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DEBT ISSUANCE PROGRAMME

This base prospectus supplement (the "Base Prospectus Supplement") is supplemental to and must be
read in conjunction with the Base Prospectus dated 11 April 2013 relating to the Debt Issuance
Programme (the "Base Prospectus™) prepared by HSBC Holdings plc ("HSBC Holdings") in connection
with the application made for Notes to be admitted to listing on the Official List of the Financial Conduct
Authority (the "FCA") (in its capacity as competent authority for the purposes of Part VI of the Financial
Services and Markets Act 2000 (the "FSMA™)), and to trading on the regulated market of the London
Stock Exchange plc (the "London Stock Exchange™).

This Base Prospectus Supplement constitutes a supplement for the purposes of Directive 2003/71/EC, as
amended (the "Prospectus Directive") and a supplementary prospectus for the purposes of section 87G
of the FSMA. Terms defined in the Base Prospectus shall have the same meaning when used in this Base
Prospectus Supplement.

To the extent that there is any inconsistency between any statement in this Base Prospectus Supplement
and any other statement in or incorporated by reference in the Base Prospectus, the statements in this
Base Prospectus Supplement will prevail.

The purpose of this Base Prospectus Supplement is to disclose the following:

. On 5 August 2013, HSBC Holdings published its unaudited consolidated interim report for the
six months ended 30 June 2013 (the "Unaudited Consolidated Interim Report"), a copy of
which is annexed hereto. Any document incorporated by reference into the Unaudited
Consolidated Interim Report does not form part of this Base Prospectus Supplement.

. The UK government has announced that it will consult shortly on the implementation of certain
legislation that will have the effect of extending "bail-in" powers under the Banking Act 2009
(the "Banking Act") to the Issuer. More particularly, the Financial Services Act 2012 (the "FSA
2012"), the main provisions of which came into force on 1 April 2013, also contains provisions
which extend the full range of resolution powers under the Banking Act to banking group
companies, such as HSBC Holdings. These include powers which would enable the resolution
authorities to effect a "bail-in" by writing down the claims of unsecured creditors of a banking
group company and/or to convert their debt claims into common equity. These provisions of the
FSA 2012 are not yet in force, although on 25 April 2013 HM Treasury published a statement
confirming the fact that, before the end of the summer, it will consult on the extension of the
"Special Resolution Regime" established under the Banking Act to group companies (such as
HSBC Holdings). When they are brought into force, these provisions are expected to enable
resolution authorities to effect "bail-ins" as contemplated by the Crisis Management Directive
and there is accordingly a risk that they could potentially be used to write down or convert into
common equity any Notes issued under the Programme.

Save as disclosed in this Base Prospectus Supplement, no significant new factor, material mistake or
inaccuracy relating to information included in the Base Prospectus has arisen since the publication of the
Base Prospectus.

HSBC Holdings accepts responsibility for the information contained in this Base Prospectus Supplement.
To the best of the knowledge and belief of HSBC Holdings (which has taken all reasonable care to ensure
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that such is the case) the information contained in this Base Prospectus Supplement is in accordance with
the facts and does not omit anything likely to affect the import of such information.

16 August 2013
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The Interim Report 2013 of HSBC Holdings has been
prepared in accordance with the requirements of English
law, and liability in respect thereof is also governed by
English law. In particular, the liability of the Directors for
this report is solely to HSBC Holdings.

Certain defined terms

Unless the context requires otherwise, ‘HSBC Holdings’
means HSBC Holdings plc and ‘HSBC’, the ‘Group’, ‘we’,
‘us’ and ‘our’ refer to HSBC Holdings together with its
subsidiaries. Within this document, the Hong Kong Special
Administrative Region of the People’s Republic of China is
referred to as ‘Hong Kong’. When used in the terms
‘shareholders’ equity’ and ‘total shareholders’ equity’,
‘shareholders’ means holders of HSBC Holdings ordinary
shares and those preference shares classified as equity.
The abbreviations ‘US$m’ and ‘US$bn’ represent millions
and billions (thousands of millions) of US dollars,
respectively.

Interim financial statements and notes

HSBC'’s Interim Consolidated Financial Statements and
Notes thereon, as set out on pages 208 to 263, have been
prepared in accordance with the Disclosure Rules and
Transparency Rules of the Financial Conduct Authority
and International Accounting Standard (‘IAS’) 34 ‘Interim
Financial Reporting’ as issued by the International
Accounting Standards Board (‘IASB’) and as endorsed by
the European Union (‘EU’). The consolidated financial
statements of HSBC at 31 December 2012 were prepared
in accordance with International Financial Reporting
Standards (‘IFRSs’) as issued by the IASB, and as
endorsed by the EU. EU-endorsed IFRSs may differ from
IFRSs as issued by the IASB if, at any point in time, new
or amended IFRSs have not been endorsed by the EU. At
31 December 2012, there were no unendorsed standards
effective for the year ended 31 December 2012 affecting
the consolidated financial statements at that date, and
there was no difference between IFRSs endorsed by the EU
and IFRSs issued by the IASB in terms of their application
to HSBC. Accordingly, HSBC's financial statements for
the year ended 31 December 2012 were prepared in
accordance with IFRSs as issued by the IASB. At 30 June
2013, there were no unendorsed standards effective for
the period ended 30 June 2013 significantly affecting these
interim consolidated financial statements, and there was
no significant difference between IFRSs endorsed by the
EU and IFRSs issued by the IASB in terms of their
application to HSBC.

HSBC uses the US dollar as its presentation currency
because the US dollar and currencies linked to it form the
major currency bloc in which HSBC transacts and funds
its business. Unless otherwise stated, the information
presented in this document has been measured in
accordance with IFRSs.

When reference to ‘underlying’ is made in tables
or commentaries, the comparative information has been
expressed at constant currency (see page 17), the impact
of fair value movements in respect of credit spread
changes on HSBC's own debt has been eliminated and the
effects of acquisitions, disposals and dilutions have been
adjusted as reconciled on page 19. Underlying return on
risk-weighted assets (‘RoRWA’) is defined and reconciled
on page 4.
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Who we are and what we do

HSBC is one of the world’s largest banking and financial services organisations. With
around 6,600 offices in both established and faster-growing markets, we aim to be
where the growth is, connecting customers to opportunities, enabling businesses to
thrive and economies to prosper, and ultimately helping people to fulfil their hopes
and realise their ambitions.

We serve around 55 million customers through our four global businesses: Retail
Banking and Wealth Management, Commercial Banking, Global Banking and Markets,
and Global Private Banking. Our network covers 80 countries and territories in six
geographical regions: Europe, Hong Kong, Rest of Asia-Pacific, Middle East and North
Africa, North America and Latin America. Our aim is to be acknowledged as the
world’s leading international bank.

Listed on the London, Hong Kong, New York, Paris and Bermuda stock exchanges,

shares in HSBC Holdings plc are held by about 216,000 shareholders in 130 countries
and territories.

Highlights

e Profit before tax was up 10% to US$14.1bn on a reported basis.
e Underlying profit before tax was up 47% to US$13.1bn.

e Return on average ordinary shareholders’ equity was 12.0%, up from 10.5% in the first half
of 2012.

e We continued to make progress on delivering our strategy and grew revenues in key areas
including in our Financing and Equity Capital Markets and Credit businesses, in residential
mortgages in our home markets of Hong Kong and the UK, and from collaboration between
our global businesses.

e We achieved additional sustainable cost savings of US$0.8bn, taking annualised savings to
US$4.1bn since 2011, exceeding our target for the end of 2013.

e We continued to reshape the business, announcing 11 disposals and closures of non-strategic
businesses since the start of the year.

e Core tier 1 capital ratio increased during the period from 12.3% at the end of 2012 to 12.7%.

Cover image

Financing trade has always been at the heart of HSBC's business, especially in our home market of Hong Kong.
Today, Hong Kong International Airport is the world’s busiest air cargo hub, with its freight volume accounting for
over one-third of the total value of Hong Kong’s external trade.
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Overview
Financial highlights

Financial highlights

Earnings per share

U S$054 —up 20%

30 June 2012: US$0.45
31 December 2012: US$0.29

Dividends per ordinary share'

US$0.28

30 June 2012: US$0.23
31 December 2012: US$0.18

Net assets per share

US$8.96

30 June 2012: US$8.73
31 December 2012: US$9.09

For the half-year to 30 June 2013

Profit before taxation

USS$14,071m —up 10%

30 June 2012: US$12,737m
31 December 2012: US$7,912m

Net operating income before
loan impairment charges and
other credit risk provisions

US$34,372m —down 7%

30 June 2012: US$36,897m
31 December 2012: US$31,433m

Underlying profit before taxation

US$13,078m —up 47%

30 June 2012: US$8,896m
31 December 2012: US$6,546m

Profit attributable to the ordinary
shareholders of the parent company

US$9,998m —up 23%

30 June 2012: US$8,152m
31 December 2012: US$5,302m

Total operating income

US$40,523m —down 7%

30 June 2012: US$43,672m
31 December 2012: US$38,873m

At 30 June 2013

Loans and advances to
customers

US$969bn —down 3%

30 June 2012: US$975bn
31 December 2012: US$998bn

Total equity

US$1 82bn — unchanged

30 June 2012: US$174bn
31 December 2012: US$183bn

Customer accounts

US$1 ,31 6bn —down 2%

30 June 2012: US$1,278bn
31 December 2012: US$1,340bn

Average total shareholders’
equity to average total assets

6.4%

30 June 2012: 5.9%
31 December 2012: 6.4%

Ratio of customer advances
to customer accounts

73.7%

30 June 2012: 76.3%
31 December 2012: 74.4%

Risk-weighted assets

US$1 ,1 05bn —down 2%

30 June 2012: US$1,160bn
31 December 2012: US$1,124bn

Capital ratios

Core tier 1 ratio

12.7%

30 June 2012: 11.3%
31 December 2012: 12.3%

Total capital ratio

16.6%

30 June 2012: 15.1%
31 December 2012: 16.1%

Common equity tier 1 ratio’

10.1%

30 June 2012: NA
31 December 2012: 9.5%

Percentage growth rates compare with figures for the half year ended 30 June 2012 for income statement items and 31 December 2012 for

balance sheet items.



Performance ratios (annualised)

Credit coverage ratios

Loan impairment charges to
total operating income

7.9%

30 June 2012: 10.4%
31 December 2012: 9.4%

Loan impairment charges to
average gross customer advances

0.7%

30 June 2012: 1.0%
31 December 2012: 0.8%

Total impairment allowances to
impaired loans at period-end

40.9%

30 June 2012: 42.3%
31 December 2012: 41.7%

Return ratios

Return on average ordinary

shareholders’ equity’

12.0%

30 June 2012: 10.5%
31 December 2012: 6.5%

Return on average
invested capital’

11.6%

30 June 2012: 9.9%
31 December 2012: 6.2%

Efficiency and revenue mix ratios

Cost efficiency ratio’

53.5%

30 June 2012: 57.5%
31 December 2012: 69.1%

Net interest income to
total operating income

44.0%

30 June 2012: 44.4%
31 December 2012: 47.1%

Post-tax return on
average total assets

0.8%

30 June 2012: 0.7%
31 December 2012: 0.5%

Net fee income to
total operating income

20.7%

30 June 2012: 19.0%
31 December 2012: 20.9%

Pre-tax return on average
risk-weighted assets

2.6%

30 June 2012: 2.1%
31 December 2012: 1.4%

Net trading income to
total operating income

15.7%

30 June 2012: 10.3%
31 December 2012: 6.6%
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Overview (continued)
Group Chairman’s Statement

Group Chairman’s Statement

HSBC delivered a solid financial performance in the
first half of 2013.

Pre-tax profit on a reported basis was
US$14.1bn, US$1.3bn or 10% higher than in the
first half of 2012. On an underlying basis, the profit
before tax was 47% ahead of the comparable period.
Earnings per ordinary share rose by 20% to
US$0.54.

These results confirm the value which is being
delivered from the continuing reshaping of the Group
and from enforcing appropriate cost discipline.

Driven by capital retention from operating
performance, the Group’s capital position
strengthened further and the core tier 1 ratio
improved to 12.7% compared with 12.3% at the
beginning of the year and 11.3% a year ago.

A second interim dividend of US$0.10 per
ordinary share was declared by the Board on
5 August taking the total dividends declared in
respect of the first half of 2013 to US$0.20 per
ordinary share as foreshadowed in last year’s Annual
Report and Accounts; this is US$0.02 per ordinary
share or some 11% higher than in the comparable
period in 2012.

The Group Chief Executive’s Business Review
covers this performance in some detail. From the
Board’s perspective I want to highlight three points.

Strategy implementation is progressing well

The strategic direction approved by the Board has
been to reduce complexity, improve business co-
operation, maximise the value of the Group’s long
heritage in faster-growing markets, concentrate
resources on businesses where scale and connectivity

are competitive strengths, and apply and enforce
Global Standards to control the risks faced by the
Group.

The application of this strategic direction has
been most immediately seen in the number of
disposals and closures, now 54 since the beginning
of 2011, which have sharpened the focus of the
Group and eliminated areas of comparative
weakness. As important, but less obvious are
the steps being taken to build revenues from
opportunities hitherto not fully exploited. Two
illustrations make this point.

Firstly, as many peer institutions have
withdrawn from overseas markets in recent years,
HSBC’s scale and connectivity has become a more
distinctive competitive strength. This has been built
upon most notably in transaction banking, where
our Payments and Cash Management, Securities
Services and Global Trade and Receivables Finance
businesses have grown strongly.

Secondly, our leading positions in Hong Kong
in debt and foreign exchange products were not
matched historically in equity and mergers and
acquisitions products. By committing greater
resource and relationship management to these areas,
we have driven our market share and positioning to
top tier status.

Diversification and scale remain core
strengths

At a time of intense international focus on the
resolvability of systemically important financial
institutions such as HSBC, the Board continues to
believe strongly in the benefits that accrue both to
customers and to the Group from a diversified
universal banking model and from scale.

In the first half of 2013, there was a good
balance between our global businesses with the
largest, Global Banking and Markets, representing
just over 40% of pre-tax profit. Geographically,
profits were well spread with the largest proportion
generated in markets recognised to have sustainably
higher growth prospects. All regions were profitable
in the period.

The advantage of having both intermediation
businesses within retail and commercial banking and
debt capital markets activities within Global Banking
and Markets was again clearly illustrated in the
period. While demand for bank credit remained
muted, continuing low interest rates drove primary
issuance through our debt capital markets operations,
notably in Europe and Hong Kong. As emerging
market customers increased their participation in
debt capital markets, our well-established presence



and relationships successfully channelled business
opportunities.

Implementing and enforcing Global
Standards remains a key priority

HSBC’s Global Standards programme is a
centrepiece of our strategy to ensure HSBC is well-
positioned to succeed. Our stated objective of being
the world’s leading international bank means that
we also must be a leader in implementing the most
effective standards globally. We are devoting
significant resources and attention to this effort as
we know we must back our strong commitment
with capability. Over the past six months, we have
increased resources in our Regulatory and Financial
Crime Compliance units by over 1,600 headcount
and are delivering mandatory training to all of our
employees globally on critical compliance subjects
on an ongoing basis.

With regard to the Deferred Prosecution
Agreement (‘DPA’) entered into with the US
Department of Justice on 11 December 2012 and
the associated legal and regulatory undertakings,
the outstanding procedural arrangements have now
been finalised.

On 1 July 2013, the US District Court Judge to
whom the case was assigned formally approved the
DPA, subject to a continued monitoring of its
execution and implementation.

On 22 July, Michael Cherkasky began his work
as the Monitor charged with evaluating and reporting
upon, over a five-year period, the effectiveness of
the Group’s internal controls, policies and
procedures as they relate to ongoing compliance
with applicable anti-money laundering and sanctions
laws. Mr Cherkasky’s career has been characterised
by his service to law enforcement in the US, both as
a public servant and in private life through support
and oversight roles. Further details about the role
of the Monitor are provided on page 108.

Regulatory update

Strategy implementation continues to be executed
within an evolving regulatory landscape. I drew
attention in my report at the end of last year to the
extensive programme of work still to be completed
within the regulatory reform agenda. This remains
the case. We continue to commit significant
resources to work with public policy, regulatory and
industry bodies to deliver the outcomes we jointly
seek in terms of greater stability of the financial
system and the restoration of society’s trust and
confidence in our industry.

Much of the reform programme has to date
addressed the structural and financial underpinnings
of our industry.

With progress in these areas solidly on track, it
is good to see greater focus now being directed to the
more complex areas, such as cross-border resolution
issues, bail-in hierarchies and conduct and behaviour
regulation.

In the latter area, the UK Parliamentary
Commission on Banking Standards delivered its
report on 12 June 2013. Their report is the most
comprehensive study so far anywhere in the world
to address the conduct and behavioural issues that, in
truth, lie at the heart of the restoration of confidence
and trust.

The report is hard-hitting and uncomfortable
to read. Contained within the report are many
constructive proposals to help fix the issues which
have afflicted the industry, most importantly through
re-establishing core values of personal responsibility
and accountability. Some of the recommendations
will be challenging to implement and there are some
that we believe could have unintended
consequences.

This notwithstanding, the report’s analysis and
recommendations have, as the UK Government
recognised in its response, provided a formidable
evidence base from which to implement the further
changes needed to return banking to its core role
within society of financing economic growth. We
believe this is the right objective to emphasise and it
has our full support.

Turning to progress on resolution planning,
important proposals were published during the
period by the EU authorities concerning a
framework for bank resolution. Within this
framework were proposals around a hierarchy for
debt bail-in, designed to prevent any future call upon
taxpayer support for a failed financial institution.
The use of bail-in of unsecured debt in resolution
carries broad industry backing in principle.
However, we support industry calls for a careful
study of the impact that any alteration of the
hierarchy of claims will have on market behaviour,
before any such hierarchy is finalised. At a time
when it is critical to ensure that the fullest extent
of financial industry capacity is ready to support
economic growth initiatives, any changes that could
affect bank funding markets need to be understood
fully at both industry and individual bank levels.

Finally, a word on the requirements within the
EU’s latest Capital Requirements Directive
(‘CRD IV’) that will put a cap on the ratio of
variable pay to fixed pay for defined employees
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Overview (continued)
Group Chairman’s Statement // Group Chief Executive’s Business Review

across the whole of the HSBC Group from the start
of next year. These legislative changes, which are
not supported by either the UK Government or the
Prudential Regulation Authority, could have a highly
damaging impact on our competitive position in
many of our key markets, including those outside
Europe. The Board is committed to protecting the
competitive position of these operations which are
critical to the continued success of your Group. We
will therefore be consulting on how best to achieve
this aim while seeking to preserve the essence of the
remuneration framework supported by shareholders
two years ago.

Audit arrangements

As was noted in last year’s Annual Report and
Accounts, KPMG Audit plc has been the auditor to
HSBC Holdings since it became the ultimate holding
company of the Group in 1991. Annual re-
appointment of KPMG has been approved by
shareholders during this period following successive
Board recommendations. Your Board announced
earlier this year that it intended to put the external
audit contract out to tender, responding both to
shareholder feedback and emerging regulatory
proposals on auditor rotation. That tender process
has now been conducted and concluded. As a
consequence of this process, the Group Audit
Committee has recommended to the Board that
PricewaterhouseCoopers LLP be appointed auditor
of the HSBC Group with effect from the year ending
31 December 2015. The Board intends to put this
recommendation with its endorsement to
shareholders at the 2015 Annual General Meeting.

Board changes

Since we reported the full-year results for 2012 there
are three changes to report with regard to the Board.

On 31 May 2013, Sir Jonathan Evans (55) was
appointed as an independent non-executive Director
of HSBC Holdings plc with effect from 6 August.
He will also be a member of the Financial System
Vulnerabilities Committee.

Sir Jonathan’s career in the Security Service
(MI5) spanned 33 years, the last six of which as
Director General. During his career, Sir Jonathan’s
experience included counter-espionage, protection
of classified information and the security of critical
national infrastructure. His main focus was,
however, counter-terrorism, both international and
domestic including, increasingly, initiatives against
cyber threats.

Sir Jonathan’s experience and expertise gained
from a career at the highest level of public service

will be of considerable value to the Board as it
addresses its governance of systemic threats.

On 20 May, John Thornton, who had served the
Group as an independent non-executive Director of
HSBC Holdings plc since December 2008 and as
Chairman of the Group Remuneration Committee
since May 2010, announced that he would not
seek re-election as a Director at the 2013 Annual
General Meeting in view of recently expanded
responsibilities within his other business interests.

John made an invaluable contribution to the
Group during his tenure, not least in his work with
shareholders in his position as Chairman of the
Group Remuneration Committee. On behalf of the
Board and shareholders I would like to take this
opportunity once again to thank him for his wise
counsel and wish him all the best in his future
endeavours.

Finally, Jim Comey, who joined the Board on
4 March this year was nominated by President
Obama on 21 June to serve as the next Director of
the FBI. Jim was confirmed by the US Senate on
29 July. He will take up his new post on 4 September
and accordingly he will step down from the Board
with effect from that date. Albeit serving for a very
short period on the Board, Jim brought a fresh focus
to Board discussions by virtue of his extensive
experience accumulated in prior public and private
roles at the highest level. We wish him well in his
new role.

Looking ahead

Under the leadership of Stuart Gulliver, HSBC has
assembled a first rate executive team which, within
the strategic mandate and risk appetite approved by
the Board, is working tirelessly to place HSBC at
the forefront of the industry in terms both of banking
standards and shareholder return. They could not
succeed in these endeavours without the support,
commitment and loyalty of HSBC’s staff across the
80 countries and territories in which we operate and,
once again, I pay tribute to them for their dedication
at a time of great change in our industry.

e

D J Flint, Group Chairman
5 August 2013



Group Chief Executive’s
Business Review

HSBC'’s performance during the first six months of
2013 reflected the trends we saw in the first quarter.
Economic growth remained muted and regulatory
changes continued to impact available returns but,
by focusing on the markets and business areas where
we have comparative strength and competitive
advantage, we have successfully progressed the
repositioning of the business to accommodate these
factors.

Reported profit before tax in the first half was
US$14.1bn, an increase of 10% compared with the
same period in 2012. Underlying profit before tax
increased by 47%. Return on average ordinary
shareholders’ equity of 12.0% was up from 10.5%
in the first half of 2012.

We made further progress on delivering our
strategy in three key areas.

First, we grew revenues in key areas during the
first half of the year, led by our Financing and Equity
Capital Markets and Credit businesses, residential
mortgages in the UK and Hong Kong, and from
collaboration between our global businesses.

Second, we continued to pursue our aim of
improving costs to invest in the business, achieving
US$0.8bn of additional sustainable cost savings
during the period. This takes the annualised total
sustainable cost savings to US$4.1bn since the start
of 2011, exceeding our original target for the end
of 2013. In addition, we achieved a positive gap
between underlying revenue and cost growth of
12% in the first half.

Third, we continued to reshape HSBC. In April
2013, we sold a US$3.7bn non-real estate loan
portfolio, recording a loss on disposal of US$0.3bn

which was considerably lower than initially
expected. This accelerated the run-off of the
Consumer and Mortgage Lending portfolio in the US
where we continue to refocus our business. We have
announced a further 11 disposals or closures of non-
strategic businesses since the beginning of the year,
bringing the total number of transactions announced
since the beginning of 2011 to 54. The rate of such
transactions will now slow as the first phase of
strategic delivery draws to a close.

The steps we have taken to reshape HSBC have
released around US$80bn in risk-weighted assets
to date, with a further potential release of around
US$15bn to come. Alongside internal capital
generation, this will add further support to
investment in organic growth opportunities which
are a strategic fit. These include priority areas such
as transaction banking and trade finance, where we
are already recognised as a market leader globally
and, as mentioned by the Group Chairman in his
statement, opportunities such as the development of
equities in Hong Kong and our debt capital markets
platforms in faster-growing markets, where our well-
established presence and strong relationships give us
a highly competitive position on which to build.

External recognition of the progress being
made is now also evident. HSBC achieved the best
showing of any bank at the Euromoney Awards for
Excellence 2013. Of particular satisfaction were
first time awards for Best Global Emerging Market
Investment Bank and Best Equity House and Best
M&A House both in Hong Kong as well as repeat
awards for Best Global Emerging Market Debt
House and Best Global Risk Adviser. Our
investment in, and continued commitment to,
transactional banking also saw HSBC recognised
as Best Global Transaction Banking House.

In addition, as the internationalisation of
China’s currency continues apace, HSBC has again
been recognised as the market leader for renminbi
business. In the recent Asiamoney’s Offshore
Renminbi Poll HSBC was ranked first in all product
categories.

In May 2013, we set out our plans for the
next phase of delivering our strategy, covering the
period from 2014 to 2016. Our strategic direction
is unchanged and our priorities are clear — to grow
the business and dividends, implement the highest
Global Standards of conduct and compliance, and
streamline our processes and procedures.

We remain committed to our values, and to ensuring
that they are reflected in everything we do. Our
values are to be dependable, open to different ideas
and cultures, and connected to customers,
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communities, regulators and each other; they form a
key part of the annual performance review for
everyone who works at HSBC. By implementing
Global Standards we are reinforcing the expectation
that our employees will do the right thing, act with
courageous integrity and maintain the most effective
financial crime controls everywhere that we operate.

Group performance headlines

e Reported profit before tax was US$14.1bn in the
first half of 2013, up US$1.3bn, or 10%, on the
same period in 2012. This reflected minimal fair
value movements on our own debt compared
with adverse movements of US$2.2bn in the
first half of 2012, and lower operating expenses.
This was partly offset by lower net gains from
disposals, primarily as 2012 included a gain
from the disposal of the US Cards and Retail
Services business of US$3.1bn.

e  Underlying profit before tax was US$13.1bn, up
US$4.2bn compared with the first half of 2012,
due to higher revenues, lower loan impairment
charges and lower costs. It is on an underlying
basis that we measure our performance.

®  Underlying revenue was up US$1.2bn, or 4%,
compared with the first half of 2012, and within
this we achieved revenue growth in key areas
of our global businesses. Commercial Banking
achieved average balance sheet growth,
primarily from term and trade-related lending,
partially offset by spread compression. In
addition, a rise in lending fees and collaboration
revenues from closer co-operation with other
parts of the Group led to an increase in net
fee income. In Global Banking and Markets,
revenues were up mainly in Financing and
Equity Capital Markets and Credit, while in
Retail Banking and Wealth Management we
achieved growth in mortgage balances and
wider spreads in our home markets of the UK
and Hong Kong.

e  Underlying revenue included net favourable
fair value movements on non-qualifying
hedges of US$0.8bn, a net gain of US$0.6bn
on completion of the disposal of our investment
in Ping An and a US$0.5bn favourable debit
valuation adjustment on derivative contracts.

e Underlying loan impairment charges were down
US$1.3bn, or 29%, compared with the first half
0of 2012. We saw declines in the majority of our
regions, notably in North America, where the
decrease primarily reflected improvements in
housing market conditions, the continued run-
off of the US Consumer and Mortgage Lending

portfolio and lower delinquency levels. These
factors were partly offset by an increase in
individually assessed and collective impairment
charges in Latin America.

e Underlying operating expenses were down
US$1.6bn, or 8%, compared with the same
period last year. This mainly reflected the non-
recurrence of provisions for fines and penalties
recorded in the first half of last year, lower
charges relating to UK customer redress
programmes and lower restructuring costs.
Excluding these items, operating expenses
increased, mainly reflecting higher litigation-
related costs. We continued to pursue our
strategic focus on cost improvement to release
funds to invest in the growing parts of our
business and in our Global Standards
governance and programmes. As stated above,
during the first half of 2013 we also achieved
additional sustainable cost savings.

e  After adjusting for portfolios which we are in
the process of disposing of as part of reshaping
our business, we grew loans and advances to
customers. This principally reflected a rise in
term and trade-related lending to Commercial
Banking and Global Banking and Markets
customers in Hong Kong and Rest of Asia-
Pacific, together with continued growth in
residential mortgages in the UK, Hong Kong
and Rest of Asia-Pacific. These movements
were partially offset by the continued run-off of
the Consumer and Mortgage Lending portfolio
in the US.

e  The core tier 1 ratio was 12.7%, with a common
equity tier 1 ratio (Basel III end point) of 10.1%
at 30 June 2013, we are well positioned with
respect to the implementation of Basel III
capital standards and remain one of the best-
capitalised banks in the world which provides
capacity for both organic growth and dividend
return to shareholders.

Outlook

Despite slower growth in the short term, the long-
term economic trends remain intact. The global
economy will continue to rebalance towards the
faster-growing markets and trade and capital flows
will continue to expand.

Growth remains subdued in the Western
economies. As such, any tapering of monetary
stimuli will be approached with considerable
caution. Sustained recovery is likely to depend
on structural reform.



In mainland China, the new emphasis on the
quality rather than the quantity of growth is shifting
the policy balance away from stimulus and towards
reform. We believe this is likely to limit the pace of
China’s growth to 7.4% for 2013 and 2014, which
is already being reflected in more modest growth
figures in other markets, particularly in Asia.

However, we believe that China’s reform
agenda, which covers financial, fiscal, deregulation
and urbanisation reforms, will provide the basis for
more sustainable growth in the medium to long term.

With our network covering 80 countries and
territories, and strong market shares across the
faster-growing markets, HSBC remains well-
positioned to benefit from the long-term trends in the
global economy.

WT G‘-\Ul/&\f,w"

S T Gulliver, Group Chief Executive
5 August 2013
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HSBC's vision

Reason We aim to be where the economic growth is, connecting customers to

Purpose why we opportunities, enabling businesses to thrive and economies to prosper, and
exist ultimately helping people to fulfil their hopes and realise their ambitions.
How we Act with courageous integrity by being:

Valu behave and * dependable and doing the right thing;

SLLES conduct ® open to different ideas and cultures; and

business ® connected to customers, communities, regulators and each other.
Where and ® International network connecting faster-growing and developed markets

Strategy how we ® Develop Wealth Management services and invest in retail banking only in
compete markets where we can achieve profitable scale
Being the

world’s leading
international

For footnote, see page 100.

Principal activities

Our purpose is to enable businesses to
thrive and economies to prosper, helping
people fulfil their hopes and realise their
ambitions.

HSBC is one of the largest banking and financial
services organisations in the world, with a market
capitalisation of US$196bn at 30 June 2013.

Through our subsidiaries and associates, we
provide a comprehensive range of banking and
related financial services. Headquartered in London,
we operate through long-established businesses and
have an international network of around 6,600
offices in 80 countries and territories in six
geographical regions: Europe, Hong Kong, Rest
of Asia-Pacific, Middle East and North Africa
(‘MENA”), North America and Latin America.
Within these regions, a comprehensive range of
financial services is offered to personal, commercial,
corporate, institutional, investment and private
banking clients. Services are delivered primarily by
domestic banks, typically with large retail deposit
bases.

HSBC Values

Embedding global standards across HSBC in
a consistent manner is a top priority and is
shaping the way we do business.

The role of HSBC Values in daily operating practice
is fundamental to our culture in the context of the
financial services sector and the wider economy.
This is particularly so in the light of developments
and changes in regulatory policy, investor
confidence and society’s view of the role of banks.
We expect our executives and employees to act with
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Our target pro forma post-tax profit allocation is as follows'0:
® 50% of earnings retained ‘
® 35% to shareholders as dividends

bank ® 15% variable pay

courageous integrity in the execution of their duties
by being:

e dependable and doing the right thing;

e open to different ideas and cultures; and

e connected with our customers, communities,
regulators and each other.

We continue to enhance our values-led culture
by embedding HSBC Values into how we conduct
our business, and in the selection, assessment,
recognition and training of staff.

Ensuring our conduct matches our values

In line with our ambition to be recognised as the
world’s leading international bank, we aspire to
lead the industry in our standards of conduct. As
international markets become more interconnected
and complex, and as threats to the global financial
system grow, we are strengthening further the
policies and practices which govern how we do
business and with whom.

Like any business, we greatly value our
reputation. HSBC’s success over the years is due in
no small part to our reputation for trustworthiness
and integrity.

Under the supervision of the Group
Management Board’s (‘GMB’s) Global Standards
Steering Meetings, we are already strengthening
policies and processes in a number of important
areas.

We are also reinforcing the status of compliance
and standards as an important element of how we
assess and reward senior executives, and rolling out
communication, training and assurance programmes
to ensure that our staff understand and meet their
responsibilities.



We have adopted the UK Code of Practice for
the Taxation of Banks and seek to apply the spirit
as well as the letter of the law in all the territories in
which we operate. We deal with tax authorities in an
open and honest manner. We are strengthening our
policies and controls with the objective of ensuring
our services are not used by clients seeking to evade
their tax obligations.

A committee of the HSBC Holdings Board,
the Financial System Vulnerabilities Committee,
provides governance, oversight and policy guidance
over the framework of controls and procedures
designed to identify areas where HSBC may become
exposed and through that exposure, subject the
financial system more broadly to financial crime
or system abuse.

Business and operating models

Our business model is based on an
international network connecting faster-
growing and developed markets.

Our businesses are organised to serve a cohesive
portfolio of markets, as tabulated below.

Business model

We take deposits from our customers and use these
funds to make loans, either directly or through

the capital markets. Our direct lending includes
unsecured lending, residential and commercial
mortgages and overdrafts, and term loan facilities.

HSBC'’s market structure

Hong Kong

and Rest of
Asia-Pacific

We finance importers and exporters engaged in
international trade and provide advances to
companies secured on amounts owed to them by
their customers.

In addition, we offer a wide variety of products
and financial services including broking, asset
management, financial advisory, life insurance
manufacturing, corporate finance, markets, securities
services and alternative investments. We provide
these products for clients ranging from governments
to large and mid-market corporates, small and
medium-sized enterprises (‘SME’s), high net worth
individuals and retail customers.

Our operating income is primarily derived from:

e net interest income — interest income we earn
on customer loans and advances and on our
surplus funds, less interest expense we pay on
interest-bearing customer accounts and debt
securities in issue;

e net fee income — fee income we earn from the
provision of financial services and products to
customers; and

e net trading income — income from trading
activities primarily conducted in Global
Markets, including Foreign Exchange, Credit,
Rates and Equities trading.

We have identified the markets where we expect
future growth opportunities to be concentrated.

The structure is illustrated below.

Middle East and North Latin

North Africa America America

Home .
Hong Kon * UK
markets g g
® Australia ® France * Egypt ® Canada * Argentina
® Mainland China * Germany ® Saudi Arabia * USA ® Brazil
o ¢ India ¢ Switzerland * UAE ® Mexico
Priority ® Indonesia ® Turkey
growth o Malaysi
ysia
markets .
* Singapore
® Taiwan
® Vietnam
Network ® Operations primarily focused on international clients and businesses of CMB and GB&M
markets * Together with home and priority markets these cover 85-90% of international trade and capital flows

Small

Representative offices

markets
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Markets where HSBC has profitable scale and focused operations
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The UK and Hong Kong are our home markets,
and a further 20 countries are our priority growth
markets. These 22 markets accounted for over 90%
of our profit before tax in the first half of 2013, and
are the primary focus of capital deployment.
Network markets are markets with strong
international relevance which serve to complement
our international network, operating mainly through
CMB and GB&M. Our combination of home,
priority growth and network markets covers around
85-90% of all international trade and financial flows.

The final category, small markets, includes
those where our operations are of sufficient scale to
operate profitably, or markets where we maintain
representative offices.

Operating model

HSBC has a matrix management structure which
includes global businesses, geographical regions
and global functions.

Holding company

HSBC Holdings plc, the holding company of the
Group, is listed in London, Hong Kong, New York,
Paris and Bermuda. HSBC Holdings is the primary
provider of equity capital to its subsidiaries and
provides non-equity capital to them when necessary.

Under authority delegated by the Board of
HSBC Holdings, GMB is responsible for the
management and day-to-day running of the Group
within the risk appetite set by the Board. The Board,

Main business activities by global business

Global
businesses

Deposits Deposits
Liability Account services

. management
driven 9

Asset Credit and lending

driven I
finance

Payments and cash

® Credit and lending
* Trade and receivables

through the GMB, works to ensure that there are
sufficient cash resources to pay dividends to
shareholders, interest to bondholders, expenses
and taxes.

HSBC Holdings does not provide core funding
to any subsidiary, nor is it a lender of last resort and
does not carry out any banking business in its
own right. HSBC has a legal entity-based Group
structure, with subsidiaries operating under their
own boards of directors as separately capitalised,
ring-fenced entities, implementing Group strategy
and delivering Group products and services, in most
cases in the country or territory in which they are
domiciled.

Global businesses

Our four global businesses, Retail Banking and
Wealth Management (‘RBWM”), Commercial
Banking (‘CMB’), Global Banking and Markets
(‘GB&M’) and Global Private Banking (‘GPB’),
are responsible for developing, implementing and
managing their business propositions consistently
across the Group, focusing on profitability and
efficiency. They set their strategies within the
parameters of the Group strategy in liaison with the
geographical regions, are responsible for issuing
planning guidance regarding their businesses, are
accountable for their profit and loss performance,
and manage their headcount.

The main business activities of our global
business are summarised below.

Deposits Deposits
Payments and cash
management
Balance sheet
management

Account services

Credit and lending
* Asset and trade finance

Credit and lending

Asset management
Wealth solutions and
Fee driven financial planning
and other |°® Broking™

Life insurance
manufacturing

® Commercial insurance
and investments

e Corporate finance'? ® Asset management'
® Markets'3 e Financial advisory's
® Securities services ® Broking™
® Corporate finance (via
GB&M)'2

Alternative investments'®

For footnotes, see page 100.




Geographical regions

The geographical regions share responsibility for
executing the strategies set by the global businesses.
They represent the Group to clients, regulators,
employee groups and other stakeholders, allocate
capital, manage risk appetite, liquidity and funding
by legal entity and are accountable for profit and loss
performance in line with global business plans.

Within the geographical regions, the Group is
structured as a network of regional banks and locally
incorporated regulated banking entities. Each bank is
separately capitalised in accordance with applicable
prudential reporting requirements and is required to
consider its risk and maintain a capital buffer
consistent with the Group’s risk appetite for the
relevant country or region. The banking entities
manage their own funding and liquidity within
parameters set centrally.

Global functions

Our global functions are Communications, Company
Secretaries, Corporate Sustainability, Finance,
Human Resources, Internal Audit, Legal, Marketing,
Risk (including Regulatory and Financial Crime
Compliance), Strategy and Planning, and HSBC
Technology and Services, our global service delivery
organisation. The global functions establish and
manage all policies, processes and delivery
platforms relevant to their activities, are fully
accountable for their costs globally, and are
responsible for managing their headcount while
delivering their services to the global businesses

and geographical regions.

Strategic direction

Our strategic objective is to become the
world’s leading international bank.

Our strategic direction is aligned to two long-term
trends:

e [nternational trade and capital flows — the
world economy is becoming ever more
connected. Financial flows between countries
and regions are highly concentrated, and
over the next decade we expect 35 markets
to generate 90% of world trade growth with a
similar degree of concentration in cross-border
capital flows.

e Economic development and wealth creation —
we expect the GDP of economies currently
deemed ‘emerging’ to have increased five-fold
in size by 2050, benefiting from demographics
and urbanisation, by which time they will be
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larger than the developed world. By then,
we expect 19 of the 30 largest economies will be
markets that are currently described as emerging.

HSBC is one of the few truly international
banks and our advantages lie in the extent to which
our network corresponds with markets relevant
to international financial flows, our access and
exposure to high growth markets and businesses,
and our strong balance sheet, which helps to
generate a resilient stream of earnings.

Based on these long-term trends and our
competitive position, we have developed a strategy
in two parts:

e A network of businesses connecting the world —
HSBC is well positioned to capture the growing
international financial flows. Our global reach
and range of services place us in a strong
position to serve corporate clients as they grow
from small enterprises into large and
international corporates.

o Wealth management and retail with local scale —
we will capture opportunities arising from social
mobility and wealth creation in the faster-
growing markets in which we are present. We
will invest in retail businesses only in markets
where we can achieve profitable scale.

To implement this strategy we have set three
priorities for the Group: grow the business and
dividends; implement Global Standards; and
streamline processes and procedures.

Grow the business and dividends

We continue to position HSBC for growth,
generating capital to invest in mostly organic
opportunities in our home and priority growth
markets, while progressively growing the dividend.

We have adopted six filters, which serve as a
tool to determine which businesses fit or do not fit in
our portfolio. They help to address fragmentation in
our business portfolio by identifying which non-
strategic businesses to dispose of.

In deciding where to invest additional resources
going forward, we will follow this stringent
framework to assess investment opportunities using
strategic, risk and financial criteria. Decisions on
how we allocate our resources are made by the GMB
under authority delegated from the Board.

For examples of the measures taken by the
global businesses to implement the Group’s growth
priorities, see pages 48 to 56.
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Implement Global Standards

We believe that implementing Global Standards
gives HSBC a distinct competitive advantage. We
continue to build a more sustainable business model
by investing in best-in-class risk and compliance
capabilities, while de-risking operations in higher-
risk areas.

The Group’s specific programme to enhance
Global Standards with respect to financial crime
risk continues to make progress. With a focus on
managing execution risk, the various workstreams
have been consolidated under a governance
framework.

A Global Standards Execution Committee,
reporting to the Global Standards Steering Meeting
(‘GSSM’ — part of the Group Management Board)
and the Financial System Vulnerabilities Committee,
provides execution controls based on the direction
and priorities set by the GSSM.

Under this governance structure, a global
deployment approach has been developed to
manage execution risk and oversee a prioritised
implementation programme. The three primary
areas of focus are:

e customer due diligence: developing an
integrated framework to manage financial
crime risk more effectively across the complete
customer lifecycle. This includes Know Your
Customer programmes, affiliate due diligence
programmes and work on areas such as tax
transparency and bearer shares;

e financial crime compliance: creating a
consistent, flexible and scalable Compliance
organisation and the financial crime risk
controls to make sure we meet all Deferred
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Prosecution Agreement (‘DPA’) and other
regulatory obligations. This includes
implementing a comprehensive anti-money
laundering and sanctions compliance
programme globally; and

e financial intelligence: building our capabilities
in the capture and use of customer and
transactional level data to identify suspicious
transactions, activity or connections.

Streamline processes and procedures

We have put in place a structure to manage the bank
globally, moving from a federated business to a
globally driven business model. Our aim is to
continue to streamline, globalise and simplify our
processes and procedures to generate sustainable
savings. This will release capacity to further invest
in growing the business.

If we are successful in executing our strategy
we will be regarded as the world’s leading
international bank.

Risk

As a provider of banking and financial
services, risk is at the core of our day-to-day
activities.

The chart below provides a high level guide to how
HSBC’s business activities are reflected in our risk
measures and in our balance sheet. The third-party
assets and liabilities shown therein indicate the
contribution of each global business to the Group’s
balance sheet. In addition, the regulatory RWAs
illustrate the relative size of the risks each of them
incur.



Exposure to risks arising from the business activities of global businesses

Other
(including holding
company)
3
&
Global e
oba o
business Gkt 2
o
| | | |
* Deposits * Deposits * Deposits * Deposits * HSBC holding
* Accounts services * Payments and cash * Payments and cash * Account services con:palny andt_
o Credit and lending management management o Credit and lending S CRE L
* Asset management ¢ Credit and lending * Balance shee;t * Asset management
: * Wealth solutions and © Trade and receivables manijlgemen . ® Financial advisory
Business financial planning finance ® Credit and lending - ©
activities o Brokin © Commercial ® Asset and trade o . o
9 : 3 ® Corporate finance o
. insurance and finance -
e Life insurance S TIETS 5 (via GB&M) é
manufacturing ® Corporate finance . =
© Markets investments g
® Securities services =
| | \ | | o
Ussbn USSbn Ussbn Us$bn Ussbn ©
Balance ® Assets 502 ® Assets 350 ® Assets 1,923 ® Assets 104 * Assets 169 ©
sheet'” |e Customer ¢ Customer ® Customer ® Customer ® Customer =
accounts 547 accounts 327 accounts 347 accounts 92 accounts 1 £
I | I | I 'g
US$bn US$bn US$bn US$bn US$bn ‘E’
® Credit risk 203 ¢ Credit risk 354 ® Credit risk 269 ® Credit risk 18 ® Credit risk 23 -
RWA: ® Operational risk 41 ® Operational risk 31 * Counterparty ® Operational risk 4 ® Operational risk 1
S credit risk 49
® Operational risk 41
® Market risk 71
| I |
Risk Liquidity and funding risk, pension risk, fiduciary risk, reputational risk, compliance risk,
profile sustainability risk and Insurance risk, which is predominantly in RBWM and CMB. »
1S
o
For footnote, see pagel00. o
o
In carrying out our business activities, we incur Accounts 2012. They inform our ongoing assessment
a range of risks, some of which are measured and of our top and emerging risks.
managed via capital, and some by other mechanisms.
For the risks assessed via capital, we use both Top and emerging risks
rf:;iulatory' an'd econor}r:w capital me';hodologle':s.IOur We classify certain risks as ‘top’ or ‘emerging’. We
s appetite is most shaped jby regu atory caprtal, as define a ‘top risk’ as being a current, extant risk o
. . . . -
it Current.l)Lexcee(%s economic Caplt'al and therefore which has arisen across any of our risk categories, =
bounds s capacity and'rlsk appetite to a greater regions or global businesses and has the potential to g
degree in the current environment. The table above have a material impact on our financial results or our ©
. . S
S}?OWS j[hli: P111ar. 1 regulatory capital demand for . reputation and the sustainability of our long-term »
t OST TISKS and_ is represented by RWAS' Under th1§ business model, and which may form and crystallise S
regulatory capital .framework, the capital invested in within a one-year horizon. We consider an c
. . . . =
our InsuranF:e business, which at 30 June 2913 was ‘emerging risk” to be one which has large uncertain =
US$9.5‘bn,11s deducted fron;lregl.llla(ltory c}?pnal.. outcomes which may form and crystallise beyond a
HSBC is also exposed to other risks as shown in the one-year horizon and which, if they were to
table above. .The .regulatory cgplFal required age.unst crystallise, could have a material effect on our long-
these other risks is covered within the total capital term strategy.
that HSBC holds. 5
All our activities involve, to varying degrees, =
Risk factors the measurement, evaluation, acceptance and £
ik management of risk or combinations of risks which 2
i i i . . . c
t(?ur busElesses lare expo.selcll tofafvarlleity 0 rlls c we assess on a Group-wide basis. Top and emerging -
. . . ©
actors t a.t could potent}a ya 'e(':t the results o risks fall under the following three broad categories: c
our operations or financial condition. These are e
summarised on page 20 of the Annual Report and ¢ macroeconomic and geopolitical risk; g
<
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e macro-prudential, regulatory and legal risks
to our business model; and

e risks related to our business operations,
governance and internal control systems.

During the first half of 2013, our senior
management paid particular attention to a number
of top and emerging risks which are summarised
below:

Macroeconomic and geopolitical risk

e Emerging markets slowdown

e Increased geopolitical risk and changes in energy markets

e Threats to the global economy from a disorderly exit from
quantitative easing

Macro-prudential, regulatory and legal risks to our

business model

e Regulatory developments affecting our business model and
Group profitability

e Regulatory investigations and requirements relating to
conduct of business and financial crime negatively affecting
our results and brand

e Dispute risk
Risks related to our business operations, governance and
internal control systems

e Regulatory commitments and consent orders including
under the Deferred Prosecution Agreements

e Internet crime and fraud

e Data management

e Disposals

e Level of change in the Compliance function
o Information security risk

e Model risk

All the above risks are regarded as top risks.

A detailed account of these risks is provided on
page 105. Further comments on expected risks and
uncertainties are made throughout the Annual Report
and Accounts 2012, particularly in the section on
Risk, pages 123 to 249.

Risk appetite

Risk appetite is a key component of our management
of risk and describes the types and level of risk we
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are prepared to accept in delivering our strategy. Our
risk appetite is set out in the Group’s Risk Appetite
Statement and is central to the annual planning
process. Global businesses, geographical regions and
global functions are required to articulate their risk
appetite statements.

Our risk appetite may be revised in response to
our assessment of the top and emerging risks we
have identified.

Quantitative and qualitative metrics are assigned
to nine key categories: earnings, capital, liquidity
and funding, securitisations, cost of risk, intra-group
lending, strategic investments, risk categories and
risk diversification and concentration. Measurement
against the metrics:

e guides underlying business activity, ensuring
it is aligned to risk appetite statements;

e informs risk-adjusted remuneration;

e enables the key underlying assumptions to be
monitored and, where necessary, adjusted
through subsequent business planning cycles;
and

e promptly identifies business decisions needed
to mitigate risk.

Some of the core metrics that are measured,
monitored and presented monthly to the Board are
tabulated below:

Risk appetite metrics

At

30 June

Target'” 2013

Core tier 1 ratio 9.5% t0 10.5% 12.7%

Return on equity . 12% to 15% 12.0%

Return on RWAs ............. 2.1% 10 2.7% 2.6%

Cost efficiency ratio ........ 48% to 52% 53.5%

Advances to customer

accounts ratio .............. Below 90% 73.7%
Cost of risk (LICs) .......... Below 15% of

operating income 7.9%

For footnote, see page 100.
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Financial summary

our Interim Management Report and are described
below. Other non-GAAP financial measures are

Use of non-GAAP financial measures ...................... 17 described and reconciled to the closest reported
CONSEANE CUITENCY ....voceovevereceeeeseeseeseseesessessessesessessenens 17 financial measure when used.
Underlying performance 19 E)
Constant currency g
Consolidated income statement ...................cccccoeeee. 22 . . . >
Constant currency adjusts the period-on-period O
Group performance by income and expense item ... 26 effects of foreign currency translation differences
Net interest iNCOME ....c..ccveveeerreeererreeerreereereeerreeueneeens 26 on performance by comparing reported results for
Net fee iNCOME oo 27 the half-year to 30 June 2013 with reported results
Net trading iNCOME ....o.vvveveviieeiieirieeeeeeeeeeeeieeene 28 for the half-years to 30 June 2012 and 31 December
Net income/(expense) from financial instruments 2012 retranslated at average exchange rates for the ©
designated at fair Value .......c..cooovvereervrrieiereninninns 29 half-year to 30 June 2013. Except where stated =
Gains less losses from financial investments ............... 30 otherwise, commentaries are on a constant currency &
Net earned insurance premiums ............eeceeerrverevereennns 30 basis, as reconciled in the table overleaf. c
o
Gains on disposal of US branch network, US The foreign currency translation differences &
cards business and Ping An ...........cccccoceeviiiiinnne 31 . o
. reflect the movements of the US dollar against most ©
Other operating iNnCOME ........coeoveverueereerereneneereeeneene 31 R . . : c
i o ) major currencies during the six months and the year ©
Net insurance claims incurred and movement in 30 2013 =
liabilities to policyholders ............o..coowrvvvecereerrveenn. 32 to 30 June : =
Loan impairment charges and other credit risk 23 We exclude the translation differences because IS
prov,lswns """""""""""""""""""""""""""""""""""""" we consider the like-for-like basis of constant =
Operating expenses 34 . .
) ’ o currency financial measures more appropriately
Share of profit in associates and joint ventures ............ 36 reflects changes due to operating performance.
TAX EXPEINSE .vovvverrerereeriiereteneeieseesesesessesessesesseseesensenens 36
Consolidated balance sheet ..........................coo 37 e S
. Constant currency comparatives for the half-year to 30 June )
Movement in the first half 0F 2013 oot 38 2012 and 31 December 2012 referred to in the commentaries §
. below are computed by retranslating into US dollars for e
Economic profit/(1oss) ..., 42 non-US dollar branches, subsidiaries, joint ventures and =
e associates: o
Reconciliation of RORWA measures ......................... 43
o the income statements for the half-years to 30 June 2012
. . and 31 December 2012 at the average rates of exchange for
Use of non-GAAP financial measures the half-year to 30 June 2013; and
. o the balance sheets at 30 June 2012 and 31 December 2012
Our reported results are prepared in accordance at the prevailing rates of exchange ruling at 30 June 2013.
with IFRSs as detailed in the Financial Statements No adjustment has been made to the exchange rates used to
starting on page 208. When we measure translate assets and liabilities denominated in foreign currency .
performance, the financial measures that we use L (RS e O i SIS C iR, €
. . R subsidiaries, joint ventures or associates. o
include those which have been derived from our - - £
. .. . ‘When reference is made to ‘constant currency’ in tables or 9
reported results in order to eliminate factors which commentaries, comparative data reported in the functional IS
distort year-on-year comparisons. These are currencies of HSBC’s operations have been translated at the @i
considered non-GAAP financial measures. ‘Constant appropriate exchange rates applied in the current period on the ©
s . . s basis described above. 2
currency’ and ‘underlying performance’ are non- &
GAAP financial measures that we use throughout ,_,E_
=
.S
©
£
o
2
=
©
c
.0
=
°
<
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Reconciliation of reported and constant currency profit before tax

Half-year to 30 June 2013 (‘1H13’) compared with half-year to 30 June 2012 (‘1H12")

1H12
Currency at 1H13 Constant
1H12 as translation exchange 1H13 as Reported currency
reported adjustment'® rates reported change' change"
US$m US$Sm US$m US$Sm % %
HSBC
Net interest inCOME ........cccoeerveereennnn 19,376 (278) 19,098 17,819 @®) (@)
Net fee inCOME ......oovveevveereeerieeieennens 8,307 (85) 8,222 8,404 1 2
Own credit spread® .........ccoocovverreen. 2,170) 8 2,162) 19) 99 99
Gains on disposal of US branch
network and cards business ........... 3,809 = 3,809 = (100) (100)
Other income® ........coocrmmrrrrvernnrrenenns 7,575 71y 7,404 8,168 8 10
Net operating income? ................... 36,897 (526) 36,371 34,372 @) 5)
Loan impairment charges and
other credit risk provisions ............ (4,799) 101 (4,698) (3,116) 35 34
Net operating income ...................... 32,098 (425) 31,673 31,256 (€)) 1
Operating eXpenses ..........cceeeveevevenene (21,204) 313 (20,891) (18,399) 13 12
Operating profit .............cccooeeeene 10,894 (112) 10,782 12,857 18 19
Share of profit in associates
and joint VeNntures ............coceeeeennene 1,843 14 1,857 1,214 34 35)
Profit before tax ...........c.cccceveeenne 12,737 (98) 12,639 14,071 10 11
By global business”
Retail Banking and Wealth
Management ....... 6,410 2 6,412 3,267 (49) (49)
Commercial Banking ........ 4,429 41) 4,388 4,133 ) 6)
Global Banking and Markets ............. 5,047 (63) 4,984 5,723 13 15
Global Private Banking ............c....... 527 (14) 513 108 (80) (79)
Other ...oooveiieieieeeeeee e (3,676) 18 (3,658) 840
Profit before tax ........coveveeernnnenenene 12,737 (98) 12,639 14,071 10 11
By geographical region®
EUTOPE v (667) 19 (648) 2,768
Hong Kong ............. 3,761 - 3,761 4,205 12 12
Rest of Asia-Pacific .......... 4,372 (23) 4,349 5,057 16 16
Middle East and North Africa ........... 772 (15) 757 909 18 20
North America ........ccvveeveueerereeuenenns 3,354 (@) 3,347 666 (80) (80)
Latin AMErica .......c.covveeveveerereerenenens 1,145 (72) 1,073 466 59) (57)
Profit before taX ........ccoceeeverivenieennne 12,737 (98) 12,639 14,071 10 11
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Half-year to 30 June 2013 (‘1H13”) compared with half-year to 31 December 2012 (‘2H12’)

2H12
Currency at 1H13 Constant
2H12 as translation exchange 1H13 as Reported currency %
reported adjustment'® rates reported change"’ change" >
US$m US$m US$m US$m % % o
HSBC (@)
Net interest income ...........coeeueeeeenee. 18,296 (102) 18,194 17,819 3) 2)
Net fee iINCOME ......c..covveevveeviecnreieennen, 8,123 (48) 8,075 8,404 3 4
Own credit spread® .........ccocovverrenn. (3,045) 20 (3,025) (19) 99 99
Gains on disposal of US branch
network, US cards business and
TN T 3215 - 3215 - (100) (100)
Other iNCOME™ ....ooorreeerveeeerresereereees 4,844 (251) 4,593 8,168 69 78 =
Q
Net operating income™ .................... 31,433 (381) 31,052 34,372 9 11 2
Loan impairment charges and €
other credit risk provisions ............ (3,512) 9 (3,503) (3,116) 11 11 g
Net operating income ...........ccceeeuenee. 27,921 (372) 27,549 31,256 12 13 %
@
Operating eXpenses ..........c.coveeverenens (21,723) 147 (21,576) (18,399) 15 15 %
Operating profit ...........cccceceeevevcueennns 6,198 (225) 5,973 12,857 107 115 i
Share of profit in associates E
and joint ventures ............c.ceveeuee. 1,714 13 1,727 1,214 (29) (30) E
Profit before tax .........ccoceeveveveveriennnn 7,912 (212) 7,700 14,071 78 83
By global business™
Retail Banking and Wealth
Management ...........ococeeereerenueennns 3,165 (15) 3,150 3,267 3 4
Commercial Banking ...........ccccceeene 4,106 3) 4,103 4,133 1 1
Global Banking and Markets ............. 3,473 31 3,504 5,723 65 63 »
Global Private Banking ..................... 482 (1) 481 108 (78) (78) %
Other .o..coveiriireireeeeeeee (3,314) (224) (3,538) 840 o
Profit before tax ........cccoeevveveevievennne. 7,912 (212) 7,700 14,071 78 83 a
By geographical region”
BUFOPE ereeeeeeeeeeeeeeeeeeeeeeeereeeeemenennnns (2,747 (105) (2,852) 2,768
Hong Kong 3,821 7 3,814 4,205 10 10
Rest of Asia-Pacific ........coevvrrerrnenene 6,076 (75) 6,001 5,057 a7 (16)
Middle East and North Africa ........... 578 (13) 565 909 57 61
North AMerica ......ccceceeveveeveerenenenes (1,055) (10) (1,065) 666
Latin AMErica .......c.cocoveeveceenreerenenens 1,239 (2) 1,237 466 (62) (62) »
Profit before tax ........ccoceoeveeneccnene 7,912 (212) 7,700 14,071 78 83 é
(]
For footnotes, see page 100. o
n
Additional information is available on the e adjusts for acquisitions, disposals and changes S
HSBC website www.hsbc.com under Investor of ownership levels of subsidiaries, associates, =
Relations and may be found in the Form 6-K filed joint ventures and businesses. uE_
with the SEC and available on www.sec.gov. . .
For acquisitions, disposals and changes of
. ownership levels of subsidiaries, associates, joint
Underlying performance . . .
ventures and businesses, we eliminate the gain or
Underlying performance: loss on disposal or dilution and any associated gain c
. . . ; . o
. . . or loss on reclassification or impairment recognised =
e adjusts for the period-on-period effects of . . P £ ©
. . in the period incurred, and remove the operating £
foreign currency translation; . . . =
profit or loss of the acquired, disposed of or diluted ks
e climinates the fair value movements on our subsidiaries, associates, joint ventures and E
long-term debt attributable to credit spread businesses from all the periods presented so we can e
(‘own credit spread’) where the net result of view results on a like-for-like basis. For example, if ;g
such movements will be zero upon maturity of a disposal was made in the current year, any gain or =
the debt (see footnote 20 on page 100; and loss on disposal, any associated gain or loss on <
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reclassification or impairment recognised and the period-on-period changes when the effect of fair
results of the disposed-of business would be value movements on own debt, acquisitions,
removed from the results of the current year and the disposals or dilution is significant because we
previous year as if the disposed-of business did not consider that this basis more appropriately reflects
exist in those years. Disposal of investments other operating performance.

