties which were valued
nsing the depreciated replacement cost method or sumender value.

The surplus on property revaluaton was HESS,181m (2013: HER7.076m). Amounts of HEE3 202m (2013:
HES$4,073m) and HE$671m (2013: HES1, 38%9m) were credited to the property revaluation reserve and the imcome
statement respectively. The amount credited to the property revalnation reserve of HEKS3 292m (2013: HE$4,073m)
is stared after deduction of non-contrelling interests of HE$552m (2013: HE$796m) and deferred tax of HES666m
(2013: HES818m) The amount credited to the mcome statement comprises the surplus of HES67T0m (2013:
HES1,38%9m) on revaluation of investment properties, and HES1m (2013: nil) relating to the reversal of previous
revaluation deficits that arose when the valne of certain land and buildings fell below deprecisted historical cost.
Land znd buildings and invesonent properties in Hong Kong, Macan and mainland China, representing 96% by
valae of the group’s properties subject to valmation, were valued by DTZ Debenham Tie Leung Limited who has
recent experience in the locanon and type of propertes. The valnations were carmried out by qualified valuers who
are members of the Hong Kong Instamite of Surveyors. Properties in eleven conniries, which represent 4% by value
of the group’s properties, were valued by different independent professionally qualified walners.
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14 Property, plant and equipment (continued)

15

e Properties leased fo cusfomers

The group’s investment properties are rented out under operating leases. The leases typically mn for a peniod of
2-3 years and may contsin an option to renew znd the terms will then be renepotiated. During the current year,
HES$422m (2013: HE5312m) was recognised as rental income in the income statement in respect of operating
leases.

The total future minimum lease payments receivable nnder non-cancellable operating leases are as follows:

The group The Bank
2014 2003 014 13
HEGm HESm HE$m HEIm
Within one year 411 303 18 0
After ome bt within fiveyears .. 147 100 12 7
Crver five years - 1 - —
558 404 an 17

Leasehold land and land use rights

The net book value of the zroup’s mferests in leasehold land and land use rights that bave been accounted for as
operating leases is analysed as follows:

The group The Bk
2014 2003 014 2013
HESm HESm HESm HESm
In Hoog Kong:
Madinm-term leassholds (betwesn ten and fifty years) ... 177 2495 71 73

The sbove amounts were inchided within “Prepayments and accrued income’ in “Other assets’ (note 28).

16 Other assefs
The group The Bank

2014 2003 014 2013

HESm HESm HESm HESm

Current fax assets 1418 2034 2041 1.7
Assets held for sale 148 1476 100 4,33
Prepayments and accmed moome .. aan 3578 2077 1721
Accrued intevest receivable 15,370 15,898 6,452 5704
Arceplances and endorssments ... AL M1 16,625 19,845
Ocher 94019 28714 67312 4 057
150,876 148,030 94,617 92,400

Other assets inchode HESE2 000m (2013: HES82,190m) of financial assets, the majority of which are measured at
amartised cost

Asset held for sale at 31 December 2013 mainly represented our mvestment in Bank of Shanghai.
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THE HONGEDOMG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements jcontinusay

17 Customer accounts

The group The Bank
2014 013 014 13
HESm HESm HESm HESm
Crurrent accounts 919,343 B62138 556,317 526,608
Savings accounts 1,37 651 26618 1660924 1571836
Other deposit accoumts 1,180,908 L14:.042 548,250 624788
4479992 4,233,698 2814510 2723312

28 Trading liabilities

The group The Bank
2014 013 014 13
HEGm HESm HESm HESm
Certificates of deposit missne ... 34m 42461 - 198
Other debt sacurities m issue 19,413 18104 16,022 16912
Short positions in securities 66,063 53,880 g1 20218
Deeposits by baoks 6,300 6,358 6,212 4918
Cusinmer accoumts 120,560 112,220 35195 31357
215812 195,032 93,540 81613

19 Financial liabilities desiznated at fair valae

The group The Bank
2014 2003 014 13
HESm HESm HESm HESm
Deposits by baoks 196 m 196 m
Dbt secumities in issue 11973 4807 8,984 4,537
Liahilities to customers under mvestment coiTacts ... 36 665 14,686 - -
45,834 41,715 0150 4,739

At 3] December 2014, the carrying amount of the sbove habilities was HES108m higher than the contractual amount
at mamriry (2013: HE512m). At 31 December 2014, the accnmulated loss in fair value attributable to changes in credit
risk was HE}60m (2013: HE529m).

30 Debt securities im issoe

The group The Bank
2014 013 014 13
HESm HESm HESm HE3m
Certificates of deposit T30 16319 T 11782
Oher debt securities 37,767 346,015 14 860 18280
45197 5234 32089 30,062
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31 Orther liabilities and provisions

The group The Bank

2014 013 014 13

HESm HESm HESm HESm

Accruals and deferred mcome ... 26,435 M6.021 14,643 15144
Provisions for Habilties and charges {node 33) .. 1141 1,723 1,041 1,260
Arceptances and endorssments ... ..o AL 4130 16,625 18,845
Share based payment Lability to HSBC Holdings ple ... 11848 2303 1313 1.900
Ocher liabilities 26,769 M58 13,645 13,114
87,731 28,808 41,777 51,265

Other labilitdes inchide HEE7S,498m (2013: HEST2,540m) of financial liabilities which are measured at amortised
cost.

31 Liabilities under insurance contracts

[t
Gross Share* Net
HESm HESm HESm
14
Non-linked insurasce contracts’
Ar1 Tanary 236911 (1538) 14,075
Benefits paid (23,761) 04 (23.557)
Increase i Liabilities to palicyholders 53104 (1,611 51,493
Foreizn exchanze and other movements (511} 6l (450)
Az 31 December 265743 {4.187) 261 561
Limled insurance comtracts
At 1 Tamaary 9,269 {1,695) 37514
Benefits paid (2,921} 644 2T
Increase in Habilities to palicyholders 833 asn 5,69
Foreizn exchange and other movements (248) (740) (233)
Ar 31 December 44,439 {1,441) 42,093
Total lishilities to policyholders 310,182 (5.623) 304,559
13
Non-linked moarancs coptracts’
Ar 1 Tnmuary 200,973 {1389 109,584
Benefits paid (20,370} b (20,169)
Increase m hiabilities to policyholders 44,731 {1.683) 45 048
Foreizn exchange and other movements [423) 35 (38%)
At 3] December 236,011 {2,836) 134075
Linked inaurance contracts
Ar1 Tamaary 13,048 (3.103) 30,845
Bemefits paid (4,80 3267 (1631
Increase i liabilities to policyholders 10,530 1014 11,54
Foreizn exchange and other movements (311} (2873) 3.184)
At 31 December 38160 (1.693) 37.574
Total lishilities to policyholdars 276,180 {4531 271,649

2 Amownts recoverabie from remsurance of Hebilities umder tourance contracts are mcluded in the conolidated balmce theer v Othar
[l
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THE HONGEDOMG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements jcontinusay

33 Provisions for liabilities and charges

Pravisions for Habilities and charges

The group The Bank
2014 013 014 M3
HESm HESm HE$m HESm
At ] Temuary 173 214 1,260 1,265
Agdditicmal provisions morease in prowvisions ... 118 iy 109 465
Prowisions used (1.013) (315) (621)
Ampumss reversad (195) (720 (127) (31
Exchange and other movements ... 408 (285) 420 120
At 31 December 1141 1,723 1041 1,260
Of which: provisions for restruciuring cozts
The group The Bank
2014 013 014 13
HESm HESm HE$m HESm
At ] Temuary 125 187 45 254
Agdditicmal provisions morease in prowvisions ... 55 133 41 52
Provisions used (L08) (165) 73) (134)
Amoumts reversad ] {1 28) o
Exchange and other movements ... ... ] [y = (26)
At 31 December 113 125 80 145

Included in the above are amounts of HEZ3842 million relating to ongoing regulatory mmwvestigations. There is inherent
uncertainty as to the ameounts at which such matters will be settled in future, which could be higher or lower than the
amounts provided. Inclnded in Amount due from Group companies is an amount of HES553 million that is
recoverable from another Group company relating fo an ongoing regulatory mvestzation.

34 Suberdinated liabilities

Subordmated listalities consist of undated primary capital notes and other loan capital having an onginal term to
matrity of five years or more, raised by the Bank and the group for the development and expansion of its business_

04 MWl3
HESm HESm

The Bank
U551, 200m Undated floating rate primary capital notes 0337 0346
0337 0346

The group
AUDR00m Floating rate subordinated notes dwe 2020, callable from 2015 .. oo, . 1271 13845
MYRS00m Fixed rate {4.35%) subordinated boads dwe 2022, callable from 2007 ... . 1108 1182
MYES00m Fized rate {5.05%) subordinated bonds due 2027, callable from 2002% .. . 1116 1,103
12 832 13,107

1 TIhe tetarest rate on the MIYRI0N0m £ 355 callable subordmated bomds due 2002 will increase by 1% from Jume 2007,
2 The mderest rate on the MIRS0Nm 5.05% callable ubordmated bonds due 2027 will increase by 1% from November 2022,
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35 Preference shares

Authorised

At 31 December 2013, the suthorised preference share capital of the Bank was US513. 450 5m comprising 3,750.5m
cumulative redeemable preference shares of U531 each, 7.500m non-cummlative imedesmable preference shares of
U551 each and 2, 200m cummlative irredeemable preference shares of US31 each

As discussed in note 1(a), in Hong Kong, the concept of authorised share capital has been abolished with effect from 3
March 2014

At a group level, there was INFET7Om (2013: INF270m) of suthornsed preference share capital comprising §.7Tm
compulsorily convertible preference shares of INE.100 each in the share capital of a subsidiary.

The group The Bank
014 2003 014 ]
HESm HESm HESm HESm
Issued and fully paid
Fedesmable preforence shares ... 8143 8141 8143 2141
Iredeemakble preference shares ... 15 430 30173 13331 30,064
36,582 47314 36,474 47,205

1,050m cummlative redeemable preference shares were issued in 2009, which have 3 mandatory redemption date of 2
January 2024 but may be redeemed at the Bank's option on or after 2 January 2019, subject to 30 days’ notice m
writing to shareholders and to the consent of the Hong Kong Monetary Anthority. The shares are redeemable at the
issue price of U551 per share together with the amount equal to any accrued but unpaid dividends. The total mumber of
issued comulative redeemable preference shares at 31 December 2014 was 1,050m (2013: 1,050m). No cuomulative
redeemable preference shares were issued during the year (2013: nil).

The non-cumulative irredeemable preference shares were issned at nominal vahie, and may be cancelled subject to
30 days® notice in writing to shareholders and with the prior consent of the Hong Kong Monetary Aunthonity. In the
event of cancellation, holders of the shares shall be entitled to receive the issue price of U551 per share held together
with any unpaid dividends for the period since the anmnal dividend payment date immediately preceding the date of
cancellation, subject to the Bank having sufficient distributable profits. 700m non-curmlative nmedeemable preference
shares were cancelled on 26 June 2014 at the issue price of USE] each The number of issued non-cumulatve
irredeemahble preference shares at 31 December 2014 was 3,253m (2013: 3.953m). No non-cunmlative oredeemabls
preference shares were issned during the vear (2013: nil).
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THE HONGEDOMG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements jcontinusay

35 Preference shares (contimued)

The cunmlative imedeemable preference shares were issved at nominal valne, and may be cancelled subject to 30 days®
notice in writing to shareholders and with the prier consent of the Hong Kong Monetary Authority. In the event of
cancellation, holders of the shares shall be enntled to receive the issue price of USS1 per share held together with any
unpaid dividends for the period since the annual dividend payment date immediately preceding the date of cancellation.
685m cummlative imedeemable preference shares were cancelled on 26 JTune 2014 at the issue price of U531 each. The
mumber of issned cummlative irredeemable preference chares at 31 December 2014 was 400m (2013: 1,085m). No
cumulative irredeemable preference shares were issued duwring the vear (2013: mil).

The bolders of the above preference shares are entitled fo ons vote per share at shareholder meetings of the Bank.

E.7m compulsorily convertible preference shares (*CCP5") were issued by HSBC InwestDirect Securities (India)
Private Limited (‘HSBC InvestDirect’) in 2009 at 2 nominal waluwe of INE100 each. These shares may be converted
imto fully paid equity shares of HSBC InvestDirect at any time after one year from the date of allotment of the CCPES
by written notice. The conversion shall be made at par or premium as may be determined by the Board of HSBC
InvestDirect at the time of the conversion. The CCPS shall carry a fixed dividend of 0.001% of the face value per
anourm. After ten years following the allotment of the CCPS all ontstanding CCPS shall be converted at par or
premium as may be determined by the Board of HSBEC InwestDvirect at the time of the conversion.

HSBC InvestDirect did not convert any CCPS during 2014 (converted 2m CCPS mito 5882352 equity shares of
IMNE.10 each at a premium of INE.24 per share amounting to INF200m during 2013).

36 Share capital

Aurhorised

The authorised ordinary share capital of the Bank at 31 December 2013 was HES100,000m drvided mio 40,000m
ordinary shares of HE52 50 each.

As discussed in note 1(a), m Hong Kong, the concept of authorised share capital has been abolished with effect from 3
March 2014

Tssweed and fully paid
The group and the Bmk
2014 013
HESm HESm
Ordinary share capital 06,052 83310
The group and the Bank
2014 014
Ordimary shares Number HESm
At ] Jammry 34127 482 201 85319
Issned during the year 4.793 500,000 10,733
At 31 December. 38 420,082 201 06,052

4193 5m new ordinary shares were issued during 2014 (2013: 10 540m) at an issne price of HEZ52 .50 each for general
corporate purpeses and to fiurther srengthen the capital base.