than those included in the above definition do not

. . The followi isitions, di 1
lead to underlying adjustments. e following acquisitions, disposals and

changes to ownership levels affected the underlying
We use underlying performance to explain performance:

Disposal gains/(losses) affecting underlying performance

Disposal
Date gain/(loss)
US$m
HSBC Bank Canada’s disposal of HSBC Securities (Canada) Inc’s full service retail brokerage business®* Jan 2012 83
The Hongkong and Shanghai Banking Corporation Limited’s disposal of RBWM operations in Thailand** ~ Mar 2012 108
HSBC Finance Corporation, HSBC USA Inc. and HSBC Technology and Services (USA) Inc.’s
disposal of US Card and Retail Services DUSINESS™ ...........covervrveereeeeerseseeesisseeeessessseesseessssessesssssees May 2012 3,148
HSBC Bank USA, N.A.’s disposal of 138 non-strategic branches ................ccooooevverevnrrrenersessesnssssssnenns May 2012 661
HSBC Argentina Holdings S.A.’s disposal of its non-life insurance manufacturing subsidiary® ................ May 2012 102
The Hongkong and Shanghai Banking Corporation Limited’s disposal of its private banking business
NUTAPANT? oot Jun 2012 67
The Hongkong and Shanghai Banking Corporation Limited’s disposal of its shareholding in a
property company in the PhilIPPINES ........ccooveirieiirerieiieiiieereeriee ettt eees Jun 2012 130
Hang Seng Bank Limited’s disposal of its non-life insurance manufacturing subsidiary® ................cco........ Jul 2012 46
HSBC Bank USA, N.A.’s disposal of 57 non-strategic branches™ ...............ccccoovuorvurrorreereeereesresses oo, Aug 2012 203
HSBC Asia Holdings B.V.’s investment loss on a subsidiary®* .. .. Aug2012 (85)
HSBC Bank plc’s disposal of HSBC Securities SA .................... Aug 2012 an
HSBC Europe (Netherlands) B.V.’s disposal of HSBC Credit Zrt .........ccccceeennee .. Aug2012 ?2)
HSBC Europe (Netherlands) B.V.’s disposal of HSBC Insurance (Ireland) Limited ..........ccccverveirieennennnns Oct 2012 12)
HSBC Europe (Netherlands) B.V.’s disposal of HSBC Reinsurance Limited ..........cccccoeeueicinnicccnennnne Oct 2012 7
HSBC Private Bank (UK) Limited’s disposal of Property Vision Holdings Limited .........c.ccccceeererrericnennne Oct 2012 1)
HSBC Investment Bank Holdings Limited’s disposal of its stake in Havas Havalimanlari Yer
Hizmetleri Yatirim Holding Anonim Sirketl ..........cccccceeiririeiiiiininicccireeceereee et Oct 2012 18
HSBC Insurance (Asia) Limited’s disposal of its non-life insurance portfolios™ ............ccccooverrrrrerrennenn. Nov 2012 117
HSBC Bank plc’s disposal of HSBC Shipping Services Limited .........cccoceevverieenieenieinieiieenenns Nov 2012 ?2)
HSBC Bank (Panama) S.A.’s disposal of its operations in Costa Rica, El Salvador and Honduras™............ Dec 2012 (62)
HSBC Insurance Holdings Limited and The Hongkong and Shanghai Banking Corporation Limited’s
disposal of their shares in Ping An Insurance (Group) Company of China, Ltd.** ............ccccoovvrvrrrrnnnnes Dec 2012 3,012
The Hongkong and Shanghai Banking Corporation Limited’s disposal of its shareholding in Global
Payments Asia-Pacific Limited® ..........c..ccooooiiorieoiieceeeieeceeeeee e Dec 2012 212
Reclassification gain in respect of our holding in Industrial Bank Co., Limited following the issue of
additional share capital to third PArties™ ............coooorveereeereeserreseseeeseee s Jan 2013 1,089
HSBC Insurance (Asia-Pacific) Holdings Limited’s disposal of its shareholding in Bao Viet Holdings™.... Mar 2013 104
Household Insurance Group Holding company’s disposal of its insurance manufacturing business* ......... Mar 2013 99)
HSBC Seguros, S.A. de C.V., Grupo Financiero HSBC disposal of its property and Casualty Insurance
BUSINESS 101 IMEXICO™ ......ooeeee e see e Apr 2013 20
HSBC Bank plc’s disposal of its shareholding HSBC (Hellas) Mutual Funds Management SA (‘HSBC
AEDAK®) oooooooeeeeeeeeeeeeee e eeeeees e eesesee e e e s et s e s e e s e e eeeee e Apr2013 @)
HSBC Insurance (Asia-Pacific) Holdings Limited disposal of its shareholding in Hana HSBC Life
Insurance Company LImited™ .............coccoooiieiriiririieeeeeeee e ssessses s seseessssssans May 2013 28
HSBC Bank plc’s disposal of HSBC Assurances IARD May 2013 “4)
The Hongkong and Shanghai Banking Corporation Limited’s disposal of HSBC Life (International)
Limited’s Taiwan branch OPerations .............ccoeciverirerieirieesieesieestee sttt seeseseeseaesessesessenesseneeses June 2013 36)

Acquisition gains/(losses) affecting underlying performance®

Fair value gain
Date  on acquisition

US$m
Gain on the merger of Oman International Bank S.A.O.G. and the Omani operations of
HSBC Bank Middle East Limited ..........cceieueirieirieirieieieceieieteeie sttt eeas Jun 2012 3
Gain on the acquisition of the onshore retail and commercial banking business of Lloyds Banking
Group in the UAE by HSBC Bank Middle East Limited ..........ccccceeerierinieinieieeiieieeeceeee e Oct 2012 18

For footnotes, see page 100.
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The following table reconciles our reported doing so results in a more useful discussion of

revenue, loan impairment charges, operating operating performance. Equivalent tables are
expenses and profit before tax for the first half of provided for each of our global businesses and
2013 and the two halves of 2012 to an underlying geographical segments in the Form 6-K filed with
basis. Throughout this /nterim Report, we reconcile the Securities and Exchange Commission (‘SEC’), _E
other reported results to underlying results when which is available on www.hsbc.com. g
>
o o o
Reconciliation of reported and underlying items
Half-year to
30 June 30 June 30 June 31 December
2013 2012 Change"’ 2013 2012 Change"’
US$m US$m % US$m US$m %
Revenue” g
Reported revenue ..........occcveeuveceennee 34,372 36,897 @) 34,372 31,433 9 o
Currency translation adjustment'® ... (534) (401) o
Own credit spread® ..........cccoooevenne. 19 2,170 19 3,045 ‘q«:‘J
Acquisitions, disposals and dilutions ... (1,097) (6,439) (1,097) (3,688) g
)
Underlying revenue .........c.ccccoceveneneee 33,294 32,094 4 33,294 30,389 10 ccuj
S
Loan impairment charges and other >
credit risk provisions (‘LIC’s) I
Reported LICS .....ccvveuveereeneereeiaennes 3,116) (4,799) 35 @3,116) (3,512) 11 'g
Currency translation adjustment'® ... 101 9 c
Acquisitions, disposals and dilutions ... 1 331 1 8 =
Underlying LICS .....cccveevevneerneenennee (3,115) (4,367) 29 (3,115) (3,495) 11
Operating expenses
Reported operating expenses ............. (18,399) (21,204) 13 (18,399) (21,723) 15
Currency translation adjustment'® ... 313 147 »
Acquisitions, disposals and dilutions ... 87 964 87 180 o
(&]
Underlying operating expenses ......... (18,312) (19,927) 8 (18,312) (21,396) 14 o
Underlying cost efficiency ratio ........ 55.0% 62.1% 55.0% 70.4% =
Profit before tax
Reported profit before tax ................. 14,071 12,737 10 14,071 7,912 78
Currency translation adjustment'® ..... (106) (232)
Own credit spread®™ .........ccccoocvvveenne. 19 2,170 19 3,045
Acquisitions, disposals and dilutions ... (1,012) (5,905) (1,012) (4,179)
Underlying profit before tax .............. 13,078 8,896 47 13,078 6,546 100 %)
o
By global business” e
Retail Banking and Wealth %
Management .........ccoceeeevenieniennee 3,340 1,338 150 3,340 2,662 25 N
Commercial Banking .........c.cccoeeuenene 4,131 3,970 4 4,131 3,654 13 =
Global Banking and Markets ............. 5,729 4,760 20 5,729 3,235 77 g
Global Private Banking .... 108 457 (76) 108 482 (78) @©
Other ..o (230) (1,629) 86 (230) (3,487) 93 IE
Underlying profit before tax .............. 13,078 8,896 47 13,078 6,546 100
By geographical region®
EUrope ......coovviiiiiiiiiiicne 2,776 949 193 2,776 (364)
Hong Kong ...c.ccocevvviviniiiiicieee 4,205 3,733 13 4,205 3,422 23 S
Rest of Asia-Pacific .......... 3,940 3,326 18 3,940 2,363 67 'g
Middle East and North Africa . 910 734 24 910 618 47 =
North AMETrica .........cooeeeveeen. 808 (772) 808 (717) o
Latin AMErica ......c.ccoveveveveeerireeeennnns 439 926 (53) 439 1,224 (64) E
Underlying profit before tax .............. 13,078 8,896 47 13,078 6,546 100 ‘_C°
o
For footnotes, see page 100. %
©
<
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Consolidated income statement

Summary income statement

Half-year to
30 June 30 June 31 December
2013 2012 2012
US$m US$m US$m
NEt INEEIESE INCOIMIE ..vvvvivvieiiritieeeeteete ettt et et et e ete et e eteeteeaeeteeseessessessessesbeeseeseeseeseens 17,819 19,376 18,296
NEt £EE INCOIME ...ttt ettt ettt ettt reeaeereess e s e b e s essesserens 8,404 8,307 8,123
Net trading INCOME ...c.coveiiuiietiieiirie ettt st etens 6,362 4,519 2,572
Net expense from financial instruments designated at fair value .........c.cccoceeeeenee. 1,197) (1,183) (1,043)
Gains less losses from financial investments .................cccoev... . 1,856 1,023 166
Dividend income ........cccocecenee . 107 103 118
Net earned iNSUTanNCce PremMilmS ........c.coeveeeveveueriririerererereriseesereseseseeeesenenens . 6,226 6,696 6,348
Gains on disposal of US branch network, US cards business and Ping An .............. - 3,809 3,215
Other OPerating INCOIME .....c..eorveuirieiirieiitene ettt sttt ene s 946 1,022 1,078
Total operating iNCOME ...........c.cooiiiiiiiiniiiiiiie e 40,523 43,672 38,873
Net insurance claims incurred and movement in liabilities to policyholders ............ (6,151) (6,775) (7,440)
Net operating income before loan impairment charges and other credit
FISK PrOVISIONS ......coiiiiiiiiiiiiicc et 34,372 36,897 31,433
Loan impairment charges and other credit risk provisions ...........cccccceeveevecererennnee (3,116) (4,799) (3,512)
Net operating iNCOME .............ccoiiiiiiiiiniiiineicce et 31,256 32,098 27,921
Total OPETating EXPENSES .....c.covrverueriuerieieieiereierieteteseseeseeesesesessseseseseesseseseseseeseesenes (18,399) (21,204) (21,723)
Operating Profit ..........c..ccooiiiiiiiiiiiic e 12,857 10,894 6,198
Share of profit in associates and jOINt VENTUTES ..........c.ccoeereriruereuerenneerereenineeneneeens 1,214 1,843 1,714
Profit Defore taxX .............cocooiiiiiiii s 14,071 12,737 7,912
TAX EXPEIISE ...eviiiiiiiiiie et s (2,725) (3,629) (1,686)
Profit for the Period .................cccoiiiiiiiiiniiiceeee e 11,346 9,108 6,226
Profit attributable to shareholders of the parent company ...........cccoccceveeeerueveucennenn. 10,284 8,438 5,589
Profit attributable to non-controlling interests 1,062 670 637
Average foreign exchange translation rates to US$:
US S Le £ ettt ettt ettt aeaenen 0.648 0.634 0.628
USSLI € ettt ettt 0.761 0.771 0.786
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Reported profit before tax of US$14.1bn in the first
half of 2013 was US$1.3bn or 10% higher than in
the first half of 2012, primarily due to minimal fair
value movements on our own debt compared with
adverse movements of US$2.2bn in the comparative
period, and lower operating expenses. These factors
were partially offset by lower gains (net of losses)
from disposals and reclassifications of US$1.1bn
compared with US$4.3bn in the first half of 2012.
This mainly reflected the gain on disposal of the
Card and Retail Services (‘CRS’) business in North
America in May 2012, which more than offset the
accounting gain arising in the first quarter of 2013
from the reclassification of Industrial Bank Co.,

Ltd (‘Industrial Bank’) as a financial investment
following its issue of additional share capital to third
parties.

On an underlying basis, profit before tax rose by
47%, primarily due to higher net operating income
before loan impairment charges and other credit
risk provisions (‘revenue’), lower loan impairment
charges and other credit risk provisions (‘LIC’s),
and lower operating expenses.

The following commentary is on an underlying
basis, except where otherwise stated. The difference
between reported and underlying results is explained
and reconciled on page 21.

Revenue of US$33.3bn was US$1.2bn or 4%
higher than in the first half of 2012, reflecting:

e favourable fair value movements on non-
qualifying hedges of US$293m compared with
adverse movements of US$462m in the first half
of 2012;

e anet gain recognised on completion of the
disposal of our investment in Ping An Insurance
(Group) Company of China, Ltd. (‘Ping An’)
of US$553m;

e a favourable debit valuation adjustment
(‘DVA’) of US$451m in GB&M on derivative
contracts (see page 28);

e foreign exchange gains on sterling debt issued
by HSBC Holdings of US$442m;

e aloss following the reclassification of the
Monaco business in GPB to ‘held for sale’
of US$279m (see also Note 25 on the Financial
statements); and

e aloss of US$138m on the sale of an HFC Bank
UK secured loan portfolio.

Excluding these items, the main drivers of
revenue movements in our global businesses were
as follows:

e in GB&M, revenue increased in most of

the businesses. Notably, there was a strong
performance from Credit as clients sought
funding from the debt capital markets, along
with reserve releases compared with charges
in the first half of 2012 and revaluation gains
on assets in the legacy portfolio. In addition,
income from Credit and Lending within
Financing and Equity Capital Markets
increased, benefiting from a rise in lending
spreads and lower cost of funds compared with
the same period last year. These factors were
partly offset by a decline in revenue from
Balance Sheet Management as expected due to
reduced net interest income as proceeds from
the sale and maturing of investments were
reinvested at lower prevailing rates, coupled
with a reduction in gains on the disposal of
available-for-sale debt securities. In addition,
revenue from Rates decreased as the first half of
2012 benefited from the significant tightening
of spreads on eurozone bonds following the
European Central Bank’s announcement of the
Long-Term Refinancing Operation, although
this reduction in revenue was partly offset by
minimal fair value movements on structured
liabilities compared with adverse movements
in the first half of 2012;

e in CMB, net interest income increased
marginally, with growth in average customer
loans and deposits largely offset by spread
compression. Revenue also benefited from
collaboration with other global businesses,
particularly GB&M in Hong Kong, and a rise
in lending fees;

e in RBWM, revenue decreased, primarily
reflecting losses on the sale of the non-real
estate portfolio and the early termination of cash
flow hedges, both in the US run-off portfolio.
These factors were partly offset by higher
net interest income from improved mortgage
spreads and an increase in average mortgage
balances, primarily in Hong Kong and the UK.
In addition, net fee income increased reflecting
higher investment product sales in Hong Kong,
notably from unit trusts and retail brokerage;
and

e in GPB, revenue decreased as higher yielding
positions matured and opportunities for
reinvestment were limited by prevailing rates,
lending and deposit spreads narrowed and
average deposit balances fell.

LICs were US$1.3bn lower than in the first half
of 2012, decreasing in the majority of our regions,
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notably North America, where the decrease
primarily reflected improvements in housing market
conditions, the continued reduction in the Consumer
Mortgage and Lending (‘CML’) portfolio and lower
delinquency levels. In Middle East and North Africa,
we benefited from net releases of impairment
charges, reflecting the improvement in the financial
position of certain customers. In Europe, GB&M
reported lower credit risk provisions following net
releases on available-for-sale asset backed securities
(‘ABS’s), compared with charges in the first half of
2012. In Rest of Asia-Pacific, LICs were lower as
the first half of 2012 included a large individually
assessed impairment charge on a corporate exposure
in CMB and a credit risk provision on an available-
for-sale debt security in GB&M. By contrast, LICs
were higher in Latin America, notably in Mexico
reflecting an increase in collective impairments in
RBWM and an increase in individually assessed
provisions in CMB. In Brazil, higher LICs included
charges mainly relating to impairment model
changes and assumption revisions for restructured
loan accounts in portfolios in RBWM and Business
Banking in CMB (see page 113), although this was
in part offset by an improvement in the quality of the
portfolio.

Operating expenses were lower than in the
first half of 2012. This primarily arose from the non-
recurrence of a provision for US anti-money
laundering, Bank Secrecy Act (‘BSA’) and Office of
Foreign Asset Control (‘OFAC’) investigations, and
lower charges relating to UK customer redress
programmes, restructuring and related costs.

The charges for UK customer redress
programmes include estimates in respect of possible
mis-selling in previous years of payment protection
insurance (‘PPI”) policies of US$367m compared
with US$1.0bn in the first half of 2012. The
additional provision relating to PPI mainly reflects
higher response rates than forecast as we progressed
with our customer contact programmes. There are
many factors which could affect these estimated

24

liabilities and there remains a high degree of
uncertainty as to the eventual cost of redress for
these matters.

Excluding these items, operating expenses
were US$298m higher than in the first half of 2012,
primarily due to increased litigation-related costs
in GB&M and in GPB in Europe, and a customer
remediation provision connected to our former CRS
business. We increased investment costs in strategic
initiatives and infrastructure, while we continued to
invest in our Global Standards governance and
programmes. In addition, other costs rose due to
higher third party service costs, marketing expenses,
credit card related costs and general inflationary
pressures. These factors were partly offset by
sustainable cost savings of around US$800m, as we
maintained our strict cost control. Staff costs fell due
to an accounting gain arising from a change in the
basis of delivering ill-health benefits to certain
employees in the UK of US$430m, and lower
performance-related costs, although these reductions
were in part offset by wage inflation.

On a constant currency basis, income from
associates decreased, driven by the disposal of our
investment in Ping An and the reclassification
of Industrial Bank as a financial investment. These
factors were partly offset by higher income from
Bank of Communications Co., Limited (‘BoCom”)
due to balance sheet growth and higher fee income.

The reported profit after tax was US$11.3bn
or 25% higher than in the first half of 2012,
reflecting in part a lower tax charge in the first half
of 2013. This was driven by the benefits arising from
the non-taxable gains on profits associated with the
reclassification of Industrial Bank as a financial
investment and the disposal of our investment in
Ping An, offset in part by the reduction in deferred
tax assets recognised in Mexico following
clarification of the tax law by the Mexican fiscal
authority.



Notable revenue items by geographical region

Europe
US$m
Half-year to 30 June 2013
Net gain on completion of Ping An disposal®® -
Half-year to 31 December 2012
Ping An contingent forward sale contract’ .... -
Notable revenue items by global business
Retail
Banking
and Wealth
Management
US$m
Half-year to 30 June 2013
Net gain on completion of Ping An disposal® ... =
Half-year to 31 December 2012
Ping An contingent forward sale contract’ ........ -
For footnotes, see page 100.
Notable cost items by geographical region
Europe
US$m
Half-year to 30 June 2013
Restructuring and other related costs ............. 103
UK customer redress programmes ................. 412
Half-year to 30 June 2012
Restructuring and other related costs 201
UK customer redress programmes ................. 1,345
Fines and penalties for inadequate
compliance with anti-money laundering
and sanction 1[aws ..o -
Half-year to 31 December 2012
Restructuring and other related costs 98

UK customer redress programmes ................. 993
Fines and penalties for inadequate

compliance with anti-money laundering

and sanction 1aws ........c.cceeeccieinneeenne 375

Notable cost items by global business

Retail
Banking
and Wealth
Management
US$m
Half-year to 30 June 2013
Restructuring and other related costs ................. 85
UK customer redress programmes ..................... 412
Half-year to 30 June 2012
Restructuring and other related costs . 183
UK customer redress programmes ..................... 1,107
Fines and penalties for inadequate
compliance with anti-money laundering
and sanction 1aws ..........cccccceeennniniccnen -
Half-year to 31 December 2012
Restructuring and other related costs . 83

UK customer redress programmes ..................... 644
Fines and penalties for inadequate

compliance with anti-money laundering

and sanction 1aws ... -

Rest of
Hong Asia-
Kong Pacific MENA
US$m US$Sm US$Sm
- 553 -
- (553) -
Global
Banking
Commercial and
Banking Markets
USSm US$m
Rest of
Hong Asia-
Kong Pacific MENA
US$m US$m US$m
2 10 3
23 113 3
8 18 24
Global
Banking
Commercial and
Banking Markets
USSm US$m
22 9
42 32
119 119
20 31
139 212

25

North
America
USSm

Global
Private
Banking
US$m

North
America
USSm

78

151

700

70

846

Global
Private
Banking
US$Sm

6

37

21
@

Latin
America
US$m

Other
US$m

553

(553)

Latin
America
US$m

42

Other
US$m

116

269

700

158

1,221

Total
USSm

553

(553)

Total
USSm

553

(553)

Total
USSm

238
412

563
1,345

700

313
993

1,221

Total
US$m

238
412

563
1,345

700

313
993

1,221
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HSBC HOLDINGS PLC

Interim Management Report (continued)

Financial Summary / Group performance by income and expense item

Group performance by income and expense item

Net interest income

Interest income
Interest expense

Net iNterest INCOME™ ...........ovurveecveeceeeceee e
Average interest-earning ASSELS ...........cecvrueirrereereieerirerieeseeseeseneeseseeseseesessenesseseesenes

Gross iNterest YIEld™ .........coo.ovvuorieeceeeceeeceeeceeceeee e

Cost of funds ......
Net interest spread

Net interest Margin® ............co.cooooovereeeeeeeeeeeeeeeeeeeeeeee e

For footnotes, see page 100.

The commentary in the following sections is on a
constant currency basis unless otherwise stated.

Reported net interest income of US$17.8bn
decreased by 8% compared with the first half of
2013. On a constant currency basis, it fell by 7%.

On an underlying basis, which excludes the net
interest income earned by the businesses sold during
2012 and the first half of 2013 (see page 20) from all
periods presented (first half of 2013: US$14m,; first
half of 2012: US$1.6bn) and currency translation
movements of US$278m, net interest income rose by
2%. This reflected balance sheet growth in Hong
Kong together with higher yields on lending and
lower cost of funds in Europe, partly offset by lower
net interest income earned in North America as a
result of the run-off of the CML portfolio in the US
and the consumer finance business in Canada.

The fall in both net interest spread and net
interest margin compared with the first half of 2012
was attributable to significantly lower yields on
customer lending, reflecting the sale of the higher
yielding CRS business, and lower yields on our
surplus liquidity. This was partly offset by a
reduction in our cost of funds, notably on customer
accounts and debt issued by the Group.

On a constant currency basis, interest income
earned in the first half of 2013 on interest-earning
assets fell. This was driven by lower interest income
from customer lending, including loans classified
within ‘Assets held for sale’, as a consequence of
business disposals, principally the CRS business in
the US in 2012. Interest income from customer
lending also declined in Latin America, as a result of
lower yields in Brazil following the reduction in
interest rates since the start of 2012. By contrast,
interest income on customer lending in Hong Kong
rose, driven by growth in residential mortgages in
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Half-year to
30 June 30 June 31 December
2013 2012 2012
US$m US$m US$m
25,740 29,549 27,153
(7,921) (10,173) (8,857)
17,819 19,376 18,296
1,657,555 1,645,410 1,604,947
3.13% 3.61% 3.37%
(1.15%) (1.45%) (1.27%)
1.99% 2.16% 2.10%
2.17% 2.37% 2.27%

RBWM, and term and trade-related lending in CMB
from continued client demand. However, the benefit
to interest income of this volume growth was partly
offset by lower yields as interest rates declined in a
number of countries in Asia.

Revenue in Balance Sheet Management also
decreased. Yields on financial investments and cash
placed with banks and central banks declined as the
proceeds from maturities and sales of available-for-
sale debt securities were reinvested at lower
prevailing rates. This was partly offset by a rise in
the size of the Balance Sheet Management portfolio,
reflecting growth in customer deposits.

The decrease in interest income was offset in
part by a reduction in interest expense. This was
driven by a lower cost of funds on customer
accounts, as the growth in average balances, notably
in Europe, Hong Kong and Rest of Asia-Pacific, was
more than offset by a reduction in the interest rate
paid to customers. There was also a decline in the
interest expense on customer accounts in Latin
America, principally in Brazil, reflecting the
managed reduction in term deposits and the
transformation of the funding base, substituting
wholesale customer deposits for medium-term notes,
together with the decline in average interest rates.

Interest expense on debt issued by the Group
also decreased. Average balances outstanding fell,
mainly in North America, where funding
requirements declined as a result of business
disposals and the run-off of the CML portfolio, and
in Europe, as a result of net redemptions. The
effective interest rate also declined as new issuances
were at lower prevailing rates.

‘Net interest income’ includes the expense of
internally funding trading assets, while related
revenue is reported in ‘Net trading income’. The



internal cost of funding of these assets declined,
reflecting a rise in third party funding of our trading
book, together with a fall in average trading assets
in Latin America, and interest rate reductions in a

Net fee income

number of countries. In reporting our global business
results, this cost is included within ‘Net trading
income’.

Half-year to
30 June 30 June 31 December
2013 2012 2012
US$m US$m US$m
ACCOUNE SEIVICES .vvvivrerrerreteteeteeteeteeseeteeeeseeseeseseeseeseeseeseesseteessessessessensesensensessesseens 1,701 1,755 1,808
Funds under management ............c.ccocvveieeieenieenieesiee ettt ns 1,347 1,242 1,319
CATAS ©vvviieeeeeeeeceeee ettt ettt ettt ettt se s ae et st et et te et ete et eae s ne et at et et ere s enenn 1,304 1,716 1,314
Credit FACTIEIES .viovevirieiiieieieieietetee ettt ettt sa s s b se b seese e esannes 930 867 894
BroKing INCOME .....coveuiiiiiieiiietiieierieieiet ettt sttt se st eseneesenes 734 707 643
Imports/exports ... 580 606 590
Underwriting ... 518 377 362
Unit trusts ........ . 481 344 395
REMILEANCES .viveevieiieiieiietesieste et eee ettt ettt et e b e sa et esbe st e s aesbeeseessessessessessensesessesenns 415 399 420
GLODAL CUSTOAY ....veniniiiieiiiirietei ettt 364 375 362
TIISUTAIICE ittt ettt sttt ettt e sbe bt naes 280 425 271
COrpPOrate fINANCE .....ccvevviiiiiieieiciiie ettt 171 230 140
Trust income ........... 143 141 142
Investment contracts .. 66 71 70
Mortgage servicing . . 42 47 39
ONET ettt ettt b e b e b et s et et et et et e s et eseene e enennan 1,072 979 1,099
FEE IMNCOIME ...ttt ettt ettt sa et et sbesaeebeeseeseessess e s essensensessesens 10,148 10,281 9,868
LeSS: FEE EXPEIISE ....euvuveriiiiniieteteieiti ettt ettt ettt ettt b et (1,744) (1,974) (1,745)
INEL FEE INCOME ...ttt ettt ettt sa et e saesaeebeeseeseesse s ensesessessessens 8,404 8,307 8,123

Net fee income increased by US$97m on a reported
basis, and by US$182m on a constant currency basis.
This growth was mainly due to a rise in underwriting
and wealth management activities.

On an underlying basis, which excludes the net
fee income relating to the business disposals listed
on page 20 (first half of 2013: expense of US$4m;
first half of 2012: income of US$364m) and currency
translation movements of US$85m, net fee income
rose by US$550m, or 7%.

Underwriting fees rose as we captured increased
client demand for equity and debt capital financing
in Europe and Hong Kong and, in part, from the
enhanced collaboration between CMB and GB&M.
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Fees from unit trusts and funds under management
grew, notably in Hong Kong, reflecting improved
market sentiment and strong customer demand. Fee
income from Credit facilities also rose, most notably
in Europe in CMB.

These factors were partly offset by the sale of
the CRS business, which led to a reduction in cards
and insurance fee income as well as fee expenses.
As part of that transaction, we receive fee income
relating to a transition service agreement made with
the purchaser, this is reported in ‘Other fee income’
while associated costs are reported in ‘Operating
expenses’.
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HSBC HOLDINGS PLC

Interim Management Report (continued)

Financial summary > Group performance by income and expense item

Net trading income

Half-year to

30 June 30 June 31 December

2013 2012 2012

US$m US$m US$m

Trading ACHIVILIES ....e.ervrvereieiiirieieteiecriret ettt ettt ettt 5,766 3,622 1,627
Ping An contingent forward sale contract™® ..............ccocoooioreorruereeeeeeeeee e (682) - (553)
Net interest income on trading aCIVILIES .......eoveerveerieirieirieieeieereesee e 1,132 1,385 1,298
Gain/(loss) on termination 0f hedges ..........covvveueeiiininirieieiiieceeeeeceen (200) 3 3)

Other trading income/(expense) — hedge ineffectiveness:

— on cash fIow hedZeS ......ccoeurueuiiiriiicccre e 7 3 32

— on fair value hedges . 46 (32) 5
Non-qualifying hedges .......cccoeviiriiireiee s 293 (462) 166
Net trading INCOMIE ™ ..o e ee e esaee 6,362 4,519 2,572

For footnotes, see page 100.

Reported net trading income of US$6.4bn was
US$1.8bn higher than in the first half of 2012. On
a constant currency basis, it was US$1.9bn higher,
notably in Europe.

The rise in net income from trading activities
was due in part to favourable foreign exchange
movements on assets held as economic hedges of
foreign currency debt designated at fair value of
US$1.1bn, compared with adverse movements of
US$454m reported in the first half of 2012. These
offset adverse foreign exchange movements on the
foreign currency debt which are reported in ‘Net

expense from financial instruments designated at fair

value’. In addition, we reported foreign exchange

gains of US$442m on sterling debt issued by HSBC

Holdings, together with a favourable DVA of
US$451m on derivative contracts reflecting a
widening of spreads on HSBC credit default swaps
and refinement of the calculation.

In addition, revenue from trading activities
in Global Markets rose. Credit trading revenue
increased as a result of reserve releases compared

with charges in the first half of 2012, and revaluation

gains on assets in the legacy portfolio. Foreign

Exchange trading revenue rose as a result of higher
client volumes reflecting improved electronic pricing
and distribution capabilities, although this was offset

in part by margin compression resulting from

increased competition. Equities trading revenue also

grew, reflecting fair value movements on assets in

Europe together with minimal fair value movements

on structured liabilities which contrasted with
adverse fair value movements in the first half of
2012. These factors were partly offset by a fall in

Rates revenue. Our Rates business benefited from a
significant tightening of spreads on eurozone bonds

in the first half of 2012 following the European

Central Bank’s Long-Term Refinancing Operation.

Although performance in the first quarter of 2013
was resilient, the second quarter was adversely
affected by more volatile market conditions as a
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result of expectations that the scale of government
repurchase schemes and quantitative easing
measures may be reduced. We reported favourable
fair value movements on structured liabilities
totalling US$4m, compared with adverse fair value
movements of US$330m, as reported in the first half
of 2012.

In the first half of 2013, there were favourable
movements on non-qualifying hedges compared with
adverse movements in the comparable period. These
types of hedges are discussed further on page 36
of the Annual Report and Accounts 2012. In
North America, we reported favourable fair value
movements on non-qualifying hedges as US long-
term interest rates increased, compared with adverse
fair value movements in the first half of 2012. There
were also favourable fair value movements on non-
qualifying hedges in Europe, driven by HSBC
Holdings, as long-term sterling and euro interest
rates rose to a lesser extent than US interest rates,
compared with adverse movements in the first half
of 2012.

In addition, net trading income was adversely
affected by a loss of US$199m relating to the early
termination of qualifying accounting hedges in
HSBC Finance Corporation (‘HSBC Finance’) as
a result of anticipated changes in funding.

During the first half of 2013, we reported
adverse fair value movements of US$682m on the
contingent forward sale contract relating to Ping An
in Rest of Asia-Pacific (see page 76.) See footnote
26 on page 100 for a description of the overall effect
of the transaction in the first half of 2013.

Net interest income from trading activities also
declined. This was driven by significantly lower
yields on debt securities and reverse repos held for
trading, reflecting the downward movement in
interest rates, partly offset by a reduction in funding
costs.



Net expense from financial instruments designated at fair value

Half-year to
30 June 30 June 31 December
2013 2012 2012
US$Sm US$m US$m %
Net income/(expense) arising from: S
— financial assets held to meet liabilities under insurance and o)
INVESEMENT CONIIACES ...vveuieriirieiiitiereeteeeeeseee et etessestesteeseeseeseessessesesessessesseeseenas 717 811 2,169 5
— liabilities to customers under investment CONtIACS ...........ccocvevereevereererieerienennen (506) (260) (736)
— HSBC’s long-term debt issued and related derivatives ..............coceeveerrerinenns (1,419) (1,810) (2,517)
Change in own credit spread on long-term debt™ .............cc.ccooovrioriierrecnne. 19) (2,170) (3,045)
Other changes in fair VAlUe™ ............cocooovveerverereeeneeeseeesseeseeessees s ssesnenen (1,400) 360 528
— other instruments designated at fair value and related derivatives .................... 11 76 41
Net expense from financial instruments designated at fair value .........c.cooceceeeneen. (1,197) (1,183) (1,043)

Assets and liabilities from which net income/(expense) from financial instruments designated at fair value arose

At

30 June 30 June 31 December

2013 2012 2012

US$m US$m US$m

Financial assets designated at fair value at period-end ..........ccocoeveevecinecireniceinnne 35,318 32,310 33,582

Financial liabilities designated at fair value at period-end 84,254 87,593 87,720

Including:

Financial assets held to meet liabilities under:

— insurance contracts and investment contracts with DPF*® ............ccoooovvviverrennnn. 10,017 7,884 8,376

— unit-linked insurance and other insurance and investment contracts . 23,365 20,968 23,655

Long-term debt issues designated at fair value ...........ccoeceivnncciinnccccnenee 71,456 75,357 74,768

For footnotes, see page 100.

The majority of the financial liabilities designated at
fair value relate to fixed-rate long-term debt issued
and managed in conjunction with interest rate swaps
as part of our interest rate management strategy.
These liabilities are discussed further on page 37

of the Annual Report and Accounts 2012.

Net expense from financial instruments
designated at fair value was US$1.2bn in the first
half of 2013, in line with the same period in 2012.
This included the credit spread-related movements
in the fair value of our own long-term debt, which
was broadly unchanged compared with an adverse
movement of US$2.2bn in the first half of 2012.

Net income arising from financial assets held
to meet liabilities under insurance and investment
contracts was lower in the first half of 2013 than in
the first half of 2012. This was driven by falling
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equity markets and bond prices in Hong Kong and
lower net income on the bond portfolio in Brazil,
partly offset by improved market conditions in the
UK.

The investment gains or losses arising from
equity markets result in a corresponding movement
in liabilities to customers (see page 38 of the Annual
Report and Accounts 2012 for details of the
treatment of the movement in these liabilities).

Other changes in fair value included adverse
foreign exchange movements in the first half of the
year compared with favourable movements in the
same period in 2012 on foreign currency debt
designated at fair value issued as part of our overall
funding strategy. An offset from assets held as
economic hedges was reported in ‘Net trading
income’.
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HSBC HOLDINGS PLC

Interim Management Report (continued)

Financial summary > Group performance by income and expense item

Gains less losses from financial investments

Half-year to

30 June 30 June 31 December

2013 2012 2012

US$m US$m US$m

Net gains/(losses) from disposal of:

— DL SECUITLIES ....vveveeitenieteieeeeeeie ettt sttt eas 416 672 109

— Ping An equity securities classified as available-for-sale® ............cc.ccocorvee.... 1,235 - -

— Other eqUity SECUTILIES .....cevvevereeeiieeiieeirieesee e 253 456 367

— other financial investments . 2) 5 -
1,902 1,133 476
Impairment of available-for-sale equity SECUIIHIES ..........cceeermrueueueerinieecrcicerireennes (46) (110) (310)
Gains less losses from financial iNVEStMENtS ...........ccccoeeueivniriniiicceierecens 1,856 1,023 166

In the first half of 2013, gains less losses from
financial investments rose by US$833m on a
reported basis and US$843m on a constant currency
basis, driven by a significant increase in net gains
from the disposal of available-for-sale equity
securities in Rest of Asia-Pacific following the
disposal of our investment in Ping An (see footnote
26 on page 100 for a description of the overall effect
of the transaction in the first half of 2013). This was
partly offset by the non-recurrence of gains in Hong
Kong from the sale of our shares in two Indian banks
in the first half of 2012.

The decline in impairments on available-for-sale
equity securities also contributed to the rise in gains

Net earned insurance premiums

less losses from financial investments. This reflected
a write-down of a holding in the first half of 2012
within our direct investment business which is in
run-off.

Net gains on the disposal of debt securities fell
as the first half of 2012 included significant gains
on the sale of available-for-sale government debt
securities, notably in the UK, as part of Balance
Sheet Management’s structural interest rate risk
management activities. The fall was partly offset by
higher gains on disposal of available-for-sale debt
securities in North America in the first half of 2013.

Half-year to
30 June 30 June 31 December
2013 2012 2012
US$m US$m US$m
Gross iNSUrance PremMitm INCOME .....o.eveuerreuerterirueserieseetesesiestesessesessesessesesseesseneesennes 6,451 6,929 6,673
REINSUTANCE PIEMIUINS ....uvevviuiiieieiiaiieieieieietetstetebest ettt ese ettt be et s b s seesenes (225) (233) (325)
Net earned INSUTANCE PIEMIUIMS ......cevverirreieteiereieeereenereeneeeeeeseeesessesessenesseesseneesenes 6,226 6,696 6,348

In the first half of 2013, net earned insurance
premiums decreased by US$470m and US$394m on
a reported and constant currency basis, respectively.

This reduction was primarily driven by lower
premiums in Latin America, Europe and North
America, partly offset by an increase in Hong Kong.

In Latin America, net earned premiums
decreased in Brazil due to lower sales of unit-linked
pension products, primarily as a result of the
restructuring of the distribution channel and the
sale of the non-life business in Argentina in the
first half of 2012.
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The reduction in net earned premiums in North
America was due to the sale of our life insurance
business in the first half of 2013.

In Europe, net earned premiums decreased,
mainly in France, as a result of lower sales of
investments contracts with DPF. In addition, the
first half of 2012 benefited from a number of large
sales via independent financial advisers.

In Hong Kong, premium income increased
compared with the first half of 2012 as a result of
increased renewals of insurance contracts with DPF
and unit-linked insurance contracts, partly offset by
the disposal of the non-life business in the second
half of 2012.



Gains on disposal of US branch network, US cards business and Ping An

Gains on disposal of US branch network ..
Gains on disposal of US cards business .

Gains on disposal of PIng A" ..........ccoovveeieoeeeeeeeeeeeeeeeee e

For footnote, see page 100.

In the second half of 2012, we entered into an
agreement to dispose of our entire shareholding

in Ping An in two tranches, details of which are
described on page 472 of the Annual Report and
Accounts 2012. The first tranche was completed
on 7 December 2012 at which point we ceased to
account for Ping An as an associate and recognised
a gain on disposal of US$3.1bn. The remaining
shareholding in respect of the second tranche was
recognised as a financial investment. The fixing of
the sale price in respect of the second tranche gave
rise to a contingent forward sale contract, for which

Other operating income

RENE TECEIVEA ..vvviiiviieiiieiieieieeetee ettt s ns

Gains/(losses) recognised on assets held for sale .

Valuation gains on investment Properties ..........c.c.eeeeeerererieereeeneerennenes

Gains on disposal of property, plant and equipment, intangible assets

and non-financial INVEStMENtS .........cccvecvvieririeirieireieeieeeeeee e

Gains arising from dilution of interest in Industrial Bank ....

Change in present value of in-force long-term insurance business ...........
OLhET ..ot

Other Operating iNCOME ........ccooueirieuiriiiienieereee ettt

Half-year to
30 June 30 June 31 December
2013 2012 2012
US$m US$m US$m
- 661 203
- 3,148 -
................ - — 3,012
................ - 3,809 3,215

there was an adverse fair value movement of
US$553m recorded in ‘Net trading income’.

In the first half of 2013, we completed the
disposal of our investment in Ping An realising a
gain of US$1.2bn recorded in ‘Gains less losses
from financial investments’. This was partly offset
by the adverse fair value movement of US$682m on
the contingent forward sale contract recorded in ‘Net
trading income’, leading to a net gain in the period
of US$553m.

Change in present value of in-force long-term insurance business

Value of NEW DUSINESS ....coveieiirieiirieiieiiieieie ettt
EXPECted TIUIT ..ottt
Assumption changes and exXperience variances ............c.cecvereererveerierennns
Other adjuStMENLS .......eevveuirieirieieieie et

Change in present value of in-force long-term insurance business.............

Reported other operating income of US$946m
decreased by US$76m in the first half of 2013
and by US$45m on a constant currency basis.

Reported other operating income included net
gains on the disposals and the reclassifications listed
on page 20 of US$1.1bn in the first half of 2013,
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Half-year to

30 June 30 June 31 December

2013 2012 2012

US$m US$m US$m

................ 77 100 110
. (481) 202 283
................ 110 43 29

................ 14 146 41
1,089 - -

................ 100 401 336
................ 37 130 279
................ 946 1,022 1,078

Half-year to

30 June 30 June 31 December

2013 2012 2012

US$m US$m US$m

................ 517 530 497
................ (249) (216) (204)
................ (127) 87 (18)
................ (41) - 61
................ 100 401 336

largely relating to an accounting gain arising from
the reclassification of Industrial Bank as a financial
investment following its issue of additional share
capital to third parties, compared with net gains of
US$484m in the comparable period of 2012.
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Financial summary > Group performance by income and expense item

On an underlying basis, which excludes the net
gains above and currency translation of US$30m,
other operating income decreased, driven by a loss
of US$271m following the sale of our CML non-real
estate personal loan portfolio in April 2013,
together with a loss of US$279m relating to the
reclassification of our Monaco business to held for
sale (see also Note 25 on the Financial Statements).
In addition, we recognised a loss of US$138m on the
sale of an HFC Bank UK secured loan portfolio in
RBWM in Europe.

There were lower favourable movements in
the present value of in-force (‘PVIF’) long-term
insurance business. This was largely due to
favourable valuation of policyholder options and
guarantees in Hong Kong in the first half of 2012,
together with an increase in lapse rates and interest
rate movements in Latin America in the first half
of 2013.

Net insurance claims incurred and movement in liabilities to policyholders

Half-year to

30 June 30 June 31 December

2013 2012 2012

US$m US$m US$m

Insurance claims incurred and movement in liabilities to policyholders:

= BTOSS ettt ettt ettt ettt st b et et h et ettt e e bt e ae e h e bt e at ettt et et aenaes 6,239 6,869 7,660
— reinsurers’ share (88) (94) (220)
 DEEY e 6,151 6,775 7,440

For footnote, see page 100.

Net insurance claims incurred and movement in
liabilities to policyholders decreased by 9% on a
reported basis, and by 8% on a constant currency
basis.

The reduction in claims was primarily due to a
decrease in new business written, notably in Latin
America and North America, and includes the effect
of business disposals partly offset by increased
renewals in Hong Kong as explained under ‘Net
earned insurance premiums’.
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Further reductions in claims resulted from lower
investment returns on the assets held to support
policyholder contracts where the policyholder bears
investment risk. This reflected adverse equity market
movements in Hong Kong and lower investment
gains in Brazil as a result of market movements,
partly offset by favourable equity market movements
in the UK and France. The gains or losses recognised
on the financial assets designated at fair value held
to support these insurance and investment contract
liabilities are reported in ‘Net income from financial
instruments designated at fair value’.



Loan impairment charges and other credit risk provisions

Half-year to
30 June 30 June 31 December
2013 2012 2012
US$m US$m US$m
Loan impairment charges
New allowances net of allowance rel€ases ..........cevveveeveereeeereereeeeceeeeeeeeeeereeneenns 3,828 5,093 4,213
Recoveries of amounts previously written off ..............ccccovieiiinnnnccicinenenee (639) (568) (578)
3,189 4,525 3,635
Individually assessed allowances ... 1,121 1,103 1,036
Collectively assessed alloOWaNCES .........ccceovveriririeiirietirieiseeeeee e 2,068 3,422 2,599
Impairment/(releases of impairment) of available-for-sale debt securities ............... (82) 243 (144)
Other credit TiSK PIOVISIONS ......c.c.cuiiririeueueiiirieieieieeeeeeeeeeee et 9 31 21
Loan impairment charges and other credit risk provisions ...........ccoceceevecerevireneeennns 3,116 4,799 3,512
% % %
— as a percentage of underlying reVenUE ..........ceceeveerieerierireieeieeee oo 94 13.8 12.2
Impairment charges on loans and advances to customers as a percentage
of average gross loans and advances to customers (annualised) ...........ccccvrvernee 0.7 1.0 0.9

On a reported basis, LICs reduced from US$4.8bn
to US$3.1bn, a decrease of 35%. The percentage
of impairment charges to average gross loans

and advances in the first half of 2013 was 0.7%
compared with 1.0% at 30 June 2012 and 0.9% at
31 December 2012. This improvement was due to
decreases in North America and the Middle East
and North Africa partly offset by increases in Latin
America as a result of the movements described
below.

On a constant currency basis, LICs fell by
USS$1.6bn, a reduction of 34%.

Collectively assessed charges decreased by
US$1.3bn while individually assessed impairment
charges increased by 3%. Credit risk provisions on
available-for-sale debt securities fell by US$322m.

The fall in collectively assessed charges
was driven in North America by improvements in
housing market conditions, the continuing run-off
of the CML portfolio in the first half of 2013 and
lower delinquency levels. This was partially offset
by increases in Latin America as a result of higher
collective provisions mainly relating to impairment
model changes and assumption revisions in Brazil
for restructured loans in portfolios in RBWM and
Business Banking in CMB.

The increase in individually assessed loan
impairment charges was due to higher levels of
impairment in Latin America, mainly on exposures
to homebuilders in Mexico, and higher individually
assessed provisions in CMB in the UK. These were
partly offset by decreases in the Middle East and
North Africa in GB&M, RBWM and CMB.

The reduction in credit risk provisions on
available-for-sale debt securities was driven by
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GB&M as a result of net releases in Europe and,
in Rest of Asia-Pacific, the non-recurrence of a
credit risk provision on an available-for-sale debt
security in GB&M in the first half of 2012.

In North America, LICs decreased by 68% to
US$696m, mainly in the US, driven by significant
favourable market value adjustments in the value
of underlying properties of US$603m reflecting
improvements in housing market conditions, a
reduction in CML lending balances as the portfolio
continued to run off and lower delinquency levels.
In addition, loan impairment charges declined by
US$323m due to the sale of the CRS business in
2012. Partially offsetting these declines was an
increase of US$130m related to a rise in the
estimated average period of time from current
status to write-off for real estate loans to 12 months
(previously a period of 10 months was used).

In CMB, loan impairment charges increased by
US$105m due to individually assessed impairments
on a small number of exposures in Canada and,

in the US, due to higher provisions as a result of an
increase in loans in key growth markets and a lower
level of recoveries compared with the first half of
2012.

In the Middle East and North Africa, LICs
decreased to a net credit of US$47m compared
with a charge of US$134m in the first half of 2012.
GB&M recorded a net release of impairment
charges, compared with a charge in the first half of
2012, reflecting the improvement in the financial
position of certain customers. CMB also recorded
a net release in loan impairment charges due to a
limited number of specific customer recoveries,
fewer individually assessed loan impairments and
lower collective impairment charges, reflecting
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Financial summary > Group performance by income and expense item

an improvement in the credit portfolio. Lower
impairments in RBWM were attributable to a
combination of the repositioning of the book towards
higher quality lending in previous periods and
improved property prices in the United Arab
Emirates (‘UAE’).

LICs in Europe decreased by 17% to US$846m.
This was driven by net releases on available-for-sale
ABSs within GB&M in the UK, compared with
charges in the first half of 2012. RBWM in the UK
also experienced a reduction in loan impairment
charges as a result of improved delinquency rates
and reductions in the size of the unsecured portfolio.
This was partially offset by increases in collectively
assessed provisions in RBWM in Turkey, mainly as
a result of higher credit card balances reflecting
business expansion. In addition, higher individually
assessed provisions in CMB were driven by a small
number of customers in the UK, and the challenging
economic conditions in Spain.

In Rest of Asia-Pacific, LICs decreased by 49%
to US$152m following a large individually assessed
impairment charge on a corporate exposure in
Australia and a credit risk provision on an available-
for-sale debt security in GB&M in the first half of
2012.

Operating expenses

In Latin America, LICs increased by 34% to
US$1.4bn, driven by higher collective provisions in
RBWM and CMB and higher individually assessed
provisions. This included charges mainly relating to
impairment model changes and assumption revisions
in Brazil for restructured loans in portfolios in
RBWM and Business Banking in CMB, although
this was offset in part by an improvement in the
quality of the portfolio following the modification of
credit strategies in previous periods to mitigate rising
delinquency rates. Collective impairments also rose
in RBWM in Mexico reflecting the non-recurrence
of a provision release in the first half of 2012, higher
lending balances and a revision to the assumptions
used in our collective assessment models in the first
half of 2013. In addition, individually assessed
provisions increased, in particular on exposures to
homebuilders in CMB due to a change in external
housing policy together with a specific exposure in
GB&M, both in Mexico.

LICs in Hong Kong of US$46m were higher
due to an increase in RBWM from a revision to
the collective assessment model, partly offset by
collective impairment releases in CMB due to
changes in assumptions in respect of loss rates.

Half-year to

30 June 30 June 31 December

2013 2012 2012

US$m US$m US$m

Employee compensation and benefits ...........ocoveeerinnireeininneieecneeicecseenes 9,496 10,905 9,586

Premises and equipment (excluding depreciation and impairment) ...............cccoeue.... 2,008 2,086 2,240

General and adminiStrative EXPENSES .......cocvervreeriereriererieirenieeneeeeseesestesesiese e seesenees 5,719 7,039 8,618

AdMINISrAtIVE EXPEIISES ..vvivvvirieriieririesieiesieteeeteteestesesseseeseseesessesessesessesessesessessesenes 17,223 20,030 20,444

Depreciation and impairment of property, plant and equipment ... 699 706 778

Amortisation and impairment of intangible assets ...........ocveereenernennineencene 477 468 501

OPETALING EXPEISES ...vvverrererrerirresierestetesesestesessesteseseeseseesessesessesesseseeseseesessasensesessesesses 18,399 21,204 21,723
Staff numbers (full-time equivalent)

At

30 June 30 June 31 December

2013 2012 2012

EUTOPE .ttt 69,599 73,143 70,061

HONE KONE .o 27,966 27,976 27,742

Rest 0f ASIA-PACITIC ..ouviiviiiiiiiciecec ettt 85,665 86,207 85,024

Middle East and NOrth Africa .........cccocoevieiiiiieiieeceeeeeeeee e 8,667 9,195 8,765

North America 21,454 23,341 22,443

Latin America 46,046 51,667 46,556

SAff NUMDETS .....cueniiiiciiiiecc ettt ettt 259,397 271,529 260,591
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Reported operating expenses of US$18.4bn were
US$2.8bn or 13% lower than in the first half of
2012. On an underlying basis, costs fell by 8%.

On a constant currency basis, operating
expenses in the first half of 2013 were US$2.5bn or
12% lower than in the comparable period in 2012,
primarily resulting from the business disposals
during 2012, including the CRS business and
the non-strategic branches in the US. Costs also
fell due to the non-recurrence of a provision for
US anti-money laundering, BSA and OFAC
investigations and a reduction of US$901m in UK
customer redress programmes. The latter included a
charge for additional estimated redress for possible
mis-selling in previous years of PPI policies of
US$367m (US$1.0bn in the first half of 2012),
which increased the provision for the UK customer
redress programmes at 30 June 2013 to US$1.8bn.
Restructuring and other related costs of US$238m
reduced by US$311m compared with the first half
of 2012.

Excluding the above, expenses were US$298m
higher than in the comparable period. Litigation-

Cost efficiency ratios®

Geographical regions

BUTOPE .o
Hong Kong ....ooooiiiiiiiiieeceesee e
Rest of As1a-Pacific ....coovvveveeiriniriricieiireccecc e

Middle East and North Africa

NOTth AMETICA ..ovievieeieiieieieteie ettt st eneens
Latin AMETICA ..ovoveeveeieieieiiieeiietetetetee ettt

Global businesses

Retail Banking and Wealth Management ...........ccccceccoerenuninuenee.

Commercial Banking

Global Banking and Markets ............cccccvevereineninennenneneees
Global Private Banking ..........cocoeeeerinninieeinninineccnisenenes

related expenses increased by US$0.6bn, primarily
due to higher costs in GB&M and GPB in Europe
and a customer remediation provision connected to
our former CRS business. We increased investment
costs in strategic initiatives and infrastructure, while
we continued to invest in our Global Standards
governance and programmes. In addition, other
costs increased due to higher third party service
costs, marketing expenses, credit card related costs
and general inflationary pressures.

These increases were partly offset by further
sustainable cost savings of US$0.8bn from our
on-going organisational effectiveness programmes.
These, together with business disposals, resulted in a
fall of 8% in average staff numbers compared with
the first half of 2012.

Staff costs also fell due to an accounting gain
arising from a change in the basis of delivering ill-
health benefits to certain employees in the UK of
US$430m (see Note 5 on the Financial Statements).
In addition, performance-related costs fell by
US$299m, primarily in GB&M. These reductions
in staff costs were in part offset by wage inflation.

Half-year to
30 June 30 June 31 December
2013 2012 2012
% % %
............................... 53.5 57.5 69.1
............................... 68.5 96.1 123.5
............................... 36.4 39.1 39.0
............................... 39.3 48.2 38.5
49.2 434 52.7
............................... 70.7 447 95.0
............................... 61.9 59.0 58.4
............................... 63.6 52.9 65.7
42.4 453 46.5
............................... 47.0 49.1 60.9
............................... 89.9 67.8 67.3
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HSBC HOLDINGS PLC

Interim Management Report (continued)

Financial summary > Group performance by income and expense item / Consolidated balance sheet

Share of profit in associates and joint ventures

Associates

Bank of Communications Co., Limited ..........cccccoeviiieieieieiiieienenns
Ping An Insurance (Group) Company of China, Ltd. ........ccccceenenne
Industrial Bank Co., Limited .........cccoooviiiiiiiiiecieceecee e
The Saudi British Bank ..........ccccecveerivinieinieiieieerieeseceeeeeens

Share of Profit in aSSOCIAES ......cceevereeririeierieiriereereeete s
Share of profit in JOINt VENTUIES ........c.eeeriririeieeirinieieeeeriseeee e

Share of profit in associates and joint VENtUIes ............ccccceveueueeereriereuenae

The reported share of profit in associates and joint
ventures was US$1.2bn, a decrease of 34% compared
with the first half of 2012. On a constant currency
basis, it decreased by 35%, driven by the non-
recurrence of profits from our then associate, Ping
An, in the first half of 2012 and the reclassification in
the first half of 2013 of Industrial Bank as a financial
investment.

The recognition of profits from Ping An ceased
following the agreement to sell our shareholding
on 5 December 2012 and from Industrial Bank
following the issuance of additional share capital

Tax expense

Profit DefOre taX ....cccoeeieieieieeceeee e
TAX EXPEIISE .veevivireniieietentetteteteeteiee ettt eae ettt et ae st sae et et ebennene

Profit @fter tAX ...oveoveveeieirieirieieeeee ettt

EffECtIVE TAX TALE ..vvoveuieviieiiieiiieicieteete ettt ne

The effective tax rate for the first half of 2013 of
19.4% was lower than the UK corporation tax rate
0f 23.25%.

The lower tax rate reflected the benefits arising
from the non-taxable gain on profits resulting from
the reclassification of our shareholding in Industrial
Bank as a financial investment and the disposal of
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Half-year to
30 June 30 June 31 December
2013 2012 2012
US$m US$m US$m
................. 941 829 841
................. - 447 316
................. - 305 365
................. 208 189 157
................ 43 41 31
................. 1,192 1,811 1,710
................. 22 32 4
................. 1,214 1,843 1,714

to third parties on 7 January 2013 which resulted in
our diluted shareholding being classified as a
financial investment.

Our share of profit from BoCom rose as a result
of balance sheet growth and increased fee income,
partly offset by higher operating expenses and a rise
in loan impairment charges.

Profits from The Saudi British Bank rose,
reflecting strong balance sheet growth and effective
cost management.

Half-year to

30 June 30 June 31 December

2013 2012 2012

US$m US$m US$m

................. 14,071 12,737 7,912
................. (2,725) (3,629) (1,686)
................. 11,346 9,108 6,226
19.4% 28.5% 21.3%

our investment in Ping An, and tax charged at
different local statutory rates such as in Hong Kong.
These factors were partly offset by a write-down

of US$256m of deferred tax assets recognised in
Mexico following clarification of the tax law by the
Mexican fiscal authority.



Consolidated balance sheet

Summary consolidated balance sheet

ASSETS

Cash and balances at central banks ...........ccceveririeieeieerieereeeeeeeeeee e
TTAAINE ASSELS .eveuetenietiieiiriei ettt ettt sttt ettt ae st e st s s e st et e s et e st e b e e eneneenennas
Financial assets designated at fair value .........c.ccccceovnrneiinnneccnecccees
DIEIIVALIVES 1.vviviiieieieiesieiieteieetetetet ettt sttt ettt s e sees e sese b e s esentesessenesseseesens
Loans and advances t0 Danks ...........cccceceecievierierieiesieeiceceee et
Loans and advances to CUStOMETS™ ............co.coveverueeereeeieisesseseessessesssessssessesssseesees
FInancial iNVESIMENTS .......c.ccvevirieuirieirieieieieteie ettt sse e eseneesenes
Assets held for sale ....
ONET @SSELS ...vevivieietieietiieeeeiee ettt st ea ettt se s s esessesaesesaebessesessesessesenas

TOLAl ASSELS ...vevvevieierieietiietertete ettt ettt ete st se s se et be st e se st eseesesaebeseebessesensesessesanas

LIABILITIES AND EQUITY

Liabilities

DEPOSILS DY DANKS ..c.viiiiiiiitcietcie ettt et
CUSEOIMET ACCOUNLES ...vvvveueententeierteetieteeteeteestestestestessesensessesbesseesesseeseeneessensensensensensensen
Trading HabIlIties .........c.cceriririeieieiiieeecce et
Financial liabilities designated at fair value ..
DEriVALIVES ..oveviveeiieiieieieeeeeee e
Debt securities in iSSU€ ....................
Liabilities under iNSUrance CONIACES ........ccuevuerueriererienrererteeeeeeeeseeeeeesensessessesseenas
Liabilities of disposal groups held for sale ..........cccocovvireerinnneeenineecccees
Other HHADIIILIES ....cveieieiiiiiieicciee ettt sttt ess s e s e beeseseas

TOtAl HADIIILIES ...vvevvevieiieieieiieie sttt ettt b et te et se e e e e s e s e saebenseenas

Equity
Total Shareholders” EQUILY .....c.coeveveeriririeieieiririeic ettt
NON-CONIOIIING INLETESES ....eveveevirieriierieteeieteietee ettt e ese e sensesesene

TOLAl EQUILY ©ovevieveeieteiieteiee ettt ettt ettt sttt se st ese s e s et s e bese et eneese s eneneas

Total equity and LHabilities ..........cccccovirieieiinininirccceeceer e

Selected financial information

Called up share capital ..........ccoeueueueininiiieiciiiccce e
Capital resources™ ™! ... ..o
Undated subordinated 10an capital .............cccceveireiireriienieeieeeesee s
Preferred securities and dated subordinated loan capital*® ..............ccoooververrrererennncs

Risk-weighted assets and capital ratios*’
Risk-Weighted aSSELS .........cueueuiiriririeiiiirieeciceeee et

COre tHEr 1 TALIO ..o
Total capital ratio

Financial statistics
Loans and advances to customers as a percentage of customer accounts .................
Average total shareholders’ equity to average total assets .........coveeererrereeecrenenn

Net asset value per ordinary share at period-end® (USS$) ......c..ccoovvervrereerrreerrrnnnns
Number of US$0.50 ordinary shares in issue (millions)

Closing foreign exchange translation rates to US$:
USSLI £ ettt

For footnotes, see page 100.

At At At

30 June 30 June 31 December
2013 2012 2012
US$m US$m US$m
148,285 147,911 141,532
432,601 391,371 408,811
35,318 32,310 33,582
299,213 355,934 357,450
185,122 182,191 152,546
969,382 974,985 997,623
404,214 393,736 421,101
20,377 12,383 19,269
150,804 161,513 160,624
2,645,316 2,652,334 2,692,538
110,023 123,553 107,429
1,316,182 1,278,489 1,340,014
342,432 308,564 304,563
84,254 87,593 87,720
293,669 355,952 358,886
109,389 125,543 119,461
69,771 62,861 68,195
19,519 12,599 5,018
117,716 123,414 118,123
2,462,955 2,478,568 2,509,409
174,070 165,845 175,242
8,291 7,921 7,887
182,361 173,766 183,129
2,645,316 2,652,334 2,692,538
9,313 9,081 9,238
183,450 175,724 180,806
2,777 2,778 2,778
44,539 48,815 48,260
1,104,764 1,159,896 1,123,943
% % %

12.7 11.3 12.3

16.6 15.1 16.1

73.7 76.3 74.4

6.4 5.9 6.4

8.96 8.73 9.09
18,541 18,164 18,476
0.657 0.638 0.619
0.767 0.790 0.758

A more detailed consolidated balance sheet is contained in the Financial Statements on page 208.
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Financial summary > Consolidated balance sheet

Movement from 31 December 2012 to
30 June 2013

Total reported assets were US$2.6 trillion, 2% lower
than at 31 December 2012. On a constant currency
basis, total assets remained broadly unchanged as
shown on page 39.

The following commentary is on a constant
currency basis.

Assets

Cash and balances at central banks increased by
9%, driven by the placement of surplus liquidity

in Europe, arising from deposit growth in excess of
lending growth and in North America from sales and
maturities of available-for-sale government debt
securities. This was partly offset by reductions in
Hong Kong and Rest of Asia-Pacific as liquidity
was redeployed to support growth in lending.

Trading assets increased by 9%, driven by a
rise in settlement accounts. These balances vary
according to customer trading activity, which is
typically lower at the end of the year.

Financial assets designated at fair value
increased by 9%, in part due to the investment
of net premiums received during the period in
our insurance businesses, notably in Hong Kong
and Europe. Favourable market movements in
our European insurance operations also contributed
to the rise.

Derivative assets decreased by 13%. Upward
movements in yield curves in major currencies led to
a decline in the fair value of interest rate contracts,
although this was partly offset by a reduction in
netting reflecting lower fair values.

Loans and advances to banks rose by 24% from
the relatively low level seen in December 2012.
This was driven by higher demand for reverse repo
funding in Europe, and higher placements with
financial institutions in Hong Kong and Rest of
Asia-Pacific.

Loans and advances to customers remained
broadly in line with December 2012 levels. During
the first half of 2013, we reclassified customer
lending balances of over US$10bn relating to
the planned disposals of non-strategic businesses,
notably in Latin America and Europe, to ‘Assets
held for sale’.

Excluding this, customer lending balances
grew by over US$15bn as continued demand for
financing led to a rise in trade-related and term
lending to CMB and GB&M customers in Hong
Kong and CMB customers in Rest of Asia-Pacific.
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Residential mortgage lending remained broadly in
line with December 2012 levels as growth the UK,
Hong Kong and Rest of Asia-Pacific was largely
offset by the continued reduction in the US run-off
portfolio.

Financial investments declined by 2%. This
was driven by sales and maturities of available-for-
sale government debt securities in North America as
part of Balance Sheet Management’s structural
interest rate risk management activities, partly offset
by net new purchases as surplus liquidity was
deployed in Europe. The re-classification of our
shareholding in Industrial Bank led to an increase in
financial investments in Hong Kong.

Assets held for sale increased by 9%, driven by
the re-classification of assets relating to the planned
disposals of non-strategic businesses, notably in
Latin America and Europe, to ‘Assets held for sale’.
This was partly offset by the completion of the sales
of our investment in Ping An and of the non-real
estate personal lending portfolio in the US.

Other assets declined by 7%, driven in part by a
reduction in the value of precious metals holdings in
Europe, Hong Kong and North America reflecting a
fall in commodity prices and withdrawals by
customers.

Liabilities
Deposits by banks rose by 5% from the low levels
seen in December 2012 due to a rise in repo balances

in Europe to fund the increase in reverse repo
activity.

Customer accounts increased by over US$15bn,
a 1% rise. During the first half of 2013 we
reclassified deposit balances of US$14bn relating to
non-strategic businesses, notably in Europe and
Latin America, to ‘Liabilities of disposal groups
held for sale’.

Excluding this, customer accounts increased
by US$29bn, driven by a rise in Europe,
as customers in RBWM held higher balances in
readily-accessible current and savings accounts
in the uncertain economic environment, together
with higher balances in our Payments & Cash
Management business in GB&M and CMB. Repo
balances also rose, largely in Europe, as a result of a
significant short-term placement at the end of June.
However, these factors were partly offset by declines
in other parts of the Group, notably in Hong Kong
and Latin America as customers in RBWM placed
their cash in investments. Customer account
balances in Latin America were also adversely
affected by the withdrawal of short-term balances



placed at the end of 2012 in RBWM, while in CMB
balances declined due to re-pricing strategies as
interest rates fell. Maturing term deposits that were
not replaced led to a decline in Rest of Asia-Pacific.

Trading liabilities increased by 16% largely due
to higher settlement account balances, which vary
according to customer trading activity.

Financial liabilities designated at fair value
remained broadly unchanged since December 2012.

The reduction in the value of derivative
liabilities was in line with that of ‘Derivative assets’
as the underlying risk is broadly matched.

Debt securities in issue fell by 5%. This was
driven by maturing debt that was not replaced in the

US as funding requirements declined, together with
a net reduction in debt securities in issue in Europe.

Liabilities under insurance contracts rose by
4% as a result of liabilities to policyholders
established for new business written, largely in
Hong Kong.

Liabilities of disposal groups held for sale
increased by 310%, or US$14.8bn, driven by
the transfer of non-strategic businesses to this
classification.

Equity

Total shareholders’ equity rose by 2%, driven by
profits generated in the period, partly offset by
dividends paid.

Reconciliation of reported and constant currency assets and liabilities

30 June 2013 compared with 31 December 2012

31 Dec 12 Currency
asreported  translation
US$m US$m
HSBC
Cash and balances at central banks ... 141,532 (5,122)
Trading assets ......ccceeevvererereerereeennnns 408,811 (13,513)
Financial assets designated at
fair value ......ocooveeeveevieeeeee 33,582 (1,232)
Derivative assets 357,450 (13,357)
Loans and advances to banks ............ 152,546 (3,764)
Loans and advances to customers ..... 997,623 (33,057)
Financial investments ...........c.cccoeue.... 421,101 (9,326)
Assets held for sale .........coeevvrerennenn 19,269 (521)
Other assets .......ccocevveeveeeeeeieierienns 160,624 1,054
Total assets ......ccvveeveeereeeiecreeeieereens 2,692,538 (78,838)
Deposits by banks .........cccoceeeveenenenne 107,429 (2,518)
Customer acCounts ..........cccceeerevereeennes 1,340,014 (39,118)
Trading liabilities ..........cccocereeereeennnne 304,563 (8,517)
Financial liabilities designated at
fair value ......ocoovevveeeviecrecsee 87,720 (2,531)
Derivative liabilities ............coceoeeenne 358,886 (13,715)
Debt securities in iSSUE .......cccecveuennene 119,461 (4,363)
Liabilities under insurance
CONETACES ..vevieeeieiesieceeeeeeeeeieine 68,195 (1,148)
Liabilities of disposal groups
held for sale ........ccccoeivenieerieins 5,018 (257)
Other liabilities ..........ccoceveeiririerenenne 118,123 (2,604)
Total liabilities ........cccoveveveerrerenenne 2,509,409 (74,771)
Total shareholders’ equity 175,242 (3,984)
Non-controlling interests ................... 7,887 (83)
Total eqUItY «.covoveveveneiirieieccireieienne 183,129 (4,067)
Total equity and liabilities ................. 2,692,538 (78,838)

31 Dec 12
at 30 Jun 13 Constant
exchange 30 Jun 13 Reported currency
rates as reported change change
US$m US$m % %
136,410 148,285 5 9
395,298 432,601 6 9
32,350 35,318 5 9
344,093 299,213 (16) 13)
148,782 185,122 21 24
964,566 969,382 A3) 0
411,775 404,214 “@ ?2)
18,748 20,377 6 9
161,678 150,804 (6) )
2,613,700 2,645,316 ?2) 1
104,911 110,023 2
1,300,896 1,316,182 ?2) 1
296,046 342,432 12 16
85,189 84,254 “@ (O]
345,171 293,669 (18) s)
115,098 109,389 ®) 5)
67,047 69,771 2 4
4,761 19,519 289 310
115,519 117,716 - 2
2,434,638 2,462,955 ?2) 1
171,258 174,070 (0] 2
7,804 8,291 5 6
179,062 182,361 - 2
2,613,700 2,645,316 2) 1

For footnote, see page 100.
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Financial summary > Consolidated balance sheet

In implementing our strategy, we have agreed We include loans and advances to customers
to sell a number of businesses across the Group. and customer account balances reported in held-for-
Assets and liabilities of businesses, the sale of sale categories in our combined view of customer
which is highly probable, are reported in held-for- lending and customer accounts. We consider the
sale categories on the balance sheet until the sale is combined view more accurately reflects the size of
closed. our lending and deposit books and growth thereof.

Combined view of customer lending and customer deposits

At At At At
30 June 30 June 30 June 31 December
2013 2012 Change 2013 2012 Change
USS$m US$m % USS$m US$m %
Loans and advances to customers ..... 969,382 974,985 (1) 969,382 997,623 3)
Loans and advances to customers

reported as held for sale® ............. 13,808 5,496 151 13,808 6,124 125

—US branches .......cccoceevvveieereenenene - 528 - -

— Other .o 13,808 4,968 178 13,808 6,124 125
Combined customer lending .............. 983,190 980,481 - 983,190 1,003,747 2)
Customer aCCOUNtS ........ccveveeereeereenne 1,316,182 1,278,489 3 1,316,182 1,340,014 2)
Customer accounts reported as

held for sale® .........cooooverirrrirnrienn. 17,280 9,668 79 17,280 2,990 478

—US branches .........ccccoeevevevveniennnns - 3,633 - -

— Other .ot 17,280 6,035 186 17,280 2,990 478
Combined customer deposits ............. 1,333,462 1,288,157 4 1,333,462 1,343,004 )
For footnote, see page 100.

Financial investments
At 30 June 2013 At 31 December 2012
Equity Debt Equity Debt
securities securities Total securities securities Total
USS$bn US$bn US$bn US$bn USS$bn USS$bn
Balance Sheet Management .............. - 279.1 279.1 - 293.4 293.4
Insurance entities .... - 44.0 44.0 - 43.4 43.4
Structured entities ... 0.1 23.5 23.6 - 24.7 24.7
Principal Investments ..........cccoceeueucne 29 - 2.9 29 - 29
Other ..o 6.4 48.2 54.6 2.9 53.8 56.7
9.4 394.8 404.2 5.8 415.3 421.1
The table above analyses the Group’s holdings e ‘Structured entities’ (page 502 of the Annual
of financial investments by business activity. Further Report and Accounts 2012) for further
information can be found in the following sections: information about the nature of securities

i tment conduits in which the ab.
e ‘Balance Sheet Management’ (page 169) for a fnvestment concutis n which te above

description of the activities and an analysis of

third party assets in balance sheet management. e ‘Equity securities classified as available for
sale’ (page 168) includes private equity holdings
and other strategic investments.

financial investments are held.

e ‘Risk management of insurance operations’
(page 175 includes an analysis of the financial
investments within our insurance operations by e ‘Other’ represents financial investments held in
the type of contractual liabilities that they back. certain locally managed treasury portfolios and

other GB&M portfolios held for specific
business activities.
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Customer accounts by country

IMALEA <.ttt ettt ettt st st et ne et eneesenes

Mainland China
Malaysia ....
Singapore ..
TAIWAIN ..ottt ettt bbbttt b et ene s

Latin AINEIICA ....c.ooviiiiiiiiieciecteeeee ettt et se et se s benaeenas
ATENEING ..ottt ettt bttt bbbttt ettt ettt b et eee
BIAZIL oot ettt ne ettt nes

For footnotes, see page 100.
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At At At

30 June 30 June 31 December
2013 2012 2012
US$m US$m US$m
555,649 529,529 555,009
412,161 382,945 426,144
76,669 62,891 55,578
17,251 14,935 15,611
5,797 5,899 5,957
18,779 21,401 20,211
7,537 7,171 7,629
17,455 34,287 23,879
342,664 318,820 346,208
174,050 173,157 183,621
18,240 19,560 20,430
9,852 10,315 10,415
6,559 6,382 6,512
37,843 32,183 35,572
16,965 16,523 17,641
44,145 46,560 47,862
12,053 11,822 12,497
2,191 1,870 2,147
26,202 27,942 30,545
41,142 39,029 39,583
7,158 7,444 7,548
4,065 3,031 2,704
18,822 17,727 18,448
11,097 10,827 10,883
149,053 148,360 149,037
92,572 91,525 90,627
45,583 46,113 47,049
10,898 10,722 11,361
53,624 69,594 66,556
4,940 4,862 5,351
26,251 34,022 30,144
20,744 22,491 22,724
= 5,696 5,940
1,689 2,523 2,397
1,316,182 1,278,489 1,340,014
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HSBC HOLDINGS PLC

Interim Management Report (continued)

Financial summary > Economic profit/(loss) / Reconciliation of RORWA measures

Economic profit/(loss)

Our internal performance measures include
economic profit/(loss), a calculation which compares
the return on financial capital invested in HSBC by
our shareholders with the cost of that capital. We
price our cost of capital internally and the difference
between that cost and the post-tax profit attributable
to ordinary shareholders represents the amount of
economic profit/(loss) generated.

Our long-term cost of capital is reviewed
annually and is 10% for 2013; this has been revised
from 11% in 2012, primarily due to a reduction in
the risk-free rate, reflecting the continued
intervention of central banks and quantitative easing,
and greater banking sector stability through higher
levels of capital and liquidity.

Economic profit/(loss)

Average total shareholders’” equity .........cocoveveeeennneccrcnenns
Adjusted by:
Goodwill previously amortised or written off .....................
Property revaluation reserves
Reserves representing unrealised (gains)/losses on
effective cash flow hedges .........cccoevvernennenncninee
Reserves representing unrealised (gains)/losses on
available-for-sale SeCUrities ...........cccoevueevcrrnieuccecnennne
Preference shares and other equity instruments ...................

Average invested capital’ .............cocoeeveereeieeieeeeee s
Return on invested capital® ...........coccoovoorooereereeeereeeeeeenan
Benchmark cost of capital .........cccccevevieeenieinieineireeeeeen

Economic profit/(loss) and spread ............cccoceoeveenennennenene.

For footnotes, see page 100.

The following commentary is on a reported
basis.

The return on invested capital increased by
1.7 percentage points to 11.6%, which was
1.6 percentage points higher than our benchmark
cost of capital. Our economic profit was US$1.4bn,
an increase of US$2.3bn compared with the loss for
the first half of 2012. This reflected a decrease in the
long-term cost of capital and an increase in profits
attributable to ordinary shareholders, primarily due
to minimal fair value movements on our own debt,
compared with adverse movements of US$2.2bn in
the first half of 2012, lower operating expenses and a
lower tax charge. These factors were partially offset
by higher average invested capital.

Half-year to
30 June 2013 30 June 2012 31 December 2012
US$m %" US$m % US$m %%
175,024 163,030 170,611
8,399 8,123 8,399
916) (901) (891)
(6) 85 26
(1,346) 2,441 (71)
(7,256) (7,256) (7,256)
173,899 165,522 170,818
9,998 11.6 8,152 9.9 5,302 6.2
(8,623)  (10.0) (9,054)  (11.0) 9,446  (11.0)
1,375 1.6 902) (1.1 4,144 (4.8)
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Reconciliation of RORWA measures

Performance Management

We target a return on average ordinary shareholders’ equity
of 12%—15%. For internal management purposes we monitor
global businesses and geographical regions by pre-tax return
on RWAs, a metric which combines return on equity and
regulatory capital efficiency objectives.

In addition to measuring return on average risk-
weighted assets (‘RoORWA’), we measure our
performance internally using underlying RoORWA,
which is underlying pre-tax return and reported
average RWAs at constant currency and adjusted

for the effects of business disposals. Underlying
RoRWA adjusts performance for certain items which
distort year-on-year performance as explained on
page 19.

We also present underlying RORWA adjusted
for the effect of operations which are not regarded as
contributing to the longer-term performance of the
Group. These include the run-off portfolios and the
CRS business which was sold in May 2012.

The CRS average RWAs in the table below
represent the average of the associated operational
risk RWAs that were not immediately released on
disposal and have not already been adjusted as part
of the underlying RORWA calculation. The pre-tax
loss for CRS in the table below relates to litigation
expenses that occurred after the sale of the business
that have not been adjusted as part of the underlying

RoRWA calculation.

Reconciliation of underlying RoORWA (excluding run-off portfolios and Card and Retail Services)

REPOTEEA ...ttt sttt bbbt

UNAEILYINE™ ...t s e eaer e aeereeean
RUN-OFF POTLEOLIOS ..viuiiiiiiiiiietc ettt
Legacy credit in GB&M .......c.ooiiiiiiieiceeee ettt
US CML and Other™ ..o s e reenan

Card and Retail SETVICES .....c.cceiiriiiiieieieieierie ettt ettt be st e sbesbessesseeseeseeneensensenns

Underlying (excluding run-off portfolios and Card and Retail Services)

Half-year to 30 June 2013

Pre-tax Average RoRWA

return RWAs* U

US$m US$bn %

14,071 1,109 2.6

13,078 1,095 2.4

3 135 -

153 36 0.9
(150) 99 0.3)

— 5 —

................... 13,075 955 2.8

Half-year to 30 June 2012 Half-year to 31 December 2012
Pre-tax Average RoRWA Pre-tax Average RoRWA
return RWAs" 4930 return RWAs® A
US$m US$bn % US$m US$bn %
RepOrted ....oooeveeeieieeeee e 12,737 1,194 2.1 7,912 1,146 1.4
Underlying® .......o..ooooovereeeeeeeeeeeeeeeeeeeeee. 8,896 1,093 1.6 6,546 1,083 12
Run-off portfolios ............. (1,386) 175 (1.6) (239) 159 (0.3)
Legacy credit in GB&M (371) 48 (1.6) 96 43 0.4
US CML and other’ ........c.ccooovvvrrrrrierrenns (1,015) 127 (1.6) (335) 116 (0.6)
Card and Retail Services ........c.coceeeeverereenne. - 3 - (150) 9 3.4)
Underlying (excluding run-off portfolios
and Card and Retail Services) .........ccc.ceu... 10,282 915 2.3 6,935 915 1.5
For footnotes, see page 100.
Reconciliation of reported and underlying average risk-weighted assets
Half-year to
30 Jun 30 Jun 30 Jun 31 Dec
2013 2012 Change 2013 2012 Change
US$bn US$bn % US$bn US$bn %
Average reported RWAS™ ........cccoovvvviiinnnn 1,109 1,194 7 1,109 1,146 3)
Currency translation adjustment'® ................. - 5) - (6)
Acquisitions, disposals and dilutions .................. (14) (96) (14) (57)
Average underlying RWAS ......ccocoeeivnnnnne 1,095 1,093 - 1,095 1,083 1

For footnotes, see page 100.
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HSBC HOLDINGS PLC

Interim Management Report (continued)

Global businesses > Portfolio repositioning / Summary

Global businesses

Page Tables Page
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RiSk-Weighted GSSeLS ..........occoouveoireinieieeseeseeeeeeeeeeeene 45
Selected items included in profit before tax by global
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GTOWEh PIIOTIHES ...eeveveeveiieiirieieieieceeee et 48
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Portfolio repositioning

We have initiated a comprehensive programme to
reposition our portfolios to better manage our
business. We are reviewing our customer base and
are establishing robust customer selection filters
devised to ensure that we have sufficient controls and
information flows in place so that we can be
confident that we only do business with customers
who meet the Group’s criteria. This review will
continue in the second half of the year and into 2014.
Client selection is core to our growth strategy as we
seek to generate long-term relationships and
sustainable revenue streams within acceptable risk
parameters. As we reposition our portfolios and
become more focused in client selection, our balance
sheet composition in terms of products and segments
may also change.

a4

Summary

HSBC reviews operating activity on a number of
bases, including by geographical region and by
global business.

The commentaries below present global
businesses followed by geographical regions

(page 61).

Performance is discussed in this order because
certain strategic themes, business initiatives and
trends affect more than one geographical region.
All commentaries are on a constant currency basis
(see page 18) unless stated otherwise.

Basis of preparation

The results of global businesses are presented in accordance
with the accounting policies used in the preparation of HSBC’s
consolidated financial statements. Our operations are closely
integrated and, accordingly, the presentation of global business
data includes internal allocations of certain items of income
and expense. These allocations include the costs of certain
support services and global functions to the extent that these
can be meaningfully attributed to operational business lines.
While such allocations have been made on a systematic and
consistent basis, they necessarily involve a degree of
subjectivity. Those costs which are not allocated to global
businesses are included in ‘Other’.

Where relevant, income and expense amounts presented
include the results of inter-segment funding as well as inter-
company and inter-business line transactions. All such
transactions are undertaken on arm’s length terms.




Profit/(loss) before tax

Half-year to
30 June 2013 30 June 2012 31 December 2012
US$m % US$m % US$m % >
Retail Banking and Wealth Management ...........c.ccccoeeenuenene 3,267 23.2 6,410 50.3 3,165 40.0 'GS)
Commercial Banking .........c.cccoeveveernnneencnnnsiecceneeenes 4,133 29.4 4,429 34.8 4,106 51.9 T
Global Banking and Markets ............cccoceverievineriniiriennieennns 5,723 40.7 5,047 39.6 3,473 439 5
Global Private Banking ..........c.cccoeoinevineniiencinceneceene 108 0.8 527 4.1 482 6.1
OhEI™ ..o 840 5.9 (3,676)  (28.3) (3,314) (41.9)
14,071 100.0 12,737 100.0 7,912 100.0
Total assets™
ju
At 30 June 2013 At 30 June 2012 At 31 December 2012 8_
US$m % US$m % US$m % §
Retail Banking and Wealth Management . 504,205 19.1 526,069 19.8 536,244 19.9 <
Commercial Banking ...........ccccocevvnenene. 350,503 13.2 351,157 132 363,659 13.5 g
Global Banking and Markets ............cccecevereeneninereeeneenne 1,992,770 75.3 1,905,455 71.8 1,942,470 72.1 %
Global Private Banking ...........cccccoeevvnininiiieeeescneeees 114,883 4.3 119,271 4.5 118,440 4.4 ©
OBRET oottt 176,122 6.7 179,703 6.8 201,741 7.5 ©
Intra-HSBC HeMS .....cvoveviiieiieicieieieieeiee e (493,167)  (18.6) (429,321)  (16.1) (470,016) (17.4) =
2,645,316 100.0 2,652,334 100.0 2,692,538 100.0 g
D
£
Risk-weighted assets
At 30 June 2013 At 30 June 2012 At 31 December 2012
USS$bn % US$bn % US$bn %
Retail Banking and Wealth Management . 243.4 22.0 298.7 25.7 276.6 24.6
Commercial Banking .........c.cocccvevvrennnns . 385.9 34.9 397.8 343 397.0 353 "
Global Banking and Markets ............cccocveverievinerinerieenieenns 429.2 38.9 412.9 35.6 403.1 35.9 5
Global Private Banking .........c.cccoceeveeevnncccinnnecicnennee 21.8 2.0 21.8 1.9 21.7 1.9 ©
OMNET oo 24.5 22 28.7 25 25.5 23 2
()]
1,104.8 100.0 1,159.9 100.0 1,123.9 100.0
Selected items included in profit before tax by global business
Acquisitions, disposals and dilutions*
Half-year to
30 June 30 June 31 December 7
2013 2012 2012 =
USSm US$m US$m £
Retail Banking and Wealth Management . (73) 5,074 488 %
Commercial Banking ...........ccccoevvrunne. .. 2 418 449 N
Global Banking and Markets ..........c.coveeueeinninieieeninieeieiceseeee e 6) 224 269 T
Global Private BANKiNg ............coooorververierierissresesisssssssssssessssssssssssssssssssssssssssenoes = 56 1) °
OBRET .ttt bbbttt st 1,089 133 2,974 =
1,012 5,905 4,179 =
For footnotes, see page 100.
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Global businesses > RBWM

Review of performance

Retail Banking and Wealth Management

RBWM provides banking and wealth
management services for our personal
customers to help them to manage
their finances and protect and build
their financial futures.

Half-year to

30 Jun 30 Jun 31 Dec

2013 2012 2012

US$m US$m US$m

Net interest income ........... 9,310 10,774 9,524
Net fee income 3,586 3,760 3,445
Other income/(expense 393 4,781 1,577
Net operating income™ ... 13,289 19,315 14,546
LICS™ oo (1,768) (3.273) (2,242)
Net operating income ... 11,521 16,042 12,304
Total operating expenses .. (8,451) (10,218) (9,551)
Operating profit .............. 3,070 5,824 2,753
Income from associates™ .. 197 586 412
Profit before tax .............. 3,267 6,410 3,165
RORWA® ... 2.5% 3.9% 2.2%

76%

of profit before tax
from faster-growing regions

Announced 9 new transactions in 2013

Emerging Markets

Asset Manager of the Year
(UK Pension Awards, 2013)

Strategic direction

RBWM provides retail banking and wealth management services
for personal customers in markets where we have, or can build,
the scale to do so cost effectively.

We focus on three growth priorities:

e building a consistent, high standard, customer needs-driven
wealth management service for retail customers drawing on
our Insurance and Asset Management businesses;

e leveraging global expertise to improve customer service and
productivity, to provide a high standard of banking solutions and
service to our customers efficiently; and

o simplifying and re-shaping the RBWM portfolio of businesses
globally, to focus our capital and resources on key markets.

To support these imperatives, we have targeted growth in priority
markets, deepening customer relationships and enhancing
distribution capabilities.

Implementing Global Standards, enhancing risk management

control models and simplifying processes also remain top priorities
for RBWM.

For footnotes, see page 100.

The commentary is on a constant currency basis unless stated
otherwise.
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RBWM reported profit before tax of US$3.3bn
compared with US$6.4bn in the first half of
2012 on both a reported and constant currency
basis. This decrease was driven by the non-
recurrence of the gains on sale of the CRS
business and US branches of US$3.6bn and the
absence of profits from non-strategic businesses
sold or closed in 2012, including our investment
in Ping An.

On an underlying basis, profit before tax
increased by US$2.0bn, driven by lower loan
impairment charges in the US run-off portfolio
which reflected the decline in lending balances,
improvements in housing market conditions
and improved delinquency levels. In addition,
operating expenses declined, driven by lower
customer redress provisions in the UK.

Loss before tax in the US run-off portfolio
decreased, due to lower loan impairment
charges. This was partly offset by higher
operating expenses due to a customer
remediation provision related to our former CRS
business. Revenue reduced, driven by the loss
on sale of the non-real estate portfolio and
insurance business and losses arising from the
early termination of qualifying accounting
hedges, partly offset by favourable movements
in the fair value of non-qualifying hedges in
HSBC Finance of US$263m, compared with
adverse movements of US$217m in the first half
of 2012.

Profit before tax in RBWM excluding the CRS
business and the US run-off portfolio (‘the Rest
of RBWM’) grew by US$44m, mainly driven
by a decrease in operating expenses which
reflected lower customer redress provisions in
the UK and sustainable cost savings resulting
from our organisational effectiveness
programmes and portfolio management
activities. This was partly offset by a significant
decline in our share of profit from associates
following the sale of our investment in Ping An.

Revenue in the Rest of RBWM declined by 6%,
reflecting lower net gains on sale of our non-
strategic operations (most notably the US
branches) and various Insurance manufacturing
businesses, the loss on sale of an HFC Bank UK
secured lending portfolio, and the consequent
reduction in operating revenue. Excluding the
items above, revenue grew by over 2%,
reflecting improved performance in Hong Kong
and Europe.



Analysis of Retail Banking and Wealth Management profit before tax

Half-year to 30 June 2013

Net Interest iNCOME.....c.covrvrurueueiiriririeiereeerreete ettt seseeene
Net fee INCOME/(EXPENSE) ..uveveverirreriereriereieierieereeeeeeeeeeeeseeneas
Other INCOME/(EXPENSE) ....c.euerrrvuereueriirireeiereriereererereeseeeesenenenes

Net operating income™ .................ccc.coooooveevereeeeeereeeeeeeees
LICS™ .oooireveeeienmeseeeseeeessissss s ssesessss

Net operating inCome ..............c.cocevirinieiieiienieiee e
Total Operating EXPENSEes .........coveververeruereruerirreneereeererieseseeeseeneenes

Operating profit/(108s)...........ccccooeoneninenninninecneeneereeee
Income from aSSOCIALES™ ..........vveerveniirreriserieresssensesssessesenens
Profit/(loss) before tax .............cccocooiveiiennineieeeee e
RORWA® s
Half-year to 30 June 2012

Net interest iNCOME.........cceveuviiiiiiieiiieiicccceeeecees

Net fee income/(expense) .
Other INCOME/(EXPENSE) ....vevereerrerereriririreeiereerireeiereseesessesesenenes

Net operating inCOMe/(EXPENSE) .......c.eveveuererureeuererererereerereeerereene
Total Operating EXPEeNSEes .........coueverveveruererieerieerreeereneeseseeneseenenees

Operating profit/(l0Ss) ........ceerererereereerinnieieeeenereeeeeseseeenenes
Income from assOCIAtes™ ............corvverrveerienrienersnsssessssessssenens
Profit/(10sS) BEfOre tax ......cocveviveerieieririeirieieieiereeese e
RORWA® e

Half-year to 31 December 2012

Net Interest iMNCOME .......c.cceviriruevereireririeieieieertreeiereieesesteeereveeens
Net fee iNCOME/(EXPENSE) ...c.covvvueueririereierierireeiereieereeneneneeseene
Other INCOME ........ccuiiiiiiiiiiiiiiccc s

Net operating income/(EXPense)™ ..........coo.oeverrverererererrrererrrrnnes
LICS™ oo

Net operating inCOmMe/(EXPENSE) ....c.veververerverereeerrerierereereeeereenens
Total Operating EXPeNSEes .........coueverveveruererieereeerieeerereereseeeseenenees

Operating Profit/(l0SS) .....ccecvveeeeierirerieereereere e
Income from assOCIates™ .............covvverrveervensreressnsssesssessessnnss
Profit/(10sS) BefOre tax ......coceeeveeereieieieirieieierieeeee e
RORWA® e

e Net interest income in the Rest of RBWM
increased by 1% despite the absence of
US$215m of net interest income relating to
businesses that were disposed of or closed in
2012. The increase from on-going businesses
was driven by improved mortgage spreads and
growth in mortgage balances in Hong Kong and
the UK. In Hong Kong, the increase in net
interest income was also driven by growth in
the insurance debt securities portfolio. Average
deposit balances increased, particularly in the
UK and Hong Kong, though the benefit was
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US CRS US run-off Rest of
RBWM business portfolio RBWM
US$m US$m US$m US$m
9,310 - 1,151 8,159
3,586 - (€)) 3,589
393 — (355) 748
13,289 - 793 12,496
(1,768) — (396) (1,372)
11,521 - 397 11,124
(8,451) — (631) (7,820)
3,070 - (234) 3,304
197 — — 197
3,267 — (234) 3,501
2.5% - 0.5)% 4.5%
10,774 1,267 1,278 8,229
3,760 409 ) 3,360
4,781 3,155 (269) 1,895
19,315 4,831 1,000 13,484
(3,273) (322) (1,577) (1,374)
16,042 4,509 (577) 12,110
(10,218) (593) (384) (9,241)
5,824 3,916 (961) 2,869
586 — — 586
6,410 3,916 (961) 3,455
3.9% 21.1% (1.5)% 4.1%
9,524 - 1,285 8,239
3,445 (14) 42 3,417
1,577 - 69 1,508
14,546 (14) 1,396 13,164
(2,242) — (992) (1,250)
12,304 (14) 404 11,914
(9,551) (136) (719) (8,696)
2,753 (150) (315) 3,218
412 — 2 410
3,165 (150) (313) 3,628
2.2% 3.4% (0.5)% 4.4%

more than offset by deposit spread compression,
particularly in Hong Kong, reflecting the
sustained low interest rate environment.

Net fee income in the Rest of RBWM grew by
8%, primarily due to higher investment product
sales in Hong Kong, mainly in unit trusts and
retail brokerage driven by favourable market
sentiment and strong customer demand, higher
foreign exchange income and higher asset
management fees reflecting growth in average
assets under management in Hong Kong and the
Us.
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Global businesses > RBWM / CMB

Other income in the Rest of RBWM declined by
USS$1.1bn from the portfolio rationalisations and
other items described above. Revenue relating to
the on-going business declined by US$245m
driven by lower insurance revenue reflecting less
favourable movements in the PVIF asset.

LICs in the Rest of RBWM increased by 4%,
driven by Latin America, particularly Mexico,
reflecting the non-recurrence of a provision
release in the first half of 2012, higher lending
balances and a revision to the assumptions used in
our collective assessment models in the first half
of 2013. In Brazil, higher collective provisions
arising on restructured loans as a result of
impairment model changes and assumption
revisions were largely offset by an improvement
in the quality of the portfolio following the
modification of credit strategies in previous
periods to mitigate rising delinquency rates. In
Europe, LICs decreased marginally, mainly in
the UK, partly offset by an increase in Turkey
reflecting higher credit card balances due to
business expansion.

Operating expenses in the Rest of RBWM
decreased by US$1.2bn, mainly as a result of
lower customer redress provisions in the UK of
US$412m compared with US$1.1bn in the first
half of 2012, sustainable cost savings of over
US$150m resulting from organisational
effectiveness programmes, and the disposals
and run-off of businesses in 2012 and 2013. In
addition, we reported an accounting gain of
US$189m relating to changes in delivering
ill-health benefits to certain employees in the
UK. These were partly offset by higher staff
costs in Latin America and Hong Kong due,

in part, to inflationary pressures and higher
premises costs, mainly in Hong Kong.

Share of profit from associates and joint
ventures decreased following the disposal of
our investment in Ping An in December 2012.

Growth priorities

Growth in priority markets

Growth of our Premier franchise is a key
priority. We provide our customers with
exclusive access to an enhanced suite of wealth
management products and HSBC’s global
market intelligence. We are progressing the roll-
out of enhanced Relationship Manager (‘RM”)
coverage to select customers, with a planned
launch in six markets by the end of the year.

Deepen customer relationships

e The new Global Wealth Incentive Plan aims
to improve customer service and deepen client
relationships, measuring all Wealth RMs on
activities that improve customer experience
while reinforcing the requirement for sales
quality and suitability.

e Further growth depends on our ability to deepen
customer relationships and acquire new wealth
management mandates in faster-growing
markets. Wealth management revenue increased
by US$74m, driven by Hong Kong. This
growth was supported by an increase in total
relationship balances, mainly in Hong Kong,
but also in Europe, Rest of Asia-Pacific and
Middle East and North Africa.

Distribution

e Digital distribution is key for the business.
We launched a new mobile banking application
which is currently live in 12 markets and will be
in 26 markets by the end of the year. The RM
Platform, a system that the RMs use to manage
their day to day client relationships, was released
in 11 countries and will be launched in a further
two markets by the end of 2013. The Client
Wealth Dashboard was rolled out in Taiwan,
Singapore and the UAE with another seven
markets expected to follow this year.

Other strategic imperatives

e  We continued to focus on business
transformation in order to improve customer
service and productivity. We are rationalising
our internet banking platforms and continue
to review our product range to simplify and
standardise our offering to optimise customer
choice and increase efficiencies. We recently
completed a customer focused redesign of the
UK mortgage process which is now being rolled
out in mainland China with a planned extension
to other priority markets including France and
Brazil during 2013.

e During the first half of 2013, we continued the

portfolio rationalisation programme, announcing

nine new closures or disposals, including that of

our operations in Panama. We also completed 10

transactions in the period, which resulted in an
overall reduction in RWAs of more than
US$9bn.



Commercial Banking

CMB offers a full range of commercial
financial services and tailored solutions
to over three million customers
ranging from small and medium-

sized enterprises to publicly quoted
companies in more than 60 countries.

Half-year to

30 Jun 30 Jun 31 Dec

2013 2012 2012

US$m US$m US$m

Net interest income ........... 5,050 5,144 5,217
Net fee income 2,337 2,224 2,246
Other income .................... 476 885 835
Net operating income® ... 7,863 8,253 8,298
LICS® oo (1,160) (924) (1,175)
Net operating income ..... 6,703 7,329 7,123
Total operating expenses .. 3,337 (3,736) (3,862)
Operating profit .............. 3,366 3,593 3,261
Income from associates® .. 767 836 845
Profit before tax 4,133 4,429 4,106
RORWA® .o 2.2% 2.3% 2.0%

Double-digit lending growth in
Global Trade and Receivables Finance

Best Transaction Banking House
(Euromoney Awards for Excellence 2013)

Continued strong performance
in Hong Kong with lending growth of

13%

Strategic direction

CMB aims to be the banking partner of choice for international
businesses by building on our rich heritage, international
capabilities and relationships to enable connectivity and support
trade and capital flows around the world, thereby strengthening
our leading position in international business and trade.

We have three growth priorities:

e grow coverage in faster growing markets;

e drive revenue growth through our international network; and
e grow collaboration revenues.

Implementing Global Standards, enhancing risk management
controls models and simplifying processes also remain top
priorities for CMB.

For footnotes, see page 100.

The commentary is on a constant currency basis unless stated
otherwise.
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Review of performance

In the first half of 2013, CMB reported a profit
before tax of US$4.1bn, 7% lower than in the
same period in 2012. On a constant currency
basis, profit before tax decreased by 6%, largely
due to the effect of the disposal of US branches
in 2012 and lower profit from associates
following the reclassification of Industrial Bank
from an associate to a financial investment in
2013.

On an underlying basis, profit before tax
increased by 4% as higher revenues, lower
operating expenses and increased income from
associates were partly offset by higher loan
impairment charges.

Revenue decreased by 3% due to the effect

of business disposals in 2012. Underlying
revenue was 1% higher than in the first half
of 2012. Net interest income increased
marginally as growth in average customer
loans and deposits was largely offset by spread
compression. Revenue also benefited from
collaboration with other global businesses,
particularly with GB&M in Hong Kong, and
increased lending fees.

Management view of revenue

Half-year to
30 Jun 30 Jun 31 Dec
2013 2012 2012

US$m US$m US$m

Global Trade and

Receivables Finance .. 1,459 1,482 1,486

Credit and Lending ........ 3,008 3,057 3,189
Payments and Cash

Management, current
accounts and savings

deposits .....cceceveiriennne 2,579 2,651 2,718
Insurance and

investments . 326 374 353
Other ....ccoovveecvrneenne 491 689 552
Net operating income? ... 7,863 8,253 8,298

Global Trade and Receivables Finance revenue
remained broadly unchanged compared with the
first half of 2012. Despite a slowdown in global
trade growth in the first half of 2013, Global
Trade and Receivables Finance assets continued
to grow strongly, driven by client demand for
export and import lending, notably in Hong
Kong and Rest of Asia-Pacific. However,

the benefit of lending growth was largely offset
by spread compression, particularly in Hong
Kong and Latin America, reflecting competition
and increased liquidity in the markets.
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Global businesses > CMB

Similarly, Credit and Lending revenue remained
broadly unchanged, as higher average balances
were broadly offset by spread compression.
Growth in average lending balances continued,
particularly in our home markets of UK and
Hong Kong, despite the rising number of
corporate bond issuances in the market.

Payments and Cash Management revenue
marginally declined compared with the first half
of 2012. Revenue grew from new mandates and
transaction volumes, supported by our focus on
international customers. This growth was largely
offset by the effect of business disposals in 2012
and a challenging interest rate environment.

The movement in ‘Other’ reflects the gains on
business disposals recorded in the first half of
2012.

LICs increased by 30% compared with the

first half of 2012 as we recorded higher
individually assessed provisions in Latin
America, Europe and North America partly
offset by lower individually assessed provisions
in Rest of Asia-Pacific. In Latin America,
collective impairments also rose mainly due

to impairment model changes and assumption
revisions for restructured loans in our Business
Banking portfolios in Brazil.

Operating expenses declined by 9%, mainly
due to an accounting gain relating to changes
in delivering ill-health benefits in the UK in
the first half of 2013 and the non-recurrence
of charges relating to UK customer redress in
Europe in the first half of 2012. Excluding these
items, costs marginally decreased. In the first
half of 2013, we generated over US$40m

of sustainable savings through process re-
engineering and organisational effectiveness
programmes, allowing us to reinvest in growth
initiatives and the implementation of Global
Standards. Examples of this included
simplifying the cross-border account opening
and credit renewal processes, and moving
customers to the single channel HSBCnet with
the aim of demising 11 local Business Internet
Banking systems by the end of 2013.

Income from associates fell by 9% reflecting the
reclassification of Industrial Bank as a financial
investment and the disposal of our investment
in Ping An. Excluding these, income from
associates rose, driven by balance sheet growth
and increased fee income in BoCom partly
offset by higher operating expenses and a rise

in loan impairment charges.
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Growth priorities

Grow coverage in faster-growing markets

In the first half of 2013, revenues from
faster-growing regions represented 55% of
CMB’s total revenue. CMB’s top 20 markets
contributed over 94% of our profit before tax
in the period, of which 60% was generated
from faster-growing regions.

Drive revenue growth through our international
network

We have been successful in capturing
international revenue growth opportunities.
Overall cross-border revenues grew strongly,
particularly revenues from the overseas
operations of our mainland Chinese corporate
customers. We continue to position HSBC as the
leading international bank for renminbi (‘RMB’)
business completing several high-profile deals
in the first half of 2013.

We extended the International Relationship
Managers’(‘IRM”) programme into Hong Kong
by adding 47 IRMs to focus on high value
international customers, and will be launching
the programme to a number of sites in the second
half of 2013. We also launched an additional
international SME fund in the UK of £5.0bn
(US$7.7bn) to support UK businesses that trade,
or aspire to trade, internationally. Similarly, in
France and Mexico, we launched SME funds of
€1.0bn (US$1.3bn) and MXN13bn (US$1.0bn),
respectively, targeted at international customers.

In Corporate Banking, we have built on the
success of our key hubs strategy to include the
development of industry-focused units that
enable intelligence sharing across our teams and
our international customer base. The number of
Corporate customers who generate revenue in
two or more countries increased compared with
the first half of 2012.

Grow collaboration revenues

Collaboration with global businesses generated
revenue of around US$2bn for the Group, an
increase of 5% compared with the first half

of 2012. We continued to work closely with
GB&M to provide our clients access to relevant
products. This resulted in a rise in gross
revenues of 9% which are shared between the
two global businesses compared with the first
half of 2012 particularly in Foreign Exchange
and in debt capital markets, where gross revenue
almost doubled. For example, in Hong Kong,



the number of deals executed tripled.

Recruitment of around 100 additional full-time
equivalent (‘FTE’) staff is underway to drive
growth in the sale of Global Markets products.
In addition, we have increased the number of
Specialised Finance units within priority
countries to facilitate further collaboration
opportunities with GB&M.

We continued to make Global Trade and
Receivables Finance products increasingly
available to GB&M clients as we established
Key Account Management teams to strengthen
our client coverage. We also expanded our
Commodities and Structured Trade Finance
offering in Latin America and in the Middle East
and North Africa. Our new strategic Supply
Chain Solutions platform was launched in
London and Hong Kong, allowing CMB to
serve global clients in a more consistent way.
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Global businesses > GB&M

Global Banking and Markets

GB&M provides tailored financial
solutions to major government,
corporate and institutional clients
worldwide.

Half-year to

30 Jun 30 Jun 31 Dec

2013 2012 2012

US$m US$m US$m

Net interest income ........... 3,334 3,625 3,335

Net fee income .................. 1,818 1,598 1,731
Net trading income®” ......... 5,606 3,735 1,955
Other income/(expense) .... (96) 1,377 917
Net operating income? ... 10,662 10,335 7,938
LICS™ oo 174) (598) (72)
Net operating income ... 10,488 9,737 7,866
Total operating expenses .. (5,007) (5,073) (4,834)
Operating profit .............. 5,481 4,664 3,032
Income from associates™ ... 242 383 441
Profit before tax .............. 5,723 5,047 3,473
RORWA® oo, 2.8% 2.4% 1.7%

Strong client flows in
Credit and Foreign Exchange

Best Global Emerging

Market Investment Bank
(Euromoney Awards for Excellence, 2013)

Plus Best Overall Primary Debt Provider;
and, for the 3rd consecutive year,

Best Coverage Team
(Euromoney Primary Debt Survey, 2013)

Strategic direction

GB&M continues to pursue its well established ‘emerging
markets-led and financing-focused’ strategy, with the objective
of being a “Top 5’ bank to our priority clients. This strategy has
evolved to include a greater emphasis on connectivity between
the global businesses, and within GB&M, utilising the Group’s
extensive distribution network.

We focus on four growth priorities:

e leveraging our distinctive geographical network which connects
developed and faster-growing regions;

e connecting clients to global growth opportunities;

e continuing to be well positioned in products that will benefit
from global trends; and

e enhancing collaboration with other global businesses to
appropriately service the needs of our international client base.

Implementing Global Standards, enhancing risk management

controls and simplifying processes also remain top priorities for
GB&M.

For footnotes, see page 100.

The commentary is on a constant currency basis unless stated
otherwise.
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Review of performance

e  GB&M reported profit before tax of US$5.7bn,
13% higher than in the first half of 2012. On
a constant currency basis, profit before tax
increased by 15%. This was driven by higher
revenue, including a favourable DVA
(see page 28), and lower impairment charges.

e Revenue rose by 4% with growth in most of our
businesses. Revenue in Credit increased, in part
due to strong demand as clients sought to raise
funding in the capital markets, along with
reserve releases, compared with charges in the
first half of 2012 and revaluation gains in the
legacy portfolio. Foreign Exchange reported
higher revenue as client volumes increased
while our Credit and Lending business within
Financing and Equity Capital Markets benefited
from higher spreads and reduced funding costs
compared with the same period in 2012. As
expected, Balance Sheet Management revenue
declined as proceeds from the sale and maturity
of investments were reinvested at lower
prevailing rates. While our Rates business
reported a resilient performance, particularly in
the first quarter, revenue declined compared
with the first half of 2012 which benefited
from central bank intervention. We reported
favourable fair value movements from own
credit spreads on structured liabilities of US$4m,
compared with reported adverse fair value
movements of US$330m in the comparable
period of 2012.

e LICs decreased by US$414m. Credit risk
provisions declined, driven by net releases on
available-for-sale ABSs in our legacy portfolio
compared with charges in the first half of 2012.
As a result, the available-for-sale ABS reserve
decreased from US$(2.2)bn as reported at
31 December 2012 to US$(2.0)bn at 30 June
2013. The decline in LICs also resulted from
the non-recurrence of impairments on certain
available-for-sale debt securities in Principal
Investments. In addition, loan impairment
charges fell due to lower individually assessed
provisions in Global Banking and in the legacy
Credit loans and receivables portfolio.

e Operating expenses remained broadly
unchanged as reduction in performance-related
costs and an accounting gain of US$81m
relating to changes in delivering employee ill-
health benefits to certain employees in the UK,
were largely offset by higher litigation-related
costs.



Management view of revenue™

Half-year to
30 Jun 30 Jun 31 Dec
2013 2012 2012
USSm US$m US$m
Global Markets™ ............... 5,329 5,314 3,379
Credit .o 670 370 409
Rates oo 1,236 1,805 (34)
Foreign Exchange ......... 1,833 1,733 1,482
Equities ........cccceveuenne. 531 396 283
Securities Services ....... 847 798 825
Asset and Structured
Finance ........cceenee. 212 212 414
Global Banking ................. 2,847 2,583 2,581
Financing and Equity
Capital Markets ........ 1,609 1,356 1,375
Payments and Cash
Management ............. 862 842 838
Other transaction
SETVICES .vevevveneerenene 376 385 368
Balance Sheet
Management ................. 1,680 2,206 1,532
Principal Investments ....... 154 147 (22)
Debit valuation
adjustment ...........ccce.e. 451 - 518
Other® ..o 201 85 (50)
Net operating income? ..... 10,662 10,335 7,938

Balance Sheet Management revenues included a notional tax
credit on income earned from tax-exempt investments of
US$53m in the first half of 2013 (first half of 2012: US$59m;
second half of 2012: US$57m), which is offset above within
‘Other’. The above table reflects the management structure of
GB&M prior to the organisational restructure, effective from
the second half of 2013.

For footnotes, see page 100.

We continue to actively identify savings and
simplify our business model, and delivered a
further US$50m of sustainable savings in the
first half of 2013.

e Income from associates was lower, due to the
reclassification of Industrial Bank as a financial
investment.

e Global Markets reported revenue in excess
of US$5.3bn. Building on the momentum
achieved in 2012, we earned record half-year
revenue from primary market issuances, mainly
reported in Credit, with notable increases in
Europe and Hong Kong. Additionally, trading
revenue increased from strong volumes in our
corporate debt securities portfolio in Europe,
together with revaluation gains on securities
in North America. Legacy credit revenue also
rose as noted above. Equities revenue increased,
reflecting higher equity derivatives income
driven by strong client flows and larger market
share in Asia, favourable fair value movements
on certain assets and minimal fair value
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movements on structured liabilities compared
with adverse fair value movements in the first
half of 2012.

Foreign Exchange income rose due to increased
client volumes which benefited from our
improved electronic pricing and distribution
capabilities, and our continuing collaboration
with CMB. However, the benefit was partly
offset by margin compression as a result of
heightened competition.

As noted above, Rates revenue was lower as the
first half of 2012 benefited from the significant
tightening of spreads on eurozone bonds
following the ECB’s Long-Term Refinancing
Operation. In the current period, a strong first
quarter performance was partly offset in the
second quarter by more volatile market
conditions as a result of expectations that the
scale of government repurchase schemes and
quantitative easing measures may be reduced.

Global Banking revenue increased in most
regions from higher spreads and reduced
funding costs than in the same period last year
in our Credit and Lending business reported
within Financing and Equity Capital Markets.
Average lending balances remained stable
despite some clients seeking funding from debt
capital markets. Event-driven fee income in our
underwriting and project finance businesses also
increased. In addition, we reported gains on sale
of equity positions, compared with losses on
syndicated loans in the comparable period in the
previous year.

Balance Sheet Management revenue declined by
US$494m. Net interest income was adversely
affected by reinvestment at prevailing rates
while gains on the disposal of available-for-sale
debt securities fell, notably in Europe, although
partly offset by higher disposal gains in North
America.

Growth priorities

Leveraging our distinctive geographical network
which connects developed and faster-growing
regions

We continue to leverage our distinctive
international network and business model.

For example, we provided advisory services to
multinational corporates, helping them enhance
their stakes in locally-listed subsidiaries in
India. With operations in around 60 markets
which connect developed and faster-growing
regions, we are competitively positioned to
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Global businesses > GB&M / GPB

service the needs of our multinational clients.

Connecting clients to global growth opportunities

Our product expertise and balance sheet strength
enable us to connect our diversified client base
to global growth opportunities. A number of
recent event-driven transactions and new
mandates demonstrated our ability to deliver
services across the GB&M product suite,
particularly in those areas geared towards
growth opportunities.

Continuing to be well positioned in products that
will benefit from global trends

We have invested with the aim of ensuring

we are well positioned to benefit from global
growth trends. With RMB internationalisation
a key area of focus, we are developing new
capabilities within this growing market. In
Payments and Cash Management, for example,
we implemented an innovative cross-border
RMB payments and collections product. In
addition to reducing foreign exchange exposure,
this provided a centralised approach to

cash management and reduced intra-group
settlement flows between mainland Chinese
subsidiaries and their overseas parent
companies. Our position as a leading
international bank for RMB products and
services was recognised in the 2013 Asiamoney
Offshore RMB services survey which named us
‘Best Provider of Offshore RMB Products and
Services’ for the second consecutive year.
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In debt capital markets, we captured growth in
issuance demand, facilitating a broader and
more diverse source of funding for our
customers. We recognised the transition from
traditional sources of funding towards debt
capital financing, which resulted in us assuming
leading positions in euro, sterling, emerging and
Asia-Pacific (excluding Japan) markets.
Investment in enhancing our product offerings
in e-FX platforms also contributed to a strong
performance in the Euromoney 2013 FX Poll,
with HSBC volumes rising by 11% and our
market share also increasing.

Enhancing collaboration with other global
businesses to appropriately service the needs of
our customers

We continued to enhance our collaborative
efforts with other global business partners to
better meet the needs of our customers across
the Group. The sale of GB&M products to CMB
clients generated gross revenues which are
shared between the two global businesses. These
revenues increased by 9%, compared with the
first half of 2012, particularly within Foreign
Exchange due to strong customer

flows. Revenue from debt capital markets also
increased, mainly in Hong Kong, as the number
of transactions executed for CMB clients tripled.
Revenue in our project and export finance
business also increased.



Global Private Banking

GPB serves high net worth individuals
and families with complex and
international financial needs. We
manage and preserve their wealth while
connecting them to global opportunities.

Half-year to

30 Jun 30 Jun 31 Dec

2013 2012 2012

USS$m US$m US$m

Net interest income ........... 575 672 622
Net fee income ..........c....... 602 625 607
Other income/(expense) ... (26) 344 302
Net operating income? ... 1,151 1,641 1,531
LICS™ oo 14) (4) (23)
Net operating income ... 1,137 1,637 1,508
Total operating expenses .. (1,035) (1,113) (1,030)
Operating profit ............. 102 524 478
Income from associates™ .. 6 3 4
Profit before tax .............. 108 527 482
RORWA® i 1.0% 4.7% 4.4%

Continued progress on repositioning our
business with a focus on priority markets

US$2.8bn

of net new money from intra-group referrals

Best Private Bank in
Hong Kong

(Private Banker International
Greater China Awards)

Strategic direction

GPB aims to build on HSBC’s commercial banking heritage to be
the leading private bank for high net worth business owners.

We have two growth priorities:

e repositioning the business to concentrate on home and priority
markets, particularly onshore, aligned with Group priorities; and

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

Implementing Global Standards, enhancing risk management
controls, tax transparency and simplifying processes also remain
top priorities for GPB.

For footnotes, see page 100.

The commentary is on a constant currency basis unless stated
otherwise.
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Review of performance

e Reported profit before tax of US§108m was
US$419m lower than in the first half of 2012
and US$405m lower on a constant currency
basis.

e On an underlying basis, which excludes the gain
on the sale of our operations in Japan in 2012 of
US$67m and associated operating results, profit
before tax was US$349m lower as a result
of reduced revenue, primarily due to the loss
following the reclassification of our Monaco
business to ‘held for sale’ (see also Note 25
on the Financial Statements) partly offset by
decreased operating expenses.

e Revenue declined by 29%, primarily due to the
loss following reclassification to ‘held for sale’
and the sale of our operations in Japan in the
first half of 2012, as noted above. Net interest
income fell as higher yielding positions matured
and opportunities for reinvestment were limited
by lower prevailing yields. Narrower lending
and deposit spreads coupled with a decline in
average deposit balances contributed to the
fall in net interest income. Brokerage fees
also decreased, reflecting a reduction in client
transaction volumes, in part due to lower
volatility, and fewer large deals.

e Operating expenses decreased by 7%, primarily
due to a managed reduction in average staff
numbers in both front and back office, lower
restructuring and other related cost, reduced
performance costs and the non-recurrence of a
customer redress provision in June 2012. These
factors were partly offset by an operational
risk provision and a provision relating to our
obligations under the UK Rubik agreement, a
bilateral tax agreement between the UK and
Swiss governments. We also delivered further
sustainable savings of approximately US$35m
in the first half of 2013.