The bolders of the ordinary shares are entitled to receive dividends as declared from dme to fime, rank squally with
regard to the Bank's residnal assets and are entitled to one vote per share at shareholder meetmgs of the Bank
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37 Other equity instraments

Other equity instruments comprise addinonal tier 1 capital instruments.

Additional tier 1 capital instruments in issue which are accounted for in equity

USFL000m Floating rate perpetual subordinated lnan, callable from Dec 2019 ... _.._._.._.. ) 7,756 -
US§A00m  Floating rate perpsnul subordinated loan, callable from Dec 309° ) 6,981 -

14737 -

1 Dnterest rase at ovne yaar U5 doilor LIBOR plus 3.84%2

Dmring 2014, the Bank issued new capital insmuments to its ultimate holding company that are incladed in the zroup’s
capital base as Basel IIT compliant additionsl ter 1 capital under the Banking (Capital) Fules. The net proceeds of the
izsuances will be used for general corporate purposes and to further strengthen the capital base.

The additional tier 1 capital instruments are perpemal subordinated loans on which coupon payments may be cancelled
at the sole discretion of the Bank The subordmated loans will be written down at the point of non-viability on the

ocourrence of 8 igger event as defined in the Banking (Capital) Fules. They rank higher than ordinary shares in the
ewent of 3 wind-up.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

39 Analysis of cash flows payable under financial liabilities by remaining confractual maturities

The group
Dme between  Due between

On Dre within 3and 12 1and 5 Dime after
demand 3 months months VEATS 5 vears Total
HESm HESm HESm HE3m HEZm HESm
114,654 = - 214,654
- EVEE ] - - - 31331
25016 - - - 23414
168,511 52,77 1302 4,060 159 126,309
3361476 843 561 135213 45513 18 4,494 046
115,812 - - - - 115312
365,353 174 450 L1163 1M AT A4
120 45 362 12169 36,768 40,534
0 9103 4162 507 L AT 959
48 165 65,131 951 1305 24 436 141078
5905 43917 13,527 1906 480 0,735
- 162 1601 1T 14,141 15,698
- 475 L 3457 43 565 AT 886
4,382 504 1,082,852 260,957 103,964 123903 5954 300
1407919 464,200 11,361 12,700 62 1,596,242
G 666 - - - - 61666
5852179 1,547,082 171318 116,664 113 965 7911 108
105,554 - - - - 195,554
- 34.240 - - - 3440
- 6,324 - - - 6326
140,204 81391 4008 4,506 256 131 266
3,167,882 845213 211l 44 181 4,265,201
165,082 - - - - 195,032
362,008 242 G648 1536 108 365460
164 n LE] 3073 36,843 41190
- 11,153 7.0045 31052 5130 55,301
62,341 11,308 1,543 1402 16,568 24253
5073 50,754 15,000 100 41 73088
- 125 375 4345 14,233 10,078
- 512 407 4477 57070 G2 566
4,129,138 L4317 242,010 93,835 130,635 5639955
Loan commitments ... 1177323 501.252 2014 14244 - 1,701,733
related Fnaramtes contmacts ... 23,647 - - — - B3.647
3.300,128 1,545,569 250,924 102,079 130,635 7425335
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39 Analysis of cash flows payable under financial liabilities by remaining contractual maturities {rontinued)

The Bank
Due between  Drme between
On Dree within 3and 12 1and 5 Diue after
demand 3 months monihs VEATS 5years Total
HESm HESm HESm HESm HEZm HESm

- 2WT7E - - - 24774

- 5065 - - - 5065
112,686 72218 1009 3,054 256 192,123
1139612 476,108 wan 17.375 114 2727441
82,623 - - - - 1823
353,651 T4 354 985 42 355,116
- 1% 7 5017 - 5.107

- 7,399 1782 21089 1048 31318
85,780 51,380 1287 1184 16,962 158,600
3,333 20,430 7,694 1644 o0 41,103

- 8l 243 1205 12542 14,161

- 512 7 4477 57.070 61,668
1073158 662,959 110,172 §7.130 20.1H 3808643
710,995 £20,068 3,766 10,687 - 1145516
41783 - - - - 41,783
3,726,036 1,085,027 113038 67.817 20,134 5,085,542
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

39 Analysis of cash flows payable under financial liabilities by remaining contractual maturities {rontinued)

The balances in the showve tables will not agree directly with the balances in the consolidated balance sheet as the tahla
incorporates, on an undiscounted basis, all cash flows relating to principal and fotre coupon payments (except for
trading lisbilities and oading derivatives). In addition, loan commitments and financial guarantes contracts are
generally not recognised on the balance sheet. Trading Lisbilities and frading derivatives have been included in the “Omn
demand” time bucket, and not by contractal maturity, because wading liakilities are typically beld for short periods of
time. The undiscounted cash flows paysble under hedgmg derivative liabilities are classified according to their
contracmal matority. The undiscounted cash flows potentially payable under loan commitments and financial
guarantes contracts are classified on the basis of the earliest date they can be called.

Cash flows payable in respect of customer acconnts are primarily contraciaally repayable on demand or at short notice.
In practice, however, short-term deposit balances remain stable as inflows znd outflows broadly match and a
significant portion of lean commitments and guarantee contracts expire without being drawn upon. The group’s
approach to managing liquidity risk is set out m the Risk Feport.

40 Reconciliation of operating profit to cash generated from(used in) operations

04 i3

HESm HESm
Operating profit 95514 130,336
et imferest income 95,109 (87365)
Dividend income 1, 374) (1175
Depreciation and amortisation 5778 5,663
Amurtisation of prepaid operating lease payments 18 18
Loan impadrment charges and other credst risk provisioes 4915 3,532
Leans and advances written off net of recoveries (3,537 (3.064)
Oher provisions for liahilities and charges 45 120
Provisions used . (1,003) (325
Surplus arising on property revaluation L -
Gains on nvestment properties (670} (1389}
(Gain on disposal of property, plant md equipment and assefs held forsale ... - (61) (200
(Gain on disposal of subsidiaries, associates md usiness portfolios (104) (758)
et {gain)/loss on reclassification of associates 151 (B.15T)
Impairment on interests in associates and joint vemhares 11 1378
(ains less losses fom financial imestments (2,380) M3
Share-based payments gramted cost fres 1442 1185
Movement in present vahue of in-force business (3,581) 4.735)
Interest recaived 100 364 103,050
Interest paid (28,508) (27,784)
Operating profit before changes in worling capital 30911 75,709
Change in treasury bills with criginal tenm to mabority of more than three memths ... ... . (24 583) (37300}
Change in placings with and advances to banks 15290 (18554
Change in certificates of deposit with original tenm to matarity of more than three menths ... . (10, 446) 4910
Change in Tepos and reverse repos 1148 (56,4800
Change in frading assets 39, 7T84) 187,015
Change in frading liakilities 20,780 13,511
Change in dervative assets (1,207 11.11%
Change in derivative lisbilities 2076 (32849
Changs in financial assets desiznated as fair value (8,049) (20.976)
Change in financial liabilities desiznated as fair vahue 7118 241Y
Change in financial investments held for backing liabilities to long-temm policyhelders ... . (23,65T) (11,721}
Change in loans and advances to customers (189,817 (204.508)
Change in amoumnis due from Group compamies (29,71 13823
Changs in other assets (22, 540) (16.518)
Change in deposits by bazks (4,645) (2.885)
Change in cusiomer acooumts 126,294 167912
Change in amwmnis due to Group companies 18,307 (14.473)
Change in debt secumities in fssue (7,037} (X2313)
Change in liahilities mmder insurance contracts 14002 32385
Change in other Eabilities 43418 87,183
Exchinge adjustments 13218 6,502
Cash generated from operations §1,780 158,886
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41 Analysis of cash and cash equivalents

a Change in cash and cash equivalents during the year

2004 13
HESm HEIm
Balance at | January 687 506 TO7.186
Het cash inflow before the effect of foreign exchange movements 17 580 4,147
Effect of foreign exchange movements [25,806) (23,737
Balance at 31 December 679670 GE7. 508
b Adnalvsis of balances of cash and cash eguivalents in the conseiidated balance sheat
014 2013
HEZm HE3m
(Cash m hand and sight balances with central banks 156,475 158,870
Tremns in the course of collection from other banks 1 15346
Reverse repurchase agreements — noo-Tading 130,093 B1.687
Placings with and advances to bank 319,758 3TR 34D
Treasury bills 7,667 20419
Certficates of deposit 4113 4106
Orther elizible bills 1,753 Lo40
Less: items i the course of ransmission i other banks F1.331) (34,240
679,670 687,396
¢ Acguisiton gf subsidigries and business porfiblios
There was no acquisition of subsidiaries and businesses in 2014.
2013
Private banking
tusinesses
HESm
Aszety
Placing with banks matoring after cne month 1548
Trading assets BA.BRS
Derivatives 131
Loans and advances to customens T9.401
Amounts doe from Group compamies 4797
Goodwill and intangible assets ik
Property, plant ad aquipment 17
Dther assets 51615
Todal assets excluding cash and cash equivalents 138,709
Deposits by hanks 302
Customer acoounts 230,502
Derivatives 1,168
Betirement henefit abdlities 8
Ammunts doe to Group companies 12274
Other Eabilities and provisions 1033
Current tax labilifies 5
Total Liakdlities 245,521
Apzyesate net Habilities at date of acquisition, excloding cash and cash equivalents 15,712
Premium on purchase under common comtrod (17.514)
Purchase price. 1,782
Satisded by
Cash and cash aquivalants pasd (19239
Cash and cash equivalents banght 17447
Cash consideration paid up to 31 December 2013 (1.782)

Cash still to be received {paid) at 31 December 2003 -
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

41 Analysis of cash and cash equivalents (continuead)
d Disposal of subsidiaries and business portfoiios

14
Banking
busimesses. Other Total
HESm HESm HESm

Assets
Loans and advances to customers 11 611 1,700
Orther aszets 15 - 15
Tiotal assets excluding cash and cash equivalents 21184 611 1805
Liahiliti
Orthver liahilities and provisions 38 - 8
Tintal Habilities 38 — 38
Aggregate pet assets at dase of disposal, encluding cash and cash equivakents .. 1,156 611 1,767
Gain on dispesal inchding costs to sall 834 0 104
Add back: costs to sell 11 - 11
Selling price 1151 631 1332
Satisfied by
Tiotal cash consideration 1151 631 1832
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41 Analysis of cash and cash equivalents (continuead)
d Disposal of subsidiaries and business {continued)

013
Banking Insurance
businesses busmesses (Orther Toral
HESm HESm HESm HESm
8114 - - 2214
LT - - 3674
1548 - - 1648
33 - - 33
- 308 - el
3918 - - 3918
1,702 70 - 137
5,003 - - 5003
- 131 - 231
1 541 - 542
o - ]
12 - - 1%
175 1636 671 1482
26,605 3387 671 30,753
4515 - - 4,615
18,107 - - 10,107
1220 - - 1,220
416 - - 416
- 143 - 143
21,4618 - - 2,618
- L126 - 1126
41 - - 41
1311 153 19 1,483
Total Eabilities 20,930 1,422 19 31,380
Azpregate net assets/(liabilites) at date of disposal.
exchuding cash and cash squivalents ... (3.244) 1,045 651 (527
Gain/ (lozs) on disposal inclnding costs tosell.... ... [y 763 (31 758
Add back- costs to sell - 36 - el
Selling price (3,244) 1,754 G40 157
Satisfied by
Cash and cash equivalents received .. ..o 1576 2,386 662 5124
Cash and cash equivalents sodd ... (4,823} (133 - {4,954
Cash consideration received (paid) up to
31 December 2013 (3,146) 178 662 170
Cash still to'be paid at 31 December 3003 ... - - (13} (13}
Total cash consideration (3,245) 1,754 G40 157
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

41 Contingent liabilities and commitments

a QffF-balance sheet comtingent Habilities and commitmeants

The Froup The Bank
1014 13 04 3
HESm HESm HESm HESm
Contingent Liabilifies and fnancial gearantee contracts
Goarmeess and immevocable letters of credit pledzed
a3 collateral secumity 146,332 154,147 174,040 166,824
(Orther comtingent lakdlities 1795 653 1712 &0
148127 154,700 175,771 167544
Commitments
Dwcumentary credits and shor-term trade-related
TrAnsacioms 3TATd 37683 30,580 27539
Forward asset purchases and forwrard forward depesits
placed 177 5218 442 1570
conmitments o lend 1,356 651 1658 800 1268 341 L115.409
1,306,242 1,701,733 1300, 772 1,145,518

The above table discloses the nominal principal amounts of commitments exchuding capital commitments,
guarantess and other contingent liabilities, which are mainly credit-related mmstroments inclading both financial and
non-financial guarantees and commmitments to extend credit Contfracmal amounts represent the amounts at risk
should comtracts be fully drawn upon and clients defanlt The amount of the lean commitments showm above
reflects, where relevant, the expected level of take-up of pre-approved facilities. Since a significant portion of
guarantess and commitments are expected to expire without being drawn upon, the total of the conmracmal amounts
is not representative of future liquidity requirements.

b Guarantees (inciuding financial puarantes contracts)

The group provides guarantees and similar undertakimgs on behalf of both third party customers and other entities
within the group. These guarantees are geperally provided in the nommal course of the banking business. The
principal types of guarantees provided, and the maximum potential amount of future payments which the group
could be required to make, were as follows:

The proup The Bank

2014 013 014 13
HESm HESm HESm HESm

Goarawtess in favonr of third parties
Financial goaramtees ' 54,827 20,043 36,831 36,833
Ot guarantees * 173,960 164,653 114,062 118,430
128,787 245,396 160,693 155,263

Gonarantess in favoar of

other HSBC Group entifies..... ... 17,545 £,351 13,356 11,421
146,332 254,147 174,049 166,884

1 Finmciel pearantees are contracts that ragquire the istuer to make specified payments fo reimburne the holder for a loor mourred
becouse a specifed debsor fluls fo make payment when due i accordance with the crigingl or modifed terms of @ debr insrument.
The amounts @ the above rabile are momine] principal amounis.

1 Ohher puaraniees tnclude re-inmurance levers of oredit related o porticular ransactions, mode-reiated leters qf credlt isTued
withowr provizion fbr the [wing ety fo retam Oile fo the undariying shipmend, perfbrmance bonds, bid bonds, stanaby lemers gf
cradit and other trasacton-related Fuaraiiess.

The amounts disclosed in the above table reflect the gromp’s maximuam exposure under a large number of

ndividual gnarantes undertskings. The risks and exposures from guarantees are capiured and managed in

accordance with HSBC's overall credit risk management policies and procedures. Guarantees are subject to
HSBC's anmnal credit review process.
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43 Capital commitments

The proup The Bank
2014 2013 4 013
HEGm HESm. HESm HESm
Expenditure coniracted for 4,855 1440 ER ) 1852
‘but not contracted for il 378 3 i
4931 1816 3 135 2320

Capital commitments mainly relate to the commimment for purchase of premises.

44 Lease commitments

The group leases cermain properties and equipment under operating leases. The leases normally mm for a perod of one
to ten years snd may include an option to renew. Lease payments are nsually adjusted snmally to reflect market
rentals. MNoone of the leases include contingent rentals. Future minimum lease payments under non-cancellable
operating leases are as followrs:

The proup The Bank
1014 2003 04 13
HESm HESm HESm HESm
Premises
Ampumts payable within
- ome yedr of less 1803 2831 1334 1342
— five years or less but over one year ... ... 4,345 4761 4TS 2463
- over five years 937 BX0 344 555
8175 8512 4153 4,360
Equipment
Amoumts payable within
- ome yedr of less 49 6 13 ]
- five years or less but over one year ... ... 11 42 a8 13
] 104 1 2
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

45 Odffzetting of financial aszets and financial liabilities

Financial aszets subject to qfftetting, enforceable master netting arrangemenis and similar agreemants

Amounts mot set off in the
balance sheet
Gross Gruoss
amounts of  amennts set Ameunts
Teogmised offim the presemted in Cash
fimamcial balance  the balamce Financial collateral
F55ets sheet sheet  instruments' received  Net amount
HE$m HE3m HESm HE$m HE3m HESm
At 3] December 2014
Derivatives’ ... 436,116 {46,187) 339,934 196,580 15,104 63,150
Peverse repurchase, securities bormowing
and siovilar agresments classified as
— Trading assets .. ..o iz - <] 1 - 82
— Placines withbamks ... 244 831 - 144 831 119,583 12 15136
— Loans and advances to customers
at amortisad cost.. .. ... 78,637 - 78,637 TT.ETE - 61
Osher loans and advances held at
amortised cost
— To CShOMETS ..o 15044 (15, 044) - - - -

774,911 (61236 7L 594,240 35316 04719

At 31 December 2013
et ]

Derivatives ... 473 336 (34,609) 388,727 186,782 TR | 67.2M
g - g - - g

179748 - 170,743 158,775 95 20873

60,453 - 60,655 60324 3 319

15,039 (15,039} - - - -

678,786 (9548 619138 503,281 34818 88430

1 Iaclues nom-cash collmteral

Incliwdes amownts that are both sulject to md not sulyect 1o eytroeable master Retiing aEreemenis @l IvEIET GETEEmEns.
3 Amownts presented i the balmce sheer imcludes HEDS7 985m (2013: HES177,875m) which represent balamces due from Group
COMpEer.

180

406/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

45 Odffzetting of financial assets and financial abilities (continued)
Fingncial labilities subject fo offtetting, egforceable marter netting arrangement and similar agreemaents

Ampuniz nof set off in the
balamce sheet
Gros Grass
amomnts of  amownts set Amouants
recopmised offinfhe presented im Cazh
Tmamcial balamnce  fhe balance Financial collateral
Iiabilities sheet sheet  imstruments' pledged  Nef amount
HESm HE$m HESm HESm HESm HESm

413310 {46,182) 387118 302,619 11527 41982

404 - 494 470 - 24
41913 - 40,913 30,958 1 9923
4267 = 42,671 41513 = 1153
15,044 (15,044) : _ _ _

Deriatves .o 309,561 (34,600) 365,052 289074 1T 51,107
470 - 470 411 - 59

7741 - 7741 5703 - 1038

24,685 - 24,505 1474 - 121

3 - a - - 3

15,039 (15.058) - - - -

447508 [{0640) 397040 318664 24779 54317

Tchides nan-cash collaneral.

Inchides amownts that are both sulject to md not sulyect 1o eytroeable mastier RETOTE AETaEmENIT and TIMIDT JETeEMENTS.

3 Amownts presented in the balance sheet fncludes HES161,910m (2013 HEEI122327m) which represent balances due o Group
COMpEer.

[y

Financial assets and financial lisbilities are offset and the net amount is reported in the balance sheet when there is a
lezally enforceable night to offsat the recognised amounts and there is an mtention to settle on 3 net basis, or realise the
asset and settle the Liability simultaneously (‘the offset criteria’).

Denvatives and reverse repurchaserepurchase, stock bomowing/lending and other similar agreements inchided m

amounts not set off in the balance sheet relate to ransactions where:

» the counterparty has an offsetting exposure with the group and a master netting or similar arrangement is in place
with a right of set off only in the event of default, msolvency or bankmuptcy, or the offset critenia are otherwise not
satisfied; and

# cash and non-cash collateral received pledged in respect of the ransactons described abowve.

The group offsets certain loans and advances to customers and customer accounts when the offset criteria are met and
the smounts presented above represent this subset of the total amounts recognised in the balance sheet. Of this subset,
the lpans and advances to customers snd customer acconnts mcluded in smounts not set off in the balance sheet
primarily relste to ransactions where the counterparty has an offsetting exposure with the group and an agreement is
in place with the right of offset but the offset criteria are otherwize not satsfied.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

46 Segmental analysis

The group’s operating segments are organised into two geographical regions, Hong Kong and Rest of Asia-Pacific.
Dme to the natare of the group, the chief operatimg decision-maker regularly reviews operating acfivity on 3 pumber of
bases, includmg by gecgraphical region and by global businesses. Although the chief operating decision-maker
reviews information on 2 number of bases, capital resources are allocated and performance assessed priomanly by
geographical region and the segmental analysis is presented on that basis. In addinion, the economic conditions of each
geopraphical region are highly infloential im determining performance across the different types of busmess activity
camied out in the region. Therefore, provision of segment performance on 8 geographical basis provides the most
meaningzful information with which to understand the performance of the busmess.

Geographical information is classified by the location of the principal operations of the subsidiary or, in the case of the
Bank, by the location of the branch responsible for reporting the results or advancing the funds.

Information provided to the chief operating decision-maker of the group to make decisions about allocating resources
and assessing performance of operating segments is measured in accordance with HEFR.Ss. Due to the nature of the
Eroup’s strucre, the analysis of profits shown below inclodes nfra-segment items between geographical regions with
the elimination shown in 3 separate column. Such transactions are conducted on an amm’s length basis. Shared costs are
included in sepments on the basis of acmal recharges made.

FProducts and services

The gronp provides a comprehensive range of banking and related financial services to its customers in its two

geographical regions. The products and services offered to customers are organised by zlobal businesses:

= BRetail Banking and Wealth Management offers a broad range of products and services to meet the personal
banking, consumer lending and wealth management needs of ndividoal costomers. Products typically inchide
current znd savings accounts, morigages and personal loans, credit cards, debit cards, insuramce, global asset
management services, wealth mapagement and local and international payment services;

= Commercial Banking product offerings inchade the provision of financial services, payments and cash mansgement,
internanionsl ade finance, treasury and capital markets, commercizl cards, insurance, and online snd direct
banking offerings;

= (flobal Banking & Markets provides tailored financial solutions to major povernment, corporate and instinational
clients znd private investors worldwide. The client-focused business lines deliver a full range of banking
capabilinies inclnding financmg; advisory and transaction services; a3 markets business that provides services i
credit, rates, foreipn exchange, money markets, securities services and principal investment activities; and

= (Flobal Private Banking provides a range of services to meet the banking, invesmment and wealth advisory needs of
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46 Segmental analysis (contimned)

Tortal assets
2004 013
HESm L] HESm %
Hong Fong 4,630,716 673 4362910 4§78
Biest of Asia-Pacific 1,788 418 405 1611188 405
Inira region (542.388) (7.9) (534,743) (£3)
6,376,746 100.0 6,439,355 100.0
Total liabilities
2004 13
HESm L1 HESm %
Hong Kong 4,325 607 2.0 4069 805 4588
Biest of Asia-Pacific 1485181 EL 1352068 403
Inira region (542.388) 8.7 (334,743) .1
6,268 400 1.0 5917131 100.0
Imterests in azzociates and joint veniures
20014 013
HESm L] HE3m %
Hong Kong 1316 0 2,136 10
Biest of Asia-Pacific 114,338 8.0 105,716 980
114,654 100.0 107,852 100.0
Cradit commitments and contingencies (contract amounis)
2014 13
HE$m L] HESm B
Hong Fong 1130366 51T 975,565 409
Pest of Asia-Pacific 1,014 003 473 920,967 50.1
1144 369 100.0 1,956,532 100.0

Addirions to property, plani and equipment and other infangible azzets during the year

2004 03

HESm M HiSm %

Hong Eong 3512 0.6 9,143 914
Biest of Asia-Pacific 08 04 738 74

4410 100.0 9021 1000
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

46 Segmental analysis (contimned)
Consolidated income statement

Hong Kong Asis-Pacific elimination Total
HESm HESm HE3m HESm
4
Inferest income: 57,751 TLEL (3,810) 126,782
Inferest expenss (6.977) (28,50) 3,812 (31,673)
et imferest income 50,774 44333 2 25 109
Fes income 34,708 17,301 (L34T) S0,662
Fee expense {72 Q.675) 1347 (6,041)
et trading income 11,663 5550 ()] 20,120
I¥et income from financial insmuments
desiznated at fair value 3134 914 - 4048
(rains less losses fom financial imrestments 1186 103 - 1389
Dividend income Lag? 11 - 1374
[t insuwrance premium income 50,226 T8 - 57307
ificat — - (251) - (251)
(Osher operating moome 10,872 1044 (4,043) 8,753
Total operating income 160,313 31 (4,0463) 133571
et insurance claims and benefits paid and movement
in iahlites to policyholders (52916) (7.266) = (60,12)
Net operafing income before loan impairment
charges and ofber credit risk provisions .. ... 107,397 T, 055 (4,463) 173,339
Lian impairment charges and other credst risk provisions (2.478) 2447 = (4.925)
Net operafing income 104 919 &7, 68 {4,063y 168 464
Operating expenses (2,21 (34,743) 4,063 (72,950)
Owperating profit 62,649 31 BE5 - 25514
Share of profit in associates and joint vennres ... .. ann 15358 - 15675
Profit before tax 62,966 45113 - 111189
Tax ewpense {10132y (3,880) = (19,012)
Profit for the year 51834 30383 - 22177
Profit attribatable to shareholders ... ... 47113 30200 - 86,423
Profit attribatable to non-comtrolling interests ..., 5 606 143 - 5749
I¥et gperating income
- extemal 05 006 9,459 = 165,365
- Imber-Company iDET-SBEMETE . ... e 2,013 (1,850) {4, 0:63) 3009
Depreciation and amortization inchided in operating,
ERpases [4.551) (1.127) - (5.778)
Bestachmimg costs (55 1 - (67T)
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46 Sezmental analysis [contimued)
Rasst of Inira-sezment

HEEm HESm HE3m HESm

13
Inferest income: 51,190 67,9546 {3,107y 117,038
Infeest expense [6.508) {26,227 3,061 (28.674)
et imferest income 43,682 41,78 (46} 87365
Fes income 33542 18,004 (1440} 50,187
Fee expense (4.748) (1.965) 13 (6.341)
et trading income 11.156 5373 46 16,577
Iet income from financial insmuments

desiznated at fair value 1008 467 - 2475
(Grains Jess losses fom financial imestments ... Ertd 119 - 441
Dividend income L1635 10 - 1175
[t iDsUWANCS PIEmI IMOOEE ... ..o eeemeeeemsesree s 47,173 6,490 - 53,663
I¥et pain om reclassification of associates ... ... - 5157 - B.157
(Gain on sale of Ping An - 34,070 - 34070
(Other operating income 13,803 2186 (4571} 11,418
Total operating income 150,104 113,732 (4.648) 159,188
et innurance claims and benefits paid and movement

in liahilities to policyholders. (50,960 (3,632) - (56,59
Wt L hetore loan fmai

charges and other credit risk prowissons .. ..o a0 144 102,100 (4,648) 100 506
Loan impairment charges and other credst risk provisions (1.05Z) (2500 - (3.532)
et operatins income 98112 105,600 {4,648} 199,064
Operating expenses (3B.845) {34.531) 4548 (68,728)
Opemating profit 50267 7L - 130,336
Share of profit in associates and joint ventures ... 54 13,895 - 14,420
Profit before tax 50,791 24,065 - 144.756
Tax expense (2,658) (6042 - (15,701}
Profit for the year 30,132 TR0 — 128,055
Profit attribatable to shareholders ... 43 523 75321 - 119,008
Profit attribatable to non-cootrodling interests ... ... 6444 3602 - 10,46
I¥et operating income
- external 80,312 106,563 - 195,285
- Imber-Compamy iET-S8EMENT .. 2.700 {963) (2.648) 3me
Depreciation and amortisation inchided in operating

sy (42715 (1.383) - {3.663)
Bestachaming costs 43) (619 - (562)
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