Client assets®

Half-year to

30 Jun 30 Jun 31 Dec

2013 2012 2012

US$bn USS$bn US$bn

At beginning of period 398 377 375
Net new money .......... 10) 2) 5)
Value change . 0 4 13
Exchange/other .......... 2) (4) 15
At end of period ......... 386 375 398

For footnote, see page 100.
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Global businesses > GPB / Other

e  C(Client assets, which include funds under

management and cash deposits, have decreased

by US$11.5bn since December 2012 due to
negative net new money and adverse foreign

exchange movements. Negative net new money

was mainly affected by the adoption of new
compliance and tax transparency standards as
well as actions taken to reposition our client
base towards higher net worth relationships.

Negative net new money was also affected by a
large number of client withdrawals, notably in
Switzerland. However, we attracted positive net

new money of US$3.0bn from clients in Asia.

e Our return on assets, defined as the percentage
of revenue to average client assets, was 57bps in

the first half of 2013 compared with 83bps in

the same period in 2012 and 77bps in the second
half of 2012. This was primarily due to the loss
following reclassification to ‘held for sale’ noted
above and the non-recurrence of the gain on the

sale of our operations in Japan in 2012 which
negatively affected the return on assets by
17bps. The fall in net interest income and the
decline in brokerage fees also contributed to
the reduction in our return on assets.

Growth priorities
Repositioning the business

e  The repositioning of GPB that commenced in
2012 has been accelerated, focusing on home
and priority growth markets where wealth
creation is strong and where our Group
presence can be leveraged. On 24 June 2013,
we decided to withdraw from our private
banking activities and private banking-related
fund businesses which are wholly-owned
Luxembourg subsidiaries of HSBC Trinkaus

& Burkhardt AG. Subsequently, on 14 July 2013

we entered into an agreement to sell these
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businesses and the transaction is expected to
complete towards the end of this year. We also
conducted a review of our operations in Monaco
following receipt of unsolicited expressions

of interest in this business. This review was
completed in July and a decision was made

to retain the business.

We have focused on growing domestic private
banking, supplemented with a transparent
international business operating from key
hubs. We have also applied a disciplined client
segmentation approach to focus on high net
worth and ultra-high net worth segments.

Capturing growth opportunities

We have captured growth from collaboration
with other global businesses, and the resulting
referral flows generated net new money of
US$2.8bn, US$0.7bn higher than in the first half
0f 2012. Collaboration with CMB strengthened,
and the framework is being enhanced with a
defined coverage model, and improved reporting
in order to identify further opportunities and
achieve further benefits in the second half of

the year. Opportunities to share products and
platforms with RBWM have been identified,
including digital capabilities, which enable us to
better meet client needs.

We continued to enhance our product offering
to clients through the strengthening of the
Alternatives platform, with five product
launches concluded in the first half of 2013,
comprising two private equity funds, two real
estate club deals and a fund of hedge funds.
We also continued to enhance our front office
systems with the roll-out of Global Vision in
the UK and improvements to Global Client
Relationship Management in the UK and the
US.



Others

‘Other’ contains the results of HSBC's
holding company and financing
operations, central support and functional
costs with associated recoveries,
unallocated investment activities,
centrally held investment companies,
certain property transactions and
movements in fair value of own debt.

Half-year to
30 Jun 30 Jun 31 Dec
2013 2012 2012
US$m US$m US$m
Net interest expense .......... (376) (464) (266)
Net fee income .................. 61 100 94
Net trading expense’’ ........ (169) (205) (332)

Changes in fair value of
long-term debt issued and
related derivatives .......... (1,419) (1,810) (2,517)

Changes in other financial
instruments designated at
fair value .......cocoveeceeeee 957 (465) (671)

Net expense from financial
instruments designated at

fair value .......cocoveeceeee (462) (2,275) (3,188)
Other income .................... 5,096 3,182 5,686
Net operating income? ... 4,150 338 1,994
Total operating expenses .. (3,312) (4,049) (5,320)
Operating profit/(loss) .... 838 (3,711) (3,326)
Income from associates™ .. 2 35 12
Profit/(loss) before tax .... 840 (3,676) (3,314)

For footnotes, see page 100.

The commentary is on a constant currency basis unless stated
otherwise.

Notes

e Reported profit before tax of US$840m
compared with a loss of US$3.7bn in the first
half 0of 2012 on both a reported and a constant
currency basis.

e On an underlying basis, a pre-tax loss of
US$230m compared with the loss of US$1.6bn
in the first half of 2012. This was driven by the
non-recurrence of a provision for US anti-
money laundering, BSA and OFAC
investigations of US$700m in the first half
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0f 2012. In addition, we recognised a net gain
on completion of the disposal of our investment
in Ping An of US$553m together with foreign
exchange gains of US$442m relating to sterling
debt issued by HSBC Holdings.

Net trading expense decreased by 18%. In
addition to the foreign exchange gains noted
above, there were favourable fair value
movements on non-qualifying hedges, notably
in Europe, mainly related to cross-currency
swaps used to economically hedge fixed rate
long-term debt compared with adverse
movements in the first half of 2012. This was
partly offset by adverse fair value movements
of US$682m on the contingent forward sale
contract relating to Ping An.

Net expense from financial instruments
designated at fair value reduced by US$1.8bn.
We reported minimal movements on the fair
value of our own debt, compared with adverse
movements of US$2.2bn in the first half of
2012, notably in Europe and North America.
Excluding this, net expense increased due to
higher adverse fair value movements from
interest and exchange rate ineffectiveness in the
hedging of long-term debt designated at fair
value issued principally by HSBC Holdings and
its European subsidiaries, compared with the
first half of 2012.

Gains less losses from financial investments
increased by US$909m, driven by a gain of
US$1.2bn on disposal of our investment in Ping
An, partly offset by the non-recurrence of gains
from the sale of our shares in two Indian banks
in the first half of 2012.

Other operating income increased by US$1.0bn,
driven by an accounting gain of US$1.1bn
arising from the reclassification of Industrial
Bank as a financial investment following its
issue of additional share capital to third parties.

Operating expenses reduced by US$713m,
mainly from the non-recurrence of the US fines
and penalties, as noted above.
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HSBC HOLDINGS PLC

Interim Management Report (continued)

Global businesses > Analysis // Geographical regions > Summary

Analysis by global business

HSBC profit/(loss) before tax and balance sheet data

Half-year to 30 June 2013
Retail Global
Banking Banking Global Inter-
and Wealth Commercial and Private segment
Management Banking Markets Banking Other elimination® Total
USSm US$m US$m US$m US$m US$m US$m
Profit/(loss) before tax
Net interest income/

(eXpense) .......ccoeeeeeee 9,310 5,050 3,334 575 (376) (74) 17,819
Net fee income .................. 3,586 2,337 1,818 602 61 = 8,404
Trading income/(expense)

excluding net interest

INCOME ...vvvriinanne 275 343 4,577 226 191) = 5,230
Net interest income on

trading activities ........... - 3 1,029 4 22 74 1,132

Net trading income/

(expense)” ......ccoocoeeuee. 275 346 5,606 230 169) 74 6,362
Net income/(expense) from

financial instruments

designated at fair value .. 122 104 961) = (462) = (1,197)
Gains less losses from

financial investments .... 48 6) 597 4 1,213 = 1,856
Dividend income .............. 11 8 65 6 17 = 107
Net earned insurance

PIeMiums ......ccovverervenenns 5,469 748 3 6 = = 6,226
Other operating income/

(25315 111) R 92) 19) 201 (267) 3,866 (2,743) 946
Total operating income .. 18,729 8,568 10,663 1,156 4,150 (2,743) 40,523
Net insurance claims® ...... (5,440) (705) ) 5) - — (6,151)
Net operating income® ... 13,289 7,863 10,662 1,151 4,150 (2,743) 34,372

Loan impairment charges
and other credit risk

PrOViISiONS ....cccveveveucenne (1,768) (1,160) (174) (14) = = (3,116)
Net operating income ..... 11,521 6,703 10,488 1,137 4,150 (2,743) 31,256
Employee expenses™ ........ (2,651) (1,163) (1,882) 381) (3,419) — (9,496)
Other operating income/

(eXpenses) .....cooveeveeeees (5,800) 2,174) 3,125) (654) 107 2,743 (8,903)
Total operating expenses .. (8,451) 3,337) (5,007) (1,035) 3,312) 2,743 (18,399)
Operating profit .............. 3,070 3,366 5,481 102 838 = 12,857
Share of profit in associates

and joint ventures ......... 197 767 242 6 2 = 1,214
Profit before tax .............. 3,267 4,133 5,723 108 840 = 14,071

% % % % % %
Share of HSBC'’s profit

before tax ......ccccceeenerennne 23.2 29.4 40.7 0.8 5.9 100.0

Cost efficiency ratio ......... 63.6 42.4 47.0 89.9 79.8 53.5

Balance sheet data™

US$m US$m US$m USSm US$m US$m

Loans and advances to
customers (net) ............. 362,836 288,842 276,181 39,161 2,362 969,382
Total assets ........cooevervennnns 501,516 349,804 1,922,547 103,503 168,674 (400,728) 2,645,316
Customer accounts ............ 547,140 327,612 347,716 92,360 1,354 1,316,182
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Profit/(loss) before tax

Net interest income/
(EXPENSE) ..vovveuerrnnnne

Net fee income ..................

Trading income/(expense)
excluding net interest
JTTT0) 11 S

Net interest income on
trading activities ...........

Net trading income/
(expense)’ .....ccooveenn.
Net income/(expense) from
financial instruments
designated at fair value ..
Gains less losses from
financial investments ....
Dividend income ..............
Net earned insurance
PIemiums ........cccceenee
Gains on disposal of US
branch network, US
cards business and
Ping AN ..oovvveveieieene
Other operating income ...

Total operating income .....
Net insurance claims® ......
Net operating income™ .....

Loan impairment charges
and other credit risk
Provisions .........c.c.c.....

Net operating income .......

Employee expenses® ........
Other operating income/
(EXpenses) .......ceceveeuennes
Total operating expenses ..
Operating profit/(loss) ......

Share of profit in associates
and joint ventures .........

Profit/(loss) before tax ......

Share of HSBC'’s profit
before taX .......ccccceevenenee
Cost efficiency ratio .........

Balance sheet data™

Loans and advances to
customers (net) .............

Total assets ......ccceverveenene

Customer accounts ............

Half-year to 30 June 2012

Retail Global
Banking Banking Global Inter-
and Wealth ~ Commercial and Private segment
Management Banking Markets Banking Other?  elimination® Total
US$m US$m US$m US$m US$m US$m US$m
10,774 5,144 3,625 672 (464) 375) 19,376
3,760 2,224 1,598 625 100 - 8,307
20 315 2,785 254 (240) - 3,134
14 6 950 5 35 375 1,385
34 321 3,735 259 (205) 375 4,519
519 72 501 - (2,275) - (1,183)
20 2 700 “) 305 - 1,023
13 10 55 4 21 - 103
5,792 882 17 9 “ - 6,696
3,597 212 - - - - 3,809
738 208 117 84 2,860 (2,985) 1,022
25,247 9,075 10,348 1,649 338 (2,985) 43,672
(5,932) (822) (13) 8) - - (6,775)
19,315 8,253 10,335 1,641 338 (2,985) 36,897
(3,273) (924) (598) 4 - - (4,799)
16,042 7,329 9,737 1,637 338 (2,985) 32,098
(2,944) (1,106) (2,181) 617) (4,057) - (10,905)
(7,274) (2,630) (2,892) (496) 8 2,985 (10,299)
(10,218) (3,736) (5,073) (1,113) (4,049) 2,985 (21,204)
5,824 3,593 4,664 524 3,711) - 10,894
586 836 383 3 35 - 1,843
6,410 4,429 5,047 527 (3,676) — 12,737
% % % % % %
50.3 34.8 39.6 4.1 (28.8) 100.0
52.9 453 49.1 67.8 - 57.5
US$m US$m US$m US$m US$m US$m
363,353 272,817 290,749 44,018 4,048 974,985
526,069 351,157 1,905,455 119,271 179,703 (429,321) 2,652,334
531,782 317,077 316,219 109,101 4,310 1,278,489
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Global businesses > Analysis // Geographical regions > Summary

HSBC profit/(loss) before tax and balance sheet data (continued)

Half-year to 31 December 2012

Retail Global
Banking Banking Global Inter-
and Wealth ~ Commercial and Private segment
Management Banking Markets Banking Other®  elimination® Total
US$m US$m US$m US$m US$m US$m US$m
Profit before tax
Net interest income/

(EXPENSE) evevevreerrerannne 9,524 5,217 3,335 622 (266) (136) 18,296
Net fee income .................. 3,445 2,246 1,731 607 94 - 8,123
Trading income/(expense)

excluding net interest

INCOME .o 256 302 803 222 (309) - 1,274
Net interest income/

(expense) on trading

ACHIVILIES .ovvvveveeeeiiiieee 14 10 1,152 9 (23) 136 1,298
Net trading income/

(expense)” ......cooocerruen. 270 312 1,955 231 (332) 136 2,572
Net income/(expense)

from financial

instruments designated

at fair value ........coeeeeee 1,374 178 593 - (3,188) - (1,043)
Gains less losses from

financial investments .... 76 20 30 1 39 - 166
Dividend income .............. 11 8 93 2 4 - 118
Net earned insurance

Premiums .........cocceeeneee 5,399 904 8 33 4 - 6,348
Gains on disposal of US

branch network, US

cards business and

Ping AN ...ooceeeiniieiee 138 65 - - 3,012 - 3,215
Other operating income .... 734 328 196 67 2,627 (2,874) 1,078
Total operating income ..... 20,971 9,278 7,941 1,563 1,994 (2,874) 38,873
Net insurance claims® ...... (6,425) (980) (3) (32) - - (7,440)
Net operating income™ ..... 14,546 8,298 7,938 1,531 1,994 (2,874) 31,433
Loan impairment charges

and other credit risk

PIOVISIONS ...ocvveereririnnne (2,242) (1,175) (72) (23) — — (3,512)
Net operating income ....... 12,304 7,123 7,866 1,508 1,994 (2,874) 27,921
Employee expenses® ........ (2,588) (1,141) (1,583) (298) (3,976) - (9,586)
Other operating expenses . (6,963) (2,721) (3,251) (732) (1,344) 2874 (12,137)
Total operating expenses ... (9,551) (3,862) (4,834) (1,030) (5,320) 2,874 (21,723)
Operating profit/(loss) ...... 2,753 3,261 3,032 478 (3,326) - 6,198
Share of profit in associates

and joint ventures ......... 412 845 441 4 12 — 1,714
Profit/(loss) before tax ...... 3,165 4,106 3,473 482 (3,314) — 7,912

% % % % % %
Share of HSBC'’s profit

before tax ......ccccceeeeencne 40.0 51.9 439 6.1 (41.9) 100.0
Cost efficiency ratio ......... 65.7 46.5 60.9 67.3 266.8 69.1
Balance sheet data™

US$m US$m US$m US$m US$m US$m
Loans and advances to

customers (net) ............. 378,040 288,033 283,842 45,213 2,495 997,623
Total assets .......cccoveeveueucne 536,244 363,659 1,942,470 118,440 201,741 (470,016) 2,692,538
Customer accounts ............ 562,151 338,405 332,115 105,772 1,571 1,340,014

For footnotes, see page 100.
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Geographical regions

Page Tables Page
SUMMATY .o 61 Profit/(10Ss) BEfOre tAX ........cceeeeneeereeereieeieeieeeeeeeeeeeenes 61
TOLAL ASSOLS ..t 62
RiSk-Weighted GSSeLS .........ocoouveoieeieieieeieeseeeeeeeeeeene 62
Selected items included in profit before tax by geographical Fair value movements arising from changes in own credit
TEZIOM ettt ettt 62 SPFCAMS ...t 62
Acquisitions, disposals and dilutions .....................ccccccceuee... 62
EUTOPe ..o 63
Economic background ..........cccoeeeeninniieciieeeee 63
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HONG KON ... 69
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Review of performance ..........c.occccceceveeerueecuccrenncncccnnnnnn 69  Profit/(loss) before tax by global business ............................ 70
Profit/(loss) before tax and balance sheet data .................... 71
Rest of Asia-Pacific ... 74
Economic background .........cooeeeirnniiieeininneeceeee 74
Review of performance ..........c.occcececeveeenueecuccrenneencucennnnnn 75  Profit/(loss) before tax by country within global business ... 75
Profit/(loss) before tax and balance sheet data .................... 77
Middle East and North Africa ..............ccccccoeennnnnee. 80
Economic background .........ccoeeeirnniiecininnneeceen 80
Review of performance ..........c.cccceeeeveeerieecuccrinneenccennnnnn 80  Profit/(loss) before tax by country within global business ... 81
Profit/(loss) before tax and balance sheet data .................... 83
North AmMerica ..o 86
Economic background .........ccoeeeivinnieicninnneeceen 86
Review of performance ..........c.ccccececeveeeeivecuccrenneencucennnnnn 86  Profit/(loss) before tax by country within global business ... 87
Profit/(loss) before tax and balance sheet data .................... 90
Latin AMerica ..o 93
Economic background .........ccoeeeernnineeininnneecene 93
Review of performance ..........c.occceceveveeeeieecccnenneencucennnnnn 93  Profit/(loss) before tax by country within global business ... 94
Profit/(loss) before tax and balance sheet data .................... 96
Summa ry expenses include intra-HSBC items of US$1,591m
(first half of 2012: US$1,630m; second half of 2012:
In the analysis of profit and loss by geographical US$1,728m).
region that follows, operating income and operating
Profit/(loss) before tax
Half-year to
30 June 2013 30 June 2012 31 December 2012
US$m % US$m % US$m %
EUIOPE .o 2,768 19.7 (667) (5.2) (2,747) (34.7)
Hong Kong ....cccueeeeeuveieceneeneieneerceeeeaes 4,205 29.9 3,761 29.5 3,821 483
Rest of Asia-Pacific ........ccovevvneerneervenccnnenns 5,057 35.9 4,372 34.3 6,076 76.8
Middle East and North Africa . 909 6.5 772 6.1 578 7.3
North America .... 666 4.7 3,354 26.3 (1,055) (13.3)
Latin AMETiCa .c..c.evvveueeeeerrieieereeeireeienreeneenes 466 3.3 1,145 9.0 1,239 15.6
14,071 100.0 12,737 100.0 7,912 100.0
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Geographical regions > Summary / Europe

Total assets>

At 30 June 2013 At 30 June 2012 At 31 December 2012
US$m % US$m % US$m %

Europe ....... 1,365,534 51.6 1,375,553 51.9 1,389,240 51.6
Hong Kong 528,712 20.0 486,608 18.3 518,334 19.3
Rest of Asia-Pacific ......cccccevveveveviieeieeienne, 325,271 12.3 334,978 12.6 342,269 12.7
Middle East and North Africa ..........cccceevnenn. 63,292 2.4 62,881 2.4 62,605 2.3
North AmMerica ......c.ccocveveeeeieerieerieieeieieenns 473,218 17.9 500,590 18.9 490,247 18.2
Latin AMETICA ...c.ooveeveeeeeeeeeeeeeeeceeeeeee s 123,032 4.7 138,968 5.2 131,277 4.9
Intra-HSBC items .......cccoeevvevieeeriicicieeeieee. (233,743) (8.9) (247,244) 9.3) (241,434) 9.0)

2,645,316 100.0 2,652,334 100.0 2,692,538 100.0
For footnote, see page 100.
Risk-weighted assets®

At 30 June 2013 At 30 June 2012 At 31 December 2012

USS$bn % US$bn % US$bn %

TOtAl oo 1,104.8 1,159.9 1,123.9
BUTOPE vt 305.4 27.4 329.5 27.9 314.7 27.6
Hong Kong ......cooeivireeeineeeeceeeee 128.1 11.5 108.0 9.1 111.9 9.8
Rest of Asia-Pacific .......cccovevrieiniecinieiienen 285.0 25.5 303.2 25.7 302.2 26.4
Middle East and North Africa . 64.2 5.8 63.0 53 62.2 54
North America .........c........... 236.4 21.1 279.2 23.6 253.0 222
Latin AMErica ......cceeveverieeirieriieeeieseieeeeenes 96.7 8.7 99.8 8.4 97.9 8.6

For footnote, see page 100.

Selected items included in profit before tax by geographical region

Fair value movements arising from changes in own credit spreads™

Half-year to

30 June 30 June 31 December

2013 2012 2012

US$m US$m US$m
BUIOPE ettt bbbttt 3 (1,605) (2,505)
ReSt Of ASIA-PACITIC ..vveveuieiiieeicieieieieteeeee ettt 1 2) (1)
Middle East and NoOrth AfTica ......cccccveireirieiineiieeceeeeeee e ) 4) ®)
NOTth AMETICA ...ttt (22) (559) (531)
(19) (2,170) (3,045)

Acquisitions, disposals and dilutions™
Half-year to

30 June 30 June 31 December

2013 2012 2012

US$m US$m US$m
BUTOPE ettt ettt sttt ettt sttt ettt ettt be e s nnas (11) - 3)
HONE KONE ettt ettt - 28 392
Rest of Asia-Pacific .......... 1,116 1,025 3,639
Middle East and North Africa . - 27 (45)
North America .........cccooueneee. . (120) 4,678 183
Latin AIMETICA ..o.veueieniiiiiieieeie ettt bbb 27 147 13
1,012 5,905 4,179

For footnotes, see page 100.
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Europe Economic background

Our principal banking operations in Europe are The UK economy recovered tentatively, with real

HSBC Bank plc in the UK, HSBC France, HSBC Gross Domestic Product (‘GDP’) growing by 0.3%

Bank A.S. in Turkey, HSBC Bank Malta p.l.c., in the first quarter of 2013 and 0.6% in the second 2
HSBC Private Bank (Suisse) SA and HSBC quarter. The labour market was resilient and -°;’
Trinkaus & Burkhardt AG. Through these employment reached new highs, while §
operations we provide a wide range of banking, unemployment was 7.8% in the three months to @)
treasury and financial services to personal, May, down from 7.9% in the previous quarter.

commercial and corporate customers across Consumer Price Index (‘CPI’) inflation increased

Europe. slightly from 2.7% in December 2012 to 2.9% in

June 2013, driven by higher transport and food costs.
The Bank of England left its key interest rate of

Half-year to 0.5% and its stock of asset purchases at £375bn g
30Jun 30Jun  31Dec (US$560bn) unchanged. i
Uzsqsllz Uzs(;;fl Ué%ﬁ Eurozone GDP shrank by 0.2% in the first é
) . quarter of 2013, the sixth consecutive quarter of o
Net interest income .......... 5,250 5,073 5,321 . . . o
Net fee income ... 2.969 3,023 3146 contra.ctlon, despite a bounce in German consumer ©
Net trading income .......... 4,339 1,851 856 spending of 0.8%. Unemployment rose from 11.9% g
Other eXpense .................. (1,084) (280) (1,382) in December 2012 to 12.1% in June 2013. Exports c
Net operating income? .. 11,474 9.667 7.941 continued to fall, though there were signs of s
5 stabilisation in the second quarter even in the c
LICS™ e 346 _ (L037)  (384) periphery. With inflation falling from 2.5% in 2012 -
Net operating income ... 10,628 8,630 7,057 to 1.6% in the first half of 2013, the squeeze on real
Total operating expenses . (7,862) (9,289) (9,806) wages started to abate. In view of the weakness in
Operating profit/(loss) ... 2,766 (659) (2,749) economic activity and slowing inflation, the ECB
cut the refi rate by 0.25% to a record low of 0.5%
Income/ (exlzse nse) from in May. Helped by the ECB’s commitment to 2
associates™ ........ceveennne. 2 (8) 2 O )
buy unlimited amounts of government bonds, i3]
Profit/(loss) before tax ... 2,768 (667) (2,747) government bond spreads in the periphery continued =
Cost efficiency ratio ........ 68.5 96.1% 123.5% to narrow until late April, with only a very short- .
RORWA® oo 1.8% (0.4%) (1.7%) lived effect from the Italian election result and the
Period-end staff numbers .~ 69,599 73,143 70,061 Cyprus refinancing deal. In May and June market
interest rates rose following the US Federal
Reserve’s suggestion that it may soon start to taper
Launched two international SME funds: off its asset purchase programme.
£5bn in the UK . 3
€1bn in France Review of performance g
Our European operations reported a profit before E
tax of US$2.8bn in the first half of 2013, compared %
Winner of ‘Best Bank Mortgage Provider’ with a loss of US$667m in the first half of 2012 =
Award (5" year running) (US$648m on a constant currency basis). On an °
(Moneyfacts Awards, 2013) underlying basis, profit before tax increased E
by US$1.8bn due to significantly lower operating -
expenses driven by a decrease in charges relating
Over US$340m to customer redress programmes; higher GB&M
of sustainable cost savings revenue, which included a favourable DVA on
in the first half of 2013 derivative contracts; and a decline in LICs. <
In RBWM, we supported the UK housing g
market during the first half of 2013, approving 5
£7.1bn (US$11.0bn) of new mortgage lending to I=
over 68,000 customers. This included £2.0bn ©
For footnotes, see page 100. (US$3.1bn) to over 16,000 first time buyers. The E;
loan-to-value ratio on new lending was 59% %
<
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Geographical regions > Europe

Profit/(loss) before tax by country within global businesses

Retail Global
Banking Banking Global
and Wealth Commercial and Private
Management Banking Markets Banking Other Total
US$m USSm US$Sm US$m US$Sm US$Sm
Half-year to 30 June 2013
UK e 804 894 1,047 132 (657) 2,220
France® ... 130 135 302 = (78) 489
Germany . . 15 31 45 21 6) 106
Malta ....coooviiiiiii 22 29 19 = = 70
= 1 1 42) = (40)
(18) 31 72 = @ 84
3 35) 82 (225) 14 (161)
956 1,086 1,568 (114) (728) 2,768
Half-year to 30 June 2012
UK ot (166) 521 357 108 (2,437) (1,617)
France® .. 29 114 330 5) (175) 293
Germany . . 16 28 153 15 (28) 184
Malta ........... . 21 32 16 - - 69
Switzerland . - - - 66 - 66
TUIKEY ..o 5 43 50 - - 98
Other ..ooviiiiiccciee s 3 36 137 52 12 240
(92) 774 1,043 236 (2,628) (667)
Half-year to 31 December 2012
UK e 509 311 (468) 127 (3,918) (3,439)
106 89 184 6) (88) 285
13 36 130 25 44 160
18 20 15 - - 53
- 2 1 67 - 70
37) 28 54 - 46
® (52) 27 50 61 78
601 434 (57) 263 (3,988) (2,747)

For footnote, see page 100.

compared with an average of 51% for the total
mortgage portfolio.

In CMB, we launched two International SME
funds in the UK and France of £5.0bn (US$7.6bn)
and €1.0bn (US$1.3bn), respectively, supporting
businesses that trade, or aspire to trade, internationally.
We approved lending of £2.4bn (US$3.7bn) in the
UK including the renewal of overdraft and other
lending facilities, and €0.7bn (US$0.9bn) in France in
the first half of 2013.

In GB&M, our Payments and Cash Management
and Foreign Exchange businesses launched ‘Global
Disbursements’ and ‘FlexRate Payway’ in the first
half of 2013, providing our clients with the ability to
make multi-currency payments more efficiently with
foreign exchange rates guaranteed for an agreed
period. In Credit, primary issuances increased,
reflecting demand for financing from debt capital
markets, resulting in leading positions and increased
market share in both the euro and sterling markets.

The following commentary is on a constant
currency basis.

Net interest income increased by 5%, driven by
higher residential mortgage balances due to

competitive offers in RBWM in the UK and, to a
lesser extent, in France, together with improved
lending spreads in the UK reflecting higher spreads
on new business. Customer account balances also
increased, although the benefit was largely offset by
deposit spread compression in the low interest rate
environment. In Balance Sheet Management, net
interest income was higher, reflecting portfolio
growth as deposit balances rose and reduced funding
costs. CMB net interest income grew, mainly in the

UK, driven by growth in average lending and deposit
balances, coupled with higher new business spreads.
These factors were partly offset by a decline in GPB
as higher yielding positions matured and
opportunities for reinvestment were limited by lower
prevailing yields. Narrower lending and deposit
spreads also contributed to the fall in GPB net
interest income.

Net fee income decreased by US$30m, mainly in
RBWM due to higher fees paid under partnership
agreements, coupled with lower brokerage fees in
GPB due to a reduction in client transaction
volumes, in part reflecting lower market volatility
and fewer large deals. These were partly offset by a
rise in lending fees in CMB in the UK and higher
primary market issuance fees in GB&M.



Net trading income increased by US$2.5bn to
US$4.3bn. This was driven by favourable foreign
exchange movements on assets held as economic
hedges of foreign currency debt designated at fair
value compared with adverse movements in the first
half of 2012, together with a favourable DVA on
derivative contracts (see page 28), a foreign
exchange gain on sterling debt issued by HSBC
Holdings and favourable fair value movements on
non-qualifying hedges which compared with adverse
movements in the first half of 2012. In addition,
Foreign Exchange income rose due to increased
transaction volumes which benefited from improved
electronic pricing and distribution capabilities,
although the rise was offset in part by margin
compression. These factors were partly offset by
lower Rates revenue as the first half of 2012
benefited from tightening spreads following the
ECB’s announcement of the Long-Term Refinancing
Operation. In the current period, a strong first quarter
performance was partly offset in the second quarter
by more volatile market conditions. Lower adverse
fair value movements from own credit spreads on
structured liabilities partly offset this decline.

Net expense from financial instruments
designated at fair value was broadly in line with
the first half of 2012. We reported minimal
movements on the fair value of our own debt,
compared with adverse movements of US$1.6bn in
the first half of 2012. Excluding this, net expense
of US$1.0bn in the first half of 2013 compared
with net income of US$662m in the first half of
2012. This decline was largely driven by adverse
foreign exchange movements on foreign currency
debt compared with favourable movements in the
first half of 2012, with the offset reported in ‘Net
trading income’. In addition, there were higher
adverse fair value movements from interest and
exchange rate ineffectiveness in the hedging of long-
term debt issued principally by HSBC Holdings and
its European subsidiaries, compared with the first
half of 2012. These were partly offset by higher net
investment gains recognised on the fair value of
assets held to meet liabilities under insurance and
investment contracts than in the first half of 2012
as market conditions improved.

Gains less losses from financial investments
decreased by US$68m as we reported lower gains on
the disposal of available-for-sale debt securities in
Balance Sheet Management, mainly in the UK. This
was partly offset by higher gains on disposal of
equity securities in Principal Investments in GB&M.

Net earned insurance premiums decreased by
7%, mainly in RBWM in France reflecting lower
sales following the run-off of business from

independent financial advisor channels in the
first half of 2013.

Other operating income decreased by US$534m
due to a loss recognised in GPB following the
reclassification of our Monaco business to ‘held for
sale’ (see also Note 25 on the Financial Statements),
coupled with a loss on sale of an HFC Bank UK
secured loan portfolio in RBWM.

Net insurance claims incurred and movement
in liabilities to policyholders increased by 3%,
driven by net investment gains on the fair value of
the assets held to support policyholder contracts in
the first half of 2013. This was partly offset by lower
reserves established for new business, reflecting the
decline in net premium income in France.

LICs decreased by 17% to US$846m. GB&M
reported lower credit risk provisions in the UK
following net releases on available-for-sale ABSs,
compared with charges in the first half of 2012. This
was partly offset by higher individually assessed
provisions in CMB on a small number of customers
in the UK, and due to the challenging economic
conditions in Spain.

Operating expenses decreased by 14%, driven
by lower charges relating to UK customer redress
programmes. We reported charges of US$412m in
the first half of 2013, which included US$367m for
the possible mis-selling of PPI policies in previous
years. This compared with a charge of US$1.3bn in
the first half of 2012, which included US$1.0bn, and
US$230m (US$237m as reported), for the possible
mis-selling of PPI policies and interest rate
protection products, respectively. We also benefited
from sustainable costs savings of over US$340m
due to organisational effectiveness programmes that
commenced in 2011, lower restructuring costs, and a
decline in performance costs, notably in GB&M. In
addition, we reported an accounting gain of
US$430m relating to changes in delivering ill-health
benefits to certain employees in the UK, (see
page 34 and see Note 5 on the Financial Statements).
These factors were partly offset by higher litigation-
related charges in GB&M and an operational risk
provision in GPB.

Operating expenses in Europe
Half-year to

30 Jun 30 Jun 31 Dec
2013 2012 2012
US$m US$m US$m

HSBC Holdings ................. 612 510 1,553
UK e 4,760 6,195 5,798
Continental Europe 2,625 2,656 2,581
Intra-region eliminations ... (135) (72) (126)
Total operating expenses ... 7,862 9,289 9,806
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Geographical regions > Europe

Profit/(loss) before tax and balance sheet data — Europe

Half-year to 30 June 2013
Retail Global
Banking Banking Global Inter-
and Wealth Commercial and Private segment
Management Banking Markets Banking Other elimination® Total
US$m US$m US$m US$m US$m US$m US$m
Profit/(loss) before tax
Net interest income/(expense)...... 2,751 1,638 799 357 (310) 15 5,250
Net fee income/(expense)............. 1,246 844 489 397 (@) - 2,969
Trading income excluding net
interest iNCOME ........ccecvvvenenene 102 26 2,958 108 538 - 3,732
Net interest income on trading
ACTIVILIES v 3 7 594 4 14 (15) 607
Net trading income®” .................... 105 33 3,552 112 552 a5s) 4,339

Changes in fair value of
long-term debt issued
and related derivatives ............. - - - - (1,347) - (1,347)

Net income/(expense) from
other financial instruments
designated at fair value ............ 296 103 (965) — 964 — 398

Net income/(expense) from
financial instruments

designated at fair value ............ 296 103 (965) - (383) - (949)
Gains less losses from financial

INVEStMENLS .veevveneeieieeeeeiienenns 43 (@) 332 3 2 - 373
Dividend income ........cccccevvrueneene. 2 1 32 4 1 - 40
Net earned insurance premiums .. 1,519 222 - 6 @ - 1,746
Other operating income/

(EXPENSE) eevvvveeniiererencceaene (149) (21) (11) (274) 343 62 (50)
Total operating income ............. 5,813 2,813 4,228 605 197 62 13,718
Net insurance claims® ............... (1,958) (281) - ®) - - (2,244)
Net operating income? .............. 3,855 2,532 4,228 600 197 62 11,474

Loan impairment charges
and other credit risk

PIOVISIONS .eeevveeinceeirieieieneaens (169) (498) (166) (13) - - (846)
Net operating income ................ 3,686 2,034 4,062 587 197 62 10,628
Operating eXpenses ............coee.... (2,731) (950) (2,493) (700) (926) (62) (7,862)
Operating profit/(loss) ............... 955 1,084 1,569 (113) (729) - 2,766
Share of profit/(loss) in associates

and joint ventures ........c.c.c....... 1 2 [€)) [€)) 1 — 2
Profit/(loss) before tax ............... 956 1,086 1,568 (114) (728) - 2,768

% % % % % Y%
Share of HSBC’s profit

before tax ......c.occceeeeerreiecenne 6.8 7.7 11.1 (0.8) 5.2) 19.7
Cost efficiency ratio ... 70.8 37.5 59.0 116.7 470.1 68.5
Balance sheet data™

US$m US$m US$m US$m US$m US$m
Loans and advances to

customers (net) ... 161,966 100,117 147,463 23,095 795 433,436
Total assets ............. . 220,259 115,819 1,091,624 74,917 70,010 (207,095) 1,365,534
Customer accounts ...........c.coce..... 187,725 121,334 199,750 45,950 890 555,649
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Half-year to 30 June 2012

Retail Global
Banking Banking Global Inter-
and Wealth ~ Commercial and Private segment %
Management Banking Markets Banking Other  elimination® Total E
US$m US$m US$m US$m US$m US$m US$m g
Profit/(loss) before tax ©
Net interest income/(expense) ..... 2,643 1,607 750 428 (345) (10) 5,073
Net fee income .........ccoeevveeveenenns 1,317 809 421 431 45 - 3,023
Trading income/(expense)
excluding net interest income . 27 12 1,126 113 (197) - 1,081
Net interest income on trading
ACHIVILIES ..o 3 5 729 5 18 10 770
Net trading income/(expense)”’ ... 30 17 1,855 118 (179) 10 1,851

Changes in fair value of
long-term debt issued
and related derivatives ............. - - - - (1,165) - (1,165)

Net income/(expense) from
other financial instruments
designated at fair value ............ 194 36 488 - (489) - 229

Net income/(expense) from
financial instruments designated
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at fair value .......cccooeveveeineennns 194 36 488 - (1,654) - (936)
Gains less losses from financial
INVEStMENtS .....ccvevveveeereerrenienens 5 [€))] 449 “) - - 449
Dividend income ........cooeueenennne 1 1 37 3 1 - 43
Net earned insurance premiums .. 1,647 208 - 9 4) - 1,860
Other operating income ............... 29 30 13 5 346 45 468 »
Total operating income/ %
(EXPENSE) -ervvvvineereeieieieeeieane 5,866 2,707 4,013 990 (1,790) 45 11,831 o
Net insurance claims® ................ (1,933) (223) - (8) - - (2,164) =
Net operating income/
(eXPense) .......ovveeverrerrnenan 3,933 2,484 4,013 982 (1,790) 45 9,667
Loan impairment charges
and other credit risk
PrOVISIONS ..ovvevevvevenieieienisienenen (187) (412) (431) (7) - - (1,037)
Net operating income/ %)
(EXPENSE) evvvvvereirieieieinirieane 3,746 2,072 3,582 975 (1,790) 45 8,630 =
Operating eXpenses ..........c.c.e.e.... (3,840) (1,297) (2,531) (738) (838) (45) (9,289) GE)
et
Operating profit/(10ss) .......c.cce... 94) 775 1,051 237 (2,628) - (659) g
Share of profit/(loss) in associates ©
and joint ventures ..........c......... 2 (€8] ®) (1) - - ®) 2
©
Profit/(loss) before tax ................. (92) 774 1,043 236 (2,628) - (667) IE
% % % % % %
Share of HSBC'’s profit
before tax ....coccceeeeererieieieeeene (0.7) 6.1 8.2 1.9 (20.7) (5.2)
Cost efficiency ratio ................... 97.6 52.2 63.1 75.2 (46.8) 96.1
c
o
Balance sheet data™ =
US$m US$m US$m US$m US$m US$m =
Loans and advances to o
customers (Net) .......coceceeereruruene 157,336 101,709 156,290 29,390 720 445,445 E
Total aSSets .....cveveeerervrvererccrcnnen 224,545 129,330 1,013,553 78,814 58,641 (129,330) 1,375,553 =
Customer accounts ....................... 181,540 116,308 171,280 59,512 889 529,529 S
=
©
<
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Geographical regions > Europe / Hong Kong

Profit/(loss) before tax and balance sheet data — Europe (continued)

Half-year to 31 December 2012

Retail Global
Banking Banking Global Inter-
and Wealth ~ Commercial and Private segment
Management Banking Markets Banking Other  elimination® Total
US$m US$m US$m US$m US$m US$m US$m
Profit/(loss) before tax
Net interest income/

(EXPENSE) evveveneiieinene 2,794 1,621 659 392 (198) 53 5,321
Net fee income/(expense) . 1,305 849 611 417 (36) - 3,146
Trading income/(expense)

excluding net interest

INCOME ..o 40 14 (278) 103 222 - 101
Net interest income on

trading activities ........... 4 9 771 9 15 (53) 755
Net trading income™ ........ 44 23 493 112 237 (53) 856

Changes in fair value of
long-term debt issued
and related derivatives .. - - - - (1,926) - (1,926)

Net income/(expense)
from other financial
instruments designated
at fair value ................... 576 103 585 - (617) - 647

Net income/(expense) from
financial instruments

designated at fair value.. 576 103 585 - (2,543) - (1,279)
Gains less losses from

financial investments .... (10) - (74) 1 2) - (85)
Dividend income .............. (1) - 67 - 2 - 68
Net earned insurance

PIemiums .......cooveeeevennns 1,503 230 - 33 4 - 1,770
Other operating income .... 55 28 75 56 450 (54) 610
Total operating income/

(EXPENSE) .evveveneiieinene 6,266 2,854 2,416 1,011 (2,086) (54) 10,407
Net insurance claims® ...... (2,121) (313) - (32) - - (2,466)

Net operating income/
(expense)” .....ccoeveeenn. 4,145 2,541 2,416 979 (2,086) (54) 7,941

Loan impairment charges
and other credit risk

Provisions .........c.cceceuee. (160) (697) (5 (22) - - (884)
Net operating income/

(eXPense) .....coevereeuceee 3,985 1,844 2,411 957 (2,086) 54 7,057
Operating expenses ........... (3,385) (1,411 (2,468) (693) (1,903) 54 (9,806)
Operating profit/(loss) ...... 600 433 57) 264 (3,989) - (2,749)

Share of profit/(loss) in
associates and joint

VENtUIeS ...oceveevveereennnnes 1 1 - (1) 1 - 2
Profit/(loss) before tax ...... 601 434 (57) 263 (3,988) — (2,747)
% % % % % %
Share of HSBC'’s profit
before tax ........ccoeeueuee 7.6 5.5 0.7) 33 (50.4) 34.7)
Cost efficiency ratio .......... 81.7 55.5 102.2 70.8 91.2) 123.5
Balance sheet data™
US$m US$m US$m US$m US$m US$m
Loans and advances to
customers (net) ... 170,002 105,796 156,798 29,963 881 463,440
Total assets ............. 240,744 132,718 1,044,507 76,145 75,513 (180,387) 1,389,240
Customer accounts ............ 191,024 121,648 184,473 57,125 739 555,009

For footnotes, see page 100.
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Hong Kong

HSBC'’s principal banking subsidiaries in Hong
Kong are The Hongkong and Shanghai Banking
Corporation Limited and Hang Seng Bank
Limited. The former is the largest bank
incorporated in Hong Kong and is our flagship
bank in the Asia-Pacific region. It is one of Hong
Kong's three note-issuing banks, accounting for
over 60% by value of banknotes in circulation in
the first half of 2013.

Half-year to

30 Jun 30 Jun 31 Dec

2013 2012 2012

USS$m US$m US$m

Net interest income .......... 2,866 2,599 2,717
Net fee income ................. 2,006 1,618 1,717

Net trading income .......... 872 762 701
Other income ................... 899 1,154 1,154
Net operating income? .. 6,643 6,133 6,289
)51 (O (46) (32) (42)
Net operating income ... 6,597 6,101 6,247
Total operating expenses . (2,418) (2,396) (2,452)
Operating profit ............. 4,179 3,705 3,795
Income from associates®® . 26 56 26
Profit before tax ............. 4,205 3,761 3,821
Cost efficiency ratio ........ 36.4% 39.1% 39.0%
RORWA® oo, 7.1% 7.1% 6.9%
Period-end staff numbers . 27,966 27,976 27,742

9%

growth in underlying revenue

14%
growth in combined
CMB and GB&M lending balances

(on a constant currency basis)

Best Bank in Hong Kong
(Financedsia, Country Awards
for Achievement, 2013)

For footnotes, see page 100.
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Economic background

GDP growth in Hong Kong decelerated to a rate of
0.2% quarter on quarter in the first three months of
2013, on the back of mainland China’s slowdown in
the first quarter and sluggish demand from the West.
The resilient local job market and solid income
growth supported the economy in the absence of
strong external demand. Unemployment was steady
at around 3.4% even though the labour force grew to
a record high in the first quarter. The 3-month Hibor
eased to an average of 0.38% during the first half of
2013, down from 0.4% in the second half of 2012.
Low borrowing costs and a continued increase in
real wages helped private consumption to rise by 7%
on the year in the first quarter. Investment spending
contracted by 2.2% in the same period, however, due
to cooling business sentiment. Inflationary pressures
eased slightly, with the CPI slowing to 3.9% in May
from an average of 4.1% in 2012. The growth in
residential property prices slowed too, rising by
2.8% in the first five months of 2013 compared with
7.6% for the same period in 2012.

Review of performance

Our operations in Hong Kong reported a pre-tax
profit of US$4.2bn compared with US$3.8bn in

the first half of 2012, an increase of 12%. This
reflected higher revenue, driven by increased net
fees from unit trusts and debt issuance and balance
sheet growth. Excluding the effect of disposals in
2012, underlying profit before tax increased by 13%.

In RBWM, average loan to value ratios were
44% on new mortgage drawdowns and an estimated
32% on the portfolio as a whole. We enhanced our
digital banking capabilities with the launch of a new
mobile banking application and implemented the
Global Wealth Incentive Plan.

In CMB, we further strengthened the
collaboration with GB&M particularly in Foreign
Exchange as well as debt capital markets issuance
where the number of transactions more than tripled
compared with the first half of 2012. We were
named ‘Best Domestic Bank in Hong Kong’ by
Asiamoney.

In GB&M we continued to lead the market in
Hong Kong dollar bond issuance and are now one
of the top five for both equity capital markets and
mergers and acquisitions.

We led the market in offshore RMB bond
issuance and were voted ‘Best provider of offshore
renminbi products and services’ for the second year
running by Asiamoney.

Overview
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Geographical regions > Hong Kong

Profit/(loss) before tax by global business

Half-year to

30 June 30 June 31 December

2013 2012 2012

US$m US$m US$m

Retail Banking and Wealth Management ............ccccoceeevueririenineieenieeieesieeseene 1,867 1,753 1,941
Commercial Banking .........cccocooeirieirieiriereeeeiceseese et 1,083 1,001 1,187
Global Banking and Markets ..........c.coveueeirininirieeennineeiccnenseieeeseeeeeie e 1,078 786 732
Global Private Banking .........cccccceeieieriieririieiieiieesee ettt sneneenas 137 122 127
ONET ettt ettt ettt et er et ettt a et as et nenn 40 99 (166)
Profit DEOTE tAX .....ecvvivieiiiiiieieeieeee ettt ettt ettt ettt ettt eaeenas 4,205 3,761 3,821

The following commentary is on a constant
currency basis.

Net interest income increased by US$266m on
the first half of 2012, led by RBWM and supported
by CMB and GB&M. This was mainly due to
higher average lending balances, wider spreads on
mortgages in RBWM reflecting lower funding costs,
and growth in the insurance debt securities portfolio.

There was strong loan growth in both CMB and
GB&M, driven by trade-related lending, though the
benefit of this growth was partly offset by spread
compression reflecting competition and increased
liquidity in the markets. Mortgage lending in
RBWM also increased, although the rate of growth
began to slow as transaction volumes in the property
market reduced.

Average deposit balances increased, in part
reflecting new Premier customers in RBWM and
increased Payments and Cash Management balances
in CMB, though the benefit of this growth was more
than offset by narrower deposit spreads due to a fall
in short-term interest rates.

Net fee income rose by US$388m in the first
half of 2013, primarily in RBWM. Strong customer
demand and favourable market sentiment led to
higher fees from unit trusts and increased brokerage
income. Fee income was higher in GB&M due to a
rise in debt and equity underwriting and corporate
finance activity compared with the first half of 2012,
in part reflecting collaboration with CMB. Fee
income also increased in CMB as trade volumes
increased.

Net trading income was 14% higher than in the
first six months of 2012. Rates revenue rose due to
higher net interest income on increased debt
securities holdings. Foreign Exchange revenue
increased due to higher customer trading volumes.
There was also a favourable DVA (see page 28).

Net expense from financial instruments
designated at fair value was US$258m compared
with net income of US$44m in the first half of 2012,
primarily due to net investment losses on assets held
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by the insurance business as both equity and bond
markets fell towards the end of the first half of 2013.
To the extent that these investment returns were
attributed to policyholders holding unit-linked
insurance policies and insurance contracts with
DPF, there was a corresponding movement in

Net insurance claims incurred and movement in
liabilities to policyholders.

Net gains less losses from financial investments
were US$19m in the first half of 2013 compared
with US$279m in 2012, largely due to the non-
recurrence of the gains on sale of our shares in
two Indian banks in the first half of 2012.

Net earned insurance premiums grew by 3% due
to increased renewals of insurance contracts with
DPF and unit-linked insurance contracts, and higher
new business premiums partly offset by the absence
of non-life insurance premiums following the
disposal of these businesses in 2012. The growth in
premiums resulted in a corresponding increase in Net
insurance claims incurred and movement in
liabilities to policyholders.

Other operating income was US$59m higher
from disposal and revaluation gains on investment
properties. This was partly offset by a lower
increase in the PVIF asset largely due to the
favourable valuation of policyholder options and
guarantees in 2012.

LICs were US$13m higher due to an increase
from a revision to the assumptions used in our
collective assessment models in RBWM partly
offset by collective impairment releases in CMB.

Operating expenses rose by US$22m in the first
half of 2013, driven by increased property rental
prices, costs relating to the introduction of updated
payment cards and information technology
platforms. These were partly offset by reduced
performance-related costs in GB&M, and lower
restructuring and other related costs relating to
organisational effectiveness programmes in 2012.

Share of profit from associates and joint
ventures was US$30m lower due to the non-



recurrence of a deferred tax credit in 2012 relating the effect of the disposal of our interest in Global
to investment properties held by an associate, and Payments Asia-Pacific Ltd last year.

Profit/(loss) before tax and balance sheet data — Hong Kong

S
Half-year to 30 June 2013 “S’
Retail Global o
Banking Banking Global Inter- 5
and Wealth Commercial and Private segment
Management Banking Markets Banking Other elimination® Total
US$m US$m US$m US$Sm US$m US$m US$m
Profit before tax
Net interest income/(expense) .. 1,563 827 609 66 (194) Q) 2,866
ju
Net fee income .......c.ccveeveennee. 1,029 495 384 88 10 - 2,006 8_
Trading income/(expense) é
excluding net interest c
INCOME oo 49 91 493 80 (24) = 689 g
Net interest income on [
trading activities .............. 1 - 166 - 11 5 183 e
c
Net trading income/(expense)*’ 50 91 659 80 @3) 5 872 g
Net income/(expense) from £
financial instruments =
designated at fair value ........ (241) 12) 3 = ®) = (258) g
Gains less losses from =
financial investments ........... = = 20 1 ?2) = 19
Dividend income = = 2 = 14 = 16
Net earned insurance
PIEMIUMS ...ovvvenereneeneeeeaens 2,912 267 = = = = 3,179
Other operating income ........... 264 27 31 4 707 (148) 885
Total operating income ......... 5,577 1,695 1,708 239 514 (148) 9,585 g
Net insurance claims® ........... (2,680) (262) - - - - (2,942) ‘g
Net operating income? .......... 2,897 1,433 1,708 239 514 (148) 6,643 a
Loan impairment (charges)/
recoveries and other credit
risk provisions .........c.cccceveneee (75) 23 7 (€)) = = (46)
Net operating income ............ 2,822 1,456 1,715 238 514 (148) 6,597
Operating eXpenses .................. (980) (373) (638) (101) 474) 148 (2,418)
Operating profit .................... 1,842 1,083 1,077 137 40 = 4,179 2
c
Share of profit in associates )
and joint ventures ................ 25 = 1 = = = 26 QE)
e
Profit before tax ................. 1,867 1,083 1,078 137 40 - 4,205 &
©
% % % % % % o
Share of HSBC’s profit @©
before tax ......... 133 7.7 7.6 1.0 0.3 29.9 =
Cost efficiency ratio 33.8 26.0 374 42.3 92.2 36.4
Balance sheet data™
US$m US$m US$m US$m US$m US$m
Loans and advances to =
customers (Net) ........c.ccoceene 64,096 71,269 45,760 7,118 1,382 189,625 o
Total assets ....ocovueveverererereennes 101,062 80,771 268,379 20,604 66,218 (8,322) 528,712 ©
Customer accounts ................... 199,240 87,859 35,798 19,496 271 342,664 g
ie)
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Geographical regions > Hong Kong

Profit/(loss) before tax and balance sheet data — Hong Kong (continued)

Half-year to 30 June 2012
Retail Global
Banking Banking Global Inter-
and Wealth Commercial and Private segment
Management Banking Markets Banking Other  elimination® Total
US$m US$m US$m US$m US$m US$m US$m
Profit before tax
Net interest income/(expense) .. 1,396 768 553 76 (238) 44 2,599
Net fee income ........ccooeeveennnee 825 433 272 77 11 - 1,618
Trading income/(expense)
excluding net interest
INCOME oo 85 85 392 94 (25) - 631
Net interest income on
trading activities .................. 2 - 166 — 7 (44) 131
Net trading income/(expense)*’ 87 85 558 94 (18) (44) 762
Net income/(expense) from
financial instruments
designated at fair value ........ 61 (18) 16 - (15) - 44
Gains less losses from
financial investments ........... - - 4 - 275 - 279
Dividend income ..........c........ - - 2 - 16 - 18
Net earned insurance
PIEMIUMS ..eveneeeeeenereeneeeeneane 2,690 385 4 - - - 3,079
Other operating income ........... 357 35 27 6 539 (139) 825
Total operating income ............ 5,416 1,688 1,436 253 570 (139) 9,224
Net insurance claims® ............ (2,745) (341) (5) — — — (3,091)
Net operating income™ ............ 2,671 1,347 1,431 253 570 (139) 6,133
Loan impairment (charges)/
recoveries and other credit
risk provisions .........c.cccceveneee (44) 2) 12 2 - - (32)
Net operating income .............. 2,627 1,345 1,443 255 570 (139) 6,101
Operating expenses ................. (893) (350) (660) (133) (499) 139 (2,396)
Operating profit ......c.c.ccceeeeeee. 1,734 995 783 122 71 - 3,705
Share of profit in associates
and joint ventures ................ 19 6 3 — 28 - 56
Profit before tax ........cc.cceeveneenes 1,753 1,001 786 122 99 — 3,761
% % % % % %
Share of HSBC'’s profit
before tax ........oceveeveeereennns 13.6 7.9 6.2 1.0 0.8 29.5
Cost efficiency ratio ................ 334 26.0 46.1 52.6 87.5 39.1
Balance sheet data™
US$m US$m US$m US$m US$m US$m
Loans and advances to
customers (Net) ...........coceeene 58,290 58,694 40,699 6,192 1,329 165,204
Total asSets ..cooeveueerereereeenenenes 89,464 67,566 242,783 19,901 82,901 (16,007) 486,608
Customer accounts ................... 184,857 80,383 34,340 18,819 421 318,820
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Half-year to 31 December 2012

Retail Global
Banking Banking Global Inter-
and Wealth Commercial and Private segment
Management Banking Markets Banking Other  elimination® Total
US$m US$m US$m US$m US$m US$m US$m
Profit/(loss) before tax
Net interest income/(expense) .. 1,455 861 534 73 (244) 38 2,717
Net fee income ........ccooceevvenennes 944 417 276 78 2 - 1,717
Trading income excluding net
interest income .................... 91 78 274 76 23 - 542
Net interest income on
trading activities .................. 8 2 186 — 1 (38) 159
Net trading income”” ............... 99 80 460 76 24 (38) 701
Net income/(expense) from
financial instruments
designated at fair value ........ 450 (35) 7 - (19) - 403
Gains less losses from
financial investments ........... - - 2) 7 38 - 43
Dividend income ..................... - 1 3 - 2 - 6
Net earned insurance
premiums ............... 2,604 270 4 - - - 2,878
Other operating income ........... 354 218 50 7 613 (143) 1,099
Total operating income ............ 5,906 1,812 1,332 241 416 (143) 9,564
Net insurance claims® ............. (3,012) (261) ) — - - (3,275)
Net operating income™ ............ 2,894 1,551 1,330 241 416 (143) 6,289
Loan impairment (charges)/
recoveries and other credit
risk provisions .........cceeceveeeene. (53) 5 5 1 — — (42)
Net operating income .............. 2,841 1,556 1,335 242 416 (143) 6,247
Operating expenses .................. (926) (369) (603) (115) (582) 143 (2,452)
Operating profit/(loss) ............. 1,915 1,187 732 127 (166) - 3,795
Share of profit in associates
and joint ventures ................ 26 — — — — — 26
Profit/(loss) before tax ............. 1,941 1,187 732 127 (166) — 3,821
% % % % % %
Share of HSBC'’s profit
before taX .....occccoerevevireerenenne 24.5 15.0 9.3 1.6 2.1 48.3
Cost efficiency ratio ................ 32.0 23.8 45.3 47.7 139.9 39.0
Balance sheet data™
US$m US$m US$m US$m US$m US$m
Loans and advances to
customers (Net) ........c.coevwee 62,533 62,944 40,223 6,464 1,449 173,613
Total asSets ......ccoveevveereerrienns 96,185 72,056 256,295 20,705 81,085 (7,992) 518,334
Customer accounts ................... 201,649 90,152 34,171 19,566 670 346,208

For footnotes, see page 100.
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Rest of Asia-Pacific

We offer a full range of banking and financial
services in mainland China, mainly through
our local subsidiary, HSBC Bank (China)
Company Limited. We also participate
indirectly in mainland China through our
primary associate, Bank of Communications.

Outside mainland China, we conduct
business in 18 countries and territories in the
Rest of Asia-Pacific region, primarily through
branches and subsidiaries of The Hongkong
and Shanghai Banking Corporation Limited,
with particularly strong coverage in Australia,
India, Indonesia, Malaysia and Singapore.

Half-year to

30 Jun 30 Jun 31 Dec

2013 2012 2012

US$m US$m US$m

Net interest income .......... 2,653 2,718 2,673
Net fee income 1,084 1,078 1,005
Net trading income .......... 46 932 121
Other income ................... 3,220 1,219 3,838
Net operating income? .. 7,003 5,947 7,637
LICS™ oo (152) (298) (138)
Net operating income .... 6,851 5,649 7,499
Total operating expenses . (2,749) (2,865) (2,941)
Operating profit ............. 4,102 2,784 4,558
Income from associates®® . 955 1,588 1,518
Profit before tax ............. 5,057 4,372 6,076
Cost efficiency ratio ........ 39.3% 48.2% 38.5%
RORWA® ..o, 3.6% 3.0% 3.9%
Period-end staff numbers . 85,665 86,207 85,024

13%
growth in CMB loans and advances
(on a constant currency basis)

Issued the first offshore renminbi bond
in Singapore

Best Cash Management Bank in Asia
(Global Finance Magazine)

For footnotes, see page 100.
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Economic background

The growth of the mainland China economy
slowed unexpectedly to 7.7% in the first quarter of
2013 following its rebound to 7.9% in the fourth
quarter of 2012, reflecting weak external demand.
Growth continued to weaken into the second quarter
to 7.5% year-on-year, as new orders slowed and
inventory built up. Beijing’s new policymakers
showed an increasing preference for quality over
quantity of growth and focused on reforms rather
than stimuli to lay the foundation for sustainable
growth over the medium term. A new package of
measures was announced including fiscal reforms,
financial reforms, deregulation and urbanisation.
Inflation continued to ease in mainland China in the
first half of 2013, with headline CPI averaging 2.4%,
well below its 3.5% annual target.

Japan’s economy expanded at an annualised
rate of 4.1% in the first quarter of 2013. A weaker
currency helped exporters and, after three
consecutive quarters of negative growth, exports
rose 16.1% in the first quarter and continued to
recover into May. Robust domestic demand drove
growth, and private consumption rose by 3.6% in the
quarter. Public investment rose with construction
orders up by 24.8% year-on-year in May 2013.

Singapore’s GDP grew by a moderate 1.8%
in the first quarter of 2013. Services surged, but
manufacturing contracted following the slowdown
in mainland China and lacklustre demand from the
developed world. Annual inflation slowed to a three-
year low thanks, in part, to curbs on car prices. In
India, growth stabilised following reforms but, at
an annual rate of 4.8% in the first quarter, it was low
by historical standards. Soft domestic demand and
low global commodity prices resulted in a fall in
inflation which enabled the Reserve Bank of India
to cut the key policy rate by 75bps to 7.25%.

Malaysia continued to enjoy robust domestic
demand as long-term public projects kept
employment and investments up, and imports
surged. Indonesia grew at an annual pace of 6%.
Faced with widening trade and budget deficits
and a weakening currency, the government raised
subsidised fuel prices and Bank Indonesia’s
reference rate rose by 25bps to 6.0%. The recovery
in Vietnam remained sluggish. Australia’s
economy grew at a below-trend annual rate of 2.5%
in the first quarter, as the mining investment boom
began to fade and the pick-up in the rest of the
economy was only gradual.



Profit/(loss) before tax by country within global businesses

Retail Global
Banking Banking Global
and Wealth Commercial and Private
Management Banking Markets Banking Other Total %
US$m US$Sm US$Sm US$m US$Sm US$Sm >
Half-year to 30 June 2013 2
Australia 51 45 108 - 29 233 o
India ...... (€)) 74 255 4 82 414
Indonesia 18 46 63 = 14 141
Mainland China 106 763 423 2) 1,645 2,935
Industrial Bank ...........ccccoooeeiiiiiinnnn. - - — - 1,089 1,089
PING ANt - - - - 553 553
Other associates .........c.covveevereccnernnuenene 124 681 142 - - 947 e
Other mainland Chinga .........oovveecrrerr.. (18) 82 281 Q) 3 346 2
(0]
Malaysia ....cccoeveveeneineieeeee 78 60 149 = (13) 274 ?:_'
SINZAPOTE .ot 78 60 147 39 37 361 %
TAIWAN wevvroeeeeeeeeeeee e eseseeeeeeeeee 5) 19 83 = 3 100 £
VIStNAM ..o 106 13 29 = 3 151 g
10111 ST = 147 271 1) 31 448 ®
431 1,227 1,528 40 1,831 5,057 s
Half-year to 30 June 2012 g
AUSEEALA oo 51 (34) 80 - (©) 91 o)
INAIA e 35 49 306 4 121 515 £
INdONESIA ..ot 19 59 91 - 6 175
Mainland China ..........cccecevevvenrennenne. 500 853 633 2) 38 2,022
Industrial Bank ......c..cccoceoviiienicnenene 32 135 138 - - 305
Ping AN oo 392 31 24 - - 447
Other assoCiates ........c.oveveveeererveerienens 105 589 122 - - 816
Other mainland China .........o..veecorrrr.. (29) 98 349 2) 38 454 ”
MalaySia ......c..ovverveerreereeeceereeeeeieerieeeen 93 68 124 - 3 288 %
SINZAPOTE ..ot 105 62 126 50 ®) 335 3]
Taiwan 38 29 77 - 2 146 a)
Vietnam 3 28 39 - 8 78
Other ..ooveviiiieiciccrrec et 77 136 258 62 189 722
921 1,250 1,734 114 353 4,372
Half-year to 31 December 2012
AUStralia ..c.ooveeiiee e 46 72 104 - (38) 184
INAIA e 6 40 191 3 54 294
INdonesia ........cccoveurueviieiiiiiiiicccce 10 65 55 - 1 131 n
Mainland China ...... 338 871 624 2) 2,487 4,318 c
Industrial Bank ... 22 138 205 - - 365 GEJ
Ping An ............... 230 51 36 - 2,459 2,776 o
Other assoCIiates ........cccveerveeerererenenens 109 604 126 - - 839 S
Other mainland China ............ccceevne.. (23) 78 257 (2) 28 338 2
N 90 63 118 - 5 276 °
SINGAPOTE ... 96 77 170 47 (57) 333 =
TAIWAN oo eeeeeeeeeseeseeeeeeeen 24 7 59 - ) 88 i
VICtNAM .o 6 17 18 - 1 42
OMHET oo (20) 140 252 3) 41 410
596 1,352 1,591 45 2,492 6,076
=
Review of performance The increase in reported profits was mainly £
. . =
In Rest of Asia-Pacific, reported profit before tax due to an ac.countmg gain of USS1.1bn on the. £
. . reclassification of Industrial Bank as a financial 5
was US$5.1bn compared with US$4.4bn in the first . o . “
. investment following its issue of share capital to £
half of 2012. On a constant currency basis, profit . . . . —
. third parties. This was partly offset by a reduction ©
before tax increased by US$708m. . . . c
in share of profit from associates due to the disposal =
of our shareholding in Ping An in December 2012 g
and the reclassification of Industrial Bank. <
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On an underlying basis, profit before tax
increased by 18% due to the net gain of US$553m
on the sale of our investment in Ping An. Excluding
this, profit before tax was broadly unchanged as
lower revenue was offset by reduced loan
impairment charges and increased income from
associates.

We continued to invest in our priority markets,
expanding our branch network in mainland China
where, at the half year, we had 148 HSBC outlets,
21 HSBC rural bank outlets and 46 Hang Seng Bank
outlets. We were appointed adviser on the largest
M&A transaction in India and issued the first
offshore RMB bond in Singapore. In line with our
strategy, we completed the disposals of non-core
insurance businesses in Vietnam, South Korea and
Taiwan as well as our investment in Ping An.

The following commentary is on a constant
currency basis.

Net interest income reduced by US$50m,
notably in mainland China where the central bank
eased liquidity measures and cut rates in 2012 which
reduced revenues in Balance Sheet Management.

Average residential mortgage balances in
RBWM grew, primarily in mainland China and
Australia, as we focused on secured lending
supported by marketing campaigns, and in
Singapore, reflecting lending growth in 2012. Term
and trade-related lending in CMB rose, notably in
mainland China and Singapore, from continued
client demand as interest rates remained low.
Increased average loan balances were broadly offset
by lending spread compression, reflecting
competitive pressures and increased liquidity.

We grew average deposit balances in both
Payments and Cash Management and RBWM,
though the benefit of this growth was broadly offset
by narrower liability spreads in many countries
following central bank interest rate cuts and
increased liquidity.

Net fee income rose by US$28m, primarily in
GB&M from increased activity in bond sales,
corporate finance and equity underwriting in
Singapore. This was partly offset by reductions
in RBWM, notably in India from lower Wealth
Management sales as we reviewed our product
offerings.

Net trading income was US$867m lower, driven
by adverse fair value movements on the Ping An
contingent forward sale contract of US$682m.
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In addition to this, Rates and Foreign Exchange
revenues decreased in a number of countries
following strong performances in the first half of
2012. This was partly offset by a favourable DVA
(see page 28).

Gains less losses from financial investments
were US$1.2bn higher, due to the gain on disposal of
our investment in Ping An of US$1.2bn, which was
partly offset by the adverse fair value movement of
US$682m on the contingent forward sale contract
included in Net trading income, as noted above,
leading to a net gain of US$553m.

Other operating income rose by US$1.1bn,
reflecting an accounting gain of US$1.1bn on the
reclassification of Industrial Bank as a financial
investment following its issue of additional share
capital to third parties. We also recorded a gain
on the disposal of our investment in Bao Viet of
US$104m. In the first half of 2012, we recorded
gains totalling US$305m on the disposals of the
RBWM business in Thailand, the GPB business in
Japan and our interest in a property company in the
Philippines.

LICs decreased by US$143m, as a result
of a large individually assessed impairment of a
corporate exposure in Australia and a credit risk
provision on an available-for-sale debt security in
GB&M in the first half of 2012.

Operating expenses decreased by US$68m in
the first half of 2013 from lower restructuring and
other related costs, including termination benefits,
than were incurred in the comparable period in 2012,
lower performance related costs in GB&M and the
partial write back of a litigation provision. These
were partly offset by a further US$72m write down
of Hana HSBC Life Insurance made earlier in the
year which was partly recovered through a gain on
its disposal, recorded in Other operating income.

Share of profit from associates and joint
ventures reduced by US$647m following the
disposal of Ping An and the reclassification of
Industrial Bank as a financial investment. Excluding
these factors, income from associates increased
primarily in BoCom as a result of balance sheet
growth and increased fee income, partly offset
by higher operating expenses and a rise in loan
impairment charges.



Profit before tax and balance sheet data — Rest of Asia-Pacific

Half-year to 30 June 2013
Retail Global
Banking Banking Global Inter-
and Wealth Commercial and Private segment c%
Management Banking Markets Banking Other elimination® Total E
US$m US$m US$m US$m US$m US$m US$m g
Profit before tax =
Net interest income .................. 861 676 975 43 83 15 2,653
Net fee income/(expense) ........ 388 285 383 36 (¢)) = 1,084
Trading income/(expense)
excluding net interest
INCOME e 52 101 436 25 (696) = (82)
Net interest income/(expense)
on trading activities ............. 12) “4) 161 = (2) (15) 128
Net trading income/
(expense)’ ......ocovereerererrnnns 40 97 597 25 (698) as) 46

Changes in fair value of
long-term debt issued
and related derivatives ......... = 1 1

Net income/(expense) from
other financial instruments
designated at fair value ........ 4) = = = 1 = 3)

Net income/(expense) from
financial instruments

€
o
a
[5)
o
=
=
()
£
o)
o)
@©
c
@©
=
=
=
[}
&
=

designated at fair value ........ “) = = = 2 = 2)
Gains less losses from
financial investments ........... 1 = 1 = 1,206 = 1,208
Dividend income ........ccccceeeneee = = 1 = = = 1 »
Net earned insurance §
PIEMIlMS ....covvvvvererenenennen 323 80 = = 1 = 404 =
Other operating income ........... 127 = 44 1 1,836 (85) 1,923 5
Total operating income ......... 1,736 1,138 2,001 105 2,422 (85) 7,317
Net insurance claims® ............. (258) (56) = = = = (314)
Net operating income?™ .......... 1,478 1,082 2,001 105 2,422 (85) 7,003
Loan impairment charges and
other credit risk provisions .. (101) (45) (6) = = = (152)
Net operating income ............ 1,377 1,037 1,995 105 2,422 (85) 6,851 %)
c
Operating eXpenses .................. (1,075) (492) (611) (65) (591) 85 (2,749) GE-’
Operating profit .................... 302 545 1,384 40 1,831 = 4,102 %
Share of profit in associates %)
and joint ventures ................ 129 682 144 - - - 955 ©
)
Profit before tax ..................... 431 1,227 1,528 40 1,831 = 5,057 =
c
% % % % % % [
Share of HSBC'’s profit
before tax ......cccceeveevreeeenenns 3.1 8.7 10.9 0.3 12.9 35.9
Cost efficiency ratio ................ 72.7 45.5 30.5 61.9 244 39.3
Balance sheet data™ c
USSm US$m USSm US$m US$m US$m =
Loans and advances to E
customers (net) ... 45,213 48,352 42,312 3,271 185 139,333 =
Total assets ............. 53,332 62,023 187,365 11,102 20,858 (9,409) 325,271 =
Customer accounts ................... 63,128 41,869 58,278 10,726 49 174,050 —
c
.2
=
©
<
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Profit before tax and balance sheet data — Rest of Asia-Pacific (continued)

Half-year to 30 June 2012
Retail Global
Banking Banking Global Inter-
and Wealth Commercial and Private segment
Management Banking Markets Banking Other  elimination® Total
US$m US$m US$m US$m US$m US$m US$m
Profit before tax
Net interest income .................. 896 691 1,120 55 83 (127) 2,718
Net fee income/(expense) ........ 429 264 351 37 3) - 1,078
Trading income/(expense)
excluding net interest
INCOME oo 43 98 648 35 (30) - 794
Net interest income on
trading activities .................. — — 7 — 4 127 138
Net trading income/
(expense)’ .....ocoeeveereerrennn. 43 98 655 35 (26) 127 932
Changes in fair value of
long-term debt issued
and related derivatives ......... - - - - 2) - 2)
Net income/(expense) from
other financial instruments
designated at fair value ........ 41 1 (2) — 26 — 66
Net income/(expense) from
financial instruments
designated at fair value ........ 41 1 2) - 24 - 64
Gains less losses from
financial investments ........... (1) 1 1 - 24 - 25
Dividend income ........ccccceeuee - - 1 - 3 - 4
Net earned insurance
PIeMiums .......cccoevvevevereuerunnne 338 54 - - - - 392
Other operating income ........... 169 44 39 66 840 (82) 1,076
Total operating income ............ 1,915 1,153 2,165 193 945 (82) 6,289
Net insurance claims® ............. (293) (49) — — - - (342)
Net operating income® ........... 1,622 1,104 2,165 193 945 (82) 5,947
Loan impairment charges and
other credit risk provisions .. (102) (131) (65) - - - (298)
Net operating income .............. 1,520 973 2,100 193 945 (82) 5,649
Operating eXpenses .................. (1,132) (486) (657) (79) (593) 82 (2,865)
Operating profit..........ccoceceveneee 388 487 1,443 114 352 - 2,784
Share of profit in associates
and joint ventures ................ 533 763 291 — 1 - 1,588
Profit before tax .......cooeveuenee. 921 1,250 1,734 114 353 — 4,372
% % % % % %
Share of HSBC’s profit
before taX .....cccccoevevereereenenne 7.2 9.8 13.6 0.9 2.8 343
Cost efficiency ratio ................ 69.8 44.0 30.3 40.9 62.8 48.2
Balance sheet data™
US$m US$m US$m US$m US$m US$m
Loans and advances to
customers (net) 42,171 41,241 42,652 3,243 182 129,489
Total assets ............. . 57,289 56,071 202,228 12,240 17,066 (9,916) 334,978
Customer accounts ................... 60,037 41,999 59,475 11,600 46 173,157
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Half-year to 31 December 2012

Retail Global
Banking Banking Global Inter-
and Wealth Commercial and Private segment %
Management Banking Markets Banking Other  elimination® Total E
US$m US$m US$m US$m US$m US$m US$m g
Profit before tax =
Net interest income .................. 891 705 1,036 47 54 (60) 2,673
Net fee income/(expense) ........ 425 235 315 34 “4) - 1,005
Trading income/(expense)
excluding net interest
INCOME e 53 90 354 32 (562) - 33)
Net interest income/(expense)
on trading activities ............. (6) 3) 93 - 10 60 154
Net trading income/
(expense)’ .....ocoveveerrenrnnnn. 47 87 447 32 (552) 60 121

Changes in fair value of
long-term debt issued
and related derivatives ......... - - - - ?2) - 2)

Net income/(expense) from
other financial instruments
designated at fair value ........ 68 - (1) — (23) - 44

Net income/(expense) from
financial instruments

oo
—
o
a
[}

v

=
=
()
£
%)
o)
@©
c
@©

=
£
=
[}

g

=

designated at fair value ........ 68 - (1) - 25) - 42
Gains less losses on financial
INVEStMENts ........c.ocevvevervennnns - 1 (11) - 1 - )
Dividend income ..................... - - - - 1 - 1 "
Net earned insurance o
PIeMiums .....cceovrervrverevenennns 231 189 — — - - 420 k)
Gain on disposal of Ping An .... - - - - 3,012 - 3,012 .G:J
Other operating income ........... 42 20 43 2 731 (90) 748 o
Total operating income ............ 1,704 1,237 1,829 115 3,218 (90) 8,013
Net insurance claims® ............ (230) (146) — — - - (376)
Net operating income™ ........... 1,474 1,091 1,829 115 3,218 (90) 7,637
Loan impairment (charges)/
recoveries and other credit
risk provisions ............ceceee. (132) (23) 17 — — — (138) @
c
Net operating income .............. 1,342 1,068 1,846 115 3,218 (90) 7,499 GEJ
Operating eXpenses ................. (1,106) (507) (622) (70) (726) 90 (2,941) %
Operating profit .......c..ccoceeeeene 236 561 1,224 45 2,492 - 4,558 (2
©
Share of profit in associates g)
and joint ventures ................ 360 791 367 - - - 1,518 =
Profit before tax ..........cccovvennnen 596 1,352 1,591 45 2,492 — 6,076 i
% % % % % %
Share of HSBC'’s profit
before taX ......ccccoerevevirierenenne 7.5 17.1 20.1 0.6 31.5 76.8
Cost efficiency ratio ................ 75.0 46.5 34.0 60.9 22.6 38.5 -
o
Balance sheet data™ ©
US$m US$m US$m US$m US$m US$m £
Loans and advances to RSl
customers (Net) ........c.coevwee 46,027 43,968 44,721 3,238 165 138,119 £
Total assets ......cceeeverreerevecnnnes 55,509 59,123 201,774 12,142 24,534 (10,813) 342,269 =
Customer accounts ................... 63,230 44,865 64,392 11,095 39 183,621 o
For footnotes, see page 100. §
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Middle East and North Africa

The network of branches of HSBC Bank Middle

East Limited, together with HSBC’s subsidiaries

and associates, gives us the widest coverage
in the region. Our associate in Saudi Arabia,
The Saudi British Bank (40% owned), is the

kingdom'’s sixth largest bank by total assets.

Half-year to

30 Jun 30 Jun 31 Dec

2013 2012 2012

USS$m US$m US$m

Net interest income .......... 746 705 765
Net fee income ..... 311 302 293
Net trading income 203 216 174
Other income/(expense) .. (@) 14 39)
Net operating income? .. 1,253 1,237 1,193
LICS™ oo, 47 (135) (151)
Net operating income ... 1,300 1,102 1,042
Total operating expenses . (616) (537) (629)
Operating profit ............. 684 565 413
Income from associates®® . 225 207 165
Profit before tax ............. 909 772 578
Cost efficiency ratio ........ 49.2% 43.4% 52.7%
RORWA® oo 2.9% 2.6% 1.8%
Period-end staff numbers . 8,667 9,195 8,765

Increased revenue despite
repositioning initiatives and a
difficult socio-political environment,
particularly in Egypt.

Improvement in credit quality and
repositioning of portfolios contributed
to lower loan impairment charges.

Best Cash Management Best Wealth
House Management Firm
(Euromoney Award for (Banker Middle East
Excellence 2013) Industry Award)

For footnotes, see page 100.
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Economic background

Gulf Co-operation Council (‘GCC’) economies
grew strongly during the first half of 2013, with oil
prices of above US$100 per barrel allowing
governments to continue with the fiscal stimulus
programmes they have pursued since early 2011.
Although oil output volumes were down year-on-
year following weaker demand and increased supply
from Libya and Iraq, revenues were sufficient at the
prevailing price level to allow GCC governments to
spend and save. Saudi Arabia, for example, added
US$30bn to its reserves in the first five months of
the year. While Saudi Arabia, Qatar and Oman
remained the region’s best performers, the United
Arab Emirates’ (‘UAE’) economy substantially
improved in the first half of 2013, as Dubai in
particular benefited from strong external demand and
its safe haven status amid continued political turmoil
elsewhere in the region. Fiscal policy in the UAE
also turned more expansionary in the period, as did
credit conditions. Outside the GCC growth was
much weaker, particularly in Egypt, where political
unrest restricted economic activity, widened the
budget deficit and put severe pressure on the
currency. The outlook for Egypt remains highly
uncertain.

Review of performance

Our operations in the Middle East and North Africa
reported a profit before tax of US$909m, an increase
of 18% on a reported basis and 20% on a constant
currency basis compared with the first half of 2012.
On an underlying basis, pre-tax profits increased by
24%, mainly due to lower impairments in all global
businesses, increased net interest income and higher
income from our associate, The Saudi British Bank.

As part of our implementation of Global
Standards, we are undertaking a comprehensive
review of business policies and controls to further
guard against money laundering and sanctions risks.
We continue to invest heavily in compliance and risk
management.

In Egypt, we continued to manage risk
proactively in an uncertain political and economic
environment. Surplus liquidity levels in Egyptian
pounds, which arose following the introduction
of foreign currency restrictions at the end of
2012, were managed by re-pricing deposits in the
currency downwards and by reducing our portfolio
of investments.

In RBWM, we continued to focus on the
Wealth Management business and launched a new
investment monitoring platform for customers and



Profit/(loss) before tax by country within global businesses

Retail Global
Banking Banking Global
and Wealth Commercial and Private
Management Banking Markets Banking Other Total
US$m US$m US$Sm US$Sm US$m US$Sm
Half-year to 30 June 2013
EQYDL oo 27 34 72 = (16) 117
QALAT oo 7 20 33 = = 60
United Arab Emirates 97 146 119 1 (26) 337
OFhET ..ot 6 74 89 = 1 170
MENA (excluding Saudi Arabia) .................... 137 274 313 1 41) 684
Saudi Arabia .....ccccoeeeeeueiireeee e 43 77 98 6 1 225
180 351 411 7 (40) 909
Half-year to 30 June 2012
EGYPE oottt 33 45 62 - 3) 137
QALAT oo 5 18 42 - - 65
United Arab Emirates ..........ccoceevvevveerveenvennnns 52 147 104 - 4) 299
Other ..ovieiiiiieecccr e 14 62 (18) - 1 59
MENA (excluding Saudi Arabia) .................... 104 272 190 - 6) 560
Saudi Arabia ......cccoeeeeeieiirieee e 36 69 96 4 7 212
140 341 286 4 1 772
Half-year to 31 December 2012
EQYDU oottt 34 26 95 - 2) 153
Qatar . 4 18 42 - - 64
United Arab Emirates ..........ccoceevvevveerveenrennnns 91 88 37 1 (52) 165
OLher ..ot (41 63 47 - (38) 31
MENA (excluding Saudi Arabia) ...........c....... 88 195 221 1 (92) 413
Saudi Arabia ......cccoeerieueiiree e 24 51 74 5 11 165
112 246 295 6 (81) 578

a structured investment product linked to offshore
mainland Chinese RMB in the UAE. We expanded
our remittance services in the UAE to provide
customers with real time cross-border wire transfer
rates and developed our digital channels by
extending the enhanced security measures for mobile
banking that were launched in the UAE last year to
the other RBWM businesses in the region.

In CMB, we continued to invest in our trade
business and rolled out the Commodity Structured
Trade Finance offering in the UAE, targeting
commodity-related trade flows and strengthening our
collaboration with GB&M. We expanded the RMB
services offered to our customers in the region, while
the Saudi British Bank increased its Receivables
Finance offering.

In GB&M, our focus remained on capturing
intra-Middle East and ‘South-South’ business flows
while providing a complete suite of products across
Global Markets, transaction banking and advisory
services to our regional clients.

The following commentary is on a constant
currency basis.
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Net interest income rose by 9%, as average
lending and deposit balances increased due to the
merger in Oman in 2012, the acquisition of the
onshore retail and commercial banking businesses
from Lloyds Banking Group in the UAE (‘Lloyds
acquisition”) and increases in average lending
balances and spreads in Egypt.

Net fee income grew by 4% due to growth in
fees from credit cards and consumer loans in Egypt
and increases in GB&M. The higher income from
GB&M was driven by institutional equities as a
result of higher pricing and growth in volumes, a
rise in advisory fees due to increased transactions,
and growth in volumes and assets under custody in
Securities Services and Credit and Lending in the
UAE.

Net trading income decreased by 4% as a
consequence of the sale of our 80.1% holding in
our Private Equity business in December 2012, and a
reduction in the debt securities portfolio and lower
Foreign Exchange income in Egypt reflecting the
foreign currency restrictions in place. This was
partly offset by favourable CVAs relating to a small
number of exposures in GB&M.
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Losses from financial investments were US$18m
compared with a gain of US$5m in the first half of
2012, driven by losses on the disposal of available-
for-sale debt securities.

A net release of LICs of US$47m was
experienced in the first half of 2013 compared with
a charge of US$134m in the same period of 2012.
GB&M recorded a net release of loan impairment
charges, compared with a charge in the comparable
period, reflecting the improvement in the financial
position of certain customers. CMB also recorded
a net release in loan impairment charges due to a
limited number of specific customer recoveries,
fewer individually assessed loan impairments and
lower collective impairment charges reflecting an
improvement in the credit portfolio. Lower loan
impairments in RBWM were attributable to a
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combination of the repositioning of the book towards
higher quality lending and improved property prices
in the UAE.

Operating expenses increased by 17%,
reflecting the merger in Oman and the Lloyds
acquisition, as well as operational losses arising from
changes in the interpretation of tax regulations. This
was partially offset by benefits from our sustainable
cost savings programme of over US$20m in the first
half of 2013 as we reduced our employee numbers,
mainly from management de-layering and re-
engineering initiatives.

Share of profits from associates and joint
ventures increased by 8%, mainly from The Saudi
British Bank, driven by higher revenues due to
growth in retail lending and deposits, together with
the effective management of costs.



Profit/(loss) before tax and balance sheet data — Middle East and North Africa

Half-year to 30 June 2013
Retail Global
Banking Banking Global Inter-
and Wealth Commercial and Private segment %
Management Banking Markets Banking Other elimination® Total >
US$m US$Sm US$m US$m US$Sm US$m US$m °>-’
Profit before tax ©
Net interest income .................. 295 246 194 = 2 9 746
Net fee income/(expense) ........ 88 137 88 = 2) - 311
Trading income/(expense)
excluding net interest ©
INCOME ..o 32 47 125 = - - 204 8.
Net interest income on o)
trading activities .................. — — 9 = 1) 9) 1) ?:_,
c
Net trading income/(expense)*’ 32 47 134 - ) ) 203 g
Net expense from financial 83
instruments designated at =
fair value .......ccooeevveveeennn. - - - - a) - (0)) g
Gains less losses from IS
financial investments ........... - - (18) = - - (18) '5
Dividend income ..................... = = 4 - = = 4 E
Other operating income ........... 12 2 8 = 49 (63) 8
Total operating income ......... 427 432 410 = 47 (63) 1,253
Net insurance claims® ........... - - - = = - -
Net operating income™ ......... 427 432 410 - 47 (63) 1,253
Loan impairment (charges)/ &
recoveries and other credit %
risk provisions .........c.ccceveenee (14) 16 44 1 - - 47 o
Net operating income ............ 413 448 454 1 47 (63) 1,300 e
Operating eXpenses .................. (276) (174) (141) — (88) 63 (616)
Operating profit/(loss) ........... 137 274 313 1 1) - 684
Share of profit in associates
and joint ventures ................ 43 77 98 6 1 - 225
Profit/(loss) before tax ........... 180 351 411 7 (40) - 909
(2]
=
% % % % % % GEJ
Share of HSBC’s profit )
before tax ...eveeeverereeeree. 13 2.5 2.9 - 0.2) 6.5 ©
Cost efficiency ratio ................ 64.6 40.3 34.4 - 187.2 49.2 9
©
Balance sheet data™ 2
USSm US$m USSm US$m USSm US$m =
Loans and advances to i
customers (net) ... 6,018 13,048 8,868 - - 27,934
Total assets ............. 6,742 14,995 41,041 55 3,319 (2,860) 63,292
Customer accounts ................... 19,594 13,652 7,816 1 79 41,142
c
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©
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o
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=
‘©
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=
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Profit/(loss) before tax and balance sheet data — Middle East and North Africa (continued)

Half-year to 30 June 2012
Retail Global
Banking Banking Global Inter-
and Wealth Commercial and Private segment
Management Banking Markets Banking Other  elimination® Total
US$m US$m US$m US$m US$m US$m US$m
Profit before tax
Net interest income .................. 273 240 191 - 1 - 705
Net fee income/(expense) ........ 85 143 77 1 4) - 302
Trading income excluding

net interest income .............. 35 48 122 - 1 - 206
Net interest income on

trading activities ........c......... - - 4 - 6 - 10
Net trading income™ .............. 35 48 126 - 7 - 216
Net expense from financial

instruments designated at

fair value ......ccoceeveevierennnnn. - - - - 4) - 4)
Gains less losses from

financial investments ........... - - 5 - - - 5
Dividend income .........ccceeeuen. - - 3 - - - 3
Other operating income ........... 2 4 5 - 51 (52) 10
Total operating income ............ 395 435 407 1 51 (52) 1,237
Net insurance claims® ............. — — — — — — —
Net operating income™ ............ 395 435 407 1 51 (52) 1,237
Loan impairment charges and

other credit risk provisions .... 37 (12) (84) 2) - - (135)
Net operating income/

(EXPENSE) ..ovveeeeiiiiine 358 423 323 (@) 51 (52) 1,102
Operating income/(expense) .... (249) (151) (134) 1 (56) 52 (537)
Operating profit/(loss) ............. 109 272 189 - ) - 565
Share of profit in associates

and joint ventures ................ 31 69 97 4 6 - 207
Profit before tax ........cccoeeueune 140 341 286 4 1 — 772

% % % % % %
Share of HSBC’s profit

before tax .......coceveevreeneenns 1.1 2.7 2.3 - - 6.1
Cost efficiency ratio 63.0 34.7 329 (100.0) 109.8 434
Balance sheet data™

US$m US$m US$m US$m US$m US$m
Loans and advances to

customers (Net) ...........coceeeee 5,005 12,554 8,519 1 1,817 27,896
Total assets ......... 6,437 14,482 36,539 53 8,676 (3,306) 62,881
Customer accounts ................... 18,468 11,127 6,555 14 2,865 39,029
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Profit/(loss) before tax
Net interest income ..................
Net fee income/(expense) ........

Trading income excluding
net interest income ..............
Net interest income/(expense)
on trading activities .............

Net trading income/(expense)’” .

Net expense from financial
instruments designated
at fair value ........ccoeeveveeenenne
Gains less losses from
financial investments
Dividend income .....................
Other operating income/
((S915151) IR

Total operating income/
(S90S 151) IR

Net insurance claims® ...........

Net operating income/
(€XPense)’ ......ooveereerererrens

Loan impairment charges and
other credit risk provisions ....

Net operating income/
((S915151C) IR

Operating eXpenses ..................
Operating profit/(loss) .............

Share of profit in associates
and joint ventures ................

Profit/(loss) before tax .............

Share of HSBC’s profit
before tax ......c.coceeeveeceennnnn
Cost efficiency ratio ................

Balance sheet data™

Loans and advances to
customers (Net) ........c.coeeenns

Total asSets .....ccoveveereeieieians

Customer accounts ...................

For footnotes, see page 100.

Half-year to 31 December 2012

Retail Global
Banking Banking Global Inter-
and Wealth Commercial and Private segment

Management Banking Markets Banking Other  elimination® Total
US$m US$m US$m US$m US$m US$m US$m
324 252 176 1 41 (29) 765

79 136 83 - 5) - 293

33 46 86 - 2 - 167

- 2 26 - (50) 29 7

33 48 112 - (48) 29 174
- - - - ®) - ®)

- - 4 - - - 4

- - 2 - - - 2
(18) 17 9 1 4) (42) (37)

418 453 386 2 (24) (42) 1,193

418 453 386 2 24 42) 1,193
18 %98) (35 - - - (151)
400 355 351 2 (24) (42) 1,042
(312) (160) (130) (1) (68) 42 (629)

88 195 221 1 (92) - 413

24 51 74 5 11 - 165

112 246 295 6 (81) — 578

% % % % % %

1.4 3.1 3.7 0.1 (1) 7.3

74.6 353 33.7 - 283.3 52.7
US$m US$m US$m US$m US$m US$m
5,828 13,559 8,699 - - 28,086
6,562 15,651 36,582 50 6,840 (3,080) 62,605
19,802 12,826 6,880 3 72 39,583
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North America

Our North American businesses are located in
the US, Canada and Bermuda. Operations in
the US are primarily conducted through HSBC
Bank USA, N.A. and HSBC Finance Corporation,
a national consumer finance company. HSBC
Markets (USA) Inc. is the intermediate holding
company of, inter alia, HSBC Securities (USA)
Inc. HSBC Bank Canada and HSBC Bank
Bermuda operate in their respective countries.

Half-year to
30 Jun 30 Jun 31 Dec
2013 2012 2012
US$m US$m US$m
Net interest income .......... 3,030 4,739 3,378
Net fee income ................. 1,138 1,443 1,070
Net trading income .......... 505 161 346
Gains on disposal of US
branch network and cards
DUSINESS .o - 3,809 203
Other expense .................. (41) (174) (282)
Net operating income? .. 4,632 9,978 4,715
LICS™ oo, (696) (2,161) (1,296)
Net operating income ... 3,936 7,817 3,419
Total operating expenses . (3,276) (4,462) (4,478)
Operating profit/(loss) ... 660 3,355 (1,059)
Income/(expense) from
associates™ ..........o....... 6 (1) 4
Profit/(loss) before tax ... 666 3,354 (1,055)
Cost efficiency ratio ........ 70.7% 44.7% 95.0%
RORWA® ... 0.5% 2.1% (0.8%)
Period-end staff numbers . 21,454 23,341 22,443

Gross balances in the CML portfolio,
including loans held for sale,
down by US$6.6bn
to US$36.1bn

Completed sales of our non-real estate
personal loan portfolio, US$3.7bn gross loans
and US Insurance business,
US$1.6bn total assets

Best Risk Adviser in North America
(Euromoney Awards for Excellence 2013)

For footnotes, see page 100.
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Economic background

Annualised US real GDP growth averaged 1.4% in
the first half of 2013. On the same basis, personal
consumption rose by 2.0%, lifted by increased
spending on durable goods. Government
consumption and gross investment declined by 2.3%,
reflecting budgetary cutbacks at the federal, state
and local levels of government. Payroll employment
growth was positive in the first half of 2013, with
an average increase of 198,000 per month. The
unemployment rate was 7.6% in June 2013, down
from 7.8% in December 2012. Inflation decelerated
in the first half of 2013. As measured by the core
price index for personal consumption, core inflation
slowed to 1.2% year-on-year through June, down
from 1.4% in December 2012. In the first half of
2013, the Federal Open Market Committee
maintained the federal funds rate in a range of zero
to 0.25%. In addition, the Federal Reserve purchased
agency mortgage-backed securities at a rate of
US$40bn per month and longer-term Treasury
securities at US$45bn per month in the period.

The Canadian economy struggled. Despite an
export-led expansion in GDP of 2.5% in the first
quarter of 2013, economic indicators for the second
quarter suggested that the economy slowed markedly
and net exports fell sharply. For example, the
expansion in hours worked fell from 1.8% in the
first quarter to just 0.1% in the second. In addition,
private sector job creation stalled. Annualised
inflation was less than 1%, below the Bank of
Canada’s 1% to 3% inflation target range.

Review of performance

In the first half of 2013, our operations in North
America reported a profit before tax of US$666m,
compared with US$3.4bn in the first half of 2012.
On a constant currency basis, profit before tax
declined by US$2.7bn.

Reported profits in both periods included gains
and losses on disposal of businesses not aligned to
our long-term strategy, notably gains in the US of
USS$3.1bn and US$661m following the sales of the
CRS business and 138 non-strategic retail branches,
respectively, in the first half of 2012.

On an underlying basis, the pre-tax profit of
US$808m in the first half of 2013 compared with a
pre-tax loss of US$772m in the first half of 2012.
This was mainly due to lower loan impairment
charges in the US, primarily in the CML portfolio,
driven by significant favourable adjustments to the
market value of the underlying properties reflecting



Profit/(loss) before tax by country within global businesses

Retail Global
Banking Banking Global
and Wealth Commercial and Private
Management Banking Markets Banking Other Total
US$m US$Sm USSm US$m US$Sm US$Sm
Half-year to 30 June 2013
US s (267) 144 500 31 (217) 191
Canada .. 90 194 169 = “@ 449
Bermuda .......ocooevieiieieeeen 7 1) 26 1 14 27
Other ....ccuviviiiiiccicccec s = = (0] = = (00)
(170) 317 694 32 (207) 666
Half-year to 30 June 2012
US e 3,326 374 384 38 (1,388) 2,734
Canada .. 129 307 174 - ®) 602
Bermuda 18 1 (©)] 3 4 17
Other ....oovveeireeieeeee e 1 - - - - 1
3,474 682 549 41 (1,392) 3,354
Half-year to 31 December 2012
US e (580) 263 277 34 (1,513) (1,519)
78 270 140 (€))] ®) 479
24 (16) )] @ an (14
Other ....cocvviiiiiiicicicece s @) — — — — [€))
(479) 517 408 31 (1,532) (1,055)

improvements in housing market conditions
together with a decline in operating expenses,

as the first half of 2012 included a US$700m
provision for US anti-money laundering, BSA and
OFAC investigations. These positive effects were
partly offset by losses on the sale of certain loan
portfolios in the first half of 2013 as described
further below.

Underlying profit before tax in Canada
declined due to lower revenues as a result of the
closure to new business in 2012 of the Canadian
consumer finance company, spread compression
in a low rate and competitive market and the write-
down of an investment property held for sale,
partly offset by lower costs as a result of cost
control and sustainable savings from organisational
effectiveness initiatives. Our operations in
Bermuda reported a higher profit before tax,
primarily due to lower loan impairment charges
and operating expenses.

In line with our objective to accelerate the run-
off of our CML portfolio and simplify operations,
we completed the sale of the CML non-real estate
personal loan portfolio with a carrying amount of
US$3.7bn on 1 April 2013 and recognised a loss on
sale of US$271m. CML lending balances,
including loans held for sale, at 30 June 2013
were US$36.1bn, a decline of US$6.6bn from
31 December 2012. At 30 June 2013, we had
real estate secured accounts of US$5.8bn before
impairment allowances, which we plan to actively
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market for sale in multiple transactions during the
next 18 months. At 30 June 2013, the carrying
value of these assets was US$56m greater than
their estimated fair value. We expect to recognise a
loss on sale of these loans although the amount will
depend on market conditions at the date of sale.
Their disposal is expected to be capital accretive,
reduce funding requirements and alleviate
operational burdens, given that the loans are
intensive to service and subject to foreclosure
delays. We completed the sale of a pool of similar
real estate secured loans in June 2013 and recorded
a loss on sale of US$1m.

In RBWM, as part of the simplification of our
US operations, PHH Mortgage began to service
HSBC Bank USA N.A. (‘HSBC Bank USA”)
mortgage accounts, providing mortgage origination
processing services and sub-servicing of our
portfolio. The outsourcing will enable RBWM to
focus on strategic wealth products and service
initiatives. RBWM has also made significant
progress in transforming its RM model to one
which is more client focused and needs-based. This
change includes realigning RM portfolios to match
the needs and affluence of clients with the skills of
the sales force, and a shift away from an incentive-
based compensation scheme to drive appropriate
behaviour in the sales process.

In CMB, the strategy to strengthen our position
as the leading international trade and business bank
made good progress. We hired over 170 RMs,
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product specialists and support personnel to drive
the US growth strategy. New lending facilities of
US$3.8bn were approved in the first half of 2013
representing a 9% increase in overall credit
facilities to CMB customers since December 2012.

In GB&M, we continue to connect clients to
global growth, with New York acting as a hub for
the Americas. We have a strong domestic franchise
servicing US based clients and are focused on
growing inbound business from mainland China,
driving business with mainland Chinese
multinationals in the US and delivering RMB
products to US clients with the support of our
China desk in New York. In addition, we remain
dedicated to enhancing collaboration with other
global businesses to appropriately service the needs
of our client base.

The following commentary is on a constant
currency basis.

Net interest income decreased by 36% as a
consequence of selling the CRS business and retail
branches, lower average lending balances from
the continued run-off of the CML portfolio and
portfolio disposals during the first half of 2013,
lower reinvestment rates in BSM, closing the
Canada consumer finance company to new
business in 2012 and reduced spreads on
commercial loans in Canada. Partly offsetting the
decrease were higher average lending balances in
CMB from the continued expansion of our business
in the US.

Net fee income decreased by 21%, primarily
due to the sale of the CRS business and the retail
branches in 2012. This was partly offset by fees
from the transition service agreement with the
purchaser of the CRS business.

Net trading income was US$347m higher in
the first half of 2013, primarily due to favourable
fair value movements on non-qualifying hedges in
HSBC Finance of US$263m in 2013 due to a rise
in interest rates, compared with adverse movements
of US$217m in the first half of 2012. This was
partly offset by a loss of US$199m relating to the
early termination of qualifying accounting hedges
in the first half of 2013 as a result of anticipated
changes in funding.

Net trading income increased in GB&M as
a result of higher Credit trading revenue driven by
revaluation gains on securities, and monoline
releases in the legacy portfolio. Net trading revenue
also benefited from the performance of economic
hedges used to manage interest rate risk which
benefited from favourable interest rate movements.
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Rates trading revenue was broadly in line with the
first half of 2012, as lower income from a decline
in trading activities and the widening of credit
spreads was offset by favourable fair value
movements on structured liabilities due to a
widening of our own credit spreads.

Net expense from financial instruments
designated at fair value was US$72m in the first
half of 2013 compared with US$639m in the
comparable period in 2012. This was due to lower
adverse fair value movements on our own debt
designated at fair value in 2013 than in the first
half of 2012 as credit spreads tightened to a lesser
extent.

Gains less losses from financial investments
increased by 27% during the first half of 2013 as
Balance Sheet Management reported higher gains
on sales of available-for-sale debt securities as a
result of ongoing portfolio repositioning for risk
management purposes.

Net premium income decreased by US$75m
due to the sale of our US Insurance business in the
first half of 2013.

Gains on disposal of US branch network and
cards business reported in the first half of 2012
included a gain of US$3.1bn from the sale of the
CRS business and US$661m from the sale of 138
non-strategic branches in upstate New York. We
recognised gains of US$449m and US$212m in
RBWM and CMB, respectively, as a result of the
branch sales.

Other operating income decreased by
US$455m to an expense of US$228m, due to the
loss on sale of the CML non-real estate personal
loan portfolio, a loss on sale of our US insurance
business, and a write-down of an investment
property held for sale.

LICs decreased by US$1.5bn to US$696m,
mainly in the US, driven by significant favourable
adjustments to the market value of the underlying
properties of US$603m reflecting improvements in
housing market conditions, a reduction in lending
balances from the continued run-off of the CML
portfolio and loan sales, and lower delinquency
levels. In addition, loan impairment charges
declined by US$323m due to the sale of the CRS
business in the first half of 2012. Partially
offsetting these declines was an increase of
USS$130m relating to a rise in the estimated average
period of time from a loss event occurring to
write-off for real estate loans to twelve months
(previously a period of ten months was used).

In CMB, loan impairment charges increased by



US$105m due to individually assessed impairments
on a small number of exposures in Canada and, in
the US, due to higher provisions as a result of
increased loans in key growth markets and a lower
level of recoveries compared with the same period
in 2012.

Operating expenses were 26% lower than
in the first half of 2012, primarily due to the non-
recurrence of a US$700m provision for US anti-
money laundering, BSA and OFAC investigations,
lower average staff numbers and costs following
the business disposals in the US and Canada, and a
reduction in litigation provisions in relation to US

89

mortgage foreclosure servicing costs. We also
achieved over US$140m of sustainable cost savings
in the first half of 2013, primarily from
organisational effectiveness. Partly offsetting the
above was an increase of US$100m in the customer
remediation provisions in the first half of 2013
related to enhancement services products sold by
our former CRS business.
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Profit/(loss) before tax and balance sheet data — North America

Half-year to 30 June 2013
Retail Global
Banking Banking Global Inter-
and Wealth Commercial and Private segment
Management Banking Markets Banking Other elimination® Total
US$m US$m US$m US$m US$m US$m US$m
Profit/(loss) before tax
Net interest inCOME ..........cccvueee. 1,888 706 321 97 49 31 3,030
Net fee income .......ooveveeeverercennnne 335 288 384 63 68 = 1,138
Trading income excluding net
interest iNCOME .....c.evvevveeeerennnes (18) 23 375 11 (6), = 385
Net interest income/(expense) on
trading activities .........c.coeovveunee 8 = 81 = = 31 120
Net trading income/
(expense)”” ......cooooereerierienn 10) 23 456 11 6) 31 505

Changes in fair value of long-
term debt issued and related
derivatives .......cceevevvereerenennens = - - - (72) - (72)

Net expense from other financial
instruments designated at fair
Value ..o - - - - - - -

Net expense from financial
instruments designated at

fair value ......ccoocevevieiniieeens = = = = (72) = (72)
Gains less losses from
financial investments ............... 4 - 212 = 7 = 223
Dividend income .........cccoevenenee. 7 5 25 2 2 = 41
Net earned insurance premiums . 34 = = = = = 34
Other operating income/(expense) (352) (16) 122 2 847 (831) (228)
Total operating income ............ 1,906 1,006 1,520 175 895 (831) 4,671
Net insurance claims® ............... 39) = = = = = (39)
Net operating income? 1,867 1,006 1,520 175 895 (831) 4,632
Loan impairment charges and
other credit risk provisions ...... (532) (155) (8) 1) = = (696)
Net operating income ............... 1,335 851 1,512 174 895 (831) 3,936
Operating eXpenses .........c.......... (1,504) (540) (818) (143) (1,102) 831 (3,276)
Operating profit/(loss) .............. (169) 311 694 31 207) = 660
Share of profit/(loss) in
associates and joint ventures ... 1) 6 = 1 = = 6
Profit/(loss) before tax .............. (170) 317 694 32 (207) = 666
% % % % % %
Share of HSBC’s profit
before tax ......coeeeeenenenirieenes (1.2) 2.3 4.9 0.2 (1.5) 4.7
Cost efficiency ratio ................... 80.6 53.7 53.8 81.7 123.1 70.7
Balance sheet data™
US$m US$m US$Sm USSm US$Sm US$m
Loans and advances to customers
(net) reported in:
— loans and advances to
customers (net) ................. 71,547 35,367 21,956 5,624 = 134,494
— assets held for sale ............... 849 - - - - 849
Total assets 88,313 42,820 350,497 7,715 15,269 (31,396) 473,218
Customer accounts reported in:
— customer accounts ................... 54,159 46,455 34,942 13,432 65 149,053
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Half-year to 30 June 2012

Retail Global
Banking Banking Global Inter-
and Wealth ~ Commercial and Private segment
Management Banking Markets Banking Other elimination® Total
US$m US$m US$m US$m US$m US$m US$m
Profit/(loss) before tax
Net interest inCOME ........ceeuevcunee 3,418 715 491 97 50 (32) 4,739
Net fee iINCOME .....oooevveeevreererenennnes 681 272 375 64 51 - 1,443
Trading income/(expense)
excluding net interest income ... (206) 20 245 11 8 - 78
Net interest income on trading
ACHIVILIES vuveveeeeneercreercieeeieeenneaen 9 1 41 - - 32 83
Net trading income/
(expense)”’ ..ereeerereeei (197) 21 286 11 8 32 161
Changes in fair value of
long-term debt issued and
related derivatives ..........c...c..... - - - - (638), - (638)
Net expense from other financial
instruments designated at fair
ValUC vt - — (1) - - - (1)
Net expense from financial
instruments designated at
fair value .......cccccoevvreccninnne - - @) - (638) - (639)
Gains less losses from
financial investments 12 - 158 - - 176
Dividend income .........cccceeuenee 8 5 11 1 1 - 26
Net earned insurance premiums . 109 - - - - - 109
Gains on disposal of US branch
network and cards business ..... 3,597 212 - - - - 3,809
Other operating income .............. 109 93 87 5 1,011 (1,079) 226
Total operating income ............... 7,737 1,318 1,407 178 489 (1,079) 10,050
Net insurance claims® ................ (72) - - - - - (72)
Net operating income™ .............. 7,665 1,318 1,407 178 489 (1,079) 9,978
Loan impairment (charges)/
recoveries and other credit
risk provisions .........c.cccceeeeenee (2,084) (51) (30) 4 - - (2,161)
Net operating income ................. 5,581 1,267 1,377 182 489 (1,079) 7,817
Operating exXpenses ................... (2,108) (583) (828) (141) (1,881) 1,079 (4,462)
Operating profit/(loss) ................ 3,473 684 549 41 (1,392) - 3,355
Share of profit/(loss) in
associates and joint ventures ... 1 2) - - - — (1)
Profit/(loss) before tax ................ 3,474 682 549 41 (1,392) — 3,354
% % % % % %
Share of HSBC'’s profit
before tax ............. 273 5.4 43 0.3 (11.0) 26.3
Cost efficiency ratio 27.5 44.2 58.8 79.2 384.7 44.7
Balance sheet data™
US$m US$m US$m US$m US$m US$m
Loans and advances to customers
(net) reported in:
— loans and advances to
customers (net) .......c.c....... 83,060 33,754 32,068 5,109 - 153,991
— assets held for sale
(disposal groups) .............. 413 115 - - - 528
Total aSSEtS ..oovvveveveeeeriririeieieaenene 110,038 46,321 347,728 7,444 12,054 (22,995) 500,590
Customer accounts reported in:
— customer accounts ................... 58,962 45,783 29,465 14,061 89 148,360
— liabilities of disposal groups
held forsale .........c.covvenennenn. 2,843 790 - - - 3,633
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Geographical regions > North America / Latin America

Profit/(loss) before tax and balance sheet data — North America (continued)

Half-year to 31 December 2012

Retail Global
Banking Banking Global Inter-
and Wealth ~ Commercial and Private segment
Management Banking Markets Banking Other  elimination® Total
US$m US$m US$m US$m US$m US$m US$m
Profit/(loss) before tax
Net interest income ............o....... 2,063 728 457 95 68 (33) 3,378
Net fee income ..........ccecvevvevuenenns 242 290 341 60 137 - 1,070
Trading income/(expense)
excluding net interest income (10) 27 221 9 8 - 255
Net interest income on
trading activities ...........coceeen. 8 - 50 - - 33 91
Net trading income/
(€xpense)’’ ......ooverveererrenienns ) 27 271 9 8 33 346

Changes in fair value of
long-term debt issued
and related derivatives ............ - - - - (581) - (581)

Net income from other financial
instruments designated at fair
Vallue oo — - 1 - - - 1

Net income/(expense) from
financial instruments

designated at fair value ........... - - 1 - (581) - (580)
Gains less losses from

financial investments .............. 15 - 65 7 2 - 75
Dividend income .........cccoevenenene. 7 6 21 2 1) - 35
Net earned insurance premiums . 84 - - - - - 84
Gains on disposal of US branch

network and cards business .... 138 65 - - - - 203
Other operating income/

(29515151 R 64 56 104 - 776 (820) 180
Total operating income ............... 2,611 1,172 1,260 159 409 (820) 4,791
Net insurance claims® ................ (76) - - - - - (76)
Net operating income™ .............. 2,535 1,172 1,260 159 409 (820) 4,715
Loan impairment charges and

other credit risk provisions ..... (1,157) 97 41 @) - - (1,296)
Net operating income ................. 1,378 1,075 1,219 158 409 (820) 3,419
Operating eXpenses .............cocoee.. (1,858) (561) (811) (127) (1,941 820 (4,478)
Operating profit/(10ss) .............. (480) 514 408 31 (1,532) - (1,059)
Share of profit in associates

and joint ventures ........c.......... 1 3 - - - - 4
Profit/(loss) before tax ................ (479) 517 408 31 (1,532) — (1,055)

% % % % % %
Share of HSBC’s profit

before tax ........coceeeerriririennns 6.1) 6.5 52 0.4 (19.3) (13.3)
Cost efficiency ratio ................... 73.3 47.9 64.4 79.9 474.6 95.0
Balance sheet data™

US$m US$m US$m US$m US$m US$m
Loans and advances to customers
(net) reported in:
— loans and advances to
customers (net) ........c.oeweee. 76,414 36,387 22,498 5,457 - 140,756
— assets held for sale
(disposal groups) ... 3,899 - - - - 3,899
Total assets 101,103 48,604 345,040 8,828 12,659 (25,987) 490,247
Customer accounts reported in:
— customer accounts ................... 57,758 48,080 29,595 13,553 51 149,037

For footnotes, see page 100.
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Latin America

Our operations in Latin America principally
comprise HSBC Bank Brasil S.A.-Banco
Multiplo, HSBC México, S.A., HSBC Bank
Argentina S.A. and HSBC Bank (Panama) S.A.
In addition to banking services, we operate
insurance businesses in Brazil, Mexico,
Argentina and Panama.

Half-year to

30 Jun 30 Jun 31 Dec

2013 2012 2012

US$m US$m US$m

Net interest income .......... 3,274 3,542 3,442
Net fee income ....... 896 843 892
Net trading income 397 597 374
Other income .........c.c...... 391 583 678
Net operating income? .. 4,958 5,565 5,386
LICS™ oo (1,423) (1,136) (1,001)
Net operating income .... 3,535 4,429 4,385
Total operating expenses . (3,069) (3,285) (3,145)
Operating profit ............. 466 1,144 1,240
Income from associates® . = 1 (1)
Profit before tax ............. 466 1,145 1,239
Cost efficiency ratio ........ 61.9% 59.0% 58.4%
RORWA® oo, 1.0% 2.2% 2.5%
Period-end staff numbers . 46,046 51,667 46,556

Further progress made in repositioning
the Latin America businesses

Best Debt House in Latin America
(Euromoney Awards for Excellence, 2013)

Launched a US$1bn fund for
International Business Banking in Mexico

For footnotes, see page 100.
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Economic background

Growth in Latin America slowed in the first half of
2013 as a result of two sets of factors: externally, the
slowdown in mainland China and its negative impact
on commodities; and domestically, country-specific
weakness in domestic demand and rising political
uncertainty.

Brazil's economic performance was below
expectations in the period. In the first quarter of
2013, in particular, GDP was weighed down by
weak consumption as Brazilian consumers appeared
to be cutting back in response to inflation, high
levels of indebtedness and weaker confidence.

In Mexico, growth remained weak during the
first half of 2013, as a result of mild growth in the
US and moderate government spending during
the first months of the new administration. Core
inflation remained under control and headline
inflation began to converge towards the mid-point
of the inflation target (3.0%) after a temporary rise
related to agricultural and administered prices.

In Argentina, activity rebounded in the first
half of 2013 due to a very good harvest and a
buoyant car sector, partially due to stronger exports
to Brazil. This is far from what could be considered
a broad-based recovery, as most sectors show only
a very modest rate of expansion. The inflation
situation remains uncertain, while reserves have
declined on the back of net external debt payments.

Review of performance

In Latin America, reported profit before tax of
US$466m was US$679m lower than in the first half
0f 2012, and US$607m lower on a constant currency
basis.

On an underlying basis, pre-tax profits
decreased by US$487m, driven by a rise in both
individually assessed and collective loan impairment
charges, the latter relating in part to impairment
model changes and assumption revisions for
restructured loan portfolios in Brazil. In addition,
revenue declined, notably in Brazil as GB&M
benefited from a more favourable interest rate
environment in the comparable period and lower
spreads and average lending balances in Business
Banking led to a decline in CMB. Revenue in
RBWM and CMB was also adversely affected by a
significant reduction in the PVIF asset.
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Geographical regions > Latin America

Profit/(loss) before tax by country within global businesses

Retail Global
Banking Banking Global
and Wealth Commercial and Private
Management Banking Markets Banking Other Total
USSm USSm US$m US$m US$Sm US$m
Half-year to 30 June 2013
ATENING ..o 44 69 67 = = 180
Brazil .....cooiiiiiciei e 117) 19) 290 4 5) 153
MEXICO .o 85 (15) 55 1 9 117
Panama ..., 18 29 29 1 (24) 53
OthEr ..vviiiiicccce e 27 5 3 = (18) 37
3 69 444 6 (56) 466
Half-year to 30 June 2012
ATZENINA .voviieiiieieeeeeee e 156 100 98 - (42) 312
Brazil ......coooiiiiicie e (83) 200 413 10 (35) 505
MEXICO .oviiiiiiecicieieieire e 179 77 111 - [€))] 366
Panama .........ccccoeviiniiiniee 13 33 21 - - 67
OthEr ..oviiiiiccceee e (51 (29) 6 - 31 (105)
214 381 649 10 (109) 1,145
Half-year to 31 December 2012
ATZENINA .vovveieiiieieeeeeeee e 53 69 76 - “4) 194
BIazil .c.coooveviiiiiciie e 177 159 283 7 8) 618
MEXICO vttt 159 99 90 2 an 333
Panama .........ccccoeviiniiinccee 16 29 27 2 - 74
OthET ..vviiiiicccceetr e [€8)) 14 28 (@) (10) 20
394 370 504 10 (39) 1,239

We have made progress in reducing the
fragmentation in our Latin American businesses
through disposals in non-strategic markets. In
February 2013, we announced the sale of our
business in Panama, which is expected to be
completed later this year. In addition, we completed
the sale of a portfolio of our non-life insurance assets
and liabilities in Mexico in April 2013. In line with
the Group’s strategy, we initiated a comprehensive
programme to reposition our portfolios to manage
the potential risk of financial crime in accordance
with the Group’s Global Standards. As a result,
certain businesses and activities are being exited
across the region.

In RBWM, we have grown revenue in our
Premier and Advance segments by actively targeting
mass affluent customers. In Mexico, we launched a
residential mortgage offer which has been positively
received by the market. Customer penetration of
digital channels also increased, supported by the
launch of enhanced digital banking technologies,
such as a mobile banking solution in Mexico and an
upgrade to the internet banking platform in Brazil.
In Argentina, we retained our position as a market
leader in mobile banking, as the number of
customers using, and transactions through, this
channel increased compared with the first half
of 2012.
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In CMB, as part of our strategy, we
concentrated on capturing international trade flows
between Latin America and the US and Asia. As
part of this initiative, we launched an MXN13bn
(US$1bn) fund for Business Banking in Mexico
focused on import and export financing, and recently
introduced trade financing in RMB across the region.

In GB&M, we extended dedicated investment
banking coverage to priority large local corporate
accounts. This strengthened coverage has already
allowed us to win a number of advisory mandates in
event-driven transactions. We also increased
collaboration and connectivity through a US into
Latin America business development initiative,
which connects US-based RMs with Latin American
multi-national teams and product partners. We won
several awards in the Euromoney Awards for
Excellence 2013 including ‘Best Debt House’, ‘Best
Project Finance House’ and ‘Best Risk Advisor’ in
Latin America.