46 Segmental analysis (contimned)
Net operating income by global business

Betail
i Global Global
and Wealth Commercial Banlimp & Frivaie Infer-
Manapement Banking Markett  Banking Other Sepment Total
HE3m HESm HESm HESm HESm HESm HE3m
Year ended 31 December 2004
Batermal ..o 5175 41 199 &5 475 1M5 331 - 165 365
Intercoppany/intersegment .......... 11815 (TR0} (10,867) 1,190 4115 (6,544) L000
Year ended 31 December 2013
Batermal .o 53213 3834 52,740 3452 42,357 - 185,885
Trtercompary intersagment ... 11,585 (137} (8, 646) 86 7,305 {7114 31
Information by country
et exbernal operating income' Hon-current assets®
2014 203 014 w13
HESm HESm HESm HESm
Homg Eong 05006 20,312 08056 94,525
Mainland China 17,085 52048 111 426 112,034
Anstralia 7210 7347 1034 1212
India TA1S 7697 2374 2152
Indonesia 3962 4617 3,360 4012
Malaysia 6,953 7025 a4 1,002
Singapore 2,493 8133 1420 1542
Taiwam 3,597 31311 2174 2352
Oher 13 338 15,385 2716 3131
Total 165 365 105 B85 23402 13,050

1 Net exdernal operating income ix mitriburebie to cowntres based on the locaiion f the principal operations of the swbsidiary or bramch.
2 Nem-currant assets comsist gf property, plant and equipment, goodwill, other intangible astets, migrers in asocimes and joimt vennres
i cartai other astets expected o be recoverad more than 1.2 months qfter the reparime date.
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47 Related party transactions

a Immediate and uitimate holding company

The group is wholly owned by HSBC Asia Holdings BY. HSBC Asia Holdings BV is in tum wholly owned by
HSBC Asia Holdings (UE) Limited, which is wholly cwned by HSBC Heldings BY. HSBC Holdings BV is
wholly owned by HSBC Finance (Wetherlands), which is wholly cwned by HSBC Holdings plc (incorporated in
England).

The group’s related parties include the parent, fellow subsidiaries, associates, joint venmres, post-employment
benefit plans for the benefit of the group’s employees, Key Management Personnel, close family members of Eey
Management Personnel and enfities which are controlled or jontly contolled by Key Management Persomnel or
their close family members.

Transactions with the mmmediate holding company mcluded the redemption of preference shares. These are
classified as lisbilities on the balance sheet Information relating to preference shares can be found in note 35.
Transactions with the ultimate holding company mcluded the issuance of subordinated lisbilities. These are
classified as liabilities on the balance sheet. There was also the issuance of other equity mstruments. Information
relating to other equity instruments can be found in note 37.

Income and expenses for the year
2014 2003 014 13
HESm HESm HESm HEEm
Initerest expense’ 078 1,501 560 305
Crther operating income - - s 74
Orther operating expenses ... 13 14 133 1,757

1 Interest epense paid 1o the immediote holding company represents Inerest on prgfierence shares. Feeresr agpense paid fo the
ultimgie holding compuy FrepTesents interect on subordinated liabilities.

Balances at 31 December
The group
014 2013 014 13
HESm HESm HE3m HESm
Assets
Orther assets - - 30 160
— — 30 160
Liahilits
Orther hiahilities 525 657 625 415
Subordinated Habilities - - 12185 15,788
Preferenre shares 36,474 47,205 - -
36,999 47,852 11510 16,203
Goarmiess - - - Exii]
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THE HONGEDOMG AND SHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

47 Related party transactions (continued)

The Bank
2014 003 04 13
HESm HESm HE3m HESm
Aszets
Orhier assets - - 18 160
— — 18 160
Liahilits
Orther iahilities 525 657 460 237
Subordinated Habilities - - 12185 15,788
Preference shares 36,474 47,2005 - -
36,999 47,862 12654 16,025

b Share option and share award schemes

The zroup participates in various share option and share plans operated by HSBC whereby share options or shares
of HSBC are granted to employees of the gronp. As disclosed in note 48, the sroup recognises an expense in
respect of these share options and share awards. The cost bome by the ultimate bolding company in respect of
share options is treated as a capital contribution and is recorded within “Other reserves’. In respect of share swards,
the group recognises a lisbility to the ultimate holding company over the vesting period. This liability is measured
at the fair valne of the shares at each reporting date, with changes since sward date adjusted through the capital
confribution account within “Other reserves’. The balances of the capital contribution and the lisbility as at 31
Deecember 2014 amounted to HES3,13%m and HE$2,186m respectvely (2013: HES2 87m and HE$2 303m

respectvely).

¢ Penzion funds

At 31 December 2014, HE511.2bn (2013: HE513.Thn) of pension fund assets were under management by gronp
companies. Total fees paid or paysble by pension plans to gronp companies for providing fund management,
administrative and tastee services amounted to HEK522m for the year (2013: HE551m).

d  Subsidiaries and fellow subsidiaries
The zronp entered into fransactions with its fellow subsidianes in the nommal course of business, inclnding the
acceptance and placement of interbank deposits, comespondent banking transactions and off-balance sheet
mransactions. The activites were on sobstandzlly the same terms, mmcluding mterest rates and security, as for
comparable ransactions with third party counterpanties.
The group shares the costs of certain IT projects with its fellow subsidiaries and also used certzin processing
services of fellow subsidiaries on a cost recovery basis. The Bank also acted as agent for the dismibution of retail
investment funds for fellow subsidiares and paid professional fees for services provided by fellow subsidiaries.
The commissions and fees in these mansactions and services are priced on an “amm’s length® basis.
The agzregate amount of income and expenses arising from these fransactions durng the year and the balances of
amounts doe to and from the relevant parties at the year end are as follows:
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47 Related party transactions (continued)

Income and expenses for the year
014 2013
HEGm HE3m
Invterest income 354 451
Interest expemse 7 281
Feg income 1AM 1232
Fes expemse i BTG
Oither operating inconse 1758 178
Other operating expenses’ 6,961 5842
1 I 2014 paymess were minde of HESI,002m (201 3: HES046m) for sofheare cosis which were capitaiized av intangible assets in the
Daiznce sheet of the group.
Balances at 31 Decembar
The group
Fellow subsidianies
014 013
HEGm HEjm
Assets
Trading assets 8,600 4644
b assets 183,064 157,171
191 664 161 815
Liahiliti
Trading Liabilities 11,633 10,802
Financial Habilities desigrated at fair value 4 1
Crther liahilities 09,842 4,132
Prefeence shares 108 1.8
112 587 75,0448
Guarmiess 17545 8551
Commitmenes 1188 1930
The Bank
Subsidiaries Fellow subsidiaries
2014 203 014 2013
HESm HESm HE3m HESm
Aszets
Trading assets 14,257 a8 8434 4,551
Financial imvestments 7497 11401 - -
(Crther assets 113,521 208,056 160 399 135,852
135275 226,325 168 333 140,403
Liahilits
Trading Liabilities 10,753 044 11493 10,733
Orber Hiahilities 95 415 81,163 43,085 38310
109,168 L0407 55,588 48,055
Guarmiess LG 4399 9385 7212

Commitments 41 563 4,719 1366 1563
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THE HONGEDOMG AND SHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

47 Related party transactions (continued)
Derivative balances

In additon, the group and the Bank had the following derivative asset and derivative liability balances with other
HSBC Group entities:

The zroup The Bank
014 2013 014 13
HESm HESm HE3m HESm
Dlerivative assets 98,348 88,350 102,571 91206
Dlerivative Habilities 106,704 06,203 107 96T Qg.430

e Associates and joint ventures
The gromp provides certzin banking and financial services to associstes and joint venmres, inchiding loans,
overdrafis, interest and non-interest bearing deposits and ourent accounts. Details of inferests in associates and
joint ventures are given in mote 22, Transactions and balances during the year with associates and joint ventures

were as follows:
The group
2014 013
Highest balance Balance at Highest balance Balance at
during the vear 31 December during the year 31 December
HESm HESm HERm HESm
Amounts due from associates
- imsubordinated 41,514 32548 41,387 35,348
Amounts due from joint venmras
~ subordinated = = 6 -
— imsubordinated 1 = 2 1
___ams _ ns 41405 35349
12150 9,083 1236
1159 9083 1206
1 3 133
The Bank
2014 013
Highest balance Balance at Highest balance Balance at
during the vear 31 December during the year 31 December
HESm HEZm HESm HESm
Amounts due from assocates
- msubordinated 0,958 14,130 19,322 12,000
Amounts due from joint venmres
— 1meyl i 1 = ¥ 1
10959 14,130 19,124 10,000
Amvounts die 10 3SI0CIA08S .. 1556 a7 1920 18
Amounts due to jomt venfures ... - = - -
1556 537 1,520 192
Commitments 1 1 151 10
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47 Related party transactions (continued)
The disclosure of the year-end balance and the highest balance during the year is considered the most meaningful
information to represent transactions durmg the year.
The transactions resulting in amounts due to and from associztes and joint venfures arose in the ordinary course of
business and on substantally the same terms, inchading interest rates and security, as for comparable ransactions
with third party counterparties.

f Key Managemeni Personnal

Eey Management Personnel are defined as those persons having authority and responsibility for planning, directing
and controlling the activities of the Bank and the group. It includes members of the Board of Directors and
Executive Committes of the Bank and the Board of Directors and Gronp Managing Directors of HSBC Holdings

plc.
The following table shows the expense in respect of compensation for Key Management Personnel of the Bank for
services rendered to the Bank:
2014 2003
HESm HEjm
Salanes and other short term henefits i) 200
Betirement benefits
- Defined commitnition plams 5 5
— Defined benefit plans 5 3
Termination benefits - 3
Share-based payments 177 102
396 313

Transactions, arrangemants and agreaments imohving ey Management Parsommel

Transactions, srrangements snd agreements are entered into by the group with companies that may be controlled
by Eey Management Personnel of the group and their immediate relatives. These transactions are primarily loans

and deposits:
14 013

HESm HE3m
Dring the year
Highest average assets’ 34385 17428
Highest average liabilities' 41 527 30,281
Contnbution to the group’s profit before tax 1056 BOB
At the year end
Guarmiess 4,809 6,721
Commitments 3483 1602
1 The disclonure of the kiphest qverase balance during the year it conmiderad the most meaningfll fyfemation o represent

The above transactions were enfered into m the ordinary course of business and on substannally the same terms,
including interest rates and securify, as comparable Tansactions with persons or companies of 3 similar standing or,
where applicable, with other employees. The ransactions did not inwolve more than the normal risk of repayment
or present other unfavourable features.

The group adheres to Hong Kong Banking Ordinance Secton &3 regarding lending to related parties; this mcludes
nnsecured lending to Eey Management Personnel, their relatives and companies that may be directly or mdirectly
influenced or controlled by such mdividoals.

No mmpzirment losses hawve besn recorded agamst balances ontstanding during the year with Eey Management
Personnel, and there are no specific impairment allowances on balances with Eey Management Personnel at the
year end.
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THE HONGEDOMG AND SHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

47 Related party transactions (continued)

g Lowns fo officers

Officers are defined as the Board of Directors, Executive Committee members and the Secretary of the Bank and
the Boards of Directors of the ultimzte holding company, HSBC Holdings plc, and mtermediste holding companies.
Particulars of loans to officers disclosed pursuant to section 78 of Schedule 11 to the Hong Kong Companies
Ordinance (Cap. 622), which requires comphiance with section 161EB of the predecessor Hong Kong Companies
Ordinznce (Cap. 32) are as follows:

Apzrezate amomt of loams Manirmm azpregate amonnt of

utstanding at 31 Diecember loans outstanding, durng the year
14 3 FU ] i3
HESm HEEm HESm HEEm
By the Bank 1m m 184 286
By subsidianies 10 g 11 11
181 280 195 207

48 Share-bazed payments
a Iecome statement charge

1014 013
HESm HESm
Restricted share awards 1303 1,090
Savings-related share awards and option plans o4 160
1,402 1,350
Equity-settled share-based payments 1442 1185
(Cash-settled share-based payments 50 G5

The above charge was computed from the fair values of the share-based payment transaction when contracted, that
arose under employvese share awards made in accordance with HSBC s reward struchares.
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48 Share-based payments [rontinned)
b HSBC Share Award and Option Plans

Award Policy Purpose
Restricted = Vesting of awards penerally subject to contimied = Fewards employee perfomance, potential amd
share awards employment with HSBC. retention of key enployess.

(inchading Group  «  Vesting often sinpgered over three years. GPSP =  To defer varahle pay.
Performance Share awards vest after five years.

Plam) = Cerzin shares subject to a retenfion requirement
post-vesting. In the case of GPSP awards retention
applies until cessation of employment
= Awards penerally ot subject to performance
conditions.
= Awards granted from 3010 opwards are subject to
clawback provision prior to vesting.
Savings-telated « A pew broad-bassd employee plan which was = To alipn the ioferests of all employees with the
share award plan offered 1o elipthle employess in Hoog Koop in creation of sharehalder value.
(HSBC 2013. The plan was offered tv s1x more coumiries
Intermaizomal witha the group in 2014
Employes Share =  Elighle employess make comimbuftions up to the
Purchase Plan") local equivalent of £330 per month which are

applied in the purchase of shares on a guarterly

basis. For every three shares purchased, the

employes is pramted a matching award by HSBC of
share.

ane

= The matching award vests subject to comtmaed
employment with HSBC and retention of the
purchased shares in the plan untl the third
amniversary of the start of the relevant plan year.