The following commentary is on a constant
currency basis.

Net interest income decreased by US$93m,
driven by the effect of non-strategic business
disposals. Excluding the disposals, net interest
income increased marginally. This was due to the
lower cost of funding assets held for trading in



Brazil, reflecting both a reduction in the trading
book and a fall in average interest rates, partly offset
by lower net interest income in CMB and in Balance
Sheet Management in GB&M. The decrease in
CMB was driven by Business Banking in Brazil, as
a result of lower spreads, and a reduction in average
lending balances. The latter was the result of

more restrictive origination criteria which included
reducing credit limits where appropriate. Net interest
income in GB&M also fell as the proceeds from
maturing investments were reinvested by Balance
Sheet Management at lower prevailing rates.

Net fee income increased by 10%, due in part to
higher current account fees in Brazil. The sale of
the non-life insurance business in Argentina also
contributed to the rise, as sales commissions payable
to third party distribution channels were no longer
incurred.

Net trading income decreased by US$159m,
primarily in Brazil due to a decline in net interest
income on trading activities as average trading assets
fell. In addition, the comparable period in 2012
benefited from higher Rates trading revenue as a
result of downward yield curve movements.

Net income from financial instruments
designated at fair value decreased by US$176m,
notably in Brazil, mainly in the unit-linked pensions
business as a result of significantly lower net
investment income due to market movements. To the
extent that this was attributed to policyholders there
was a corresponding movement in Net insurance
claims incurred and movement in liabilities to
policyholders.

Gains less losses from financial investments
fell by 42% due to lower gains on disposals of
available-for-sale government debt securities in
Balance Sheet Management.

Net earned insurance premiums decreased by
26%, driven by lower sales of unit-linked pension
products in Brazil. Premiums also fell in Argentina
as a consequence of the sale of the non-life insurance
business in the first half of 2012. The reduction
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of net earned insurance premiums resulted in a
corresponding decrease of Net insurance claims
incurred and movement in liabilities to
policyholders.

Other operating income decreased by US$22m,
driven by a significant reduction in the PVIF asset
due to an increase in lapse rates and interest rates
movements. This was partly offset by net gains in
the current period and the non-recurrence of net
losses in the first half of 2012 on the sale or
reclassification to ‘held for sale’ of non-strategic
businesses.

LICs increased by US$365m, driven by higher
collective provisions in RBWM and CMB and
higher individually assessed provisions. This
included charges mainly relating to impairment
model changes and assumption revisions in Brazil
for restructured loans in portfolios in RBWM and
Business Banking in CMB (see page 114), although
this was offset in part by an improvement in the
quality of the portfolio following the modification of
credit strategies in previous periods to mitigate rising
delinquency rates. Collective impairments also rose
in RBWM in Mexico, reflecting the non-recurrence
of a provision release in the first half of 2012, higher
lending balances and a revision to the assumptions
used in our collective assessment models in the first
half of 2013. In addition, individually assessed
provisions increased, in particular on exposures
to homebuilders in CMB due to a change in the
public housing policy together with a specific
exposure in GB&M, both in Mexico.

Operating expenses decreased by US$62m as
a consequence of business disposals, coupled with
continued efforts to exercise strict cost control
and progress our organisational effectiveness
programmes. This was partly offset by the effect of
inflationary pressures, union-agreed salary increases
in Brazil and Argentina, and higher compliance
and risk costs from the implementation of Global
Standards and portfolio repositioning, notably in
Mexico.
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HSBC HOLDINGS PLC

Interim Management Report (continued)

Geographical regions > Latin America

Profit/(loss) before tax and balance sheet data — Latin America

Half-year to 30 June 2013
Retail Global
Banking Banking Global Inter-
and Wealth Commercial and Private segment
Management Banking Markets Banking Other elimination® Total
US$m US$m US$m US$m US$m US$m US$m
Profit/(loss) before tax
Net interest income/

(S90S 151) [ 1,952 957 436 12 6) (77) 3,274
Net fee income ................... 500 288 90 18 = = 896
Trading income/(expense)

excluding net interest

INCOME ..o 58 55 190 2 3) = 302
Net interest income on

trading activities ............ = = 18 = = 77 95

Net trading income/

(expense)” ......covverrenn. 58 55 208 2 A3) 77 397
Net income from financial

instruments designated

at fair value ........cccone. 71 13 1 - = = 85
Gains less losses from

financial investments ..... - 1 50 - - - 51
Dividend income ............... 2 2 1 - - - 5
Net earned insurance

Premiums ........cceecevveueneen 681 179 3 = = = 863
Other operating income/

(EXPENSE) .eevvvevevircrienen 6 an 5 = 84 (85) (1)
Total operating income ... 3,270 1,484 794 32 75 (85) 5,570
Net insurance claims® ....... (505) (106) ) — - - (612)
Net operating income? ... 2,765 1,378 793 32 75 (85) 4,958

Loan impairment charges
and other credit risk

PrOVISIONS ....ocvevvrveeerenene (877) (501) (45) = = = (1,423)
Net operating income ...... 1,888 877 748 32 75 (85) 3,535
Operating expenses ............ (1,885) (808) (304) (26) (131) 85 (3,069)
Operating profit/(loss) ..... 3 69 444 6 (56) = 466

Share of profit in associates
and joint ventures .......... = - - = = - —

Profit/(loss) before tax ..... 3 69 444 6 (56) = 466
% % % % % %

Share of HSBC’s profit
before tax .......ccccoeverenne = 0.5 3.2 = 0.4) = 33
Cost efficiency ratio .......... 68.2 58.6 38.3 81.3 174.7 = 61.9

Balance sheet data™

US$m US$Sm US$m US$Sm US$m US$m

Loans and advances to
customers (net) .............. 13,996 20,689 9,822 53 = 44,560
Total assets .......ccceevevenenene 34,497 34,075 53,864 490 448 (342) 123,032
Customer accounts ............. 23,294 16,443 11,132 2,755 - 53,624
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Profit/(loss) before tax

Net interest income/
(EXPENSe) .eevvvveeeirenenee

Net fee income ...................

Trading income excluding
net interest income ........

Net interest income on
trading activities ............

Net trading income™” ..........
Net income from financial
instruments designated
at fair value .........cccoeue..
Gains less losses from
financial investments .....
Dividend income ...............
Net earned insurance
PIemiums .........coeeeueueeene
Other operating income .....

Total operating income.......
Net insurance claims® .......
Net operating income® ......

Loan impairment charges
and other credit risk
Provisions ............ccceceen.

Net operating income ........
Operating expenses ............
Operating profit/(loss) .......

Share of profit in associates
and joint ventures ..........

Profit/(loss) before tax .......

Share of HSBC'’s profit
before tax .......ccccoceeeruenne
Cost efficiency ratio ..........

Balance sheet data™

Loans and advances to
customers (net) ..............

Total assets ......cccevevvenenne.

Customer accounts .............

Half-year to 30 June 2012

Retail Global
Banking Banking Global Inter-
and Wealth ~ Commercial and Private segment

Management Banking Markets Banking Other  elimination® Total
US$m US$m US$m US$m US$m US$m US$m
2,148 1,123 520 16 (15) (250) 3,542
423 303 102 15 - - 843
36 52 252 1 3 - 344

— - 3 — — 250 253

36 52 255 1 3 250 597

223 53 — - 12 - 288

4 2 83 - - - 89

4 4 1 - - - 9
1,008 235 13 - - - 1,256
72 2 (@) 2 73 95) 47
3,918 1,774 967 34 73 95) 6,671
(889) (209) ) — — — (1,106)
3,029 1,565 959 34 73 95) 5,565
(819) (316) — [€)) — — (1,136)
2,210 1,249 959 33 73 95) 4,429
(1,996) (869) (310) (23) (182) 95 (3,285)
214 380 649 10 (109) - 1,144

— 1 — — — — 1

214 381 649 10 (109) — 1,145
% % % % % %

1.7 3.0 5.1 0.1 0.9) 9.0
65.9 55.5 323 67.6 249.3 59.0
US$m US$m US$m US$m US$m US$m
17,491 24,865 10,521 83 - 52,960
38,296 37,387 62,624 819 365 (523) 138,968
27918 21,477 15,104 5,095 - 69,594
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Geographical regions > Latin America // Other information

Profit/(loss) before tax and balance sheet data — Latin America (continued)

Half-year to 31 December 2012

Retail Global
Banking Banking Global Inter-
and Wealth ~ Commercial and Private segment
Management Banking Markets Banking Other  elimination® Total
US$m US$m US$m US$m US$m US$m US$m
Profit/(loss) before tax
Net interest income ............ 1,997 1,050 473 14 13 (105) 3,442
Net fee income ..........c........ 450 319 105 18 - - 892
Trading income/(expense)
excluding net interest
INCOME .. 49 47 146 2 2) - 242
Net interest income on
trading activities ............ - - 26 - 1 105 132

Net trading income/

(expense)” .....coooceeenn. 49 47 172 2 1) 105 374
Net income from financial

instruments designated

at fair value .......c.cccoe.... 280 110 1 - (12) - 379
Gains less losses from
financial investments ..... 71 19 48 - - - 138
Dividend income ............... 5 1 - - - - 6
Net earned insurance
premiums 977 215 4 - - - 1,196
Other operating income ..... 237 (11) 13 1 61 (95) 206
Total operating income ...... 4,066 1,750 816 35 61 95) 6,633
Net insurance claims® ....... (986) (260) ) - — — (1,247)
Net operating income® ...... 3,080 1,490 815 35 61 95) 5,386
Loan impairment charges
and other credit risk
Provisions ............cccceeen. (722) (265) (13) (1) — — (1,001)
Net operating income ......... 2,358 1,225 802 34 61 95) 4,385
Operating expenses ............ (1,964) (854) (298) (24) (100) 95 (3,145)
Operating profit/(loss) ....... 394 371 504 10 39) - 1,240
Share of loss in associates
and joint ventures .......... — (1) — - — — (1)
Profit/(loss) before tax ....... 394 370 504 10 (39) — 1,239
% % % % % %
Share of HSBC’s profit
before tax .......cccceevvruenene 5.0 4.7 6.3 0.1 (0.5) 15.6
Cost efficiency ratio .......... 63.8 57.3 36.6 68.6 163.9 58.4
Balance sheet data™
US$m US$m US$m US$m US$m US$m
Loans and advances to
customers (net) .............. 17,236 25,379 10,903 91 — 53,609
Total assets .....occoevereruruennnes 36,141 35,507 58,272 570 1,110 (323) 131,277
Customer accounts ............. 28,688 20,834 12,604 4,430 — 66,556

For footnotes, see page 100.
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Other information

Funds under management and assets held in custody

Funds under management

At beginning Of PEriod .....c.eveueiiiiieeieiiieeeeree e
NEt NEW MONECY ...ttt
Value ChanGe ......c.coveiviiirieieieic et
Exchange and Other ..........ccecivieirieinieiieieeeeeeee e

At end OF PEIIOA ....eeieiiieiiieiiie e

Funds under management by business

HSBC Global Asset Management ............ccceeererueueueeerereenruereeerennsneneseeseseenens
Global Private Banking ..........cccccoieriineiniineeeeeeeeieeesee e

Affiliates

Funds under management (‘FuM’) at 30 June 2013
amounted to US$902bn, marginally lower than

at 31 December 2012, reflecting adverse foreign
exchange movements which were largely offset by
favourable market movements in the first half of
the year.

Global Asset Management FuM decreased by
4% compared with 31 December 2012 to US$409bn,
primarily due to foreign exchange movements
reflecting the stronger US dollar against most major
currencies, and net outflows of US$1bn, mainly
from a small number of high-value mandates in
Europe and outflows in liquidity funds. These
movements were partly offset by strong inflows in
fixed income products from our customers in Hong
Kong, Rest of Asia-Pacific, Europe and Latin
America and favourable market movements in the
period.

Global Private Banking FuM decreased by 2%
compared with 31 December 2012 to US$281bn.
This was mainly due to negative net new money and
adverse foreign exchange movements. The former
was driven by the adoption of new compliance and
tax transparency standards and actions taken to
reposition our client base towards higher net worth
relationships. Negative net new money was also
impacted by a large number of client withdrawals,
notably in Switzerland. These factors were partly
offset by favourable valuations of certain assets in
Hong Kong.

Other FuM increased by 7% to US$208bn,
primarily due to favourable market movements and
net inflows of US$5.9bn.
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Half-year to

30 June 30 June 31 December

2013 2012 2012

USS$bn USS$bn USS$bn

........ 910 847 857
........ ?2) 10 5)
........ 15 9 40
........ (21) 9) 18
........ 902 857 910
........ 409 405 425
........ 281 263 288
4 3 3

208 186 194

902 857 910

Assets held in custody and under
administration

Custody is the safekeeping and servicing of
securities and other financial assets on behalf of
clients. At 30 June 2013, we held assets as custodian
of US$5.7 trillion, 5% lower than the US$6.0 trillion
held at 31 December 2012. This was mainly driven
by the exit of a large client in Hong Kong coupled
with adverse foreign exchange movements.

Our assets under administration business, which
includes the provision of various support function
activities including the valuation of portfolios of
securities and other financial assets on behalf of
clients, complements the custody business. At
30 June 2013, the value of assets held under
administration by the Group amounted to
USS$2.9 trillion, which was broadly unchanged
compared with 31 December 2012.

Review of transactions with related parties

The FCA'’s Disclosure Rules and Transparency
Rules require the disclosure of related party
transactions that have taken place in the first six
months of the current financial year and any changes
in the related party transactions described in the
Annual Report and Accounts 2012, that have or
could have materially affected the financial position
or performance of HSBC. A fair review has been
undertaken and no such transactions were identified.
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Footnotes

Footnotes to pages 2 to 99

Financial highlights
1

2

W

NelEe SRR Bo )}

Dividends recorded in the financial statements are dividends per ordinary share declared in the first six months of 2013 and are not

dividends in respect of, or for, the period.

Estimated CRD IV end-point CETI ratio after planned mitigation of immaterial holdings based on our interpretation of the July 2011

draft CRD 1V regulation, supplemented by UK regulator guidance for 31 December 2012 and Final CRR rules for 30 June 2013 (see

the Estimated effect of CRD IV end-point rules table on page 188 and basis of preparation on page 197).

The return on average ordinary shareholders’ equity is defined as profit attributable to shareholders of the parent company divided by

average ordinary shareholders’ equity.

Return on invested capital is based on the profit attributable to ordinary shareholders of the parent company (see Note 4 on the

Financial Statements). Average invested capital is measured as average total shareholders’ equity after:

— adding back the average balance of goodwill amortised before the transition to IFRSs or subsequently written off directly to
reserves;

— deducting the average balance of HSBC's revaluation surplus relating to property held for own use. This reserve was generated
when determining the deemed carrying amount of such properties on transition to IFRSs and will run down over time as the
properties are sold;

— deducting average preference shares and other equity instruments issued by HSBC Holdings, and

— deducting average reserves for unrealised gains/(losses) on effective cash flow hedges and available-for-sale securities.

The cost efficiency ratio is defined as total operating expenses divided by net operating income before loan impairment charges and

other credit risk provisions.

Each ADS represents five ordinary shares.

Total shareholder return is defined as the growth in share value and declared dividend income during the relevant period.

The Financial Times Stock Exchange 100 Index.

The Morgan Stanley Capital International World Index and the Morgan Stanley Capital International World Banks Index.

Business and operating models
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Set as part of Strategy Day in May 2011. Revised targets for 2014-16 were included in the Investor Update in May 2013, which is
available on www.hsbc.com under Investor Relations.

Intermediation of securities, funds and insurance products, including Securities Services in GB&M.

Merger and acquisition, event and project financing, and co-investments in GPB.

Including Foreign Exchange, Rates, Credit and Equities.

Including portfolio management.

Including private trust and estate planning (for financial and non-financial assets).

Including hedge funds, real estate and private equity.

The sum of balances presented does not agree to consolidated amounts because inter-company eliminations are not presented here.

Reconciliations of constant currency profit before tax
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‘Currency translation adjustment’ is the effect of translating the results of subsidiaries and associates for the previous half-years at the
average rates of exchange applicable in the current half-year.

Positive numbers are favourable: negative numbers are unfavourable.

Changes in fair value due to movements in own credit spread on long-term debt issued. This does not include the fair value changes
due to own credit risk in respect of trading liabilities or derivative liabilities.

Other income in this context comprises net trading income, net income/(expense) from other financial instruments designated at fair
value, gains less losses from financial investments, dividend income, net earned insurance premiums and other operating income less
net insurance claims incurred and movement in liabilities to policyholders.

Net operating income before loan impairment charges and other credit risk provisions, also referred to as revenue.

Individual reconciliations by global businesses and geographical regions are available on www.hsbc.com.

The operating results of these disposals were removed from underlying results in addition to disposal gains and losses.

The operating results of these acquisitions were not removed from underlying results as they were not significant.

Financial summary
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The accounting for the disposal of our interest in Ping An is described on page 472 of the Annual Report and Accounts 2012. In the
first half of 2013, we recognised a net gain on the completion of the Ping An disposal of US$553m which offset the US$553m loss on
the contingent forward sale contract recognised in the second half of 2012. The gain of US$553m represented the net effect of the
US$1,235m gain on derecognition of the Ping An equity securities classified as available-for-sale investments and recorded in ‘Gains
less losses from financial investments’, offSet by the US$682m adverse change in fair value of the contingent forward sale contract in
the period to the point of delivery of the equity securities recorded in ‘Net trading income’.

For a full description of the Ping An contingent forward sale contract, see page 472 of the Annual Report and Accounts 2012.

Net interest income includes the cost of internally funding trading assets, while the related revenues are reported in net trading
income. In our global business results, the total cost of funding trading assets is included within Global Banking and Markets’ net
trading income as an interest expense.

Gross interest yield is the average annualised interest rate earned on average interest-earning assets (‘AIEA’).

Net interest spread is the difference between the average annualised interest rate earned on AIEA, net of amortised premiums and loan
fees, and the average annualised interest rate payable on average interest-bearing funds.

Net interest margin is net interest income expressed as an annualised percentage of AIEA.

The cost of internal funding of trading assets was US$74m (first half of 2012: US$375m; second half of 2012: US$136m) and is
excluded from the reported ‘Net trading income’ line and included in ‘Net interest income’. However, this cost is reinstated in ‘Net
trading income’ in our global business reporting.

Net trading income includes a favourable movement of US$4m (first half of 2012: charge of US$330m, second half of 2012: charge of
US8299m) associated with changes in the fair value of issued structured notes and other hybrid instrument liabilities derived from
movements in HSBC issuance spreads.

The change in fair value related to movements in the Group's credit spread on long-term debt resulted in an expense of US$19m in the
first half of 2013 (first half of 2012: expense of US$2.2bn; second half of 2012: expense of US$3.0bn).
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Other changes in fair value include gains and losses arising from changes in the fair value of derivatives that are managed in
conjunction with HSBC's long-term debt issued.

Discretionary participation features.

The gain on the sale of our then associate, Ping An, in the second half of 2012, is described on page 472 of the Annual Report and
Accounts 2012.

Net insurance claims incurred and movement in liabilities to policyholders arise from both life and non-life insurance business.

For non-life business, amounts reported represent the cost of claims paid during the year and the estimated cost of incurred claims.
For life business, the main element of claims is the liability to policyholders created on the initial underwriting of the policy and any
subsequent movement in the liability that arises, primarily from the attribution of investment performance to savings-related policies.
Consequently, claims rise in line with increases in sales of savings-related business and with investment market growth.

Consolidated balance sheet
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Net of impairment allowances.

The calculation of capital resources, capital ratios and risk-weighted assets is on a Basel 2.5 basis.

Capital resources are total regulatory capital, the calculation of which is set out on page 186.

Includes perpetual preferred securities.

The definition of net asset value per share is total shareholders’ equity, less non-cumulative preference shares and capital securities,
divided by the number of ordinary shares in issue.

‘Currency translation’ is the effect of translating the assets and liabilities of subsidiaries and associates for the previous year-end at
the rates of exchange applicable at the current period-end.

See Note 13 on the Financial Statements.

France primarily comprises the domestic operations of HSBC France, HSBC Assurances Vie and the Paris branch of HSBC Bank plc.
The classification of customer accounts by country within Europe has changed from former disclosures. Certain balances which were
previously presented within the country of domicile of the consolidating legal entity are now presented on the basis of the country of
account origination. The most significant change affects Switzerland, where the balance of US$44,252m disclosed at 30 June 2012 has
been restated as US$21,401m on the new basis.

Economic profit

48

Expressed as a percentage of average invested capital.

Reconciliation of RORWA measures
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Risk-weighted assets (‘RWA’s) and pre-tax return on average risk-weighted assets (‘RoRWA’).

Underlying RoORWA is calculated using underlying pre-tax return and reported average RWAs at constant currency and adjusted for
the effects of business disposals.

Other includes treasury services related to the US Consumer Mortgage Lending business and commercial operations in run-off. US
CML includes loan portfolios within the run-off business that are designated ‘held for sale’.

Analyses by global business and by geographical region
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The main items reported under ‘Other’ are the results of HSBC's holding company and financing operations, which includes net
interest earned on firee capital held centrally, operating costs incurred by the head office operations in providing stewardship and
central management services to HSBC, along with the costs incurred by the Group Service Centres and Shared Service Organisations
and associated recoveries. The results also include fines and penalties as part of the settlement of investigations into past inadequate
compliance with anti-money laundering and sanctions laws, the UK bank levy together with unallocated investment activities,
centrally held investment companies, gains arising from the dilution of interests in associates and joint ventures and certain property
transactions. In addition, ‘Other’ also includes part of the movement in the fair value of long-term debt designated at fair value (the
remainder of the Group’s movement on own debt is included in GB&M).

Assets by geographical region and global business include intra-HSBC items. These items are eliminated, where appropriate, under
the headings ‘Intra-HSBC items’ or ‘Inter-segment elimination’.

For divested businesses, this includes the gain or loss on disposal and material results of operations as described on page 19.

Loan impairment charges and other credit risk provisions.

Share of profit in associates and joint ventures.

In the analysis of global businesses, net trading income/(expense) comprises all gains and losses from changes in the fair value of
financial assets and financial liabilities classified as held for trading, related external and internal interest income and interest
expense, and dividends received; in the statutory presentation internal interest income and expense are eliminated.

In 2013 funding costs that had previously been reported within ‘Other’ were allocated to their respective business lines. For
comparative purposes, 2012 data has been restated to reflect this change.

In the first half of 2013, Global Markets included a favourable fair value movement of US$4m on the tightening of credit spreads on
structured liabilities (first half of 2012: adverse fair value movement of US$330m; second half of 2012: adverse fair value movement
of US$299m).

‘Other’ in GB&M includes net interest earned on free capital held in the global business not assigned to products.

‘Client assets’ are translated at the rates of exchange applicable for their respective period-ends, with the effects of currency
translation reported separately. The main components of client assets are funds under management, which are not reported on the
Group’s balance sheet, and customer deposits, which are reported on the Group’s balance sheet.

Inter-segment elimination comprises (i) the costs of shared services and Group Service Centres included within ‘Other’ which are
recovered from global businesses, and (ii) the intra-segment funding costs of trading activities undertaken within GB&M. HSBC'’s
Balance Sheet Management business, reported within GB&M, provides funding to the trading businesses. To report GB&M'’s net
trading income on a fully funded basis, ‘Net interest income/(expense)’ and ‘Net interest income/(expense) on trading activities’ are
grossed up to reflect internal funding transactions prior to their elimination in the inter-segment column.

Net insurance claims incurred and movement in liabilities to policyholders.

‘Employee expenses’ comprises costs directly incurred by each global business. The reallocation and recharging of employee and
other expenses directly incurred in the ‘Other’ category is shown in ‘Other operating expenses’.

RWAs are non-additive across geographical regions due to market risk diversification effects within the Group.
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Risk
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There have been no material changes to our
policies and practices regarding risk management
and governance as described in the Annual Report
and Accounts 2012.

A description of the principal risks and
uncertainties for the remaining six months of the
financial year is on page 105.

i

A summary of our current policies and

i f practices regarding risk is provided in the
\ ‘1 / Appendix to Risk on page 252 of the Annual
e Report and Accounts 2012.
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Risk profile

Managing our risk profile
e A strong balance sheet is core to our philosophy.

e Our portfolios remain aligned to our risk appetite
and strategy.

e Our risk management framework is supported by
strong forward-looking risk identification.

Maintaining capital strength and
strong liquidity position

e Our core tier 1 capital ratio remains strong at
12.7%.

e We have sustained our strong liquidity position
throughout the first half of 2013.

e The ratio of customer advances to deposits
remains below 90%.

Strong governance

e Robust risk governance and accountability is
embedded across the Group.

e The Board, advised by the Group Risk
Committee, approves our risk appetite.

e The Compliance control function is being
restructured and expanded to improve focus on
financial crime and regulatory compliance.

e Our global risk operating model supports
adherence to globally consistent standards and
risk management policies across the Group.

Our top and emerging risks

e Macroeconomic and geopolitical risk.

e Macro-prudential, regulatory and legal risks to
our business model.

e Risks related to our business operations,
governance and internal control systems.



Managing risk

The growth in our business in the first half of 2013
was achieved while risks were assumed in a
measured manner and in line with our risk appetite.
Risks, particularly reputational and operational, were
mitigated when they exceeded our risk appetite.

On a reported basis balance sheet assets
decreased by 2% and our credit risk-weighted assets
decreased by 3% during the period.

During the first six months of 2013, financial
markets were dominated by concerns over sovereign
debt default risk and its contagion effects, the
continuing turmoil in the Middle East and the widely
held perception that the world economic recovery
remained fragile. This created volatility in financial
markets. In the face of this changeable economic,
political and financial environment, we maintained
our conservative risk profile by reducing exposure
to the most likely areas of stress. Stress tests were
run regularly to evaluate the potential impact of
emerging scenarios and, where necessary, we
adjusted our risk appetite accordingly.

We continued to manage selectively our
exposure to sovereign debt and bank counterparties,
with the overall quality of the portfolio remaining
strong. We regularly updated our assessment of
higher risk countries and adjusted our risk appetite
and exposures accordingly.

The diversification of our lending portfolio
across the regions, together with our broad range
of global businesses and products, ensured that we
were not overly dependent on a limited number of
countries or markets to generate income and growth.
Our geographical diversification also supported our
strategies for growth in faster-growing markets and
those with international connectivity.

In the first half of 2013 we increased our gross
loans and advances in Europe and Asia-Pacific. On a
constant currency basis, our loan impairment charges
and other credit risk provisions in the first half of
2013 were 34% below the first half of 2012, at
US$3.1bn. The US accounted for a significant
proportion of the decline, driven by favourable
market value adjustments on loan collateral, a
reduction in the CML portfolio and lower loan
impairment charges following the sale of the CRS
business in 2012.

Capital and liquidity

Preserving our strong capital position has long been,
and will remain, a key priority for HSBC. We are
well equipped to respond to the capital requirements
imposed by Basel III, which are discussed further
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on page 186, and to sustain future growth. We utilise
an enterprise-wide approach to testing the
sensitivities of our capital plans against a number

of scenarios; our approach to scenario stress testing
analysis is discussed on page 192.

We continue to maintain a very strong liquidity
position and are well positioned for the emerging
new regulatory landscape.

Areas of special interest

Compliance

In recent years, we have experienced increasing
levels of compliance risk as regulators and other
agencies pursued investigations into historical
activities, and we continue to work with them in
relation to existing issues. This has included the
matters giving rise to the Deferred Prosecution
Agreements reached with US authorities in relation
to investigations regarding inadequate compliance
with anti-money laundering and sanctions law, and
the related undertaking with the FSA (now revised
as a Direction from the Financial Conduct Authority
(‘FCA”) following the UK regulatory restructuring
in April 2013). We have responded to a number of
investigations by the FCA into the mis-selling in the
UK of certain products, including sales of payment
protection insurance and of interest rate derivative
products to SMEs. In addition we have been
involved in investigations and reviews by various
regulators and competition enforcement authorities
related to certain past submissions made by panel
banks and the process for making submissions in
connection with the setting of Libor, Euribor and
other benchmark interest and foreign exchange rates.

Further information about the Group’s
compliance risk management and the changes being
made may be found on page 172.

Commercial real estate

Our exposure to commercial real estate lending
continued to be concentrated in Hong Kong, the UK,
Rest of Asia-Pacific and North America. The market
in Hong Kong and most other Asian markets in
which we conduct commercial real estate lending,
after relative buoyancy in 2011, began to stabilise

in late 2012, partly due to initiatives taken by various
supervisory authorities which have extended into
2013. In the UK, many regions continued to be
negatively affected by weak growth in the economy,
though London and the South East, where more than
50% of our UK commercial real estate lending is
based, continued to exhibit relative strength. In
North America, the market remained stable, in part
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supported by the continued low levels of interest
rates.

Refinance risk is discussed extensively on
page 129 of the Annual Report and Accounts 2012.
With the exception of the UK, in our material
commercial real estate portfolios globally, the
behaviour of the market and the quality of assets
continues to cause no undue concerns. In the UK,
economic conditions continue to prolong concerns
regarding sensitivity to the risks of refinancing,
although no deterioration in market conditions has
been experienced in the first half of 2013.

There was a marginal reduction in UK
commercial real estate balances compared with the
end of 2012 with no significant changes in loans and
advances due to be refinanced in the next 12 months.

Eurozone crisis

Eurozone countries are members of the EU and

part of the euro single currency bloc. The peripheral
eurozone countries are those that exhibit levels

of market volatility that exceed other eurozone
countries, demonstrating fiscal or political
uncertainty which has persisted through the first
half of 2013. Throughout 2012 and into 2013, in
spite of austerity measures and structural reform,

the peripheral eurozone countries of Greece, Ireland,
Italy, Portugal, Spain and Cyprus continued to
exhibit a high ratio of sovereign debt to GDP or
short to medium-term maturity concentration of their
liabilities. In March 2013, Cyprus sought assistance
from the Troika (the European Commission,
European Central Bank and the International
Monetary Fund), which ultimately agreed a bailout
under conditions requiring a consolidation of
banking assets and the ‘bail-in’ of larger depositors
monies. Capital controls led to some minor
disruption of payments from Cyprus. However,
HSBC has limited exposure to the country and no
impairments have been recorded as a result.

bl

Our exposure to eurozone countries is analysed
in the table on page 153.

Risk net exposure

At 30 June 2013, our net exposure to the peripheral
eurozone countries was US$38bn, including net
exposure to sovereign borrowers, agencies and
banks of US$12bn, broadly unchanged compared
with the end of 2012. This reflected a marginal
increase in aggregate exposure to banks offset by a
reduction in exposure to sovereign borrowers and
agencies.
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Our businesses in peripheral eurozone countries
are funded from a mix of local deposits, local
wholesale funding and intra-Group loans extended
from HSBC operations with surplus funds. Intra-
Group funding carries the risk that a member
country might exit the eurozone and redenominate
its national currency, which could result in a
significant currency devaluation. A description of
redenomination risk in the event of the exit of
a eurozone member is provided on pages 131 and
201 of the Annual Report and Accounts 2012.

Risk management and contingency planning

Our framework for dealing with counterparty and
systemic crisis situations is described on page 130 of
the Annual Report and Accounts 2012. Tt continued
to operate throughout the first half of 2013 to ensure
that pre-crisis preparation remains apposite and
robust. A Cyprus Major Incident Group was
effective in dealing with the Group’s response to the
Cyprus sovereign debt crisis.

The main focus of eurozone contingency
planning continues to be on Greece and Spain. Other
scenarios including contagion risk to non-eurozone
countries or the exit of a higher impact eurozone
member remain under consideration.

Exposures to Egypt

At 30 June 2013, our total net lending exposure to
Egypt was US$10.0bn. Over half of our exposure
was to other financial institutions and corporates
(US$5.5bn), almost all of which was onshore
lending by HSBC in Egypt to corporate entities. Of
this exposure US$3.1bn was off-balance sheet,
principally undrawn committed facilities. This
corporate exposure is diversified with almost half
spread across a broad range of manufacturing
activities and the remainder covering a range of
other industry sectors.

The sovereign and agencies exposure, including
exposure to the central bank, was US$3.0bn. This
exposure was almost wholly in the form of local
currency denominated treasury bills and central bank
deposits.

Exposure to banks was US$0.5bn, largely
comprising off-balance sheet commitments
consisting of trade lines to Egyptian banks for the
confirmation of their letters of credit.

Since the onset of the Arab Spring we have
actively managed our exposure within Egypt.
During the second quarter of 2013, our systemic
crisis management processes were reinstigated in
response to the unfolding constitutional crisis, and



we continue to monitor developments closely. The
most material risk to our overall portfolio in Egypt
is the economic instability that would be caused by
a further significant deterioration in the security
situation.

Personal lending — US lending

Economic conditions in the US continued to improve
in the first half of 2013, supported by improvements
in the housing sector and increases in consumer
spending. The unemployment rate has declined
modestly since the start of the year amid signs that
the labour market is more stable.

Total mortgage lending in the US was US$54bn
at 30 June 2013, a decline of 5% compared with the
end of 2012, mainly due to the continued run-off of
the CML portfolio.

We remained focused on managing the run-off
of balances in our HSBC Finance portfolio and
completed the sale within our CML portfolio of
US$4.3bn of personal unsecured loans and
US$0.3bn of real estate loans. We transferred a
further US$0.5bn of real estate loans to ‘Assets
held for sale’ at 30 June 2013.

Total lending balances within HSBC Finance
were US$36bn at 30 June 2013 including loans held
for sale, a decline of US$6.6bn compared with the
end of 2012. The rate at which balances in the CML
portfolio are declining continues to be affected by
the lack of refinancing opportunities available to
customers. Foreclosure processing has now resumed
in substantially all states, although there remains a
backlog of loans which have not yet been referred to
foreclosure. Our loan modification programmes,
which are designed to improve cash collections and
avoid foreclosure, continued to slow repayment
rates.

Top and emerging risks

Identifying and monitoring top and emerging risks
is integral to our approach to risk management. We
define a ‘top risk’ as being a current, emerged risk
which has arisen across any of our risk categories,
regions or global businesses and has the potential to
have a material impact on our financial results or our
reputation and the sustainability of our long-term
business model, and which may form and crystallise
within a one-year horizon. We consider an
‘emerging risk’ to be one which has large uncertain
outcomes that may form beyond a one-year horizon
which, if they were to crystallise, could have a
material effect on our long-term strategy. Our top
and emerging risk framework enables us to focus
on current and forward looking aspects of our risk
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exposures and ensure our risk profile remains in line
with our risk appetite and that our appetite remains
appropriate. Our current top and emerging risks have
continued to evolve since those set out in the Annual
Report and Accounts 2012 and are as follows:

Macroeconomic and geopolitical risk

e Emerging markets slowdown

e Increased geopolitical risk and changes
in energy markets

e Threats to the global economy from a
disorderly exit from quantitative easing

Emerging markets slowdown

World growth is slowing as demand in mature
economies is subdued and credit availability and
investment activity remain very limited. Growth in a
number of emerging markets has decelerated during
the first half of 2013 and advanced economies are
depending on stronger trade growth in emerging
markets to help them through tough economic times
domestically.

A number of mature economies are
implementing austerity measures in order to reduce
their deficits and public debt. This is expected to
help resolve the sovereign and banking crisis in the
medium term, but in the short term it is limiting
growth, increasing unemployment and restricting
taxation revenues severely. This is affecting the
rest of the world through lower trade, reduced
international financing as banks are deleveraging
and potential disruption to capital flows.

Potential impact on HSBC

e Trade and capital flows may contract as a result
of weaker economic growth in some emerging
markets, banks deleveraging, the introduction of
protectionist measures in certain markets, the
emergence of geopolitical risks or increasing
redenomination risk, which in turn might curtail
profitability.

e  Whilst growth in emerging markets as a whole
is constrained by lower world demand and
commodity prices, some countries are struggling
more than others and could trigger a new crisis
of confidence in emerging markets with the
potential for increased volatility. In Egypt, the
uncertain future is affecting the economy and
the country’s ability to attract the necessary
financial support. In Brazil and Turkey, middle
class protests have highlighted concerns
regarding the political and economic choices
made by the government authorities. In
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Argentina, the unresolved dispute with ‘hold
out’ bondholders is fuelling the risk of new
defaults. Emerging markets have been supported
during the last two years by significant capital
inflows from advanced economies but a reverse
of these capital flows would create difficulties
for all countries having to finance current
account deficits, public finance or both.
Developments across all markets are closely
watched by HSBC to ensure insights are shared
and appropriate action is taken as circumstances
evolve.

e During the first half of 2013, we continued to
manage closely our sovereign and financial
institution counterparty credit positions in
peripheral eurozone countries. In addition, we
continued to monitor carefully exposures to
counterparties domiciled in core European
countries that had exposures to sovereigns
and/or banks in peripheral eurozone countries of
sufficient size to threaten their ongoing viability
in the event of further unfavourable
developments in the ongoing crisis.

Increased geopolitical risk and changes in
energy markets

Weak global economic growth is intensifying the
risk of protectionism and some countries may
impose restrictions on trade or on capital flows to
protect their domestic economies.

In Egypt, the political process remains in
transition with a continuing risk of instability. In
addition, the fighting in Syria may disrupt global
international relations, with tensions between Israel
and Iran adding to the risks in the region.

Continuing political instability and unrest in the
Middle East increase the risk of higher oil prices,
however, developments in global energy extraction
increase the risk of lower energy prices affecting the
dynamics of natural gas markets and our exposures.
In other emerging markets such as Turkey and
Brazil, the population is restive and increasingly
critical of prevailing economic policies.

Potential impact on HSBC

e Our results are subject to the risk of loss from
unfavourable political developments, currency
fluctuations, social instability and changes in
government policies on matters such as
expropriation, authorisations, international
ownership, interest-rate caps, foreign exchange
transferability and tax in the jurisdictions in
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which we operate. Actual conflict could put our
staff in harm’s way and bring physical damage
to our assets.

e  We have increased our monitoring of the
geopolitical and economic outlook, in particular
in countries where we have material exposures
and a physical presence. Our internal credit risk
rating of sovereign counterparties takes these
factors into account and drives our appetite for
conducting business in those countries. Where
necessary, we adjust our country limits and
exposures to reflect our appetite and mitigate
these risks as appropriate.

e Lower gas prices could increase political
instability in the Middle East and affect market
dynamics involving countries in the region to
which HSBC is exposed.

Threats to the global economy from a
disorderly exit from quantitative easing

The prolonged period of low interest rates caused by
policy actions taken to address the economic crisis in
mature economies continues to constrain the interest
income we earn from investing our excess deposits,
through spread compression and low returns on
assets. However, an excessively rapid exit from
quantitative easing (‘QE’) and a swift rise in interest
rates could prove to be as detrimental, and fears of
such actions are already creating significant
volatility in the markets. An increase in real interest
rates while economies remain weak could further
limit the pace of recovery, fuel capital flows to safe
havens and result in significant capital outflows from
emerging markets.

Potential impact on HSBC

e A scaling back of QE could have an adverse
impact on global equity and bond prices, and
create turbulence in global currency (foreign
exchange) markets.

e The pace and timing of QE cessation could
heighten market instability. The indication from
the Federal Reserve that further US QE will be
tapered off depending on positive economic
data, links the speed of scaling back to US
economic growth. The speed of recovery in the
US now suggests this could be an issue in the
near future.

e We have undertaken a review of our bond
portfolios, carried out additional stress tests and
managed our positions, to mitigate this risk.



Macro-prudential, regulatory and legal risks
to our business model

o Regulatory developments affecting our
business model and Group profitability

e Regulatory investigations and
requirements relating to conduct of
business and financial crime negatively
affecting our results and brand

o Dispute risk

Financial service providers face increasingly
stringent and costly regulatory and supervisory
requirements, particularly in the areas of capital

and liquidity management, conduct of business,
operational structures and the integrity of financial
services delivery. Increased government intervention
and control over financial institutions, together with
measures to reduce systemic risk, may significantly
alter the competitive landscape. These measures may
be introduced as formal requirements in a supra-
equivalent manner and to differing timetables across
regulatory regimes.

Regulatory developments affecting our
business model and Group profitability

Several regulatory changes are likely to affect our
activities, both of the Group as a whole and of some
or all of our principal subsidiaries. These changes
include (i) publication, on 27 June, of the Capital
Requirements Directive (‘CRD IV’), which is the
introduction of the Basel III measures in the EU,
which comes into effect from 1 January 2014. The
PRA will consult later this summer on the changes to
the PRA’s rules to reflect the new Regulation and to
implement the Directive and relevant discretions
provided in the Regulation; (ii) implementation of
the new regulatory structure within the UK
comprising the Financial Policy Committee (‘FPC’),
the Prudential Regulation Authority (‘PRA’) and the
FCA and, in particular, the effects of the ability of
the FPC to seek additional capital for lending to
sectors perceived as higher risk, (iii) the designation
of the Group by the Financial Stability Board as a
global systemically important bank; (iv) proposed
legislation in the UK to give effect to the
recommendations of the Independent Commission
on Banking (‘ICB’) in relation to ‘ring-fencing’ the
UK retail banking from wholesale banking activities,
the structural separation of other activities as
envisaged in legislative proposals in the US
(including the Volcker Rule proposed under the
Dodd-Frank Act) and potential changes across the
EU where initial proposals are expected later this
year; (v) changes in the regime for the operation

107

of capital markets with increasing standardisation,
central clearing, reporting and margin requirements;
(vi) requirements flowing from arrangements for the
recovery and resolution of the Group and its main
operating entities; and (vii) continued changes in the
manner and standards for the conduct of business,
including the effects of the recommendations now
made by the Parliamentary Commission on Banking
Standards. There is also the continued risk of further
changes to regulation relating to remuneration and
other taxes.

Potential impact on HSBC

e Proposed changes relating to capital and
liquidity requirements, remuneration and/or
taxes could increase the Group’s cost of doing
business, reducing future profitability.

e Proposed changes in and the implementation
of regulations for derivatives and central
counterparties, the ICB ring-fencing proposals,
recovery and resolution plans, the Volcker Rule
and the Foreign Account Tax Compliance Act
(‘FATCA’) may affect the manner in which we
conduct our activities and structure ourselves,
with the potential both to increase the costs of
doing business and curtail the types of business
we can carry out, with the risk of decreased
profitability as a result. Due to the fact that the
development and implementation of many of
these various regulations are in their early
stages, it is not possible to estimate the effect,
if any, on our operations.

e We are closely engaged with the governments
and regulators in the countries in which we
operate to help ensure that the new requirements
are properly considered and can be implemented
in an effective manner. We are also ensuring
that our capital and liquidity plans take into
account the potential effects of the changes.
Capital allocation and liquidity management
disciplines have been expanded to incorporate
future increased capital and liquidity
requirements and drive appropriate risk
management and mitigating actions.

Regulatory investigations and requirements
relating to conduct of business and financial
crime negatively affecting our results and
brand

Financial service providers are at risk of regulatory
sanctions or fines related to conduct of business and
financial crime. The incidence of regulatory
proceedings and other adversarial proceedings
against financial service firms is increasing.
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In December 2012, HSBC Holdings, HSBC
North America Holdings, Inc, and HSBC Bank USA
entered into agreements with US and UK authorities
in relation to investigations regarding past
inadequate compliance with anti-money laundering
and sanctions laws. Among other agreements, HSBC
Holdings and HSBC Bank USA entered into a five-
year Deferred Prosecution Agreement (‘US DPA”)
with the US Department of Justice (‘DoJ’) and
HSBC Holdings entered into an undertaking with the
FSA (the ‘FCA Direction’) to comply with certain
forward-looking obligations with respect to anti-
money laundering and sanctions requirements. In
addition, HSBC Holdings entered into a two year
deferred prosecution agreement with the New York
County District Attorney (the ‘DANY DPA”).

Under the settlement agreements, HSBC
Holdings and HSBC Bank USA made payments
totalling US$1,921m to US authorities and
undertook to continue cooperating fully with US and
UK regulatory and law enforcement authorities and
take further action to strengthen our compliance
policies and procedures. The agreements with the
Dol and the US Federal Reserve, and the FCA
Direction require us to retain an independent monitor
(who is, for FCA purposes, a ‘skilled person’ under
section 166 of the Financial Services and Markets
Act) to evaluate our progress in implementing our
obligations under the agreements and FCA Direction
and to produce regular assessments of the
effectiveness of our Compliance function. Michael
Cherkasky has been selected as the independent
monitor and, on 1 July 2013, the US District Court
for the Eastern District of New York approved the
US DPA and retained authority to oversee
implementation of the same.

As reflected in the agreement entered into
with the Office of the Comptroller of the Currency
(‘OCC’) in December 2012 (‘the Gramm-Leach-
Bliley Act (‘GLBA’) Agreement’), the OCC
has determined that HSBC Bank USA is not in
compliance with the requirements which provide
that a national bank and each depository institution
affiliate of the national bank must be both well
capitalised and well managed in order to own or
control a financial subsidiary. As a result, HSBC
Bank USA and its parent holding companies,
including HSBC, no longer meet the requirements
for financial holding company status, and may not
engage in any new types of financial activities
without the prior approval of the Federal Reserve
Board. HSBC Bank USA may not directly or
indirectly acquire control of, or hold an interest in,
any new financial subsidiary, nor commence a new
activity in its existing financial subsidiary, unless it
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receives prior approval from the OCC. HSBC Bank
USA also entered into a separate consent order with
the OCC requiring it to adopt an enterprise wide
compliance program. In addition, HSBC Bank USA
is subject to the oversight from the Consumer
Financial Protection Bureau, which is a federal
agency that is primarily responsible for regulating
consumer protection with regards to financial
products and services.

In the UK, the FCA has continued to increase its
focus on ‘conduct risk’ including attention to sales
processes and incentives, product and investment
suitability and conduct of business concerns more
generally. These measures are concerned principally,
but not exclusively, with the conduct of business
with retail customers and in conjunction with this
focus, the UK regulators are making increasing use
of existing and new powers of intervention and
enforcement, including powers to consider past
business undertaken and implement customer
compensation and redress schemes or other,
potentially significant, remedial work. Additionally,
the UK and other regulators increasingly take actions
in response to customer complaints either specific
to an institution or more generally in relation to a
particular product. We have seen recent examples
of this approach in the context of the possible mis-
selling of PPI and of interest rate hedging products
to SMEs.

The Group also continues to be subject to a
number of other regulatory proceedings, including
investigations and reviews by various regulators and
competition and enforcement authorities around the
world, including in the UK, the US, Canada, the
EU, Switzerland and Asia, who are conducting
investigations and reviews related to certain past
submissions made by panel banks and the process
for making submissions in connection with the
setting of Libor, Euribor and other benchmark
interest and foreign exchange rates. As certain
HSBC entities are members of such panels, HSBC
and/or its subsidiaries have been the subject of
regulatory demands for information and are
cooperating with those investigations and reviews.
In addition, HSBC Holdings, HSBC Bank plc,
HSBC Bank USA and other panel banks have been
named as defendants in private lawsuits filed in the
US with respect to the setting of Libor, including
putative class action lawsuits which have been
consolidated before the US District Court for the
Southern District of New York. HSBC and other
panel banks have also been named as defendants
in putative class action lawsuits in New York and
Chicago relating to credit default swap pricing. The
complaints in those actions assert claims against



HSBC and other panel banks under various US laws
including US antitrust laws, the US Commodities
Exchange Act and state law (see Note 24 on the
Financial Statements for further information).

Potential impact on HSBC

e [tis difficult to predict the outcome of the
regulatory proceedings involving our
businesses. Unfavourable outcomes may have
a material adverse effect on our reputation,
brand and results, including loss of business
and withdrawal of funding.

e Inrelation to the US DPA, HSBC Holdings and
HSBC Bank USA have committed to take or
continue to adhere to a number of remedial
measures. Breach of the US DPA at any time
during its term may allow the Dol to prosecute
HSBC Holdings or HSBC Bank USA in relation
to the matters which are the subject of the US
DPA. Breach of the DPA with the New York
County District Attorney’s Office (‘DANY”)
may allow DANY to prosecute HSBC Holdings
in relation to the matters which are the subject
of that DPA.

e In relation to the GLBA Agreement, if all of
our affiliate depository institutions are not in
compliance with these requirements within the
time periods specified therein, as they may be
extended, HSBC could be required either to
divest HSBC Bank USA or to divest or
terminate any financial activities conducted in
reliance on the GLBA. Similar consequences
under the GLBA Agreement could result for
subsidiaries of HSBC Bank USA that engage
in financial activities in reliance on expanded
powers provided for in the GLBA. Any such
divestiture or termination of activities would
have an adverse material effect on the
consolidated results and operation of HSBC.
The GLBA Agreement requires HSBC Bank
USA to take all steps necessary to correct the
circumstances and conditions resulting from
non-compliance with the requirements referred
to above. We have initiated steps to satisfy the
requirements of the GLBA Agreement.

e The UK and other regulators may identify future
industry-wide mis-selling or other issues that
could affect the Group. This may lead from
time to time to: (i) significant direct costs or
liabilities (including in relation to mis-selling);
and (ii) changes in the practices of such
businesses which benefit customers at a cost to
shareholders. Further, decisions taken in the UK
by the Financial Ombudsman Service in relation

109

to customer complaints (or any overseas
equivalent that has jurisdiction) could, if applied
to a wider class or grouping of customers, have
a material adverse effect on the operating
results, financial condition and prospects of

the Group.

Steps to address many of the requirements
of the DPA, the FCA Direction and the GLBA
Agreement have either already been taken or are
under way. These include simplifying the Group’s
control structure, strengthening the governance
structure with new leadership appointments, revising
key policies and establishing bodies to implement
single Global Standards shaped by the highest or
most effective standards available in any location
where the Group operates, as well as substantially
increasing spending and staffing in the anti-money
laundering and regulatory compliance areas in the
past few years. There can be no assurance that these
steps will be effective or that HSBC will not have to
take additional remedial measures in the future to
comply with the terms of the DPA or the GLBA
Agreement.

Dispute risk

The current economic environment has increased our
exposure to actual and potential litigation. Further
details are provided in Note 24 on the Financial
Statements.

Potential impact on HSBC

e Dispute risk gives rise to potential financial loss
and significant reputational damage which could
adversely affect customer and investor
confidence.

Risks related to our business operations,
governance and internal control systems

e Regulatory commitments and consent
orders including under the Deferred
Prosecution Agreements

e Internet crime and fraud
e Data management
e Disposals

e Level of change in the Compliance
function

¢ Information security risk

e Model risk
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Interim Management Report (continued)
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Regulatory commitments and consent
orders including under the Deferred
Prosecution Agreements

There is a risk that we fail to meet our deadlines or
we are judged to have material gaps in our plans or
implementation compared with the requirements of
the DPAs and other orders. Further details of this
risk are provided on page 128 of the Annual Report
and Accounts 2012.

Potential impact on HSBC

e If, during the term of the US DPA, HSBC
Holdings or HSBC Bank USA are determined
to have breached the agreement, the DoJ may
prosecute HSBC Holdings or HSBC Bank USA
in relation to the matters which are the subject
of the US DPA. Similarly, if, during the term
of the DPA with DANY, HSBC Holdings is
determined to have breached that agreement,
DANY may prosecute HSBC Holdings in
relation to the matters which are subject to that
DPA. The FCA may, in a similar vein, take
enforcement action as a result of a breach of
the FCA Direction.

Internet crime and fraud

With the ever-growing acceptance of, and demand
for, internet and mobile services by customers,
HSBC is increasingly exposed to fraudulent and
criminal activities via these channels. Internet crime
could result in financial loss and/or customer data
and sensitive information being compromised. Along
with internet fraud, the overall threat of external
fraud may increase during adverse economic
conditions, particularly in retail and commercial
banking.

We also face the risk of breakdowns in
processes or procedures and systems failure or
unavailability, and our business is subject to
disruption from events that are wholly or partially
beyond our control, such as internet crime and acts
of terrorism.

Potential impact on HSBC

e Internet crime and fraud may give rise to losses
in service to customers and/or economic loss to
HSBC. The same threats apply equally when we
rely on external suppliers or vendors to provide
services to us and our customers.
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e  We have increased our defences through
enhanced monitoring and have implemented
additional controls, such as two-factor
authentication, to reduce the possibility of losses
from fraud. We continually assess these threats
as they evolve and adapt our controls to mitigate
them.

Data management

HSBC has received feedback from external
stakeholders that it needs a clear data strategy
to meet the increasingly frequent regulatory
reporting requirements as well as other internal
and external information demands.

Potential impact on HSBC

e Regulators are evaluating the industry on its
ability to provide accurate information and may
use the industry-developed Data Maturity Model
to assess financial services firms.

e A Group-level Data Strategy Board has been
established to define our data strategy to ensure
consistent data management across the Group.
Vision, governance and quality frameworks of
the data strategy have been completed and the
policy and standards are due to be formulated by
the third quarter of 2013. Any required action
would follow.

Disposals

The implementation of our strategy to simplify our
business, which involves withdrawing from certain
markets, presents disposal risks which must be
carefully managed. Implementing organisational
changes to support the Group’s strategy also
requires close management oversight.

Potential impact on HSBC

e  The potential effects of disposal risks include
regulatory breaches, industrial action, loss of
key personnel and interruption to systems and
processes during business transformation, and
they can have both financial and reputational
implications.

e  Steps taken to manage these risks proactively
include maintaining a close dialogue with
regulators and customers and involve HR,
Legal, Compliance and other functional experts.
Some disposals also involve Transitional
Service Agreements, where there are ongoing
risks, which are subject to close management
oversight.



Level of change in the Compliance function

The Compliance function is undergoing a significant
restructuring to increase its efficiency and
effectiveness.

Potential impact on HSBC

e The size and scope of the change could generate
heightened execution and people risk (including
significant resourcing demands).

e Global organisation structures and global
management teams have been agreed.
Implementation in the regions, global business
teams and countries has been split into phases,
with key hubs targeted in the first instance.

Information security risk

The security of our information and technology
infrastructure is crucial for maintaining our banking
applications and processes while protecting our
customers and the HSBC brand.

Potential impact on HSBC

e  These risks give rise to potential financial loss
and reputational damage which could adversely
affect customer and investor confidence. Loss
of customer data would also result in regulatory
breaches which would result in fines and
penalties being incurred.
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e  We have invested significantly in addressing
this risk through increased training to raise
staff awareness of the requirements, enhanced
controls around data access and heightened
monitoring of information flows.

Model risk

More stringent regulatory requirements governing
the development of parameters applied to and
controls around models used for measuring risk can
give rise to changes, including increases in capital
requirements. Furthermore, the changing external
economic and legislative environment and changes
in customer behaviour can lead to the assumptions
we have made in our models becoming invalid.

Potential impact on HSBC

e Model risks can result in a potentially increased
and volatile capital requirement.

e We continue to address these risks through
enhanced model development, independent
review and model oversight to ensure our
models remain fit for purpose.
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Interim Management Report (continued)
Risk > Credit risk

Credit risk

Credit risk in the first half of 2013..................cccceverienns

Credit exposure
Maximum exposure to credit risk

Personal lending
Mortgage lending
Mortgage lending in the US ..o

Non-US mortgage 1ending..........cccccevveeeernneeecnnineenene
Other personal lending...........c.ccccevveueerinneccennneeeeene

Wholesale lending
Corporate and commercial ............coeeveerererenineneeeneenene
Financial (non-bank)
Loans and advances to banks ..........ccccoceeevererenirenceenieenne

Credit quality of financial instruments ............................
Past due but not impaired gross financial instruments

Renegotiated loans and forbearance

HSBC Finance loan modifications and re-ageing..................

Corporate and commercial forbearance .
Impaired 10ans ........c.ccccveieeieininncceeee e

Impairment of loans and advances

Loan impairment charges in the first half of 2013

Concentration of exposure
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Ageing analysis of days past due but not impaired gross
financial instruments
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and by geographical region
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Credit risk is the risk of financial loss if a
customer or counterparty fails to meet an
obligation under a contract. It arises
principally from direct lending, trade finance
and leasing business, but also from certain
other products such as guarantees and credit
derivatives and from holding assets in the
form of debt securities.

There have been no material changes to our policies
and practices for the management of credit risk as
described in the Annual Report and Accounts 2012.

During the first half of 2013, we reviewed the
impairment allowance methodology used for retail
banking and small business portfolios across the
Group to ensure that the assumptions used in
our collective assessment models continue to
appropriately reflect the period of time between
a loss event occurring and the account proceeding
to delinquency and eventual write off.

In Brazil, we reviewed and modified the
impairment allowance methodology and the
underlying assumptions used for the same portfolios
to reflect the level of restructuring that is taking
place and the performance of these restructured
accounts. This review resulted in an increase of
US$242m in collective impairment allowances,
mainly in Brazil’s retail and small business
restructured portfolios. A number of measures
are under way to address these portfolios.

ﬁﬁ”«?ﬁvﬁ A summary of our current policies and

\ practices regarding credit risk is provided
| J in the Appendix to Risk on page 252 of the
L Annual Report and Accounts 2012.
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Overall exposure of HSBC  .......ccccevvneeciininnecciee 146
Movement in the available-for-sale reserve ................c...... 147
Available-for-sale reserve and economic first loss
protection in SICs, excluding Solitaire ............cccccen. 147
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and direct lending held at fair value through profit or loss 148
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Summary of exposures to eurozone COURries ...................... 154
In-country funding exXpoSure ............ccceeeeccecnenseenenn 155

Credit risk in the first half of 2013

Total exposure to credit risk remained broadly
unchanged in the first half of 2013 with gross loans
and advances of US$1,170bn reported at 30 June
2013, compared with US$1,166bn at 31 December
2012.

During the first half of 2013, we continued to
monitor events in the eurozone, weathering the

imposition of capital controls in Cyprus successfully.

We also continued to monitor our portfolio in Egypt
as the constitutional crisis unfolded. More details
of the specific political and macroeconomic risks

associated with these countries, and our management

response, are provided on page 114.

Loans and advances excluding held for sale: total
exposure, impairment allowances and charges
30 Jun 30Jun 31 Dec

2013 2012 2012
USS$bn US$bn US$bn

At end of period:
Total gross loans and
advances (A) ..o 1,170.1 1,1744  1,166.3
Impairment allowances ...... 15.6 17.3 16.2
—as a percentage of A ... 1.33% 1.47% 1.39%

Loans and advances net of
impairment allowances .. 1,154.5 1,157.1 1,150.2

For period ended:
Impairment charges ........... 3.2 4.5 8.2

The following commentary is on a constant
currency basis.

Total personal lending decreased slightly to
US$395bn in the first half of 2013 from US$401bn
at the end of 2012. This was driven by a decrease
in lending in North America due to the continued
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Interim Management Report (continued)
Risk > Credit risk > Credit exposure

reduction in the US run-off portfolio and the
reclassification of loan balances to ‘Assets held
for sale’ in our non-strategic operations in Latin
America, Europe and, to a lesser extent, North
America. This was partly offset by a modest
increase in residential mortgage balances in Rest
of Asia-Pacific, primarily in mainland China and
Australia, Hong Kong and the UK.

Total wholesale lending increased to US$776bn
at 30 June 2013 from US$729bn at the end of 2012,
due to a rise in lending to banks, largely in Europe,
and increased international trade and services
lending to corporate and commercial customers
in Hong Kong. This was partly offset by a decline
in Latin America, where we reclassified lending
balances relating to the planned disposal of our
non-strategic businesses to ‘Assets held for sale’.

At 30 June 2013, impairment allowances as a
percentage of gross loans and advances decreased
to 1.33% from 1.39% at the end of 2012 as a
result of a reduction in loan impairment charges
(as described below) and an increase in wholesale
lending.

Loan impairment charges in the first half
of 2013 decreased to US$3.2bn from US$4.4bn in
the first half of 2012 and US$3.5bn in the second
half of 2012. The reduction was primarily in RBWM
in North America due to significant favourable
market value adjustments in the value of the
underlying properties reflecting improvements in
the housing sector, lower delinquency levels, the
continued run-off of the CML portfolio and the sale
of the CRS business in 2012. This decline was partly
offset by increases in Latin America due to higher
collective impairment provisions in RBWM and
CMB as a result of impairment model changes and
assumption revisions in Brazil and increases in
Mexico reflecting higher lending balances, a
revision to the assumptions used in our collective
assessment models in the first half of 2013 and the
non-recurrence of a provision release in the first
half of 2012. In addition, individually assessed
impairment provisions increased in Mexico in
CMB and GB&M and in the UK in CMB.

Credit exposure

Maximum exposure to credit risk

The table on page 115 provides information on
balance sheet items, offsets and loan and other
credit-related commitments. Commentary on the
balance sheet movements is provided on page 38.
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Derivatives

The derivatives offset amount in the table on

page 115 relates to exposures where the counterparty
has an offsetting derivative exposure with HSBC, a
master netting arrangement is in place and the credit
risk exposure is managed on a net basis, or the
position is specifically collateralised, normally in
the form of cash. At 30 June 2013, the total amount
of such offsets was US$254bn (30 June 2012:
US$340bn; 31 December 2012: US$311bn), of
which US$213bn (30 June 2012: US$301bn;

31 December 2012: US$270bn) were offsets under

a master netting arrangement, US$36bn (30 June
2012: US$38bn; 31 December 2012: US$39bn)

was collateral received in cash and US$6bn (30 June
2012: US$1.1bn; 31 December 2012: US$1.8bn)
was other collateral. The decline in the total offset
reflects the reduction in the fair value of derivative
contracts in the period. These amounts do not qualify
for offset for accounting purposes as settlement

is not intended to be made on a net basis.

Loan and other credit-related commitments

Loan and other credit-related commitments largely
consist of corporate and commercial off-balance
sheet commitments, including term and trade-related
lending balances and overdrafts, retail off-balance
sheet commitments including overdrafts, residential
mortgages and personal loans and credit card
balances. Loan and other credit-related commitments
rose marginally, driven by an increase in North
Anmerica, reflecting our focus on growing in target
commercial segments in the US, and a rise in

term and trade-related commitments in Hong Kong
and mainland China. This was partly offset by a
decline in the Middle East and North Africa as a
result of drawdowns by wholesale customers in the
UAE and a reduction in our exposure to Egypt.

Other credit risk mitigants

While not disclosed as an offset in the maximum
exposure to credit risk table, other arrangements are
in place which reduce our maximum exposure to
credit risk. These include short positions in securities
and financial assets held as part of linked insurance/
investment contracts where the risk is predominantly
borne by the policyholder. In addition, we hold
collateral in respect of individual loans and
advances.



. o]
Maximum exposure to credit risk

At 30 June 2013 At 30 June 2012 At 31 December 2012
Exposure Exposure Exposure
Maximum to credit Maximum to credit Maximum to credit
exposure Offset risk (net) exposure Offset risk (net) exposure Offset  risk (net)
US$m US$m US$m US$m US$m US$m US$m US$m US$m
Cash and balances at
central banks ................. 148,285 — 148,285 147,911 - 147,911 141,532 - 141,532
Items in the course of
collection from other
banks ......ceeeviereieriienns 8,416 - 8,416 11,075 - 11,075 7,303 - 7,303
Hong Kong Government
certificates of
indebtedness .................. 24,275 - 24,275 21,283 - 21,283 22,743 - 22,743
Trading assets ................. 381,124 (8,557) 372,567 361,352 (12,665) 348,687 367,177 (19,700) 347,477
Treasury and other
eligible bills ................ 19,188 - 19,188 30,098 - 30,098 26,282 - 26,282
Debt securities .............. 147,568 — || 147,568 131,563 - 131,563 144,677 - 144,677
Loans and advances:
—to banks .......cccoenenee 96,748 - 96,748 94,330 - 94,830 78,271 - 78,271
— to customers ............ 117,620 (8,557)(| 109,063 104,861|| (12,665) 92,196 117,947 (19,700) 98,247
Financial assets designated
at fair value ................... 12,548 — 12,548 14,535 — 14,535 12,714 — 12,714
Treasury and other
eligible bills ................ 99 - 99 91 - 91 54 - 54
Debt securities .............. 12,392 - 12,392 14,238 - 14,238 12,551 - 12,551
Loans and advances:
—to banks .......cccoeeeee. 25 - 25 127 - 127 55 - 55
— to customers ............ 32 - 32 79 — 79 54 — 54
Derivatives .......ccceceeeeenene 299,213  (254,077) 45,136 355,934 (340,442) 15,492 357,450 (310,859) 46,591
Loans and advances held
at amortised cost: .......... 1,154,504 (94,670) 1,059,834 1,157,176  (93,044) 1,064,132 1,150,169 (95,578) 1,054,591
—to banks .......cccococua. 185,122 (6,296)|| 178,826 182,191 (7,092)|| 175,099 152,546 (3,732)|| 148,814
— to customers ............ 969,382 (88,374)|| 881,008 974,985|| (85,952)| 889,033 997,623 (91,846)[| 905,777
Financial investments ...... 394,846 — 394,846 387,050 — 387,050 415312 — 415312
Treasury and other
similar bills ................. 79,005 - 79,005 71,552 - 71,552 87,550 - 87,550
Debt securities .............. 315,841 — || 315,841 315,498 — || 315,498 || 327,762 — || 327,762
Assets held for sale .......... 18,690 (572) 18,118 10,541 4) 10,537 9,292 (164) 9,128
— disposal groups ....... 17,756 (572) 17,184 10,383 “4) 10,379 5,359 (164) 5,195
— non-current assets
held for sale ............. 934 - 934 158 — 158 3,933 — 3,933
Other assets 32,470 — 32,470 34,397 — 34,397 31,983 — 31,983
Endorsements and
acceptances ................ 11,329 - 11,329 12,782 - 12,782 12,032 - 12,032
Other ...coovvevevveiieiienenn 21,141 - 21,141 21,615 — 21,615 19,951 — 19,951
Financial guarantees and
similar contracts ............ 43,783 - 43,783 39,190 - 39,190 44,993 - 44,993
Loan and other credit-
related commitments® ... 587,946 — 587,946 564,113 — 564,113 579,469 — 579,469
3,106,100 (357,876) 2,748,224 3,104,557 (446,155) 2,658,402 3,140,137 (426,301) 2,713,836

For footnotes, see page 178.
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HSBC HOLDINGS PLC

Personal lending

Interim Management Report (continued)
Risk > Credit risk > Personal lending

Total personal lending was US$395bn at 30 June
2013, down from US$415bn at the end of 2012
(US$401bn on a constant currency basis). The

decrease on a constant currency basis reflected the

reclassification of loan balances to ‘Assets held
for sale’ in our non-strategic operations in Latin

Total personal lending

At 30 June 2013

First lien residential mortgages (A) .........c......

Other personal lending (B) .......ccccccecevreuccene
— motor vehicle finance ............ccccccceniee
—credit cards ...,
— second lien residential mortgages
— other

Total personal lending (C)

Impairment allowances on personal lending
First lien residential mortgages (a) ............
Other personal lending (b) .......ccccevueueueece
— motor vehicle finance .............ccccccennee
—credit cards ...
— second lien residential mortgages ...........
— other

TOtAl () cevevereieeieeeeieeieeeeete e

(a) as a percentage of (A) ...cocooveevveinreerieennne
(b) as a percentage of (B) ....ccooveevevinieerieennne
(c) as a percentage of (C) ....coevvveeeerenveeneennne

At 30 June 2012

First lien residential mortgages (D) ................

Other personal lending (E) .......cccooceveeierennae
— motor vehicle finance
—credit cards .......coeeieniieneeee
—second lien residential mortgages ...........
— other

Total personal lending (F) ......ccccccevevnreecncne

Impairment allowances on personal lending
First lien residential mortgages (d) ............

Other personal lending (€) ........cccovveueueuenee
— motor vehicle finance ............cccceenie.
—credit cards ..o
— second lien residential mortgages ...........
— other

TOtal () cvovveeeeieieeeeeeee e

(d) as a percentage of (D) ....ocovvevvrvevinveeriennne
(e) as a percentage of (E) ....ocoovverveeieeninennnne
(f) as a percentage of (F) ...ccoevvvviniiiniicnicnnne

America, Europe and, to a lesser extent, North
America, and a decrease in lending in North
America due to the repayments and write-offs in the
US run-off portfolio. This was partly offset by

an increase in mortgage lending in Rest of Asia-
Pacific, Hong Kong and the UK.

Rest of
Rest of Hong North Other

UK Europe Kong US® America regions’ Total
US$m US$m US$m US$m US$m US$m US$m
120,740 6,694 53,475 47,186 19,091 42,462 289,648
20,395 25,441 18,813 6,805 5,877 27,530 104,861
- 16 - - 22 3,050 3,088
10,421 3,042 5,738 742 567 8,095 28,605
- - - 5,483 295 103 5,881

9,974 22,383 13,075 580 4,993 16,282 67,287
141,135 32,135 72,288 53,991 24,968 69,992 394,509

337) (65) - (3,504) 39) (218) (4,163)

(488) 474) (76) (554) (75) (1,554) (3,221)

- @ - - @ (96) @aor)

(136) (232) (43) 35) (10) (354) (810)

_ - = (512) ®) - (517)

(352) (238) 33) 7 (59) (1,104) (1,793)

(825) (539) (76) (4,058) (114) 1,772) (7,384)
0.3% 1.0% - 7.4% 0.2% 0.5% 1.4%
2.4% 1.9% 0.4% 8.1% 1.3% 5.6% 31%
0.6% 1.7% 0.1% 7.5% 0.5% 2.5% 1.9%
116,949 8,780 48,951 50,773 20,809 40,518 286,780
21,807 26,114 16,718 12,405 7,624 29,354 114,022
- 29 - 15 24 3,852 3,920
10,961 2,640 5,174 791 1,188 8,369 29,123
644 - - 6,352 424 144 7,564
10,202 23,445 11,544 5,247 5,988 16,989 73,415
138,756 34,894 65,669 63,178 28,433 69,872 400,802
(441) (59) @) (4,463) (38) (241) (5,249)
(609) (400) (55) (1,425) (121) (1,526) (4,136)

- @) - f ) (166) (171)
(165) (189) (25) 35) (33) (392) (839)
(33) - - (634) 9) - (676)
(411) (207) 30) (756) (78) (968) (2,450)
(1,050) (459) (63) (5,888) (159) (1,766) (9,385)
0.4% 0.7% - 8.8% 0.2% 0.6% 1.8%
2.8% 1.5% 0.3% 11.5% 1.6% 52% 3.6%
0.8% 1.3% 0.1% 9.3% 0.6% 2.5% 2.3%
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At 31 December 2012

First lien residential mortgages (G) ................

Other personal lending (H) ..........
— motor vehicle finance ........c..ccccceeeenneneee
—credit cards .......oceeeeerieereeeee
—second lien residential mortgages ...........
—Other ..o

Total personal lending (1) ....cccoceeeerinirieuencncne

Impairment allowances on personal lending
First lien residential mortgages (g) ............
Other personal lending (h) ......c.cccooeenenne
— motor vehicle finance ..........c.c.ccceceeenee
—credit cards ......coveeeiennneccce
—second lien residential mortgages
—Other ...cccccveiiicice

TOtAl (1) weveveeeeireeiieerieeee e

(g) as a percentage of (G) ..
(h) as a percentage of (H) .. .
(i) as a percentage of (1) ..c.ccooevevveveerenenriniecncne

For footnote, see page 178.

Mortgage lending

Rest of

The commentary that follows is on a constant

currency basis.

At 30 June 2013, total mortgage lending was
US$296bn, a marginal decline from 31 December

2012 which was due to the continued run-off of the
CML portfolio in North America and the

Mortgage lending products

At 30 June 2013
First lien residential mortgages® ...................
Second lien residential mortgages

Total mortgage lending (A) ......ccoveeeveerecnnnne

Second lien as percentage of (A) .......ccovevennene.

Impairment allowances on mortgage lending
First lien residential mortgages ..................
Second lien residential mortgages

Interest-only (including offset) mortgages .....
Affordability mortgages, including adjustable-

rate mortgages (‘ARM’S) .....ccccvvervcrernnecnns
OLher ...t

Total interest-only, affordability mortgages
and other ...

— as a percentage of (A) ...ccoeoeveeencenccnnne

Rest of Hong North Other
UK Europe Kong US®  America regions® Total
US$m US$m US$m US$m US$m US$m US$m
127,024 8,148 52,296 49,417 20,716 44,261 301,862
23,446 27,656 18,045 7,382 6,839 29,863 113,231
- 24 - - 20 3,871 3,915
11,369 3,060 5,930 821 735 8,881 30,796
508 - - 5,959 363 131 6,961
11,569 24,572 12,115 602 5,721 16,980 71,559
150,470 35,804 70,341 56,799 27,555 74,124 415,093
(425) (64) 4) (4,133) (30) (249) (4,905)
(576) (401) (57) (590) 94)  (1,589)  (3,307)
- “ - - (O] (144) (149)
(150) (184) (28) (40) (14) (385) (801)
(44) - - (542) (6) - (592)
(382) (213) (29) ®) (73) (1,060) (1,765)
(1,001) (465) (61) (4,723) (124) (1,838) (8,212)
0.3% 0.8% - 8.4% 0.1% 0.6% 1.6%
2.5% 1.4% 0.3% 8.0% 1.4% 5.3% 2.9%
0.7% 1.3% 0.1% 8.3% 0.5% 2.5% 2.0%
reclassification of balances to ‘Assets held for sale’
in Latin America and Europe. It was partly offset
by increases in Rest of Asia-Pacific, reflecting our
focus on secured lending supported by marketing
campaigns; in Hong Kong, although the rate of
growth began to slow; and in the UK, reflecting
our competitive pricing.
Rest
Rest of Hong of North Other
UK  Europe Kong US® America regions’ Total
US$m US$m US$m US$m US$m US$m US$m
120,740 6,694 53,475 47,186 19,091 42,462 289,648
- - - 5,483 295 103 5,881
120,740 6,694 53,475 52,669 19,386 42,565 295,529
- - - 10.4% 1.5% 0.2% 2.0%
(337) (65) _ (4,016) (44) (218) (4,680)
(337) (65) _ (3,504) 39) (218) (4,163)
- - - (512) 5) - (517)
46,301 140 29 - 445 1,116 48,031
2 453 17 18,007 - 5,535 24,014
89 - - - - 175 264
46,392 593 46 18,007 445 6,826 72,309
38.4% 8.9% 0.1% 34.2% 2.3% 16.0% 24.5%
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Risk > Credit risk > Personal lending

Mortgage lending products (continued)

Rest
Rest of Hong of North Other
UK Europe Kong US®  America regions® Total
US$m US$m US$m US$m US$m US$m US$m
At 30 June 2012
First lien residential mortgages4 ..................... 116,949 8,780 48,951 50,773 20,809 40,518 286,780
Second lien residential mortgages 644 - - 6,352 424 144 7,564
Total mortgage lending (B) .....cocceveeuevreucnnee 117,593 8,780 48,951 57,125 21,233 40,662 294,344
Second lien as percentage of (B) ........cccoeveeeee 0.5% - - 11.1% 2.0% 0.4% 2.6%
Impairment allowances on mortgage lending . (474) (59) (7) (5,097) 47) (241) (5,925)
First lien residential mortgages .................. (441) (59) - (4,463) (38) - (5,249)
Second lien residential mortgages (33) — (7) (634) 9) (241) (676)
Interest-only (including offset) mortgages ..... 47,605 48 30 - 582 1,195 49,460
Affordability mortgages, including ARMs ...... 35 480 21 16,424 276 5,993 23,229
Other ..o 102 - - - - 201 303
Total interest-only, affordability mortgages
and OtheT ....c.ovveirieirieceeeeee e 47,742 528 51 16,424 858 7,389 72,992
— as a percentage of (B) .......cccoceeuceenennennnee 40.6% 6.0% 0.1% 28.8% 4.0% 18.2% 24.8%
At 31 December 2012
First lien residential rnortgages4 ..................... 127,024 8,148 52,296 49,417 20,716 44,261 301,862
Second lien residential mortgages 508 - - 5,959 363 131 6,961
Total mortgage lending (C) .....ccocevreeevveeucnnee 127,532 8,148 52,296 55,376 21,079 44,392 308,823
Second lien as percentage of (C) ......c.cocvevuenee 0.4% - 0.0% 10.8% 1.7% 0.3% 2.3%
Impairment allowances on mortgage lending (469) (64) () (4,675) (36) (249) (5,497)
First lien residential mortgages ... (425) (64) “) (4,133) (30) (249) (4,905)
Second lien residential mortgages (44) — — (542) (6) — (592)
Interest-only (including offset) mortgages ..... 49,650 52 30 - 531 1,146 51,409
Affordability mortgages, including ARMs ... 6 532 19 18,456 - 5,135 24,148
Other ..o 99 - - - - 204 303
Total interest-only, affordability mortgages
and Other ........ccoeeeerirnccceeeeene 49,755 584 49 18,456 531 6,485 75,860
—as a percentage of (C) ...coovvevveirveenieennnne 39.0% 7.2% 0.1% 33.3% 2.5% 14.6% 24.6%
For footnotes, see page 178.
Mortgage lending in the US HSBC Finance US Consumer and Mortgage
. Lending® — residential mortgages
In the US, total mortgage lending balances were € £4g;
USS$53bn at 30 June 2013, a decrease of 5% At At At
compared with the end of 2012. Overall, US Sl L 30 Jun 31 Dec
tgage lending represented 13% of our total 2013 2012 2012
mortgag Hng rep . ° USSm US$m US$m
persQnal .len.dmg a.md 18% of our total mortgage Residential mortgages
lending, in line with 31 December 2012. First lien .......c.ccoevue.e. 32,271 37,188 35,092
. Second lien .. 3,328 4,042 3,651
Mortgage lending balances at 30 June 2013
in HSBC Finance were US$36bn, a decrease of 8% Total (A) woovvvvsvee 2 1 41,230 38,743
compared with the end of 2012 due to the continued Impairment
run-off of the CML portfolio. In HSBC Bank USA, allowances e 3,789 4,884 4,480
. — as a percentage
mortgage lending balances were US$17bn at 30 June of A 10.6% 11.8% 11.6%

2013, an increase of 3% from the end of 2012. This
was driven, in part, by increased origination to our
Premier customers, in line with our strategy to grow
this customer base.
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For footnote, see page 178.

For first lien residential mortgages in our CML
portfolio, two months and over delinquent balances
were US$7.1bn at 30 June 2013, compared with




US$7.6bn at 31 December 2012. The decline mainly
reflected the continued run-off of balances. In HSBC
Bank USA, two months and over delinquent
balances were broadly in line with the end of 2012,
at US$1.4bn.

Second lien mortgage balances declined by 8%
to US$5.5bn at 30 June 2013, representing 10% of
the overall US mortgage lending portfolio, as a result
of the continued run-off of the CML portfolio. Two
months and over delinquent balances were US$401m
at 30 June 2013 compared with US$477m at
31 December 2012.

HSBC Finance: foreclosed properties in the US

Second lien mortgages in the US

The majority of second lien residential mortgages are taken up
by customers who hold a first lien mortgage issued by a third
party. Second lien residential mortgage loans have a risk
profile characterised by higher loan-to-value ratios, because in
the majority of cases the loans were taken out to complete the
refinancing of properties. Loss severity on default of second
liens has typically approached 100% of the amount
outstanding, as any equity in the property is consumed through
the repayment of the first lien loan.

Impairment allowances for these loans are determined
by applying a roll-rate migration analysis which captures the
propensity of these loans to default based on past experience.
Once we believe that a second lien residential mortgage loan
is likely to progress to write-off, the loss severity assumed in
establishing our impairment allowance is close to 100% in the
CML portfolios, and more than 80% in HSBC Bank USA.

Half-year to

30 June 30 June 31 December

2013 2012 2012

Number of foreclosed properties at end of period .........cccoeeevirnneecrnnecccee 4,068 2,836 2,973
Number of properties added to foreclosed inventory in the half-year ....................... 4,902 3,615 3,212
Average loss on sale of foreclosed Properties® .............coovvevveerveereeereeerreerreseseeenes 2% 5% 5%
Average total 10ss on foreclosed PrOPErties’ ............vvurrvereriesnsresresesissessssessssssssnes 51% 55% 53%
Average time to sell foreclosed properties (days) ......cocovevereriererieereereeseeeeeeeenes 155 179 166

For footnotes, see page 178.

The number of foreclosed properties at HSBC
Finance at 30 June 2013 increased compared with
the end of December 2012 as we work through the
backlog in foreclosure activity which arose from the
temporary suspension of foreclosures.

The average total loss on foreclosed properties
and the average loss on sale of foreclosed properties
decreased compared with the first half of 2012,
reflecting improvements in home prices.

119

Valuation of foreclosed properties in the US

We obtain real estate by foreclosing on the collateral pledged
as security for residential mortgages. Prior to foreclosure,
carrying amounts of the loans in excess of fair value less costs
to obtain and sell are written down to the discounted cash
flows expected to be recovered, including from the sale of the
property. Broker price opinions are obtained and updated
every 180 days and real estate price trends are reviewed
quarterly to reflect any improvement or additional
deterioration. Our methodology is regularly validated by
comparing the discounted cash flows expected to be recovered
based on current market conditions (including estimated cash
flows from the sale of the property) to the updated broker price
opinion, adjusted for the estimated historical difference
between interior and exterior appraisals. The fair values of
foreclosed properties are initially determined based on broker
price opinions. Within 90 days of foreclosure, a more detailed
property valuation is performed reflecting information
obtained from a physical interior inspection of the property
and additional allowances or write-downs are recorded as
appropriate. Updates to the valuation are performed no less
than once every 45 days until the property is sold, with
declines or increases recognised through changes to
allowances.
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HSBC HOLDINGS PLC

Interim Management Report (continued)

Risk > Credit risk > Personal lending / Wholesale lending

Trends in two months and over contractual delinquency in the US

At At At
30 June 30 June 31 December
2013 2012 2012
US$m US$m US$m
In personal lending in the US

First lien residential MOItZAZES ......c.covvvrvrueuiuirinirieieieiririeieieiee et 8,378 8,851 8,926
Consumer and Mortgage Lending ...........cccovveevieireinieinieieeieeseeeseeeseeeieeennene 7,114 7,662 7,629
Other mortgage IENAING ......c.coeirueriririiiiieiee e 1,264 1,189 1,297
Second lien residential MOTTZAZES ......ccceverveuirieiirieirieieeeiei et 401 515 477
Consumer and Mortgage Lending . 274 372 350
Other MOrtgage 1eNdING ........ccceoiriiieieiiiiireicetee e 127 143 127
CIEdIt CANA ...ttt bbbttt 19 29 27
Personal n0on-credit Card ..........oeeeeerrieiecinnircce e 24 339 335
TORAL L.ttt 8,822 9,734 9,765
% % %

As a percentage of the relevant loans and receivables balances
First lien residential MOItZAZES .......cccvveuirieiriiirieiieie e 17.6 17.4 18.1
Second lien residential MOTTZAZES ......cveveveriririeueiiiriirieiccteeeieee e 7.3 7.9 8.0
CLEAIt CATA ..ttt ettt et n st be e eseneas 2.5 3.7 33
Personal non-credit Card .........oeeeeririeieciinece s 4.1 6.3 7.4
TOLAL <ottt ettt ettt ettt ne e s nen 16.2 15.3 16.1

Non-US mortgage lending

The commentary that follows is on a constant
currency basis.

Total non-US mortgage lending was US$243bn

at 30 June 2013, broadly in line with the end of
2012. Our most significant concentrations of
mortgage lending were in the UK and Hong Kong.

In the UK, mortgage lending was US$121bn

at 30 June 2013, slightly higher than at 31 December

2012. This represented the Group’s largest
concentration of mortgage exposure. Interest only
products made up US$46bn of total UK mortgage
lending.

The credit quality of our UK mortgage portfolio

remained high with impairment allowances at 0.3%
of total gross mortgages as the effects of initiatives

taken in previous years, including restricting certain

types of lending, continued to be felt. During the

first half of 2013, the average loan-to-value (‘LTV?)
ratio for new business was 59% compared with 51%

for the whole portfolio, a slight increase compared
with the levels seen during 2012.

Mortgage lending in Hong Kong was US$53bn,

an increase of 2% on the end of 2012 reflecting
continued growth in the market during the first half

of 2013, although the rate of growth began to slow at

the end of the period. The quality of our mortgage
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book remained high with negligible impairment
allowances. The average LTV ratio on new mortgage
lending was 44% compared with an estimated 32%
for the overall portfolio.

Mortgage lending in other regions remained
broadly stable at US$69bn at 30 June 2013.
Increases in Rest of Asia-Pacific derived from our
focus on secured lending in mainland China and
Australia were offset by decreases in Latin America
due to the reclassification of balances to ‘Assets held
for sale’.

Other personal lending
Credit cards

Total credit card lending of US$29bn at 30 June
2013 was 3% below the end of 2012 due to subdued
credit appetite and consumer de-leveraging, mainly
in Europe, and the transfer of balances to ‘Assets
held for sale’ in Latin America. This was partly
offset by increased balances in Turkey from business
expansion.

Personal non-credit card lending

Personal non-credit card lending balances fell by 4%
to US$70bn at 30 June 2013, mainly in Europe and
Latin America due to balances being transferred to
‘Assets held for sale’.




Wholesale lending international trade and services lending to corporate
and commercial customers in Hong Kong. This was
partly offset by a decline in Latin America where we
reclassified lending balances relating to the planned

On a reported basis, total wholesale lending
increased by US$24bn from 31 December 2012 to

US$776bn at 30 June 2013. On a constant currency . . . . 2
. . . disposal of our non-strategic businesses to ‘Assets )
basis, it rose by US$47bn due to higher lending to , S
. . . held for sale’. 2
banks, largely in Europe, and an increase in ®
@)
Total wholesale lending
Rest of
Hong Asia- North Latin
Europe Kong Pacific MENA America America Total
US$Sm US$Sm USSm US$Sm US$m US$Sm USSm -
At 30 June 2013 o
Corporate and commercial (A) ............. 211,128 111,610 86,873 21,416 48,327 30,451 509,805 8‘
— manufacturing ..........c.ccccc.... 46,202 10,944 19,300 3,409 9,609 12,128 101,592 ?:_,
— international trade and services ..... 66,317 42,707 35,091 9,458 13,082 7,771 174,426 GC)
— commercial real estate ................... 30,764 24,158 9,258 898 6,064 2,328 73,470 €
— other property-related ................... 7,403 17,182 6,533 1,526 7,725 285 40,654 %
— GOVEINMENL ...covvrvvieiirerercecennen 1,834 2,813 407 1,664 348 1,431 8,497 =
— other commercial® .........ccccooovnnn.n. 58,608 13,806 16,284 4,461 11,499 6,508 111,166 ‘§°
Financial (non-bank financial =
institutions) (B) ..eoeveccccrernnnenene 51,060 6,168 4,630 1,822 12,103 1,380 77,163 'g
Asset-backed securities reclassified...... 3,319 - - - 147 - 3,466 c
Loans and advances to banks (C) ......... 68,281 33,293 48,965 9,454 11,818 13,361 185,172 =
Total wholesale lending (D) ................. 333,788 151,071 140,468 32,692 72,395 45,192 775,606
Impairment allowances on wholesale
lending
Corporate and commercial () .............. 3,708 334 506 1,264 827 1,071 7,710
— manufacturing ..........ccceevviennnne 570 81 130 199 88 325 1,393 %
— international trade and services ..... 1,116 207 174 523 207 346 2,573 o]
— commercial real estate ................... 1,036 4 24 158 156 231 1,609 §
— other property-related 213 17 81 241 139 13 704 a
—government ............. . 2 - - 31 2 - 35
— other commercial ...........c.ccooeneene. 771 25 97 112 235 156 1,396
Financial (non-bank financial
INStitutions) (b) c.ovveveveveecececeererinneene 270 29 6 118 43 1 467
Loans and advances to banks (c) 33 - - 17 - - 50
Total (d) .oovvvecicccccccce 4,011 363 512 1,399 870 1,072 8,227
(a) as a percentage of (A) ..c.covvvueenee. 1.76% 0.30% 0.58% 5.90% 1.71% 3.52% 1.51% 2
(b) as a percentage of (B) ....cccoovevvereennn 0.53% 0.47% 0.13% 6.48% 0.36% 0.07% 0.61% %
(c) as a percentage of (C) . . 0.05% = = 0.18% = = 0.03% g
(d) as a percentage of (D) ......ccccceuueee. 1.20% 0.24% 0.36% 4.28% 1.20% 2.37% 1.06% 5
)
©
‘o
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Risk > Credit risk > Wholesale lending

Total wholesale lending (continued)

Rest of
Hong Asia- North Latin
Europe Kong Pacific MENA America America Total
US$m US$m US$m US$m US$m US$m US$m
At 30 June 2012
Corporate and commercial (E) ............. 214,423 96,164 81,029 22,216 43,540 34,829 492,201
— manufacturing ...........cceeeeeenenenne 55,245 10,235 17,550 3,888 8,594 12,538 108,050
— international trade and services ..... 64,843 31,631 30,777 8,574 11,471 9,399 156,695
— commercial real estate 32,563 21,510 9,544 940 6,706 3,451 74,714
— other property-related . 7,506 17,079 6,849 2,060 6,120 344 39,958
— GOVEINMENt ..o 2,073 2,906 390 1,514 774 1,853 9,510
— other commercial® ...........ccocooveee.... 52,193 12,803 15,919 5,240 9,875 7,244 103,274
Financial (non-bank financial
institutions) (F) .c.cccoveeveccnnnncccne. 58,322 3,907 3,897 1,438 25,237 1,754 94,555
Asset-backed securities reclassified ..... 4,243 - - - 401 - 4,644
Loans and advances to banks (G) ......... 58,652 29,673 50,228 9,512 14,528 19,654 182,247
Total wholesale lending (H) ................. 335,640 129,744 135,154 33,166 83,706 56,237 773,647
Impairment allowances on wholesale
lending
Corporate and commercial (e)............... 3,270 445 641 1,276 718 800 7,150
— manufacturing ...........cceceeuccecnnnne 816 97 287 198 82 280 1,760
— international trade and services ..... 947 276 168 418 153 320 2,282
— commercial real estate ................... 864 4 47 158 233 85 1,391
— other property-related 170 20 66 155 127 12 550
— government ......... . 4 - - 38 1 - 43
— other commercial .............ccocuveneene. 469 48 73 309 122 103 1,124
Financial (non-bank financial
institutions) () «.c.cccoevvvevennee . 421 28 14 183 33 2 681
Loans and advances to banks (g) .......... 39 - — 17 - - 56
Total () .oeeeeeieeeeeeeeee e 3,730 473 655 1,476 751 802 7,887
(e) as a percentage of (E) ........ccccueee 1.53% 0.46% 0.79% 5.74% 1.65% 2.30% 1.45%
(f) as a percentage of (F) ...c.ccovvrueunee. 0.72% 0.72% 0.36% 12.73% 0.13% 0.11% 0.72%
(g) as a percentage of (G) ....cocvvveveerennns 0.07% - - 0.18% - - 0.03%
(h) as a percentage of (H) ......ccccuceee. 1.11% 0.36% 0.48% 4.45% 0.90% 1.43% 1.02%
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Rest of

Hong Asia- North Latin
Europe Kong Pacific MENA America America Total
US$m US$m US$m US$m US$m US$m US$m 2
At 31 December 2012 'S
Corporate and commercial (I) .............. 223,061 99,199 85,305 22,452 47,886 35,590 513,493 §
— manufacturing 56,690 10,354 19,213 3,373 9,731 12,788 112,149 o
— international trade and services ..... 70,954 33,832 32,317 9,115 13,419 9,752 169,389
— commercial real estate ................... 33,279 23,384 9,286 865 6,572 3,374 76,760
— other property-related ...........c........ 7,402 16,399 6,641 2,103 7,607 380 40,532
— OVEINMENE ...veeeeiiereienrieeeeenes 2,393 2,838 1,136 1,662 774 1,982 10,785
— other commercial® .............cc.......... 52,343 12,392 16,712 5,334 9,783 7,314 103,878
Financial (non-bank financial €
iNSEUEONS) (T) oo 55,732 4,546 4255 1,196 13,935 1,594 81,258 2
Asset-backed securities reclassified ..... 3,694 - - - 197 - 3,891 é’
Loans and advances to banks (K) ......... 45,320 23,500 44,592 9,198 13,465 16,528 152,603 =
Total wholesale lending (L) ........c......... 327,807 127,245 134,152 32,846 75,483 53,712 751,245 OE)
Impairment allowances on wholesale %
lending %
Corporate and commercial (1) ............... 3,537 383 526 1,312 732 856 7,346 S
— Manufacturing ..........cocoeevveveerenenne 611 86 129 210 84 287 1,407 £
— international trade and services ..... 992 233 185 360 189 329 2,288 'QC)
— commercial real estate ................... 1,011 5 62 156 214 103 1,551 s
— other property-related 164 20 81 241 102 13 621 =
— OVEINMENE ...veeeiniereienerieeeeenes 15 - - 42 2 - 59
— other commercial ...........c.ccoeeveene. 744 39 69 303 141 124 1,420
Financial (non-bank financial
NSEIUEONS) () oo 318 29 1 157 37 2 554
Loans and advances to banks (k) 40 — — 17 — — 57 "
Total (1) ceeveeeeereeeerreec e 3,895 412 537 1,486 769 858 7,957 g
(i) as a percentage of (I) ....cccocvveveveucnene. 1.59% 0.39% 0.62% 5.84% 1.53% 2.41% 1.43% g
(j) as a percentage of (J) ....cccccvveuruencneee 0.57% 0.64% 0.26% 13.13% 0.27% 0.13% 0.68% o
(k) as a percentage of (K) . . 0.09% - - 0.18% - - 0.04%
(1) as a percentage of (L) ...cccocvvevrvenneee 1.19% 0.32% 0.40% 4.52% 1.02% 1.60% 1.06%
For footnote, see page 178.
The commentary that follows is on a constant planned disposal of our non-strategic businesses to
currency basis. ‘Assets held for sale’. "
. The aggregate of our commercial real estate &
Corporate and commercial . £
and other property-related lending was US$114bn IS}
Corporate and commercial lending, excluding at 30 June 2013, in line with 31 December 2012, g
commercial real estate and other property-related representing 12% of total loans and advances —
lending represented 40% of total gross loans and to customers. Commercial real estate and other ©
advances to customers compared with 39% at property-related lending declined in Latin America o
31 December 2012. The increase of US$13bn, was due to the re-classification of lending balances i
driven by a rise in international trade and services to ‘Assets held for sale’, but was largely offset by
lending balances in Hong Kong, mainland China growth in Hong Kong where demand for financing
and Singapore due to continued demand for continued, although the rate of growth has begun
financing, and other commercial balances in North to slow. =
America, from growth in lending to corporate . . . . 2
. For information on refinancing in commercial ©
customers, reflecting our focus on target segments . s
. . Lo real estate lending, see page 103. =
in the US. This was partly offset by a decline in 9
. . c
corporz?te and commermal lending balances, Financial (non-bank) =
excluding commercial real estate and other property- =
related lending, in Latin America as a result of the Financial (non-bank) lending decreased from :2
re-classification of lending balances relating to the US$79bn at 31 December 2012 to US$77bn at =
<
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America due to a decline in reverse repo activity, Credit quality of financial instruments
partly offset by higher reverse repo balances in

We assess credit quality on all financial instruments
Hong Kong. quatty "

which bear credit risk. The distribution of financial
instruments by credit quality is tabulated below. The

Loans and advances to banks o o . .
five classifications describing the credit quality of our

Loans and advances to banks increased from lending, debt securities portfolios and derivatives are
US$149bn at 31 December 2012 to US$185bn set out in the Appendix to Risk on page 253 of the

at 30 June 2013. This was driven by higher demand Annual Report and Accounts 2012. Additional credit
for reverse repo funding in Europe and a rise in quality information in respect of our consolidated
placements with financial institutions in Hong holdings of ABSs is provided on page 146.

Kong and Rest of Asia-Pacific.

Distribution of financial instruments by credit quality

Neither past due nor impaired Past due Impair-
Satis- Sub- but not ment
Strong Good factory standard Impaired’ Impaired allowances' Total
US$m US$m US$m US$m US$m US$m US$m US$m
At 30 June 2013
Cash and balances at central
DanKSs ...cooveeeeeeieeee 145,666 2,084 156 379 148,285
Items in the course of collection
from other banks .................... 7,992 117 215 92 8,416
Hong Kong Government
certificates of indebtedness ... 24,275 - - - 24,275
Trading assets'' .........c..ccoocorvenn.. 238,433 60,246 77,818 4,627 381,124
— treasury and other eligible
DllS e 14,827 3,569 758 34 19,188
— debt securities ...........coeeeee. 115,007 15,430 16,333 798 147,568
— loans and advances:
to banks ....ocoeeiiiiinne 59,115 22,581 13,076 1,976 96,748
to customers .. 49,484 18,666 47,651 1,819 117,620
Financial assets designated at
fair value' .......co.coooovveeieerennnns 6,016 5,417 1,024 91 12,548
— treasury and other eligible
DIllS e 99 - - - 99
— debt securities .. 5,916 5,385 1,010 81 12,392
— loans and advances:
t0 banks .c.ooveveiiiniee 1 - 14 10 25
tO CUStOMETS ..c..evvvevrenrennens - 32 - - 32
Derivatives'' ........cccoovverieerennne. 228,458 44,137 24,808 1,810 299,213
Loans and advances held at
amortised cost . . 638,031 241,575 213,494 22,737 16,073 38,205 (15,611) 1,154,504
—to banks ............ 149,254 22,465 11,292 2,050 26 85 (50)|| 185,122
— to customers'? . 488,777 219,110 202,202 20,687 16,047 38,120 (15,561)|| 969,382
Financial investments ................ 340,631 26,981 18,751 5,110 — 3,373 394,846
— treasury and other similar
DllS e 72,441 3,424 2,056 1,078 - 6 79,005
— debt securities ..........cc.o...... 268,190 23,557 16,695 4,032 — 3,367 315,841
Assets held for sale .................... 4,906 5,955 6,129 492 641 744 (177) 18,690
— disposal groups ..........ccc..... 4,788 5,679 6,065 478 609 239 (102) 17,756
— non-current assets held for
SAle i 118 276 64 14 32 505 (75) 934
Other assets ........cccecvrerereererenenene 11,146 6,530 12,627 1,532 193 442 32,470
— endorsements and
ACCEPLANCES ...ooveuvevenrerennene 1,880 4,506 4,367 543 31 2 11,329
— accrued income and other .. 9,266 2,024 8,260 989 162 440 21,141

1,645,554 393,042 355,022 36,870 16,907 42,764 (15,788) 2,474,371
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Neither past due nor impaired Past due Impair-

Satis- Sub- but not ment
Strong Good factory standard  impaired’ Impaired allowances' Total
US$m US$m US$m US$m US$m US$m US$m US$m %
At 30 June 2012 e
Cash and balances at central 2
banks .......oceeveveiereieeeeeins 146,337 1,364 210 - 147,911 o
Items in the course of collection
from other banks .................... 10,628 173 274 - 11,075
Hong Kong Government
certificates of indebtedness ... 21,283 - - - 21,283
Trading assets'".........o.ccooovvrnrnnns 242,618 68,646 49,377 711 361,352
— treasury and other eligible g
bills v 26,256 2,726 1,116 - 30,098 %
— debt securities ..................... 97,559 14,196 19,458 350 131,563 o
— loans and advances: c
60,832 26,423 7,474 101 94,830 GE)
57,971 25,301 21,329 260 104,861 %
Financial assets designated at g
fair value'" ... 8,356 5.438 608 133 14,535 =
— treasury and other eligible =
BillS v 77 - 14 - 91 'QE)
— debt securities 8,228 5,359 520 131 14,238 =
— loans and advances: =
to banks .....ceevevieiinieienns 51 - 74 2 127
tO CUStOMETS .....eovveveenennee — 79 — — 79
Derivatives'' .......cccocovvverrrieennnn. 271,850 53,347 27,875 2,862 355,934
Loans and advances held at
amortised COSt ........cooverrrvenennn. 611,942 259,989 217,188 26,981 17,517 40,832 (17,273) 1,157,176 )
—to banks ............ . 142,693 28,284 10,531 639 12 88 (56) 182,191 o]
— to customers'? 469,249 231,705 206,657 26,342 17,505 40,744 (17,217) 974,985 §
Financial investments ................ 330,781 27,343 23,265 3,456 — 2,205 387,050 o
— treasury and other similar
BillS e 62,669 4,691 4,093 99 - - 71,552
— debt securities ...........c........ 268,112 22,652 19,172 3,357 — 2,205 315,498
Assets held for sale .................... 4,677 1,365 3,125 665 449 366 (106) 10,541
— disposal groups ................... 4,632 1,365 3,125 665 447 255 (106) 10,383
— non-current assets held for
[:1 (S 45 — — — 2 111 — 158 »
Other assets ........cocevvveererernenns 11,908 7,672 12,403 1,604 290 520 34,397 ©
— endorsements and g
ACCEPLANCES ...vveeeveneenennens 2,172 4,807 4,849 945 5 4 12,782 S
—accrued income and other .. 9,736 2,865 7,554 659 285 516 21,615 n
©
1,660,380 425,337 334,325 36,412 18,256 43,923 (17,379) 2,501,254 =
<
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Distribution of financial instruments by credit quality (continued)

Neither past due nor impaired Past due Impair-
Satis- Sub- but not ment
Strong Good factory standard ~ Impaired’® Impaired allowances' Total
US$m US$m US$m US$m US$m US$m US$m US$m
At 31 December 2012
Cash and balances at central
Danks ....ooveviieiiieieeene 138,124 3,235 147 26 141,532
Items in the course of collection
from other banks .................. 6,661 203 439 - 7,303
Hong Kong Government
certificates of indebtedness . 22,743 - - - 22,743
Trading assets'" ........cc.coourvuennee. 237,078 60,100 66,537 3,462 367,177
— treasury and other eligible
bills oo 20,793 4,108 1,340 41 26,282
— debt securities ................. 106,453 16,685 20,931 608 144,677
— loans and advances:
to banks ......ccceevieieeennnns 49,133 21,018 7,418 702 78,271
to CUStOMETS .......ccvvneene 60,699 18,289 36,848 2,111 117,947
Financial assets designated at
fair value' ..o, 6,186 5,884 401 243 12,714
— treasury and other eligible
BillS e 54 - - - 54
— debt securities ...........cce.... 6,089 5,830 391 241 12,551
— loans and advances:
to banks .....cceeveviieeienne 43 - 10 2 55
tO CUStOMETS .....eevevenennne — 54 — - 54
Derivatives' ..ot 284,115 46,214 24,877 2,244 357,450
Loans and advances held at
amortised COSt ......ocevvrrernnne 625,091 246,323 213,241 23,996 18,911 38,776 (16,169) 1,150,169
—t0 banks ....ccooveeieiiieene 117,220 23,921 10,575 772 10 105 (57) 152,546
— to customers'? ................. 507,871 || 222,402 || 202,666 23,224 18,901 38,671 || (16,112) 997,623
Financial investments .............. 357,452 27,428 21,143 6,759 - 2,530 415,312
— treasury and other similar
Bills v 80,320 3,818 1,957 1,455 - - 87,550
— debt securities ..........co...... 277,132 23,610 19,186 5,304 - 2,530 327,762
Assets held for sale .................. 2,425 3,287 2,311 314 387 1,286 (718) 9,292
— disposal groups ................. 2,033 1,118 1,789 268 118 82 (49) 5,359
— non-current assets held for
[T (U 392 2,169 522 46 269 1,204 (669) 3,933
Other assets ........cccoceeererverreennns 9,679 6,007 13,845 1,759 231 462 31,983
— endorsements and
acceptances ........c.......... 1,995 4,344 5,195 483 7 8 12,032
—accrued income and other 7,684 1,663 8,650 1,276 224 454 19,951

1,689,554 398,681 342,941

38,803 19,529 43,054 (16,887) 2,515,675

For footnotes, see page 178.

On a reported basis the balance of credit risk
bearing financial instruments at 30 June 2013 was
US$2,474bn, of which US$1,646bn or 67% were
classified as ‘strong’ (31 December 2012: 67%). The
proportion of financial instruments classified as
‘good’ and ‘satisfactory’ remained broadly stable at
16% and 14%, respectively. The proportion of ‘sub-
standard’ financial instruments remained low at
1% at 30 June 2013.

Loans and advances held at amortised cost were
US$1,155bn, similar to the US$1,150bn at
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31 December 2012. At 30 June 2013, 76% of these
balances were classified as either ‘strong’ or ‘good’,
broadly in line with the end of 2012.

The majority of the Group’s exposure to
financial investments was in the form of available-
for-sale debt securities issued by government and
government agencies classified as ‘strong’ and this
proportion was broadly unchanged in the first half
of 2013 at 85%.



Trading assets on which credit quality has
been assessed rose by 4% to US$381bn from
31 December 2012. However, the proportion of
balances classified as ‘strong’ declined slightly
from 65% at 31 December 2012 to 63% at
30 June 2013 despite an overall increase in total
balances classified as ‘strong’. This was due to a rise
in the level of balances classified as ‘satisfactory’ as
aresult of an increase in settlement and reverse repo
balances in Europe and higher balances in North
America, reflecting increased lending to hedge
funds.

The proportion of derivative assets classified as
‘strong’ fell from 79% at the end of 2012 to 76% at
30 June 2013 as a result of net downgrades in respect
of individual corporate counterparties across a range
of industries in Hong Kong and Mexico and a
decrease in the mark-to-market value of interest
rate derivatives classified as ‘strong’ in Europe.

The proportion of ‘satisfactory’ balances remained
broadly unchanged at 8%.

Cash and balances at central banks rose by
5% to US$148bn as a result of increases in North

America due to sales and maturities of available —
for-sale government debt securities. This was partly
offset by a decrease in Hong Kong as liquidity

was redeployed to support growth in lending.
Substantially all of the Group’s cash and balances
at central banks were classified as ‘strong’, with the
most significant concentrations in Europe and North
America.

Past due but not impaired gross financial
instruments

The definition of past due but not impaired loans
is set out on page 156 of the Annual Report and
Accounts 2012.

At 30 June 2013, US$16.1bn of loans and
advances held at amortised cost were classified as
past due but not impaired (31 December 2012:
US$18.9bn; 30 June 2012: US$17.5bn). The largest
concentration of these balances was in HSBC
Finance where they decreased by 22% compared
with the end of 2012 due to the decline in CML
lending balances as the portfolio continued to run
off.

Past due but not impaired loans and advances to customers and banks by geographical region

Rest of
Hong Asia- North Latin
Europe Kong Pacific MENA  America  America Total
US$m US$m US$m US$m US$m US$m US$m
At 30 June 2013
Banks ...... 16 - 10 - - - 26
Customers ....... . 2,043 1,321 2,814 1,001 6,930 1,938 16,047
— personal .......ccoeveeenene . 1,210 751 1,897 227 4,585 1,298 9,968
— corporate and commercial ............ccco... 822 492 783 723 2,340 634 5,794
— financial (non-bank financial
INSHEULIONS) o 11 78 134 51 5 6 285
2,059 1,321 2,824 1,001 6,930 1,938 16,073
At 30 June 2012
Banks ..o - 2 10 - - - 12
CUSEOIMETS ...evenveveieieireeteieseereeeereseseseseeienenens 2,259 1,082 2,538 980 7,874 2,772 17,505
— PErSONAl ..c.ocveeiieiiieiiee e 1,454 646 1,785 158 6,285 1,825 12,153
— corporate and commercial ... 785 417 708 818 1,337 946 5,011
— financial (non-bank financial
INSEIULIONS) oo 20 19 45 4 252 1 341
2,259 1,084 2,548 980 7,874 2,772 17,517
At 31 December 2012
Banks .....cccovviieiiee e - - 10 - - - 10
CUSLOIMETS ...ovvevieeeieienieteieeesieneseeseereneeteaeeeenene 2,339 1,311 2,964 975 7,721 3,591 18,901
— PErSONAl ..o 1,416 638 1,961 248 5,806 2,198 12,267
— corporate and commercial .........c..c....... 909 579 953 726 1,910 1,360 6,437
— financial (non-bank financial
INSHIULIONS) v 14 94 50 1 5 33 197
2,339 1,311 2,974 975 7,721 3,591 18,911
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Ageing analysis of days past due but not impaired gross financial instruments

Up to 29 30-59 60-89 90-179 180 days

days days days days and over Total
US$m US$m US$m US$m US$m US$m

At 30 June 2013
Loans and advances held at amortised cost ........ 12,173 2,711 1,098 78 13 16,073
—10 banKs .....cccoeieieieieeeeees . 26 - - - - 26
— to customers 12,147 2,711 1,098 78 13 16,047
Assets held for sale ........ccooeveieievienievieniceceeens 384 139 79 20 19 641
— disposal Zroups .......ccevveeeererirenieerieereeiene 361 133 76 20 19 609
— non-current assets held for sale ................... 23 6 3 = = 32
Oher @SSetS .....ocveieveeereieeieireeeeeeeeee e 111 42 19 12 9 193
— endorsements and acceptances .................... 20 5 2 3 1 31
= OthET ot 91 37 17 9 8 162
12,668 2,892 1,196 110 41 16,907

At 30 June 2012
Loans and advances held at amortised cost ........ 13,137 2,903 1,307 79 91 17,517
— 10 DANKS .o 12 - - - - 12
— 10 CUSLOIMETS ..vveevveenvieiiereeiieneeeseeeeeeeseneeenas 13,125 2,903 1,307 79 91 17,505
Assets held for sale ........cceovevievievierenienineieeens 270 116 50 6 7 449
— diSposal rouPs ......c.cccvevervevevecrenirieieieceenns 270 114 50 6 7 447
—non-current assets held for sale ................... - 2 - - — 2
Other @SSELS ...vcvveierierieieiieereeeeeeeeeee e sre e eeens 168 39 30 10 43 290
— endorsements and acceptances . 3 1 - - 1 5
—OthET oo 165 38 30 10 42 285
13,575 3,058 1,387 95 141 18,256

At 31 December 2012

Loans and advances held at amortised cost ........ 14,236 3,189 1,262 200 24 18,911
=10 DANKS ..oveiiiee e 10 - - - - 10
— 10 CUSTOMIETS ...ttt 14,226 3,189 1,262 200 24 18,901
Assets held for sale ........ococeveevecererineieenne 251 84 48 2 2 387
— disposal groups ..........ccccceee. . 87 17 11 1 2 118
—non-current assets held for sale ................... 164 67 37 1 269
Oher @SSetS ......oevveverieirieieieieieeeeeee e 122 37 24 12 36 231
— endorsements and acceptances .................... 6 1 - - - 7
—OthET vt 116 36 24 12 36 224
14,609 3,310 1,334 214 62 19,529
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Renegotiated loans and forbearance and the underlying assumptions used for our retail
banking and Business Banking portfolios to reflect
the level of restructuring that is taking place and the
performance of these restructured accounts.

There have been no material changes to our policies
and procedures regarding renegotiated loans and

forbearance in the first half of 2013. In Brazil, we 2
. . . . . )
are reviewing local practllces in order tq align them Current policies and procedures regarding S
with Group standard policy and we reviewed and renegotiated loans and forbearance are g
modified the impairment allowance methodology described on pages 158-162 of the Annual o
Report and Accounts 2012.
Renegotiated loans and advances to customers
At 30 June 2013
Neither
past Past due g
due nor but not o
impaired impaired Impaired Total §
US$m US$m US$m US$m 2
PErSONAl ...t 6,953 3,299 16,008 26,260 g
— first lien residential mortgages ... 5,638 2,862 14,498 22,998 %
— other personal' ... 1,315 437 1,510 3,262 S
Corporate and commercial .........c.cccocoveveeinnereccrnneeccnenenen 3,521 292 6,987 10,800 g
— manufacturing and international trade services ................... 1,944 75 3,190 5,209 £
— commercial real estate and other property-related ............... 1,164 115 3,336 4,615 =
— ZOVETTMENLS ...ovoveveieerrereeesesseeeeeesessesssessessesanes 150 - - 150 B
— other commercial® ..............cooccooiiiiiiieeeeeeeeeee e 263 102 461 826 5
FINANCIal ..o 262 16 355 633
10,736 3,607 23,350 37,693
Total renegotiated loans and advances to customers as a
percentage of total gross loans and advances t0 CUSTOMETS ..........c.ccuvururueueueiriririeueieiririeieieseereeee st eseneneneas 3.8%
»n
At 30 June 2012 At 31 December 2012 9
Neither Neither 3
past  Pastdue past  Pastdue 5
due nor but not due nor but not
impaired impaired  Impaired Total impaired impaired  Impaired Total
US$m US$m US$m US$m US$m US$m US$m US$m
Personal ......ccccceveevininiiicecenen 8,007 3,532 19,229 30,768 7,952 3,524 18,279 29,755
— first lien residential
MOTLZALES vvvereieeveeerenenns 5,841 2,842 16,096 24,779 5,861 2,828 15,459 24,148
— other personal® ................. 2,166 690 3,133 5,989 2,091 696 2,820 5,607
Corporate and commercial ........ 6,823 431 7,326 14,580 4,608 295 6,892 11,795 o
— manufacturing and o
international trade services . 2,904 247 2,990 6,141 2,381 154 3,012 5,547 £
— commercial real estate and o
other property-related ........ 2,886 32 3,846 6,764 1,796 10 3,484 5,290 %
— GOVEINMENts .........ccccevwneeee 44 - 117 161 177 - - 177 _
— other commercial® ............. 989 152 373 1,514 254 131 396 781 -g
Financial .......cccocoovevviviiieninnnen. 261 - 560 821 255 - 422 677 E
15,091 3,963 27,115 46,169 12,815 3,819 25,593 42,227 i
Total renegotiated loans and
advances to customers as
a percentage of total gross
loans and advances to
CUSEOIMIETS ...ovuvetenienieienteueeteeeetestete st ete sttt sttt st e bt eae e b eeebetebesaesesaenees 4.7% 4.2% S
For footnotes, see page 178. E
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Renegotiated loans and advances to customers by geographical region

Rest of
Hong Asia- North Latin
Europe Kong Pacific MENA  America  America Total
US$m US$m US$m US$m US$m USSm US$m
At 30 June 2013
Personal .........cccoeveievirieirieieeeeeeeeee 2,339 231 223 165 22,600 702 26,260
— first lien residential mortgages 1,806 58 70 102 20,896 66 22,998
— other personal'® .........cccoocoomrriineriirnnnnnnns 533 173 153 63 1,704 636 3,262
Corporate and commercial ...........cccovvueuenenne 6,205 124 170 1,654 549 2,098 10,800
— manufacturing and international trade
SEIVICES .vivvevirretiieieieie ettt n e 2,920 19 90 547 224 1,409 5,209
— commercial real estate and other
property-related ..........cccoveecirinnenenee 3,060 3 2 805 314 431 4,615
— GOVEINMENLS ...ovvereninieirieeereeerenneeennene - - - 1 - 149 150
— other commercial® .........cccoovvirrriirnnninnn. 225 102 78 301 11 109 826
Financial ........ccccooeeiviiieieicieeeeeeee e 272 — 3 355 2 1 633
8,816 355 396 2,174 23,151 2,801 37,693
Total impairment allowances on
renegotiated 10ans .........ccoceeeverieenieereninnns 1,596 14 68 424 2,694 687 5,483
— individually assessed ........c.ccccoeveririrennnne. 1,579 13 49 424 124 263 2,452
— collectively assessed ........coveveerenrenneee 17 1 19 — 2,570 424 3,031
At 30 June 2012
Personal ........ccooveeieiieineeeee e 2,605 262 247 198 26,770 686 30,768
— first lien residential mortgages ............... 1,669 75 76 108 22,770 81 24,779
— other personal' ..........ccooccomrrernerriernnrienns 936 187 171 90 4,000 605 5,989
Corporate and commercial ...........ccceeverrernnne 9,337 157 198 2,121 755 2,012 14,580
— manufacturing and international trade
SEIVICES .vivveviieriieeeiieesreeereeete e s 3,643 33 134 778 206 1,347 6,141
— commercial real estate and other
property-related .........c.coeoeveieneninininnne. 4,913 28 33 986 544 260 6,764
— governments — - - 43 — 118 161
— other commercial® ........ococcooveivieereenann. 781 96 31 314 5 287 1,514
Financial .......cccccoooeiiivieiieiceeeeeeeee 481 - — 330 3 7 821
12,423 419 445 2,649 27,528 2,705 46,169
Total impairment allowances on
renegotiated 10ans ..........cocecevereeenieeneninnne 1,673 18 65 405 4,756 433 7,350
— individually assessed 1,666 17 42 425 47 225 2,422
— collectively assessed 7 1 23 (20) 4,709 208 4,928
At 31 December 2012
Personal .......cccceevieieieieieeeee e 2,817 245 248 190 25,474 781 29,755
— first lien residential mortgages ... . 1,896 68 78 112 21,896 98 24,148
— other personal® ..........coooooerienniinnrinnninnn. 921 177 170 78 3,578 683 5,607
Corporate and commercial ...........cccoeverrernene 6,829 147 300 1,859 685 1,975 11,795
— manufacturing and international trade
SEIVICES vvveriereriereiereseereseresseessenseseneenas 3,002 22 193 659 191 1,480 5,547
— commercial real estate and other
property-related ..........cocoveeieenininieenne. 3,641 25 37 899 486 202 5,290
— governments .......... - - - 2 - 175 177
— other commercial® 186 100 70 299 8 118 781
Financial .......ccccocooevivieeineineieeeceeenne 328 — 4 340 3 2 677
9,974 392 552 2,389 26,162 2,758 42,227
Total impairment allowances on
renegotiated 10ans ..........coeceveeeenienecnnns 1,547 16 96 546 3,864 485 6,554
— individually assessed ........cccoceoevererrenneee 1,545 15 63 543 39 213 2,418
— collectively assessed .......c.ccoevereerrerennnne 2 1 33 3 3,825 272 4,136

For footnotes, see page 178.
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The following commentary is on a reported
basis.