Savings-related «  Elimhle employees save up to £250 per momth (or = To alizn the imferests of all employess with the
share option its equivalent in US dollars, Hong Koog dellars or creation of sharshalder value.
plans Euros), with the opton o use the sawings to

acquire shares. The last zramt of options under this

plan was in 2002

=  Bxemrisable within six months following either the
third or fifth anmiversanies of the commencement of
three-year or five-year coniracts, respactively.

= The exercise price is st af a 20% (201X 20
discoumt o the muoket walve immedately
preceding the date of imtaton (except for the one-
vear options gramted under the U5 sub-plan where

a 15% discoumt is applied).
Execotive Share  « Pl ceased in May 2005. = Long-term incentive plan between 2000 and 2005
(ESOET) and of the date of gramt. awarded share options.
Group Share = To alizn the mterests of those higher performring
Option Flan emiployess with the creation of sharsholder value.

Caleulation of fair values

The fair values of share options at the date of grant of the options are calculated using a Black-Scholes model. The
fair value of a share award is based on the share price at the date of the grant.
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THE HONGEDOMG AND SHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

48 Share-based payments [rontinned)
¢ Movement on H5BC share awards

The group Restricted share awards
014 RITE]
Number TNumber
(000s) (0005
Crutstanding at 1 Tamuary 15369 36,040
Additvons during the year. 18177 2481
Feeleased in the year {18.975) (20,672
Transferred in the year 3,654 1540
Lapsed in the year (64} (2428
Crutsianding at 31 December 18461 25,369
Weighted average fair value of awards pranted (HES) T 7789

d HIBC Share Oprion Plams

Significant weighted avergge azzumpiions used fo estimaie the fair value of options granted

J-year Savings-  5-year Savings-
Related Share Related Share
Option Option
Schemes Schemes
1014
Risk-fres imterast Tate (%5} 14 19
Expectad life* {years) 3 5
Expected valality® (3%) 0 0
Share price at pramt date () 652 652
2013
Pisk-fres imberest mie' (%5} 0g 17
Enpectad B (years) 3 5
Expecrad volatility® (34) 0 b ]
Share price at gramt date (£) 650 650
1 The ritk-free rote war deermined from the UK goits yield curve. A similar wield corve war wsed for the Foernational Smings-
Related Share Option Plans.

1 The expected e af aptions depends on the behaviour of optian holders, which is incorparaned o the aption model on the baesic gf
histarical abserwrble data and i5 ot @ single Mo parameder bt g fimction of vaeious behmiownal arsumptions.

1 Expected volmtility is estimeted by considering bath historic average shave price volatility and implied valatilify derieed from troded
aptions gver HIBC shares qf simdiar maturily to those of the employes aptions.

The expected US dollar denominated dividend yield was determined to be 4 5% per anmim in line with consensus

analyst forecasts (2013: 4.5%) which vested in subsequent years.
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48 Share-based payments [rontinned)
e Movement on HSBC share option planz

The group
ES0OS and GSOP seft in GBP sef in HES
Number WAEP Number WAEP MNumber WAEP
(0@0z) £ (000s) £ (000s) HES
1014
Cutstanding at 1 famary ... - T8 T2 5 A6 388 13,589 4327
Gramted during the year ... - - 15 1w - -
Forfeited'expired in the year ... (7. 2180 712 (335) 444 (621) 50.32
Ezxercised during the year ... - 2 T2 (3,078 349 {16, 767) .46
Transferred m the year ... 47 T4 m 479 1 5203
Cutstanding at 31 December _.._.... - B4 7.9 1141 438 6,502 5407
Ezxercisahle at 31 December ... 84 T8 58 360 47 4295
At 31 December 2004
Wedghited average fair value of
opitions pranted during the year.. - 116 -
Wed ghted averags share price at the
date the options were exercised . 613 LAl 5205
contracimal life (years) ... - kL] a7 0.7l
Exprcise price mnge ... - 79 331-547 ATHE-63M
2013
Cutsanding at 1 Famary ............ - 11,203 G683 0058 408 30,532 45,534
Gramted during the year ... - - - 18 547 - -
i ired & {1831} 618 (953) 425 {1,333 3017
. - (2.207) 6.16 (2.894) 444 {3,751} RER S
Transfermed m the year ... - 183 735 238 4.16 40 44.59
Cutstanding at 31 December _.._.... - 7158 732 5460 ER:1 13,580 4327
Exercisahble at 31 December ... T258 732 109 557 103 66.82
At 31 December 2013
Wedghited average fair value of
opitions pranted during the year.. - 120 -
Wed ghted averags share price at the
date the options were exercised . 706 705 E5.03
contracmal life (years) ... - 034 09g 0.0
Exprcise price mnge ... - 732-7.34 331-384 37880259
1 Weiehied dverage Exercite Prica.

Druring the year, oo options were granted for schemes with option prices set in euros and US dollars.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

49 Fair value of financial instruments carried at fair value

The accounting policies which determine the classification of financial mstruments and the wse of assnmptons and
estimation in valuing them are described in note 2 and note 3. The fair value of financial mstruments is generally
measured on the basis of the individual fimancial instrument. However, in cases where the group manages a group of
financial assets and financial lisbilities on the basis of its net exposure to either market risks or credit risk, the group
measures the fair value of the gronp of financial msmuments on a net basis, but presents the underlying fmancisl assets
and lakilities separately in the financial statements, unless they satisfy the HEFRS offsetting criteria as described in
note 3{m).

Fair value is the price that wonld be received to sell an asset or paid to wransfer a Lisbility in an orderly transaction
between markst participants at the measurement date. The following table sets out the financial mstroments carmried at
fair value.

Fingneial mstruments carried at fair value and bases of valuation

The group
Valnation technigues
With
Quoted Using significant Amounis
market observable  wmobservable Third with
price imputs inpats party HSBC
Level 1 Level 2 Level 3 ikl entifies Total
HESm HESm HESm HESm HESm HESm
At 31 December 2014
Asseis
Trading asseds® ... 110,397 1946 464 165 407 026 - 407,026
Derivatives ..o 9,039 181,764 785 191 588 98,346 380034
Firancial aszets desiznated at fair
VAl e 73,337 12047 151 98,195 - 98,105
Available-for-zale investments’ ., Ta6, 154 530,901 6,712 1273567 - 1,273,367
Trading abilites® . ... 3,614 140,045 12153 115512 - 215812
Derivatives oo 10,766 248 550 1,108 260 424 106,704 AT 128
ar fairvalie ... - 48,834 - 48,534 - 45,834
At 31 December 2013
Assgts
Trading assefs? ... .o 145,520 165,214 554 311,400 - 311,400
Tvath 14,295 284,070 11 300,377 88,350 388,727
3,781 15,012 1353 00,146 - 90,144
739,792 449,104 11,218 1,200,306 - 1,200,306
- - 4,195 4M5 - 4205
53,138 124,065 17,529 195,032 - 195032
15,125 252,179 1445 248,540 96,203 365,052
- 41,715 - 41,715 - 41,713

1 An analysic of evaniablefbr-sole Pesmers across balamce sheet [mes oo be fhand in nowe 19
2 Amownts with HSBC Growp entities are not raglected here.
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49 Fair value of financial instroments carried at fair value fcontinued)

The Bank
Valuation techniques
With

significant Amoumts

obzervable umobservable Third with

impruts imprts party HSBC
Level 2 Level 3 total enfities Total
HESm HESm HESm HESm HESm
123.5m0 5 103 365 - 108 365
262,205 649 1T304 103,572 AT4ETE
1257 - 1287 - 1,257
173,944 4,893 TI1983 - 71983
50,660 M 08,549 - 25 549
134116 1049 245,678 107 967 353 645
9,180 - 2150 - 9180
113,880 583 235599 - 135500
170,543 54 IB4.88G 92207 37183
1,561 - 1,561 - 1561
169,370 G873 758383 - 758583
- 4,205 4205 - 4203
49,140 5135 82,623 - 81423
240233 L0135 256,256 98 439 3695
4,759 - 4,758 - 4,758

1 An analysic of evaniablesfbr-sole Pvesmenrs across balance chest [mes oo be found i node 19
2 Amownts with HSBC Group entities are not rglecied hare.

Transfers berween levels of the fair value hierarchy are deemed to occur at the end of the reportimg period.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

49 Fair value of financial instroments carried at fair value fcontinued)
Control framework
Fair values are subject to a control framework designed to ensure that they are either determined, or validated, by a
function mdependent of the risk-taker
For all financial instruments where fair valnes are determined by reference to extemally quoted prices or obsarvable
pricing mputs to models, mdependent price determination or validaton is ufilised In imactive markets, direct
observation of a traded price may not be possible. In these circumstances, the group will source alternative market
information to validate the finamcial instrument’s fair value, with greater weight given to information that is considered
to be more relevant and reliable. The factors that are considered m this regard are, infer aifa:
» the extent to which prices may be expected to represent genuine traded or radable prices;
* the degree of similarity between financial instruments;
» the degree of consistency between different sources;
# the process followed by the pricing provider 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 fair values determined using valuation models, the contrel framework may inchode, as applicable, development or
validation by independent snpport functions of (i) the logic within valuation models; (if) the mputs o those models; (iil)
any adjustments required ouwtside the valuation models; and (ivw) where possible, model outputs. Valuation models ane
subject to a process of doe dilizence and calibration before becoming operational and are calibrated against external
market data on an on-going basis.
Changes in fair value are generally subject to a profit and loss analysis process. This process disageregates changes in
fair value into three high level categories: (1) portfolic changes, such as new fransactions of maturing fransactons; (i)
market mowvements, such as changes in foreign exchange rates or equity prices; and (i) other, such as changes m fair
wvalue adjustments.
To this end, the ultimate responsibility for the determination of fair valoes lies within the Finance fimcton, which
reports fimctionally to the Group Finance Director. Finance establishes the accounting policies and procedures
governing valuation, and is responsible for ensuring that these comply with all relevant accounting standards.
Determination af fair value
Fair values are determined according to the following hierarchy:
(&) Level 1 — Valuation technique nsing quoted markes price
Fmancizl instraments with quoted prices for identical instnuments in active markets that the zroup can access at the
measurement date.
(b)) Level 2 — Valuation techmique using observable imputs
Fmancizl instmments with gquoted prices for similar instruments in active markets or quoted prices for identical or
similar instruments in inactive markets and financial instruments valued wsing models where all significant inputs
are ohservable.
() Lewel 3 — Valuation technique with significant unobservable inputs
Fmancizl instruments valued wsing valustion technignes where one or more significant inputs are unobservable.
The best evidence of fair value is a quoted price in an actvely traded market The fair values of financial instruments
that are guoted in active markets are based on bid prices for assets held and offer prices for liabilities nsed Where a
financial mstrument has a qonoted price in an active market, the fair value of the total holding of financial mstrument is
calculated as the product of the pwmber of umits and gquoted price. In the event that the market for a financial
instament is not active, another valuation technique is nsed.
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49 Fair value of financial instroments carried at fair value fcontinued)

The jundgement a5 to whether 3 market is active may include, but is not restricted to, the consideration of factors such
as the magnimde and frequency of trading actvity, the availability of prices and the size of ad/offer spreads. The
bid/offer spread represents the difference in prices at which a market paricipant would be willing to buy compared
with the price at which they would be willing to sell. In inactive markets, obtaining assurance that the transaction price
provides evidence of fair value or determining the adjustments to transaction prices that are necessary to measure the
fair value of the instrument requires additional work during the valuation process.

Finaneial liabilities measured at fair value

Structured notes issued and certain other hybrid instroment labilities are mcluded within mading liabilities and are
measured at fair value. The credit spread applied to these instruments is derived from the spreads at which the group
issues simuctored notes.

Gains and losses arising from changes in the credit spread of lisbilities issued by the group reverse over the contracmal
life of the debt, provided that the debt is not repaid at 2 premium or 3 discount.

Fair value adjustments

Fair value adjnstments are adopted when the group considers that there are additional factors that would be considered
relevant by a market participant that are not incorporated within the valuation model. The group classifies fair value
adjustments zs either ‘risk-related’ or ‘model-related’. The majority of these adjnstments relate to Global Banking and
Markets.

Movements in the level of fair value adjustments do not necessarily resnlt in the recognition of profits or losses within
the income statement For example, 35 models are ephanced, fair value adjustments may no longer be reguired.
Similarly, fair valne adjustments will decrease when the related positions are unwoumd, but this may not result in profit
or loss.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

49 Fair value of financial instroments carried at fair value fcontinued)

Risk-related adjustments

(1} Bid-affer
HEFES 13 reguires use of the price within the bid-offer spread that 15 most representative of fair value. Valuation
models will typically generate mid-market values. The bid-offer adjustment reflects the extent to which bid-offer
costs would be mourred if substantially all residusal net portfiolio market risks were closed using available hedging
instruments or by disposing of, or unwinding the position.

(1) Uncertainty
Certain model inputs may be less readily determinable froom market data, and‘or the choice of model] itself may be
more subjective. In these circumstances, there exists 8 range of possible walues that the fmancial instoment or
market parsmeter may assume and an adjnstment may be necessary to reflect the likelibood that in estimating the
fair value of the financial instrument, market participants would adopt more conservative values for nncertsin
parameters and/or model assumptions than those nsed in the valuation model.

(i) Cradit valuarion adiusmeent
The credit valuation adjustment is an adpstment to the valnation of over-the-counter (*OTC") derivative contracts
to reflect within fair value the possibility that the counterparty may default and the group may not receive the full
market valne of the transactions. Further detail is provided below.

(v Dabit valuation adjwsiment
The debit valuation adjustment is an adjustment to the valuation of OTC denvative contracts to reflect within fair

value the possibility that the group may defmlt, and that the gromp may not pay full market value of the
fransactions.

(viFunding fioir value adjusiment

The fonding fair value adjusoment is calculated by applying fomre market finding spreads to the expected fomre
funding exposure of any uncollateralised component of the OTC denvative portfolio. This inchides the
uncollateralised component of collateralised derivatives in addition to dervatives that are fully uncollsteralised
The expected future funding exposare is calculated by 3 simulation methodology, whers available. The expected
fumare fimding exposure is adjusted for events that may terminate the exposure such as the defanlt of the group or
the counterparty. The funding fair valne adjustment and debit valnation adjustment are calculated independently.

Model-related adjusiments

(1} Modal imitation
Miodels used for portfolio valuation purposes may be based upon a simplifying set of assumptions that do oot
capture all matenial market characteristics. Additionally, markets evelve, and models that were adequate in the past
may Tequire development to capire all material market characteristics in curmrent market condiions. In these
crcumstances, model himitation adjustments are adopted. As model development progresses, model limitations are
addressed within the valuation models and 3 model limitation adjustment is no longer needed.

(i) Inception prafft (Day I profit or loss reserves)

Incepnion profit adjustments are adopted when the fair value estimated by a2 valnstion model is based on one or
more siznificant unobservable inputs. The accounting for inception profit adjustments is discussed in note 3(i). An
analysis of the movement im the deferred Diay 1 profit or loss reserve is provided in note 13(c).

200

426/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

49 Fair value of financial instroments carried at fair value fcontinued)
Cradit valwation adiusiment’ debit valuation adiusiment methodology
The group calculates a separate credit valuation adjustment (*“CVA") and debit valuation adjustment ("DVA") for each
group legal entity and, within each entity, for each counterparty to which the entity has exposure.
The group calculates the CWA by applying the probability of defanlt ('PD") of the counterparty, conditional on the
non-default of the group, to the expected positive exposure of the gronp to the connterparty and multiplying the result
by the loss expected in the event of defanlt. Comversely, the gronp calculates the DVA by applyving the PD of the group,

conditional on the non-default of the counterparty, to the expected positive exposure of the connterparty to the group,
and omltiplymg by the loss expected in the event of defanlt Both calculations are performed over the life of the
potential exposure.

For most products, the group uses a simmlation methodology to calculste the expected positive exposurs to a
counterparty. This incorporates a range of potential exposures across the portfolio of ransactons with the counterparty
over the life of the portfolio. The sinmlation methodology ncludes credit mitizants such as counferparty nefting
agreements and collateral agreements with the counterparty. A standard loss given default (*LGD7) assumption of §0%
is generally adopted for developed market exposures, and 75% for emerging market exposures. Altemative loss given
default assumptions may be adopted where both the nature of the exposure and the available data support this.

For certain types of exotic derivatives, where the products are not currently supporied by the simmlation, or for
denvative exposures in smaller frading locations, where the simmlation tool is not yet svailable, the group adopts
alternative methodologies. These may involve mapping to the results for similar products from the simulation toel or,
where the mapping approach is not appropriate, using a simplified methodology, which generally follows the same
principles as the simmlation methodology. The calcnlation is applied at a trade lewel, with more limited recognition of
credit mitigants such as netting or collateral agreements than is nsed in the simmlation methodology.

The methodologies do not, m general, acconnt for “wrong-way risk’. Wrong-way risk arises when the underlying valns
of the derivative prior to amy CVA is positively comrelsted to the probability of default by the counterparty. When there
is sigmificant wrong-way risk, a frade-specific approach is applied to reflect the wrong-way risk within the valuation.

With the exception of centain central clearing parties, the group inchides all third-party counterparties in the CVA and
DWVA calculations and does not net these adjustments across the group enfities. The group reviews and refines the CVA
and DVA methodologies on an ongoing basis.

Faluation gf uncollateraiised derivatives

Historically, the group has wvalwed uncollsteralised derivatives by discounting expected fumure cash flows at a
benchmark interest rate, typically Libor or its equivalent. In line with evolving industry practice, the group chanzed
this approach in the second half of 2014. The group now views the overnight index swap ("OI5") curve as the base
discounting curve for all dervatives, both collateralised and uncollateralised, and has adopted a “funding fair valne
adjustment’ to reflect the funding of uncollateralised derivative exposure at rates other than OIS. The impact of
adoptmg the funding fair value adjustment was a reduction in tradimg revemies of HE376m_ This is an area in which a
full industry consensus has not yet emerged. The group will continue to monitor industy evolntion and refine the
calculation methodology as necessary.

207

427/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

49 Fair value of financial instroments carried at fair value fcontinued)
Reconciliation af fair value measurements in Level 5 gf the frir vaiue hierarcky

The following table provides a reconciliation of the movement between opening and closing balances of Level 3
financial instmments, measured at fair valne using a valuation technique with significant nnobservable inpuwts:

The group
Assed Liahiliti
Deesigmated
att fair
value
thrawsh
Available- Held for profit Ascefs held Held for
for-sale tradinez orboss  Derivatives for zale tradine  Derivatives
HESm HESm HEEm HESm HESm HESm HESm
11,218 664 1353 1112 4295 1759 1445
1,166 (E] | (124) 3331 (1473) 1og
- (3} = (124} = (1473} 109
- - 01 - - - -
1,166 - = = 1an — -
(%) (24) = (L11] (3,458) (331) (6)
3 - - -l - -
24) - a ﬁﬂ (331) )
1350 411 587 - - - -
- - = - = 4950 -
(1.419) (620) (45) - (4,169 = -
{4.553) - (517 ko = (3.814) 1
- (274) - (624) - (5,085) (347)
- 11 151 M - i) 106
6711 165 1911 T8 - 11153 1108
(2 06 47 - 3) {100y
- [ - 47 - (] (10
- - G - - - -

1  Ihe ameunt has beem reporied an a nat basis, qiter taking mto consideration the foral gains or lotmes arizing fram thote trancactions
where the risk has been backed our to ofher HSBC antities.
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The group
Aszets Liahilities
Diesignaned
at fair vakoe
through
Avadable-  Held for prodit Assets held Held for
for-sale mading orloss  Dervatives for sale mading  Dematives
HESm HESm HE3m HESm HESm HESm HESm
11,712 1l 1,540 05 e 11,001 3650
134 37 65 653 - {802 3.006
- 37 - 33 - (202) 3,904
- — 65 — — — -
134 - - - - - -
1265 = = G} SR (1)
1304 - - - - - -
© - - ) - (255 o
357 254 402 - - - -
- - - - - 7114 -
33 (248} i35) - - - -
(1709 31) (2099 (45) - 1883 (5.830)
(4.205) (195} (3300 (616) (3.578) (2.173) (426)
4552 15 111 320 4.5 Tl 56
11,218 G54 1353 1,112 495 17819 1445
Liabdlities held at the end of the
reporting period' .. ... - 93 5 83 - 1% 279}
— Tradng income exchading
nef inderest income ... - L] - 583 - 18 279
— et income{expense) fom
other financial insmmments
decignated at fair vale .. - - 65 - — — -

1 The amount has been reported on @ net basis, gfter tking into consideration the toral gains or lotses arizing from thote transoctions
wihra the risk kas been Backed our 5o other HEBC antities.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

49 Fair value of financial instroments carried at fair value fcontinued)

The Bank
Assets Liahilities
Available- Held for Assets held Held for
for-sale trading Derivatives for sale trading ~ Derivatives
HESm HESm HESm HESm HESm HESm
687 553 514 4205 5135 1,013
(1] m (140 33n (389) 116
= m (140 = (359) 116
m - - 3an - -
458 24 L] (3,458) 38 &
485 = = (3.A58) = =
27 24y 6 = (34) [£1]
Li® i - - - -
_ _ - - 4419 -
(51) (631) = (4,169) -
@3,415) - 398 - 3,507 301
= 274) 170 = (1.928) (484)
= 1 Ex] = 15 106
4893 57 649 = 1209 1,049
= 1 (23) = 4 31)
N R ™

1  Ihe amount hes been reporied an @ net basis, qier soking mfo consideration the foral gains or losmes arising from those trancections
where the Fisk has boen backed our to other HEBC antitias.
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The Bank
] Liahiliti
Anailable- Hald for Aszets hald Held for
for-sale mading Dierivatives far sale trading Denivatives
HESm HESm HESm HEEm HEEm HEEm
At ] Jemuary 2003 e - T.508 163 430 EhT 3857 154
Total gains or losses recognised
mprofitorkoss e - g 37 51 - (420 1347
— Trading moome excluding et interest
income - 37 5l - 420 3347
— Mt income from: other financial
instnuments desiprated at fair value - - - - - -
— (Gains less losses from financial
1= - B - - - - -
Total gains or losses recognised
m ather comprehensive
mcome 1134 - [5) - 15 ()]
— Awailable-for-sale investments: fair
value gains 1108 - - - - -
— Bxchange differences .. ... - 15 - )] - 15 [&)]
Purchasas 300 235 - - - -
[sznes - - - - 6,168 -
Salas (18 (248} - - - -
Deposits/sertlements ... - (1282 4 2 - (3.638) (3.834)
Transfers out (4.285) 195} (I73) (3.878) (346) (83)
Transfers in 3939 15 320 4195 - 54
At 3] December 2003 ..o - 6873 583 534 4,195 5,135 1013
Unrealized gams or losses recogmisad in
profit or loss relating to those assets md
Linhdlitias held at the end of the
reporting period' . ... ..o - - 3 132 - - 34
— Tmading income exchiding net interest | |
incomz - k] 132 - o H

1  Ihe amount hes been reporied an @ net basis, qier soking mfo consideration the foral gains or losmes arising from those trancections
where the Fisk has boen backed our to other HEBC antitias.

Transfers berween levels of the fair value hietarchy are deemed to occur at the end of the reporting period.

The investments in nnlisted equity shares classified a5 assets held for sale had been sold during the year.

Transfers out of Level 3 held for trading liabilities predominantly resnlted from an increase in the observability of
imputs such as comelations in pricing the instraments.

For assets and lisbilities classified as beld for rading, realised and unrealised gzins and losses are presented in the
income statement nnder ‘et wading income’.

Fair value changes on assets and habdlities designated at fair value are presented in the income statement under ‘Met
income:{expense) from financial instruments designated at fair vahie’.

Feealised gams and losses from svailable-for-sale securitdes are presented under “Gains less losses from finamcial
imvestments’ in the income statement while unrealised gains and losses are presented in “Fair value changes taken to
equity’ within “Available-for-zale investments’ m other comprehensive mcoome.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

49 Fair value of financial instroments carried at fair value fcontinued)
Effects gf changes in sipnjficant non-observable arsumpiions to reasonably possible alternatives
As discussed above, the fair values of finamcial instruments are, i cerfam circumstances, measured nsing valhiation
models that incorporate assumptions that are not supported by prices from observable cument market ransactions in

the same instrument and are not based on observable market data. The following table shows the sensitivity of fair
walues to reasonably possible alternative assumptions:

Sensitivity of fair values fo reasonably possible alternative assumptions

The group
Reflected in income staterment Reflected in other comprehensive
income
Favonrable Unfavenrable Favourakle TUnfavonrable
changes changes changes changes
HESm HESm HE3m HESm
At 31 December 1014
Derivatives/rading assets/rading Habilities ... n (323 - -
Financial assets Tabilities desiznated at fuir vahe ... 191 (191) - -
Fimancial investments: avatlable-for-sale ... - - 7 (674)
At 31 December 2013
Derivatives/rading assets/rading Habilities ... 287 {281) - -
Financial assets liahilities desiznated at fuir vahe ... 135 {135) - -
Fimancial investments: avatlable-for-sale ... ... - - 7 {1.186)
The Bank
Reflecied in income statement Eeflected in other comprehensive
income
Favonrable Unfavonrable Favourable TUnfavonrable
changes changes changes Changes
HESm HESm HE3m HESm
At 31 December 114
Derivatives/rading assets'rading Habilities ... w7 (290) - —
Fimancial investments: avatlable-for-sale ... ... - - 486 (489
At 31 December 2013
Derivatives/rading assets/rading Habilities ... 239 {23%) - -
Firancial investments: available-for-sale ... _.._._. - - G50 (&82)

Favourable and unfaveurable changes are determined on the basis of sensitivity analysis. The sensitivity analysis aims
to measure a range of far values consistent with the application of a 95% confidence interval Methodologies take
account of the pamre of the valnanon technigue employed, as well as the availability and relisbility of observable
proxy and historical data. When the awailable data is not amenable to statistical analysis, the quantification of
uncertainty is judgemental, but remaing guided by the 95% confidence interval

When the fair value of a financial instrument is affected by more than one unobservable assumption, the above mble
reflects the most favourable or the most unfavourable change from varying the assnmptions individually.
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Quanrtitaiive information about significant unobzervable inpuis in Level 3 valuations

The group
At 31 December 20014
Assets- Liabilities- Range of inpuis
fair value fair valme Lower Higher
HESm HE3m
- 6,342 027 nez
- 3,354 130 FULN]
- 1 040 096
- 1,509 iy 190
Ta5 - 27.60 99,60
3,368 - n'a na
T4 - nfa na
1108 - nfa nfa
81 - 01n 030
610 - 044 047
i 1197 1,165
9,573 13,161
The Bank
At 3] December 2014
Assets- Liabilities- Range of inputs
‘Valuation fechnique ey unobservable inputs fair value fair value Lower Higher
HESm HE3m
- LR 027 naz
- 1350 1a%e UL
- T3 60 096
T65 - 2760 9969
1001 - n'a na
610 - 044 047
Orther 1133 1,138
5500 4,158
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

49 Fair value of financial instroments carried at fair value fcontinued)

The group
At 31 December 2013
Vahmtion techmique Epy unobservable mputs fair vale fair vahe Lower
HESm HERm
Struchared notes and deposits
Optzon model.....ce e . Equity comelation - 8153 051 050
Opriton model ... .. - Equity valatility - 4,783 T T
Optton model ... .. - Fund volasility - 1,558 T T
Option model ... - Foreipn exnchange volatility - 2,100 e 2%
Conporate bonds
Market comparable approach .. Bid guotes 3,797 - 100,05 10062
imvestments
Market comparable approach .. Eipuify spot LTS - n'a ma
. Euuify spot GBS - na ma
Mot assetwalue. ..., - Fund vahmtion 4441 - na na
Orthver 4,043 2,568
18,682 19,074
The Bank
At 31 Decamber 2013
Aszats- Liahilities- Bangze of mputs
HESm HESm
Structared notes and deposits
Optionmodel ... - Equity comelation - TI6 051 R
Option model ... - Equity valatility - 3,249 T T
Option model ... .. - Foreign exchange volatility - 7 Er 1%
Caorporate bonds
Miarket comparable approach ... Bid guotes N - 100,05 100.62
imvestments
Market comparable approach .. Eiuify spot 143 - na ma
. Eupaity spot 111 - na na
Fund vahmation 180 - n'a ma
Orther 5754 2,026
12,185 4,148

Egy unobservable inputs to Level 3 financial instrumenis

The table above lists key unobservable mputs to Level 3 financial mstraments, and provides the range of those inputs
as at 31 December 2014 and 2013. A further description of the categories of key unobservable inputs is given below.
Volatility

Volatility is 3 measure of the anticipated fotre vanability of a market price. Volatility tends to increase in stressed
market conditions, and decrease in calmer market conditions. Volatility 1s an important mpat in the pricing of options.
In general, the hizher the wolatility, the more expensive the option will be. This reflects both the higher probability of
an increzsed refum from the option, snd the potentally higher costs that the group may incur mn hedzing the risks
associzted with the option. If option prices become more expensive, this will increase the value of the group’s long
option positions (1.e. the positions in which the gronp has purchased options), while the group’s short option positions
(i.e the positions m which the group has sold options) will suffer losses.

214

434/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

49 Fair value of financial instroments carried at fair value fcontinued)

Volatility vares by underlying reference market price, and by strike and mamrity of the option. Velatility also varies
over fime As a result, it is difficult o make general statements regarding volatlity levels. For example, while it is
generally the case that foreign exchange volatilities are lower than equity volatlities, there may be examples in
particular currency pairs or for pardcular equities where this is not the case.

Certain wolatilities, fypically those of a longer-dated nature, are unobservable. The unobservable volatility is then

estimated from observable data. For example, longer-dated volatlities may be extrapolated from shorter-dated
wolatilities.

The range of nnobservable volatilities quoted m the table reflects the wide variation in wolatility inputs by reference to
market price. For example, foreign exchange volatlities for a pegged cumency may be very low, whereas for pon-
managed currencies, the foreign exchange volatility may be higher. As a further example, wolatilities for deep-m-the
money or deep-out-of-the-money equity options may be siznificantly higher than at-the-money options. For any single
mnobservable volatlity, the uncertamty in the volatility determination is significantly less than the range quoted above.

Correlation

Correlation is 3 measure of the mter-relationship between two market prices. Correlation is 3 number between minus
one and one. A positive comelation implies that the two market prices tend to move In the same direction, with a
correlation of one implying that they always move in the same direction. A negative comelation implies that the two
market prices tend to move in opposite directions, with 3 correlation of mimis one mplying that the two market prices
always move in opposite directions.

Correlation is used to valne more complex instruments where the payout 1= dependent upon more than one market
price. For example, an equity basket option has a payout that is dependent upon the performance of 3 basket of single
stocks, and the cormelation between the price movements of those stocks will be an input to the waluation. This is
referred to as equity-equity correlation. There is a wide range of mstroments for which cormelation is an mput, and
consequently a wide range of both same-asset comrelations (e.g- equity-equity comrelation) and cross-asset correlations
(e.g. foreizn exchange rate-interest rate correlation) used. In meneral, the range of same-asset comelations will be
narrower than the range of cross-asset comelations.

Correlation may be unobservable. Unobservable comrelations may be estmated based upon & range of evidence,
including consemsus pricing services, the group frade prices, proxy correlations and examination of historical price
relationships.

The range of unobsarvable comelations quoted m the table reflects the wide varation m correlation inputs by market
price pair. For any single unobservable comelation, the uncertamity in the comelation detenmination is likely to be less
than the range quoted above.

Private equity incloding strategic investments

The group’s private equity and strategic investments are gensrally classified as available-for-sale and are not traded m
active markets. In the absence of an active market, an investment’s fair value is estimated on the basis of an analysis of
the investee’s financial position and results, risk profile, prospects and other factors, as well as by reference to market
waluations for similar entifies quoted in an active market, or the price at which similar companies have changed
ownership. Given the bespoke namre of the analysis m respect of each holding, it is not practical to guote a range of
key nnobserable inputs.

Inter-relationships between key unobservable inpuis

Eey unobservable inputs to Level 3 financial mstmments may not be independent of each other. As described above,
market vaniables may be comelated. This comelation typically reflects the manner in which different markets tend to
react to macro-economic or other events. For example, improving economic conditions may lead to 3 ‘risk on’ market,
in which prices of risky assets such as equities and hizh vield bonds will riss, while ‘safe haven’ assets such as gold
and U5 Treasuries decline. Purthermaore, the impact of changing market variables upon the zroup portfolio will depend
upon the group’s net rsk position in respect of each wariable. For example, increasing high-yield bond prices will
benefit long high-yield bond positions, but the value of any credit derivative protection held against those bonds will
fall.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

50 Fair values of financial instruments not carried at fair value

The classification of financial instruments is determimed in accordance with the accounting policies set out in note 3.
Fair values are determined according to the hierarchy set ont in note 49,

Fair vaives af financial instrumants which are not carried at fair value and bazes gf valuation

The group
Fair values
Valuafion techmigques

With

Tsimg sigmificant

Quoted observable umebservable

Carrying  market price mpats mputs
amonmt Level 1 Level 2 Level 3 Tuotal
At 31 December 2014 HE3m HESm HE3m HE$m HESm
- 210,267 bl 218976
- 479 348 2106 438 454
- 12040 1,780,258 1,803 198
4,768 135 968 - 190, 736
- mam - 183m
- 26,044 663 116,712
- 44mepEs — 4479085
1129 43,316 830 45325
- 1167 683 11,950
- - 3163 1613
150,584 - 150,186 g 130,514
564,521 - 532952 31475 564427
1,619,245 - 5471 2,600,180 1,605,652
179,463 4122 175,852 41 180,115
6,312 - 6320 - 4320
231,358 - 231358 - 131358
4,233,098 - 4233339 - 4,253,339
53334 1,201 40,050 1,192 52452
13,107 - 2451 BR34 12,186
47314 - - 41,500 41,500
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The Bank
Fair valmes
Valuation technigues
With
Qmated Usimg sigmificant
market  observable unebservable
amommt Level 1 Level 2 Level 3 Tatal
At 31 December 2014 HESm HEm HE%m HEGm HE3m
Aszets
Peverss - R — 116113 - 107809 T8 116,518
Placings with and advances to banks ... — - 197631 3718 206,350
Loans ad advances to cusiomers.. ... — 1580711 - 17108 1 566,741 1583 340
Financial imvestment dabt secunities.. ... ... — - - - - -
Bepurchase agrsements — non-rading ... ... — 11,033 - 11,033 - 11033
Dieposits by banks 174 385 - 173,716 68 174384
- 1514085 - 1Al4p85
- 32,083 1 284
i - B2 8412
- - AL516 12516
B, 608 - 56,608
- 134332 16824 251,156
- 2812 1473508 1476320
- 3851 - 5051
- 192024 - 192,024
Cusbomer accounts 171331 - 2723353 - 1715353
Digbt securities in issue 30,062 - 30,149 1 10150
Subordinated Habilities 9,346 - - 4438 B448
Praference shares 27205 - - 41,391 41,391

Majority of the financial instruments not camed at fair valie are measured at amortised cost. The following table lists
those fimancial instmuments for which their carrying amounts are a3 reasonable approximation of fair values because, for
example, they are short term in nature or re-price to current market rates frequently:

Cash and halances at central banks Trems in the course of Tansmission to other baks
Hong Fong Government certificates of indshiadness Hong Kong cumency notes in circulation
Tiemss im the course of collection from other banks Acceptances endorsements
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

50 Fair values of financial instruments not carried at fair value (consinued)
Faluation

The fair values of financial instruments that are not camied at fair valne on the balance sheet are calcnlated as
described below.

The calculation of fair value incorporates the group’s estimate of the price that would be received to sell an asset or
paid to transfer a lisbility in an orderly wansacton between market participants at the measurement date. It does not
reflect the econcmmic benefits and costs that the group expects to flow from the instuments” cash flows over their
expected fomre lives. Other reportimg enfifes may use different valnation methodologies and assumptions in
determining fair valies for which no observable market prices are available.

Repurchase and reverse repurchase agreements — non-trading

Fair values are estimated by using discounted cash flows, applying cwrent rates. Fair values approximate camying
amoumts as their balances are generally short dated.

Loans and advances to banks and costomers

The fair value of loans and advances is based on observable market transactions, where gvailable. In the sbsence of
observable market transactions, fair value is estimated wsing valuation models that incorporate 3 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 the group believes are
consistent with those which would be used by market participants in valuing such loans; and trading mputs from other
market participants which mcludes observed primary and secondary trades.

Loans are grouped, as far as possible, into bomogeneous groups and satified by loans with smndlar characteristics to
improve the accuracy of estimated valuation ouwtputs. The stratification of a loan book considers all material factors.
The fair value of a loan reflects loan impaimments at the balance sheet date. For impaired loans, fair value is estimated
by discounting the fiture cash flows over the time period they are expected to be recovered.

Financial investments

The fair valnes of listed financial investments are determined using bid market prices. The fair vahlies of unlisted
financial investments are determined uwsing valnation technigues that take info consideration the prices and fomre
eamings streams of equivalent quoted securities.

Depaosits by banks and customer acconnis

Fair values are estimated nsing discounted cash flows, sapplying cument rates offered for deposits of simmilar remaining
mamrities. The fair value of a deposit repayable on demand is approximated by its carrying valoe

Debt securities in issoe and subordinated Eabilities

Fair values are estimated by discounting foture cash flows using discount rates for the applicable maturities and taking
imton account own credit spread.

The fair values in this note are stated at a specific date and may be sipnificantly different from the amounts which will
actually be paid on the maturity or settlement dates of the instruments. In many cases, it would not be possible to
realise immediately the estimated fair values given the size of the portfolios measured. Accordingly, these fair valnes
do not represent the vahie of these financial instmuments to the group as a going concern.
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51 Structured entities

The group enters inte Certam tfransactions with customers in the ordinary course of business which involve the use of
struciured entities (*SEs”) to facilitate or secure customer fransactions. Some of these stuchmes are complex or non-
transparent. The group’s arrangements that involve SEs are authorised centrally prior to being established to ensure
approprizte purpose and governance. The activities of SEs administered by the gronp are closaly monitored by semor
management. The group has involvement with both consolidated and unconsolidsted 5Es, which may be established
by the group or by a third party. Stmactured entities are assessed for consolidation in accordance with the accountng
policy s=t out in nots 1d.

The gronp’s ransactions with consolidated and nnconsolidated SEs are set out below.

Sitructured credit transactions

The group provides stuctared credit products to third-party professionsl and instintional investors who wish o obtain
exposure to 3 reference portfolio of debt instruments.

In such structures, the investor receives returns referenced to the underlying portfolio by purchasing notes issued by
the 5Es. The group enters into contracts with the 5E, inclnding derivatives, in order to pass the required risks and
rewards of the reference portfolios to the SEs.

In certsin transactions the gronp is exposed to risk often referred to as gap risk. Gap risk typically arises in fransactions
where the ageregate potential claims against the SE by the zroup pursnant fo one or more derivatives could be greater
than the walne of the collateral held by the SE and securing such derivatives. The group often mitizates such zap sk
by ensuring high guality collateral, hedgmg the nisk, or incorporating feamres allowmg managed liquidation of the
portfolio.

Securitzations by the group

The group uses SEs to securitise customer loans and advances that it has originsted in order to diversify its sources of
fundimgz for asset origination and for capital efficiency purposes. The loans and advances are transfermred by the zroup
to the SEs for cash, and the SEs issue debt securities to investors to fund the cash purchases. The gronp may also act as
a derivative counterparty or provide a guarantee. Credit ephancements to the underlying assets may be provided to
obtain invesmment grade ratings on the senior debt issned by the SEs.

The group’s exposure is the aggregste of any holdings of notes issued by these wehicles, the reserve account positions
intended to provide credit support nnder certain pre-defined circumstances to senior note holders and any derivatives
or guarantees provided. Off balance sheet financial guarantees are disclosed in note 42(k).

Third-party financing 5E:

The group alse ransacts with third party SEs in the normal course of business for a number of purpoeses, for example,
to provide finance to public and private sector infrastmacture projects, for asset and stctred finance transactions and
for costomers to raise finance against security.

The assets are generally nng-fenced by the SE and, in most cases, the customer, a sponsor or third party provides some
credit enhancement or puarantee in the strucmre. The group alse has interests in third-party established stacured
entities by holding notes issued by these entities or enferimg into dermvatives where the group sbsorbs risk from the
The derrvative and lending exposures are generally secured by the 5E's assets, with credit enhancement and’or
guarantess provided by third parties. The group’s risk in relafion to the dervative contracts and trading positions with
these S5Es is managed within the group’s market risk framework (see ‘Market Bisk® in the “Fisk Report”). Credit risk is
manazed within the group’s credit risk framework (see “Credit Fisk’ in the ‘Risk Feport™).

219

439/461



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

51 Structured entities (comtimued)
Funds
The group has established and managed money market finds and non-money market mvestment fonds to provide

customers with investment opporiunities. The group, as the find manazer, may be entitled to recerve management and
performance fees based on the assets under management.

The group purchases and bolds units of HSBC managed and third parfty managed funds in order to facilitate both
btusiness and customer needs. The majority of these fimds beld relate to the insurance business. The risks of unit
holding are managed under a2 trading mandate or the investment risks associsted with the insurance business are
manazged through matching assets and lisbilities for non-linked products. Inwvestment strategies are sef with the
intention to provide sufficient investment retarn to satisfy policyholders' reasonable expectations. Policyholders bear
the market risk for unit-linked products. This is discnssed in more detail in ‘Insurance Fisk” within the ‘Fisk Feport’.

Unconsolidated stroctured entities

The term “unconsolidsted stuctured entities” refers to all SEs that are not controlled by the gronp.

The table below shows the total assets of nnconsolidated 5Es in which the group has an interest at the reporting date,
as well a5 the group’s maximum exposure to loss in relation to those interests.

The maximum expoesure to loss from the group’s mderests in unconsolidated SEs represents the maximum loss that the
group could incur as a result of ity involvement with nnconsolidated 5Es regardless of the probability of the loss being
incurred.

For commitments and guarantees, the maximam exposure to loss is the notional amount of potential future losses.
For retained and purchased iowvestments in and loans to unconsolidared SEs, the maximnim exposure to loss is the
camrying value of these interests at the balance sheet reporting date.

The maximmm exposure to loss is stated gross of the effects of bedpmg and collateral arranzements entered into to
mitigate the group’s exposure to loss.

Income from unconsolidated SEs inchides recurming and non-recurming fees, mterest, dividends, gains or losses on the
re-measurement or derecogniton of interests in structured enfites, any mark-to-market Zains or losses on a net basis
and gains or losses from the fransfer of assets and liabilities to the stmcmred entity.
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51 Structured entities (comtimued)

Nature and rizks associated with the group ‘s interests in unconsolidated structured entifies
HSBC  Nom-HSBC

managed managed
Seruritizations Fomds fomds Orilver Tutal
HESm HESm HESm HESm HE$m
At 31 December 2014
Total assets 19,442 1,142,657 9, TH0,665 45903 10,938,667
The proup’s interest- assets
Trading assets - 8 - - 98
Financial assets designated at fair value . ... - 95 4,883 - 53846
Derivatives 14 - - 187 101
Loans and advances to Customers ... 6270 - - 8,645 14915
Financial MVeSTERTES .. ..o - 15,894 36,013 - 51,907
Orthier aszats - - - 387 387
Total assets m relation to the Froup’s interests in the
umconsolidated structured emtities’ ... 6,284 16950 40,900 9119 73,354
The group”s interest- Hakdlities
Derivatives m1 - - 10 121
Total Liakilities m relation fo the proup’s interests in the
imconsolidated structured entities....... ... ml - - 10 111
The Froup”s MAKINIM EXPOSITE. .. ..o 7.1 16950 40922 606 T44T9
nia 1064278 11,320,620 30,267 12,446,307
- 1 - - Bl
- 1,015 6,852 - TR267
6,728 - - B.910 15,538
- 13,114 30,139 - 43,255
- - - 481 481
Total assets m relation to the proup’s interests in the
umconsolidated structured emtities® ... 6,728 14312 36,901 2381 67,332
The proup”s interest- Habilrbes
Derivatives 4 - - 210 158
Total liakilities in relation to the proup’s interests in the
mconsolidated strectured entities......... ... # - - 110 150
The Froup”s MAKINMM EXPOSITE. .. ..o 7474 14212 37842 9,761 &0 280

1 _dmonest the group’s interests in the amsers of the imconsolidmted structured ewtities, HES18.853m (2013: HES14,131m) of HSBC
munaged Amds (our of fotal arsers of HES16,950m (2003; HESI4 21 3m)} and HES40.777m (2013: HEE33918m) of non-HSBC
mznaged flody four af total acsers of HES40 900 m (201 3: HEE36,901m)) are held By the isurance bucingss.

Structured enfifies sponsored by the group

The definition of a spomsor is given in note 3n. In some cases, the group does pot have an interest in the
mnconsolidated structured entities that it has sponsored at the reporting date.

The smount of assets wansfemred to and moome received from such sponsored entities at 31 December 2014 was not
significant (2013 not sipnificant).
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

521 Legal proceedings and regulatory matters

The zroup is party to legal proceedings and regulatory matters in & number of jurisdictions arising out of its normal
business operations. Apart from the matters described below, the Bank comsiders that none of these matters ars
materizl. The recopnition of provisions is determined in accordance with the accounting policies set out in note 3(v).
While the outcome of legal proceedings and regulastory matters is inherently uncertain, management believes that,
based on the mformation available to it, appropriste provisions have been made in respect of these matters as at 31
December 2014. Where an imdividnal provision is material, the fact that a provision has been made is stated and
quantfied. Any provision recognised does not constifute an admission of wrongdoing or legal lisbility. It is not
practicable to provide an ageregate estimate of potential lisbility for our legal proceedings and regnlatory matters as a
class of contingent labilities.

Anti-money lmindering and sanctions-related

In Ocrober 2010, HSBC Bank USA enterad into a consent cease-and-desist order with the Office of the Comptroller
of the Currency (the ‘QCC™) and the indirect parent of that company, HSBC MNorth America Holdings Inc. ("HIMAH),
entered into & consent cease-and-desist order with the Federal Reserve Board (the “Orders™). These Orders required
improvements to establish an effective complisnce risk management programme across HSBC's US businesses,
includmg risk management related to U5 Bank Secrecy Act ("B5A") and anti-money laundering ("AML") compliance.
Steps continne fo be taken to address the requirements of the Orders.

In December 2012, HSBC Holdings, HHAH and H5BC Bank USA entered into apreements with US and UK
government agencies regarding past inadequate compliance with the BSA, AML and sanctions laws. Among those
agreements, HSBC Holdings and HSBC Bank U5 A entered imto a five-year deferred prosecntion agreement with the
US Deparmeent of Justice ("Dol™), the US Attorney’s Office for the Eastern District of New York, and the US
Attorney’s Office for the Worthern Diistrict of West Virginia (the "U7S DPA');, HSBC Holdings entered into a two-year
deferred prosecution agresment with the Mew York County District Amomey (the ‘DANY DPAT); and HSBC
Holdings consented to a cease-and-desist order and HSBEC Holdings and HMAH consented to a civil money penalty
order with the Federal Reserve Board ("FEB”). In addition, HSBC Bank UUSA entered into a civil money penalty order
with FinCEN and a separate civil money penalty order with the OCC. HSBC Holdings also entered into an agresment
with the Office of Foreign Assets Control (*OFAC™) regarding historical transactions involving pamies subject to
OFAC zanctions and an underaking with the UK Financial Conduct Authority ("FCA") to comply with certain
forward-looking AML and sanctions-related oblipations.

Under these agreements, HSBC Holdings and HSBEC Bank USA made payvments totalling 177551 .9ba o US authorities
and are confimuing to comply with ongoing obligations. In Foly 2013, the U5 District Court for the Eastern District of
Mew York approved the US DPA and retained suthority to oversee implementation of that agreement Under the
agreements with the DoJ, FCA and the FRB, an independsnt monitor (who is, for FCA purposes, a “skilled person®
under Section 166 of the Financial Services and Markets Act) is evalnating and regularly assessing the effectiveness
of HSBC's AML and sanctions compliance function and HSBC's progress in implementing its remedial obligations
under the agraements.

H5BC Holdings has fulfilled all of the requirements imposed by the DANY DFA which expired by its terms at the
end of the two-year pertod of that agreement in December 2014. If HSBC Holdings and HSBC Bank TU5A fulfil all of
the requirements imposed by the US DPA, the Dol charzes against those entities will be dismissed at the end of the
five-year period of that agreement. The Dol may prosecute HSBC Holdings or HSBEC Bank USA in relation to amy
matters that are the subject of the US DPA if HSBC Holdings or H5BC Bank USA breaches the terms of the US
DPA.
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51 Legal proceedings and regulatory matters fcontinued)

HSBC Bank USA also entered into 3 separate consent order with the OCC requiring it to correct the circomstances
and conditions as noted in the OCC’s then most recent report of examination, and imposing certain resirictions on
HSBC Bank USA directly or indirectly acquiring control of, or holding an interest in, any new financial subsidiary, or
COmMMENCing 8 new activify in its existing fimancial subsidiary, nnless it receives prior approval from the OCC. HSBC
Bank USA also entered into a separste consent order with the OCC requiring it to adopt an enterprise-wide
compliance programme.

These settlements with US and UK anthorities have led to private litization, and do not preclnde further private
litigation related to HSBC's compliance with applicable B5A, AMIL, sanctioms laws or other regnlatory or law
enforcement actions for BSA, AML, sanctions or other matters not covered by the various agreements.

U5 Tax mvestigations
The Bank continues to cooperate fully with the relevant US authorities, inchading with respect o US-based clients of
the Bank in India.

Based on the facts currently known, with respect to this ongoing mvestigation, there is a hizh degree of uncertainty as
to the terms on which it will be resolved and the timing of such resohition, inchnding the amounts of fines andfor
penaltes, which could be significant.

Investipations and reviews info the sefting gf benchmark rates

Warious regnlators and competition and enforcement suthorities in Asia-Pacific, incloding in Thailand, Sonth Korea
and Anstralia, ate conducting investigations and reviews related to censin past submissions made by panel banks and
the processes for making submissions in connection with the sefting of benchmark interest rates. As cerfain group
companies are members of such panels, the group has been the subject of regulatory demands for information and is
cooperating with those nvestigations and reviews.

Based on the facts currently known, with respect to each of these ongoing imvestigations, there is a hizh degree of
uncertainty as to the terms on which they will be resolved and the timing of such resolution, inclnding the amounts of
fines and'or penalties, which could be significant.

Foragign exchange rate imvestigations
WVarious regnlators and competition and enforcement authorities around the world are conducting investiganons and
reviews into 3 pumber of firms, including group companies, related to trading on the foreign exchange markets.

In December 2014, the Hong Kong Monetary Anthonity ("HEMA™) announced the completion of its investigation mio
the foreign exchange trading operations of the Bank. The mvestigation found no evidence of market manipulation and
no monstary penalty was imposed. The Bank was required to implement vanons remedial actions.

The remaiming investizations and reviews are ongoing. Based oo the facts currently known there is a high degree of
uncertainty as to the terms on which they will be resolved and the timing of such resolntions, including the amonnts
of fines and/or penalties, which could be significant.
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THE HONGEOMNG AND EHANGHAI BAMEING CORPORATION LIMITED

Motes on the Financial Statements (continuea

53 Ultimate holding company

The ultimate holding company of the Bank 1= HSBC Holdings plc, which is mcorporated in England.

The largest group in which the accounts of the Bank are consolidated is that headed by HSBC Holdings plc. The
consolidated accomnts of HSBC Holdings plc are svailsble to the public om the HSBC Group’s web site at
www hshe.com or may be obtzined from 8 Canada Squnare, London E14 SHQ), United Emgdom.

54 Nature of business

The gronp prowides domestic and international banking and related financial services, principally in the Asia-Pacific
TEEIOD

55 Events after the balance sheet date

On 13 Febmary 2015, Hanz Seng Bank Limited completed the disposal of 952,616,838 ordinary shares of Indusmial
Bank, representing approximately half of their holding in Industrial Bank. It is estimated that the net disposal gain will
be spproximately HE$2 8 billion

56 Approval of accounts

The accounts were approved and authorised for issue by the Beard of Directors on 23 February 2015,
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Independent auditor's report to the shareholder of The Hongkong and Shanghai Banking Corporation Limited (incorporated in Hong
Kong with limited liability)

We have audited the consolidated financia statements of The Hongkong and Shanghai Banking Corporation Limited (‘the Bank’) and
its subsidiaries (together ‘the group’) set out on pages 78 to 224, which comprise the consolidated and the Bank’ s balance sheets as at 31
December 2014, the consolidated income statement, the consolidated statement of comprehensive income, the consolidated and the Bank
's statement of changes in equity and the consolidated cash flow statement for the year then ended and a summary of significant

accounting policies and other explanatory information.

Directors responsibility for the consolidated financia statements

The directors of the Bank are responsible for the preparation of consolidated financial statementsthat give atrue and fair view in
accordance with Hong Kong Financial Reporting Standards issued by the Hong Kong Institute of Certified Public Accountants and the
Hong Kong Companies Ordinance, and for such internal control as the directors determine is necessary to enable the preparation of

consolidated financial statements that are free from material misstatement, whether due to fraud or error.

Auditor's responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. This report is made solely to
you, as abody, in accordance with section 80 of Schedule 11 to the new Hong Kong Companies Ordinance, and for no other purpose.
We do not assume responsibility towards or accept liability to any other person for the contents of this report.

We conducted our audit in accordance with Hong Kong Standards on Auditing issued by the Hong Kong Institute of Certified Public
Accountants. Those standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance as to whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial
statements. The procedures selected depend on the auditor’ s judgement, including the assessment of the risks of material misstatement of
the consolidated financial statements, whether due to fraud or error.

In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation of consolidated financial
statements that give atrue and fair view in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made by the directors, as well as evaluating
the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Opinion
In our opinion, the consolidated financial statements give atrue and fair view of the state of the affairs of the Bank and the group as at
31 December 2014 and of the group’s profit and cash flows for the year then ended in accordance with Hong Kong Financial Reporting

Standards and have been properly prepared in accordance with the Hong Kong Companies Ordinance.

KPMG
Certified Public Accountants

8th Floor, Prince’s Building
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