Renegotiated loans totalled US$37.7bn at
30 June 2013 (30 June 2012: US$46.2bn;
31 December 2012: US$42.2bn). The most
significant portfolio of renegotiated loans remained
in North America which, at 30 June 2013, amounted
to US$23.2bn or 61% of the total (30 June 2012:
US$27.5bn or 60%; 31 December 2012: US$26.2bn
or 62%), substantially all of which were retail loans
held by HSBC Finance.

Of the total renegotiated loans in North
America, US$14.8bn were presented as impaired
at 30 June 2013 (30 June 2012: US$17.9bn;

31 December 2012: US$17.0bn), and the ratio of
total impairment allowances on renegotiated loans
to renegotiated impaired loans at 30 June 2013 was
18% (30 June 2012: 27%; 31 December 2012: 23%).
The reduction was due to the continued run-off of
the CML portfolio, the transfer of US$750m of
impaired loans to ‘Assets held for sale’ and
improvements in housing market conditions, which
had a favourable effect on impairment allowances.

The next largest portfolio of renegotiated loans
was in Europe, amounting at 30 June 2013 to
US$8.8bn (30 June 2012: US$12.4bn; 31 December
2012: US$10.0bn) and constituting 23% of the total
(30 June 2012: 27%; 31 December 2012: 24%). Of
the total renegotiated loans in Europe, US$5.8bn
were presented as impaired at 30 June 2013 (30 June
2012: US$6.2bn; 31 December 2012: US$5.7bn),
and the ratio of total impairment allowances on
renegotiated loans to renegotiated impaired loans
at 30 June 2013 remained broadly in line with the
ratios at 30 June 2012 and 31 December 2012 at 28%.

Renegotiated balances in Europe were largely
concentrated in the commercial real estate sector
at 35% (30 June 2012: 40%; 31 December 2012:
37%) and the manufacturing and international
trade service sectors 33% (30 June 2012: 29%;
31 December 2012: 30%). The reduction in
commercial real estate renegotiated balances was
due to repayment of loans in the UK in CMB, partly
offset by increases in GB&M as a result of new
cases being identified in the first half of 2013.

The balance of renegotiated loans in the Middle
East and North Africa remained predominantly
concentrated in the corporate and commercial
sectors and balances fell by US$215m due to
repayment of regulated loans in the manufacturing
and international trade services and commercial
real estate sectors in the UAE.
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In Latin America, renegotiated loans were
broadly unchanged compared with the end of 2012,
though we experienced an increase in collective
impairments on our restructured loan accounts
in RBWM and our Business Banking portfolio
in CMB, both in Brazil, as a result of impairment
model changes and assumption revisions.

Forbearance in Hong Kong and Rest of Asia-
Pacific remained insignificant.

HSBC Finance loan modifications and re-ageing

Types of loan renegotiation programme in HSBC Finance

o A temporary modification is a change to the contractual
terms of a loan that results in the giving up of a right to
contractual cash flows over a pre-defined period. With a
temporary modification the loan is expected to revert back
to the original contractual terms, including the interest rate
charged, after the modification period. An example is
reduced interest payments.

A substantial number of HSBC Finance modifications
involve interest rate reductions. These modifications
lower the amount of interest income HSBC Finance is
contractually entitled to receive in future periods.
Historically, modifications have generally been for six
months, although extended modification periods are
Nnow more common.

Loans that have been re-aged are classified as impaired with
the exception of first-time loan re-ages that were less than
60 days past due at the time of re-age. These remain
classified as impaired until they have demonstrated a history
of payment performance against their original contracted
terms for at least 12 months.

e A permanent modification is a change to the contractual
terms of a loan that results in giving up a right to contractual
cash flows over the life of the loan. An example is a
permanent reduction in the interest rate charged.

Permanent or long-term modifications which are due to an
underlying hardship event remain classified as impaired for
their full life.

e The term ‘re-age’ describes a renegotiation by which the
contractual delinquency status of a loan is reset to current
after demonstrating payment performance. The overdue
principal and/or interest is deferred and paid at a later date.
Loan re-ageing enables customers who have been unable
to make a small number of payments to have their loan
delinquency status reset to current so that their credit score
is not affected by the overdue balances.

Loans that have been re-aged remain classified as impaired
until they have demonstrated a history of payment
performance against the original contractual terms for at
least 12 months.

A temporary or permanent modification may also lead to a
re-ageing of a loan although a loan may be re-aged without
any modification to its original terms and conditions.

Where loans have been granted multiple concessions,
subject to the qualifying criteria discussed below, the
concession is deemed to have been made due to concern
regarding the borrower’s ability to pay, and the loan is
disclosed as impaired. The loan remains disclosed as
impaired from that date forward until the borrower has
demonstrated a history of repayment performance for the
period of time required for either modifications or re-ages,
as described above.
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HSBC Finance maintains loan modification and
re-age (‘loan renegotiation’) programmes in order to
manage customer relationships, improve collection
opportunities and, if possible, avoid foreclosure. For
further details on HSBC Finance’s loan renegotiation
programmes, see page 131. The volume of loans that
qualify for modification has reduced significantly

in recent years. We expect this trend to continue

as HSBC Finance believes the percentage of its
customers with unmodified loans who would benefit
from loan modification in a way that would avoid
non-payment of future cash flows is decreasing. In
addition, volumes of new loan modifications are
expected to decrease due to gradual improvements
in economic conditions and the continued run-off

of the CML portfolio.

Qualifying criteria

For an account to qualify for renegotiation it must
meet certain criteria. However, HSBC Finance
retains the right to decline a renegotiation. The
extent to which HSBC Finance renegotiates
accounts that are eligible under its existing policies
will vary depending upon its view of prevailing
economic conditions and other factors which may
change from year to year. In addition, exceptions
to policies and practices may be made in specific
situations in response to legal or regulatory
agreements or orders.

Renegotiated real estate secured and personal
lending receivables are not eligible for a subsequent
renegotiation for twelve or six months, respectively,
with a maximum of five renegotiations permitted
within a five-year period. Borrowers must be
approved for a modification and generally make
two minimum qualifying monthly payments within
60 days to activate a modification.

In certain circumstances where the debt has
been restructured in bankruptcy proceedings, fewer
or no payments may be required. Accounts whose
borrowers are subject to a Chapter 13 plan filed
with a bankruptcy court generally may be re-aged
upon receipt of one qualifying payment, whereas
accounts whose borrowers have filed for Chapter 7
bankruptcy protection may be re-aged upon receipt
of a signed reaffirmation agreement. In addition, for
some products, accounts may be re-aged without
receipt of a payment in certain special circumstances
(e.g. in the event of a natural disaster or a hardship
programme).

At 30 June 2013, renegotiated real estate
secured accounts represented 92% (30 June 2012:
84%; 31 December 2012: 86%) of North America’s
total renegotiated loans, and US$13.4bn (30 June
2012: US$15.6bn; 31 December 2012: US$14bn)
of renegotiated real estate secured loans in HSBC
Finance were classified as impaired.

Gross loan portfolio of HSBC Finance real estate secured balances

Total Impair-
Total re- Total non- Total impair- ment
Modified negotiated renegotiated gross ment allowances/
Re-aged'* and re-aged  Modified loans loans loans allowances gross loans
US$m US$m US$m US$m US$m US$m US$m %
30 June 2013 ................. 9,237 10,796 961 20,994 15,066 36,060 3,822 1
30 June 2012 9,906 12,171 1,293 23,370 17,860 41,230 4,884 12
31 December 2012 ......... 9,640 11,660 1,121 22,421 16,261 38,743 4,481 12
For footnote, see page 178.
Movement in HSBC Finance renegotiated real estate balances
Half-year to
30 June 30 June 31December
2013 2012 2012
US$m US$m US$m
At beginning Of PEriOd ......c.cveuieiriirieiciirieec et 22,421 24,588 23,371
Additions 548 579 642
Payments (807) (531) (602)
WITEE-OFES .ttt (641) (1,015) (781)
Transfers and diSPOSALS ........ccoveueuiiririiicciece e (527) (250) (209)
At end OF PETIOA .ottt 20,994 23,371 22,421
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Number of renegotiated real estate secured accounts remaining in HSBC Finance’s portfolio

Number of renegotiated loans

Re-aged

(000s)

30 June 2013 ..o 113
30 June 2012 .ooeveviieieieeeee e 118
31 December 2012 .....oveveieeiieiieieieieeienne 117

During the half-year to 30 June 2013, the
aggregate number of renegotiated loans reduced,
despite renegotiation activity continuing, due to the
run-off of the portfolio. Within the constraints of
our Group credit policy, HSBC Finance’s policies
allow for multiple renegotiations under certain
circumstances, and a number of accounts received
a second or further renegotiation during the year
which are not duplicated in the statistics presented
above. These statistics present a loan as an addition
to the volume of renegotiated loans on its first
renegotiation only. At 30 June 2013, renegotiated
loans were 58% (30 June 2012: 57%; 31 December
2012: 58%) of HSBC Finance’s real estate secured
accounts.

Corporate and commercial forbearance

For the current policies and procedures
regarding forbearance in the corporate
and commercial sector, see page 161 in
the Annual Report and Accounts 2012.

In the corporate and commercial sector, the decrease
of US$1.0bn in renegotiated loans compared with
the end of 2012 on a reported basis was largely
driven by reductions in Europe and Middle East

and North Africa, North America and Rest of
Asia-Pacific.

In Europe, the majority of the US$624m decline
in renegotiated balances was in the commercial real
estate sector due to net loan repayments in UK CMB
and refinements in forbearance identification in
Turkey.

In Middle East and North Africa, the majority
of the fall of US$205m was mostly due to loan
repayments in both manufacturing and international
trade services and commercial real estate and other
property related sectors.

In North America, the majority of the fall of
US$136m was due to loan repayments in the
manufacturing and international trade services sector
and a large write-off in commercial real estate and
other property-related commercial sector.

In the Rest of Asia-Pacific, the majority of the
US$130m reduction in renegotiated loan balances
was due to the transfer to Europe of one particular
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Modified Total number
and re-aged Modified Total of loans
(000s) (000s) (000s) (000s)

100 10 223 408

109 13 240 459

107 11 235 427

relationship in the manufacturing and international
trade services sector, together with loan repayments
in that sector and in the commercial real estate and
other property-related sector.

Renegotiated balances in Latin America
increased by US$123m compared with the end of
2012, primarily due to a small number of large
renegotiations in the CMB commercial real estate
and other property-related sector.

Impaired loans

Impaired loans and advances are those that meet
any of the following criteria:

e wholesale loans and advances classified as
Customer Risk Rating (‘CRR”) 9 or CRR 10.
These grades are assigned when the bank
considers that either the customer is unlikely
to pay its credit obligations in full, without
recourse to security, or when the customer is
past due 90 days or more on any material credit
obligation to the HSBC Group. For further
details of the CRR scale, see page 254 of the
Annual Report and Accounts 2012;

e retail loans and advances classified as Expected
Loss (‘EL’) 9 or EL 10. These grades are
assigned to retail loans and advances greater
than 90 days past due unless individually they
have been assessed as not impaired. For further
details of the EL scale see page 254 of the
Annual Report and Accounts 2012;

e renegotiated loans and advances that have been
subject to a change in contractual cash flows as
a result of a concession which the lender would
not otherwise consider, and where it is probable
that without the concession the borrower would
be unable to meet its contractual payment
obligations in full, unless the concession is
insignificant and there are no other indicators
of impairment. Renegotiated loans remain
classified as impaired until there is sufficient
evidence to demonstrate a significant reduction
in the risk of non-payment of future cash flows,
and there are no other indicators of impairment.

For loans that are assessed for impairment
on a collective basis, the evidence to support
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reclassification as no longer impaired typically
comprises a history of payment performance against
the original or revised terms, depending on the
nature and volume of forbearance and the credit
risk characteristics surrounding the renegotiation.
For loans that are assessed for impairment on an
individual basis, all available evidence is assessed
on a case by case basis.

In HSBC Finance, where a significant majority
of HSBC'’s loan forbearance activity occurs, the
history of payment performance is assessed with

reference to the original terms of the contract,
reflecting the higher credit risk characteristics of
this portfolio. The payment performance periods are
monitored to ensure they remain appropriate to the
levels of recidivism observed within the portfolio.

Further disclosure about loans subject to
forbearance is provided on page 254 of the Annual
Report and Accounts 2012. Renegotiated loans and
forbearance disclosures are subject to evolving
industry practice and regulatory guidance.

Impaired loans and advances to customers and banks by industry sector

Impaired loans and advances

Impaired loans and advances Impaired loans and advances

at 30 June 2013 at 30 June 2012 at 31 December 2012
Individ- Collect- Individ-  Collect- Individ-  Collect-
ually ively ually ively ually ively
assessed assessed Total assessed assessed Total assessed assessed Total
US$m US$m US$m US$m US$m US$m US$m US$m US$m
Banks ..o 85 - 85 88 - 88 105 - 105
CUSLOMETS ...oovvreveeireeiereieeeeeeenenes 17,610 20,510 38,120 16,973 23,771 40,744 16,771 21,900 38,671
— personal .......ccoeveecinininnnee 2,064 20,022 22,086 2,280 23,211 25,491 2,382 21,369 23,751
— corporate and commercial ..... 14,676 488 15,164 13,692 560 14,252 13,562 531 14,093
— financial ........cccocoeviiiiieinns 870 — 870 1,001 — 1,001 827 — 827
17,695 20,510 38,205 17,061 23,771 40,832 16,876 21,900 38,776

On a reported basis, impaired loans and
advances were US$38.2bn at 30 June 2013 (30 June
2012: US$40.8bn; 31 December 2012 US$38.8bn).
The decrease of US$571m from the end of 2012 was
due to a reduction in collectively assessed impaired
balances in the US, largely driven by the continued
run-off of the CML portfolio, partly offset by
increases in individually assessed impaired balances
in Europe and Latin America.
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Impairment of loans and advances

The tables below analyse by geographical region
the impairment allowances recognised for impaired
loans and advances that are either individually
assessed or collectively assessed, and collective
impairment allowances on loans and advances
classified as not impaired.




Impairment allowances on loans and advances to customers by geographical region

Rest of
Hong Asia- North Latin
Europe Kong Pacific MENA  America  America Total
US$m US$m US$m US$m US$m US$m US$m %
At 30 June 2013 E
Gross loans and advances to customers 0>J
Individually assessed impaired loans'® (A) ... 10,712 375 981 2,108 1,629 1,805 17,610 (@)
Collectively assessed'® (B) ....o.ovveerverreerrann. 428,065 189,691 139,056 27,507 137,907 45,107 967,333
— impaired 10ans" ..........cccccoovrvirieiierennnnns 1,505 71 114 206 17,059 1,555 20,510
— non-impaired loans' ............ccoccooooernnn.. 426,560 189,620 138,942 27,301 120,848 43,552 946,823
TOtal (C) et 438,777 190,066 140,037 29,615 139,536 46,912 984,943
-
Less: Impairment allowances (€) ........cc.cccee. 5,341 441 704 1,681 5,042 2,352 15,561 é_
— individually assessed (@) .....c.cccceverueennnne 3,853 177 420 1,235 498 579 6,762 [}
— collectively assessed (D) .....cocevvererreennne 1,488 264 284 446 4,544 1,773 8,799 ?:_,
c
[}
Net loans and advances ..........cc.cccceveeveerienennes 433,436 189,625 139,333 27,934 134,494 44,560 969,382 g
(a) as a percentage of (A) ..c.ovveeerenreciencncne 36.0% 47.2% 42.8% 58.6% 30.6% 32.1% 38.4% 8’
(b) as a percentage of (B) .....cccoeeueenircicncane 0.3% 0.1% 0.2% 1.6% 3.3% 3.9% 0.9% %
(c) as a percentage of (C) ......ccccceeiiviriciccnne 1.2% 0.2% 0.5% 5.7% 3.6% 5.0% 1.6% =
S
At 30 June 2012 5
Gross loans and advances to customers E
Individually assessed impaired loans'® (D) .... 9,680 475 1,035 2,309 1,946 1,528 16,973

Collectively assessed'® (E) 440,958 165,265 129,300 27,360 158,843 53,503 975,229
— impaired loans" ........ . 1,201 80 113 205 20,240 1,932 23,771
— non-impaired loans'” 439,757 165,185 129,187 27,155 138,603 51,571 951,458
Total (F) oo 450,638 165,740 130,335 29,669 160,789 55,031 992,202
n
Less: Impairment allowances (f) ......c.cc.ccceeee 5,193 536 846 1,773 6,798 2,071 17,217 é
— individually assessed (d) ......ccccoerererunnenee 3,709 250 564 1,324 439 368 6,654 =
— collectively assessed (€) .....ceovrrererreennnne 1,484 286 282 449 6,359 1,703 10,563 5
Net loans and advances ...........cccccceeververrenenne. 445,445 165,204 129,489 27,896 153,991 52,960 974,985
(d) as a percentage of (D) .....coeveueveenrecueucane 38.3% 52.6% 54.5% 57.3% 22.6% 24.1% 39.2%
(e) as a percentage of (E) .......coccoceiiniicins 0.3% 0.2% 0.2% 1.6% 4.0% 3.2% 1.1%
(f) as a percentage of (F) ..cccoovveveiieenieennne 1.2% 0.3% 0.6% 6.0% 4.2% 3.8% 1.7%
At 31 December 2012
Gross loans and advances to customers "
Individually assessed impaired loans'’ (G) .... 9,959 398 1,019 2,251 1,849 1,295 16,771 =
)
Collectively assessed'® (H) .......ccocovvrrvrrnnnn. 458,802 173,688 137,846 27,629 144,523 54,476 996,964 =
— impaired loans" ........ 1,121 79 128 197 18,482 1,893 21,900 0
— non-impaired loans'” . 457,681 173,609 137,718 27,432 126,041 52,583 975,064 %
Total (1) ceoveveieieecc e 468,761 174,086 138,865 29,880 146,372 55,771 1,013,735 -g
c
Less: Impairment allowances (i) ........c.ccecene. 5,321 473 746 1,794 5,616 2,162 16,112 o
— individually assessed (g) .......cccoecvrurueuenee 3,781 192 442 1,323 428 406 6,572 i
— collectively assessed (h) ......cccoeoererennnenee 1,540 281 304 471 5,188 1,756 9,540
Net loans and advances ..........c.cococeeceenireeneee 463,440 173,613 138,119 28,086 140,756 53,609 997,623
(g) as a percentage of (G) ..c.ovvvveveererreerencncne 38.0% 48.2% 43.4% 58.8% 23.1% 31.4% 39.2%
(h) as a percentage of (H) . . 0.3% 0.2% 0.2% 1.7% 3.6% 3.2% 1.0% c
(i) as a percentage of (I) ..c.cccoveeveereniniricieccne 1.1% 0.3% 0.5% 6.0% 3.8% 3.9% 1.6% -S
©
For footnotes, see page 178. g
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Net loan impairment charge to the income statement by geographical region

Rest of
Hong Asia- North Latin
Europe Kong Pacific MENA America America Total
US$m USSm US$Sm US$m US$Sm US$Sm USSm
Half-year to 30 June 2013
Individually assessed impairment allowances ......... 714 1 33 (58) 168 263 1,121
— new allowances ........c.cceceeveeveeeereereenenn. 914 20 98 67 210 312 1,621
— release of allowances no longer required . . (180) as) (53) i 1) (20) (400)
— recoveries of amounts previously written off .. (20) “4) (12) (14) (21) (29) (100)
Collectively assessed impairment allowances ......... 209 46 100 9 552 1,152 2,068
— new allowances net of allowance releases ....... 480 58 158 29 597 1,285 2,607
— recoveries of amounts previously written off .. (271) 12) (58) (20) 45) (133) (539)
Total charge for impairment losses . 923 47 133 (49) 720 1,415 3,189
— CUSEOIMIETS ....oveveooeveeeeeeeeeeeeeee oo 923 || 47 || 133 || 9| 720][ 1415]] 3,189
Half-year to 30 June 2012
Individually assessed impairment allowances ......... 654 4) 82 105 108 158 1,103
— New allowances ...........occoeeveeviecreeieeceeceeeneens 988 15 129 176 193 191 1,692
— release of allowances no longer required ......... (312) (16) 39) (54) (59) 25) (505)
— recoveries of amounts previously written off .. (22) 3) ®) a7 (26) ®) (84)
Collectively assessed impairment allowances ......... 200 41 112 30 2,048 991 3,422
— new allowances net of allowance releases ....... 371 54 179 54 2,103 1,145 3,906
— recoveries of amounts previously written off .. (171) (13) (67) (24) (55) (154) (484)
Total charge for impairment 10SSes ..........cccoevrvenenne 854 37 194 135 2,156 1,149 4,525
— CUSTOIMCTS .evevnininiiereneecireeieteneeseetebeseseseeeenenene 853 37 194 135 2,156 1,149 4,524
= DANKS .o 1 — - - - - 1
Half-year to 31 December 2012
Individually assessed impairment allowances ......... 733 4 15 100 150 42 1,036
— new allowances ...........cccoeveevvevreeceecneenns 972 17 110 193 187 101 1,580
— release of allowances no longer required . . (204) (18) (78) (79) (26) (24) (429)
— recoveries of amounts previously written off .. (395 3) a7 (14) (11) (35 (115)
Collectively assessed impairment allowances ......... 287 51 131 20 1,156 954 2,599
— new allowances net of allowance releases ....... 468 63 189 40 1,193 1,109 3,062
— recoveries of amounts previously written off .. (181) (12) (58) (20) (37) (155) (463)
Total charge for impairment losses . 1,020 47 146 120 1,306 996 3,635
— CUSTOMETS ..ooveveveeneeiieienenens 1,021 47 146 120 1,306 996 3,636
= DANKS .o (€8] — - - - - (1)
Loan impairment charges by geographical region Loan impairment charges by industry
US$m  Half-year to: UsS$m Half-year to:
2,500 w30-Jun-13 2,500 m30-Jun-13
2,000 30-Jun-12 2,000 30-Jun-12
m31-Dec-12 m31-Dec-12
1,500 1,500
1,000 I I 1,000 I I I
500 500
Europe Hong Rest of MENA North First lien Other Corporate Commercial Financial
-500 Kong Asia- America America -500 - residential personal and real estate
Pacific mortgages lending commercial
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Loan impairment charges in the first half of
2013

On a reported basis, loan impairment allowances

at 30 June 2013 were US$15.6bn, a 3% decrease
compared with the end of 2012. Impaired loans
were US$38.2bn, US$571m lower than the balance
at 31 December 2012.



The following commentary is on a constant currency
basis.

The reduction in loan impairment allowances
was mainly in North America, driven by the
continued run-off of the CML portfolio and
improvements in housing market conditions.

Releases and recoveries of US$1.0bn were
broadly in line with the first half of 2012.

In Europe, new loan impairment allowances
were US$1.4bn, a 4% increase on the first half
0f 2012 due to higher new collective allowances as
a result of increased unsecured lending in Turkey
following business expansion in the mass affluent
market, and changes made to loan impairment
models in respect of loss outcome and emergence
periods in the UK. New individually assessed
allowances decreased by US$61m due to lower new
allowances in the UK, Greece and France, partly
offset by an increase in Spain in the challenging
economic conditions.

Impaired loans of US$12.2bn at 30 June 2013
were 15% higher than at 31 December 2012, mainly
due to an increase in individually assessed loans
from a small number of corporate and commercial
exposures in the UK. Collectively assessed impaired
loans also increased due to changes in loan
impairment models, growth in the overall mortgage
book in the UK and a rise in impaired loans
reflecting higher credit card balances due to business
expansion in RBWM in Turkey.

Releases and recoveries in Europe were
US$471m, a fall of 6% compared with the first half
0f 2012 as the previous period benefited from higher
releases, mainly in mortgages partly offset by a
recovery due to the sale in unsecured lending
portfolio in the UK in the first half of 2013.

In Hong Kong, new loan impairment
allowances were US$78m, an increase of US$9m
from the first half of 2012 due to an increase in
RBWM from a revision to the collective assessment
model.

Impaired loans of US$446m were 6% lower
than at 31 December 2012 due to reductions in
collectively assessed non-mortgage retail loans
as a result of improved repayments.

Releases and recoveries in Hong Kong were
US$31m, in line with in the first half of 2012.

New loan impairment allowances in Rest
of Asia-Pacific fell by 17% to US$256m mainly
due to the non-recurrence of certain individually
assessed allowances in CMB in Australia, India
and New Zealand.
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Impaired loans in the region remained broadly
unchanged at US$1.1bn.

Releases and recoveries in the region rose by
8%, due to a number of individual releases in
Bahrain, Australia, Malaysia and mainland China,
predominantly in GB&M and CMB.

In the Middle East and North Africa, new loan
impairment allowances were US$96m, a decrease of
US$133m due to a reduction in new individually
assessed allowances as a result of the non-recurrence
of certain new allowances in GB&M in the first half
of 2012.

Impaired loans of US$2.3bn at 30 June 2013
were down from US$2.5bn at 31 December 2012
due to a decrease in individually assessed loans as
a result of repayments.

Releases and recoveries in the region rose by
53% on the first half of 2012 to US$145m due to a
small number of individual releases, primarily in
GB&M, and a reduction in collectively assessed
wholesale loans.

In North America, new loan impairment
allowances decreased by 65% to US$807m. This
was driven by reduced collectively assessed new
allowances as a result of the continued run-off of
the CML portfolio and the effect of significant
favourable adjustments to the market value of
underlying properties reflecting improvements in
housing market conditions.

Impaired loans fell by 8% from the end of 2012
to US$18.7bn at 30 June 2013, driven by the
reclassification of loans to ‘Assets held for sale’
which were previously classified as impaired and
the continued run-off of the CML portfolio.

Releases and recoveries in North America fell
by US$53m to US$87m for the first half of 2013,
due to lower levels of repayments of impaired loans
and the non-recurrence of certain releases during the
first half of 2012.

In Latin America, new loan impairment
allowances rose by 28% to US$1.6bn, driven by
higher collectively assessed new allowances as a
result of impairment model changes and assumption
revisions in Brazil, on the restructured loans in
portfolios in RBWM and Business Banking in CMB
(see page 114), although this was offset in part by an
improvement in the quality of the portfolio following
the modification of credit strategies in previous
periods to mitigate rising delinquency rates.
Collective impairments also rose in RBWM in
Mexico, reflecting the non-recurrence of a provision
release in the first half of 2012, higher lending
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Risk > Credit risk > Impairment of loans and advances

balances and a revision to the assumptions used in
our collective assessment models in the first half of
2013. In addition, individually assessed provisions
increased, in particular on exposures to
homebuilders in CMB due to a change in external
housing policy together with a specific exposure in
GB&M, both in Mexico.

Impaired loans rose by 11% to US$3.4bn
compared with 31 December 2012, driven by

increased individually assessed loans in Mexico

as a result of the impairment of loans made to
homebuilders, offset in part by a net reduction in
Brazil, where unsecured retail and Business Banking
impaired loans decreased due to improved
delinquency rates.

Releases and recoveries in Latin America
remained broadly unchanged at US$182m compared
with the first half of 2012.

Movement in impairment allowances on loans and advances to customers and banks

At 1 January 2013 ......
Amounts written off

Recoveries of loans and advances previously written off ...........
Charge to INCOme StatemMent ..........cceererereeremeerireereiereerereerenenenes
Exchange and other movements ............cccooeevieenieereerereseennn

At30June 2013 ..o

Impairment allowances:

on loans and advances to CUStOMETS .........cccecevveverveerierereenennns

—personal ........c.ccceeennne
— corporate and commercial

—fINANCIAL ...

as a percentage of loans and advances'™"

At 1January 2012 ..o

Amounts Written off ...........ccccecernniiciiineccne
Recoveries of loans and advances previously written off ..
Charge to income statement ...........cocoeeveercrereererecnenenns

Exchange and other movements ............cocoeecevveenieerereeeneeennene

At30June 2012 ..

Impairment allowances:

on loans and advances to CUStOMErS ..........ccccevveverieerierereenennes
= PETSONAL ..

— corporate and commercial

—fINANCIAL ... e

as a percentage of loans and advances'™"

At 1 July 2012 oo
Amounts Written off .........cccccoevinrieiinecc e
Recoveries of loans and advances previously written off ..........

Charge to income statement ...........c.coeeveererreerereerenenns
Exchange and other movements®

At 31 December 2012 ....cvoviiiiiiieiieieeieeeeeee e

Impairment allowances:

on loans and advances to CUStOMETS .........cccoveervevreeeereeennes
— PETSONAL ..
— corporate and commercial ...........c.coeeererrenieeneeneenne
—fINANCIAL ...

as a percentage of loans and advances'™"

For footnotes, see page 178.
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Banks Customers
individually Individually Collectively
assessed assessed assessed Total
USSm US$m US$m US$m
57 6,572 9,540 16,169
6) (823) (2,614) (3,443)
- 100 539 639
- 1,121 2,068 3,189
(1) (208) (734) (943)
50 6,762 8,799 15,611
6,762 8,799 15,561
586 6,798 7,384
5,785 1,925 7,710
391 76 467
0.04% 0.71% 0.92% 1.45%
US$m US$m US$m US$m
125 6,537 10,974 17,636
(70) (963) (4,110) (5,143)
- 84 484 568
1 1,102 3,422 4,525
— (106) (207) (313)
56 6,654 10,563 17,273
6,654 10,563 17,217
700 8,686 9,386
5,341 1,809 7,150
613 68 681
0.04% 0.71% 1.12% 1.60%
US$m US$m US$m US$m
56 6,654 10,563 17,273
- (1,398) (3,271) (4,669)
- 115 463 578
(1) 1,037 2,599 3,635
2 164 (814) (648)
57 6,572 9,540 16,169
6,572 9,540 16,112
685 7,527 8,212
5,407 1,939 7,346
480 74 554
0.09% 0.71% 1.20% 1.67%



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

Rest of
Hong Asia- North Latin
Europe Kong Pacific MENA  America  America Total %
% % % % % % % 2
Half-year to 30 June 2013 0>J
New allowances net of allowance releases .... 0.64 0.07 0.29 (0.10) 1.10 6.10 0.83 (@)
RECOVEIIES ...cevvvvviiiiriieiciiinieieciceneeeeieieieae (0.15) (0.02) (0.10) (0.23) (0.09) (0.63) (0.14)

Total charge for impairment losses ................ 0.49 0.05 0.19 (0.33) 1.01 5.47 0.69

Amount written off net of recoveries ............. 0.33 0.08 0.17 0.36 1.36 3.68 0.61
Half-year to 30 June 2012 o
New allowances net of allowance releases .... 0.55 0.07 0.42 1.26 2.89 4.59 1.12 o
RECOVETIES ...niieiieiiiieieieeceeie e (0.10) (0.02) (0.12) (0.29) (0.10) (0.57) (0.13) 8‘
oc
Total charge for impairment losses ................ 0.45 0.05 0.30 0.97 2.79 4.02 0.99 =
()
Amount written off net of recoveries ............. 0.47 0.10 0.18 0.53 3.20 3.01 0.99 =
()
o
Half-year to 31 December 2012 g
New allowances net of allowance releases .... 0.62 0.07 0.33 1.08 1.76 4.17 0.90 g
RECOVEIIES ...cuvieiieiiiirieieiecseeiee e (0.11) (0.02) (0.11) (0.24) (0.06) (0.67) (0.12) =
Total charge for impairment losses ................ 0.51 0.05 0.22 0.84 1.70 3.50 0.78 'g
2
Amount written off net of recoveries ............. 0.53 0.13 0.41 1.10 1.97 3.44 0.87 5

Loans and advances to customers are excluded
from average balances when reclassified to

‘Assets held for sale’.
(]
S
Reconciliation of reported and constant currency changes by geographical region g
Movement &
31 Dec 12 ona
Currency at 30 Jun 13 constant Constant
31 Dec 12 translation exchange currency 30 Jun 13 Reported currency
asreported  adjustment” rates basis as reported change” change”
US$m US$m US$m US$m US$m % %
Impaired loans
BUIOPE o 11,145 (525) 10,620 1,646 12,266 10 15
Hong Kong .....ccoeeeecninineennne. 477 - 477 31) 446 ©) (6) %)
Rest of Asia-Pacific ........c.cc...... 1,147 (61) 1,086 9 1,095 ) 1 g
Middle East and North Africa .... 2,474 ®) 2,466 (130) 2,336 ©6) 5) =
North America 20,345 (45) 20,300 (1,598) 18,702 ®8) ®) g
Latin America 3,188 (165) 3,023 337 3,360 5 11 %
38,776 (804) 37,972 233 38,205 1) 1 ©
e
Impairment allowances S
EUIOPE .o 5,361 (251) 5,110 264 5,374 - 5 i
Hong Kong ......ccocccuveverrecuvennees 473 - 473 32) 441 ™) )
Rest of Asia-Pacific 746 (38) 708 4) 704 6) 1)
Middle East and North Africa ... 1,811 (12) 1,799 (1o1) 1,698 6) 6)
North America 5,616 (23) 5,593 (551) 5,042 (10) (10)
Latin America .......c..oceveeeurenenee 2,162 (134) 2,028 324 2,352 9 16 £
16,169 (458) 15,711 (100) 15,611 A3) a) E
For footnotes, see page 178. E
c
©
c
.S
=
©
<

139



HSBC HOLDINGS PLC

Interim Management Report (continued)
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Concentration of exposure

Concentrations of credit risk are described
in the Appendix to Risk on page 259 of the
Annual Report and Accounts 2012.

The geographical diversification of our lending
portfolio and our broad range of global businesses
and products ensured that we did not overly depend
on a few markets to generate growth in the first half
of 2013. This diversification also supported our
strategies for growth in faster-growing regions

and markets with international connectivity. An
analysis of credit quality is provided on page 124.

Financial investments

Our holdings of available-for-sale government and
government agency debt securities, corporate debt
securities, ABSs and other securities were spread
across a wide range of issuers and geographical
regions, with 15% invested in securities issued by
banks and other financial institutions and 70% in
government or quasi-government debt. We also hold
assets backing insurance and investment contracts.
For an analysis of financial investments, see Note 12
on the Financial Statements.

Trading assets

Trading assets

At At At

30 Jun 30 Jun 31 Dec

2013 2012 2012

USS$bn USS$bn USS$bn

Trading securities™ ............ 218 191 213
Loans and advances to

banks ....ocooeveieieieieins 97 95 78
Loans and advances to

CUStOMETS ...ovveereernnnenn 118 105 118

433 391 409

For footnote, see page 178.
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The largest concentration of securities
held within trading assets was in government
and government agency debt securities. We
had significant exposures to US Treasury and
government agency securities (US$30.2bn) and
UK (US$11.2bn) and Hong Kong (US$7.2bn)
government securities. For an analysis of securities
held for trading, see Note 7 on the Financial
Statements. The majority of trading loans and
advances relate to reverse repos.

Derivatives

Derivative assets were US$299bn at 30 June 2013
(31 December 2012: US$357bn), of which the
largest concentrations were interest rate and, to a
lesser extent, foreign exchange derivatives. Our
exposure to derivatives decreased by 16% as upward
movements in yield curves in major currencies led to
a decline in the fair value of interest rate contracts,
largely in Europe, although this was partly offset by
a reduction in netting. For an analysis of derivatives,
see Note 11 on the Financial Statements.

Loans and advances

Gross loans and advances to customers (excluding
the financial sector) of US$908bn at 30 June

2013 decreased by US$24.7bn compared

with 31 December 2012 on a reported basis. On

a constant currency basis they were US$6.2bn
higher.

The following tables analyse loans by industry
sector and by the location of the principal operations
of the lending subsidiary or, in the case of the
operations of The Hongkong and Shanghai Banking
Corporation, HSBC Bank, HSBC Bank Middle East
and HSBC Bank USA, by the location of the lending
branch.



Gross loans and advances by industry sector

Personal ..ot
— first lien residential mortgages” ..............cocvevvvrerereerierennnns
— other personal' .............ccooooiioiieeeeeeeeee e

Corporate and commercial
— manufacturing ...........ccccce....
— international trade and SETVICes .........ccevververerenreeeeiereeeennnn
— commercial real eState ...........coovevirveriereriierieeiereeeeee e
— other property-related ............cccooevieecinnneecieeene
— GOVEITITIENE ...eeieieetieeeiieeteteeeece ettt tee et ee et ee s b se e s
— other commercial® ............cocooiiviviieeeeeeeeeee e

FINANCIAL ..oviiiiieiicicieceee et
— non-bank financial inStitutions ..........cccccevveverereeereeeeeennnn
— SEtIeMeNt ACCOUNLS ....c.oveveieeeieiiieiiieeeeie e

Asset-backed securities reclassified ..o
Total gross loans and advances to customers (A)* ......................
Gross loans and advances to banks ..........cccccveevernenneniieneene
Total gross loans and adVances .............cccecerveereeenieeriecesenenennas

Impaired loans and advances to CUSLOMETS ..........cccevevererirennenne
— as a percentage of (A)

Impairment allowances on loans and advances to customers ......
— as a percentage 0f (A) ..oooeveereiineieee e

Charge for impairment losses in the period ...........ccccoevevevieernienene
— new allowances net of allowance releases ..............ccveuene..
— TECOVETICS evveueeuienieieitenseeseeseeseeseesensessessensessesseeseeseensessensensen

For footnotes, see page 178.

The following commentary is on a constant
currency basis):

Personal lending was 40% of gross lending
to customers at 30 June 2013. Personal lending
balances of US$395bn were broadly in line with
31 December 2012 for reasons explained under
‘Personal lending’ (see page 116). First lien
residential mortgage lending continued to represent
the Group’s largest concentration in a single
exposure type, the most significant balances being in
the UK (42%), Hong Kong (18%) and the US (16%).

Corporate and commercial lending was 52% of
gross lending to customers at 30 June 2013,
representing our largest lending category.
International trade and services was the biggest
portion of the corporate and commercial lending
category, which increased by 6% compared with 31
December 2012, driven by a significant rise in term
and trade-related lending to CMB and GB&M
customers in Hong Kong and Rest of Asia-Pacific.

At At
31 December Currency 30 June
2012 effect Movement 2013
US$m US$m US$m US$m
415,093 (14,171) (6,413) 394,509
301,862 (10,802) (1,412) 289,648
113,231 (3,369) (5,001) 104,861
513,493 (16,516) 12,828 509,805
112,149 (4,385) (6,172) 101,592
169,389 (5,198) 10,235 174,426
76,760 (2,190) (1,100) 73,470
40,532 (669) 791 40,654
10,785 (205) (2,083) 8,497
103,878 (3,869) 11,157 111,166
81,258 (2,610) (1,485) 77,163
79,817 (2,548) (2,492) 74,777
1,441 (62) 1,007 2,386
3,891 (216) (209) 3,466
1,013,735 (33,513) 4,721 984,943
152,603 (3,766) 36,335 185,172
1,166,338 (37,279) 41,056 1,170,115
38,671 (800) 249 38,120
3.8% 3.9%
16,112 815 (1,366) 15,561
1.6% 1.6%
Half-year to Half-year to
30 June 2012 30 June 2013
US$m US$m
4,525 (670) (666) 3,189
5,093 (108) (1,157) 3,828
(568) (562) 491 (639)
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Commercial real estate lending represented 7%
of total gross lending to customers, which was
broadly unchanged from December 2012. The main
concentrations of commercial real estate lending
were in the UK and Hong Kong.

Lending to non-bank financial institutions was
US$77bn, a reduction of 2% compared with
31 December 2012 due to a decline in reverse repo
activity in Europe and North America, partly offset
by higher reverse repo balances in Hong Kong. Our
exposure was spread across a range of institutions,
with the most significant in the UK, France and the
US.

Loans and advances to banks were widely
distributed across many countries and increased
by 24% from the relatively low level seen in
December 2012. This was driven by higher customer
demand for reverse repo funding in Europe, and
higher placements with financial institutions in Hong
Kong and Rest of Asia-Pacific.
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Risk > Credit risk > Concentration of exposure

The following tables provide information on advances can be found in the ‘Personal lending’ and
loans and advances by geographical region and by ‘Wholesale lending’ sections on pages 116 and 121,
country. The commentary on these loans and respectively.

Gross loans and advances to customers by industry sector and by geographical region

Gross loans and advances to customers

Rest of Asa %
Hong Asia- North Latin of total
Europe Kong Pacific MENA America America Total gross
US$m USS$m US$m USSm US$m USSm US$m loans
At 30 June 2013
Personal ......c.cooveeevinnnecinneecene 173,270 72,288 48,534 6,377 78,959 15,081 394,509 40.0
— first lien residential mortgages® ... | 127,434 53,475 36,605 2,296 66,277 3,561 289,648 29.4
— other personal®® ................ccoo.c..... 45,836 18,813 11,929 4,081 12,682 11,520 || 104,861 10.6
Corporate and commercial .................. 211,128 111,610 86,873 21,416 48,327 30,451 509,805 51.8
— manufacturing ..........coceeeveeveveeennne. 46,202 10,944 19,300 3,409 9,609 12,128 || 101,592 10.3
— international trade and services ... 66,317 42,707 35,091 9,458 13,082 7,771 174,426 17.7
— commercial real estate ................ 30,764 24,158 9,258 898 6,064 2,328 73,470 7.5
— other property-related ... . 7,403 17,182 6,533 1,526 7,725 285 40,654 4.1
— ZOVEINMENE ...oveneeeeeeencieeeeeeennes 1,834 2,813 407 1,664 348 1,431 8,497 0.9
— other commercial® ...........c........... 58,608 13,806 16,284 4,461 11,499 6,508 || 111,166 11.3
Financial ........cccooeevvivinieeinieeieeens 51,060 6,168 4,630 1,822 12,103 1,380 77,163 7.8
— non-bank financial institutions .... 49,526 5,563 4,475 1,821 12,103 1,289 74,777 7.6
— settlement accounts .................... 1,534 605 155 1 - 91 2,386 0.2
Asset-backed securities reclassified .... 3,319 - - - 147 - 3,466 0.4
Total gross loans and advances to
customers (A ..o 438,777 190,066 140,037 29,615 139,536 46,912 984,943 100.0
Percentage of (A) by geographical
TEZION oottt 44.5% 19.3% 14.2% 3.0% 14.2% 4.8% 100%
Impaired 10ans ........cccoeeevinereccnenenne 12,217 446 1,095 2,314 18,688 3,360 38,120
— as a percentage of (A) ...cceeervennnee 2.8% 0.1% 0.8% 7.8% 13.4% 7.2% 3.9%
Total impairment allowances .............. 5,341 441 704 1,681 5,042 2,352 15,561
— as a percentage of (A) ....ccoveveenennee 1.2% 0.2% 0.5% 5.7% 3.6% 5.0% 1.6%
At 30 June 2012
Personal .......ccocoveeiinreeeereeeene 173,650 65,669 45,409 6,015 91,611 18,448 400,802 40.4
— first lien residential mortgages4 125,729 48,951 33,636 1,937 71,582 4,945 286,780 28.9
— other personal'® .........ccooooomrrrecnnnn. 47,921 16,718 11,773 4,078 20,029 13,503 || 114,022 11.5
Corporate and commercial .................. 214,423 96,164 81,029 22,216 43,540 34,829 492,201 49.6
— manufacturing ............co........ 55,245 10,235 17,550 3,888 8,594 12,538 108,050 10.9
— international trade and services ... 64,843 31,631 30,777 8,574 11,471 9,399 || 156,695 15.8
— commercial real estate ................. 32,563 21,510 9,544 940 6,706 3,451 74,714 7.5
— other property-related .................. 7,506 17,079 6,849 2,060 6,120 344 39,958 4.0
— ZOVEINMENT ...eveneeeeeiencieeeeeeennes 2,073 2,906 390 1,514 774 1,853 9,510 1.0
— other commercial® ....................... 52,193 12,803 15,919 5,240 9,875 7,244 || 103,274 10.4
Financial .....cccooocevevinnneiiinncccene 58,322 3,907 3,897 1,438 25,237 1,754 94,555 9.5
— non-bank financial institutions .... 57,460 3,413 3,492 1,433 25,186 1,547 92,531 9.3
— settlement accounts ..................... 862 494 405 5 51 207 2,024 0.2
Asset-backed securities reclassified .... 4,243 — — — 401 — 4,644 0.5
Total gross loans and advances to
customers (B)* ........coooovververrernn. 450,638 165,740 130,335 29,669 160,789 55,031 992,202 100.0
Percentage of (B) by geographical
TEZION oottt 45.5% 16.7% 13.1% 3.0% 16.2% 5.5% 100.0%
Impaired 10ans .........cccoceeveevieeneenenne 10,881 555 1,148 2,514 22,186 3,460 40,744
— as a percentage of (B) .....ccccooveneneee 2.4% 0.3% 0.9% 8.5% 13.8% 6.3% 4.1%
Total impairment allowances .............. 5,193 536 846 1,773 6,798 2,071 17,217
— as a percentage of (B) .....cccoeueneee 1.2% 0.3% 0.6% 6.0% 4.2% 3.8% 1.7%
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Gross loans and advances to customers

Rest of Asa%
Hong Asia- North Latin of total
Europe Kong Pacific MENA  America  America Total gross
US$m US$m US$m US$m US$m US$m US$m loans
At 31 December 2012
Personal .........cooeeveivieiiiiieieeeen 186,274 70,341 49,305 6,232 84,354 18,587 415,093 41.0
— first lien residential mortgages® .... 135,172 52,296 36,906 2,144 70,133 5,211 301,862 29.8
— other personal' .........ccccoocovveiinnnnn. 51,102 18,045 12,399 4,088 14,221 13,376 113,231 11.2
Corporate and commercial ... 223,061 99,199 85,305 22,452 47,886 35,590 513,493 50.6
— manufacturing 56,690 10,354 19,213 3,373 9,731 12,788 112,149 11.1
— international trade and services .... 70,954 33,832 32,317 9,115 13,419 9,752 169,389 16.6
— commercial real estate .................. 33,279 23,384 9,286 865 6,572 3,374 76,760 7.6
— other property-related ................... 7,402 16,399 6,641 2,103 7,607 380 40,532 4.0
— GOVEINMENL ..vvveerrrnrerenieerieneeaenen 2,393 2,838 1,136 1,662 774 1,982 10,785 1.1
— other commercial® ..........ccccoooune... 52,343 12,392 16,712 5,334 9,783 7,314 103,878 10.2
Financial .......ccoccooevieinieinieiceeceeee 55,732 4,546 4,255 1,196 13,935 1,594 81,258 8.0
— non-bank financial institutions ..... 55,262 4,070 3,843 1,194 13,935 1,513 79,817 7.9
— settlement accounts ...................... 470 476 412 2 — 81 1,441 0.1
Asset-backed securities reclassified ..... 3,694 — — — 197 — 3,891 0.4
Total gross loans and advances to
customers (C)** ..o, 468,761 174,086 138,865 29,880 146,372 55,771 1,013,735 100.0
Percentage of (C) by geographical
TEZION oot 46.3% 17.2% 13.7% 2.9% 14.4% 5.5% 100.0%
Impaired 10ans .........cccoceveeevervneinenne 11,080 477 1,147 2,448 20,331 3,188 38,671
— as a percentage of (C) ... 2.4% 0.3% 0.8% 8.2% 13.9% 5.7% 3.8%
Total impairment allowances ............... 5,321 473 746 1,794 5,616 2,162 16,112
— as a percentage of (C) .......cccccevnenee 1.1% 0.3% 0.5% 6.0% 3.8% 3.9% 1.6%
For footnotes, see page 178.
Loans and advances to banks by geographical region
Rest of Impair-
Hong Asia- North Latin ment
Europe Kong Pacific  MENA America America Total allowances®
US$m US$m US$m US$m US$m US$m US$m US$m
At 30 June 2013 68,281 33,293 48,965 9,454 11,818 13,361 185,172 (50)
At 30 June 2012 58,652 29,673 50,228 9,512 14,528 19,654 182,247 (56)
At 31 December 2012 .......ccccveuvnveeee. 45,320 23,500 44,592 9,198 13,465 16,528 152,603 (57)

For footnote, see page 178.
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Risk > Credit risk > Concentration of exposure

Gross loans and advances to customers by country

First lien Commercial,
residential Other Property- international

mortgages personal related trade and other Total
US$m US$Sm US$Sm US$Sm USSm

At 30 June 2013
EUTOPE ..o 127,434 45,836 38,167 227,340 438,777
UK ... 120,740 20,395 28,615 170,490 340,240
France ... . 2,563 11,533 7,775 37,595 59,466
GEIMANY ..t 6 193 126 5,488 5,813
Malta .o 1,848 531 454 1,560 4,393
Switzerland ..o 350 8,506 94 288 9,238
TUIKEY oot 952 4,152 280 3,908 9,292
Oher ..ot 975 526 823 8,011 10,335
Hong Kong .....cccoevivinieeieininieccnireeeene 53,475 18,813 41,340 76,438 190,066
Rest of Asia-Pacific . 36,605 11,929 15,791 75,712 140,037
Australia ............. . 9,183 1,284 2,064 6,350 18,881
India ...... . 1,060 360 455 4,959 6,834
Indonesia ............ . 81 526 104 5,592 6,303
Mainland China .......c.cccovevevececnnniecceens 4,210 285 5,226 22,678 32,399
Malaysia ...cceeeeeereeeeieierieieeeee e 5,079 2,027 1,900 5,917 14,923
SINGAPOTE ..t 9,999 4,840 4,060 10,980 29,879
Taiwan 3,495 631 107 4,500 8,733
Vietnam . 52 251 76 1,552 1,931
Oher ..ot 3,446 1,725 1,799 13,184 20,154

Middle East and North Africa

(excluding Saudi Arabia) .........ccccecvrvenennene. 2,296 4,081 2,424 20,814 29,615
1 479 150 2,455 3,085
10 379 263 1,000 1,652
1,879 1,826 1,391 12,457 17,553
406 1,397 620 4,902 7,325
NOTth AMETICa ..vvinieiieeeieceeeeieee e 66,277 12,682 13,789 46,788 139,536
US ettt 47,186 6,805 9,532 28,539 92,062
Canada .. . 17,455 5,540 3,679 17,071 43,745
Bermuda .....ccooooevirieieeieeeee 1,636 337 578 1,178 3,729
Latin AMETiCa ...oveveueeeieeeeeceerieieeeeseeeeieeneae 3,561 11,520 2,613 29,218 46,912
ATEENING ..ovviiiiieieieicieeeec e 25 1,487 66 2,340 3,918
Brazil ...oooeeeiineecineccceene 1,715 7,052 1,193 17,715 27,675
Mexico .. 1,821 2,981 1,336 8,440 14,578
Panama . . - - - 205 205
Other ..ottt - - 18 518 536
289,648 104,861 114,124 476,310 984,943

At 30 June 2012
BUIOPE v 125,729 47,921 40,069 236,919 450,638
UK et 116,949 21,807 30,021 165,913 334,690
France ........cccccovmmeeinnnniencccnneenecens 3,244 9,436 8,067 49,885 70,632
GEIMANY ..evevieieieieieriee e 8 355 104 5,108 5,575
Malta .o 1,710 546 480 1,563 4,299
Switzerland .......c.cccoveeeiiinnicincne 312 8,885 86 126 9,409
TUTKEY e 989 3,550 296 3,665 8,500
Oher ..o 2,517 3,342 1,015 10,659 17,533
Hong Kong .....ccoeoevvveiennneccnnecccene 48,951 16,718 38,589 61,482 165,740
Rest of Asia-Pacific ......cccccevevveeennnccccne 33,636 11,773 16,393 68,533 130,335
AUSIalia ...o.ooeevieieciireec e 9,528 1,415 2,477 6,504 19,924
INAIA ©oerieeee e 866 436 584 4,818 6,704
INdONESia ..c.cevvverieeeiiiiireee e 83 479 85 5,048 5,695
Mainland China .......ccccoveveceennnenececnennne 3,021 302 5,425 17,092 25,840
Malaysia ....coeveueererieerieirieeeeeee e 4,630 2,076 1,592 5,871 14,169
SINGAPOTE et 8,745 4,448 3,921 9,938 27,052
Taiwan 3,189 581 123 3,381 7,274
Vietnam ... . 43 205 44 1,537 1,829
Oher oo 3,531 1,831 2,142 14,344 21,848
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At 30 June 2012 (continued)
Middle East and North Africa

Latin AMETICa ..ocveveeeeeienieieieieeeceeie e
ATEENING ..ot
Brazil ....cocooeeeiieieeee e

At 31 December 2012
Europe ...
UK ...
France ...

Malaysia ....c.ccoeerreinenieineeneeeeeeeene
Singapore .
Taiwan .....
Vietnam

Latin America
Argentina .....
Brazil ....ccooeveieieeieeeeeee e

First lien

Commercial,

residential Other Property- international
mortgages personal related trade and other Total
US$m US$m US$m US$m US$m
1,937 4,078 3,000 20,654 29,669
2 466 100 2,900 3,468
11 423 466 1,244 2,144
1,573 1,830 1,556 11,452 16,411
351 1,359 878 5,058 7,646
71,582 20,029 12,826 56,352 160,789
50,773 12,405 8,015 39,241 110,434
19,071 7,214 4,160 16,072 46,517
1,738 410 651 1,039 3,838
4,945 13,503 3,795 32,788 55,031
31 1,459 105 2,239 3,834
1,678 8,479 1,220 18,024 29,401
1,898 2,531 1,360 8,906 14,695
1,307 1,015 1,049 2,550 5,921
31 19 61 1,069 1,180
286,780 114,022 114,672 476,728 992,202
135,172 51,102 40,681 241,806 468,761
127,024 23,446 30,342 179,799 360,611
2,643 10,960 8,465 42,891 64,959
9 284 126 5,212 5,631
1,821 563 454 1,631 4,469
298 9,403 66 191 9,958
1,062 4,084 317 3,356 8,819
2315 2,362 911 8,726 14,314
52,296 18,045 39,783 63,962 174,086
36,906 12,399 15,927 73,633 138,865
10,037 1,490 2,311 7,208 21,046
1,000 394 521 5,389 7,304
83 508 95 5,349 6,035
3,539 302 5,078 19,083 28,002
5,025 2,175 1,813 5,880 14,893
10,123 4,812 3,938 9,854 28,727
3,323 597 120 5,180 9,220
50 252 60 1,710 2,072
3,726 1,869 1,991 13,980 21,566
2,144 4,088 2,968 20,680 29,880
2 479 124 2,600 3,205
11 385 484 1,082 1,962
1,743 1,822 1,533 12,264 17,362
388 1,402 827 4,734 7,351
70,133 14,221 14,179 47,839 146,372
49,417 7,382 9,449 29,315 95,563
19,040 6,444 4,136 17,369 46,989
1,676 395 594 1,155 3,820
5,211 13,376 3,754 33,430 55,771
28 1,532 85 2,465 4,110
1,745 8,042 1,287 18,022 29,096
1,989 2,756 1,280 9,447 15,472
1,402 1,023 1,049 2,405 5,879
47 23 53 1,091 1,214
301,862 113,231 117,292 481,350 1,013,735
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Risk > Credit risk > Securitisation exposures and other structured products

Securitisation exposures and other Our investment portfolios include SICs and
structured products money market funds. We also originate leveraged
finance loans for the purpose of syndicating or
selling them down to generate trading profit or
holding them to earn interest margin over their lives.

This section contains information about our exposure
to the following:

e asset-backed securities (‘ABS’s), including
mortgage-backed securities (‘MBS’s) and Exposure in the first half of 2013
related collateralised debt obligations (‘CDO’s);

e direct lending at fair value through profit or
loss;

e monoline insurance companies (‘monolines’);

e leveraged finance transactions; and

e representations and warranties related to
mortgage sales and securitisation activities.

Early 2013 saw an improvement in the US housing
market and a continued increase in the market
appetite for structured assets. This appetite reduced
in the second quarter with the expectation that the
scale of government repurchase schemes and
quantitative measures may reduce. This particularly
affected the values of ABSs issued by government

Within the above is included information on the agencies and sponsored enterprises. Unrealised
GB&M legacy credit activities in respect of Solitaire losses in our available-for-sale portfolios reduced in
Funding Limited (‘Solitaire”), the securities the first half of 2013 from US$2.2bn to US$1.9bn, as
investment conduits (‘SIC’s), the ABSs trading price appreciation in other ABS asset classes offset
portfolios and derivative transactions with movements in the government related assets.
monolines.

Within the following table are assets held in
the GB&M legacy credit portfolio with a carrying

Business model
value of US$29.2bn (30 June 2012: US$33.3bn;

Balance Sheet Management (see page 169) holds 31 December 2012: US$31.6bn).
ABSs primarily issued by government agency and o ,
sponsored enterprises as part of our investment T\?i@wf ‘:XZZTL:”FZJ’I,:;[ ;ﬁil’;:;“lr:t% Ij‘jf] Sn‘;l_x 0 Rish

portfolios. on page 259 of the Annual Report and

\/ Accounts 2012.

Overall exposure of HSBC

At 30 June 2013 At 30 June 2012 At 31 December 2012
Including Including Including
Carrying sub-prime Carrying sub-prime Carrying sub-prime
amount’®  and Alt-A amount®  and Alt-A amount®®  and Alt-A
US$bn USSbn US$bn USSbn USSbn USS$bn
Asset-backed securities (‘“ABS’S) ......cccccccenneee 54.6 7.0 60.5 6.6 59.0 7.0
— fair value through profit or loss .................. 3.1 0.2 32 0.2 34 0.2
— available for sale?” ........cc.ccoocovrvvoreerreiernn. 46.4 6.2 50.3 5.5 49.6 6.1
— held to maturity?” ........cccooooerveeeereeeer. 1.3 = 1.8 0.2 1.6 0.1
— loans and receivables ..........ccccoveriincennee. 3.8 0.6 5.2 0.7 4.4 0.6
Direct lending at fair value through profit
OF LOSS cuiueiiieniiieeetet et 0.2 0.1 1.1 0.8 1.0 0.6
Total ABSs and direct lending at fair value
through profit or [0SS .....coeveeeviveicccnirnnee 54.8 7.1 61.6 7.4 60.0 7.6
Less securities subject to risk mitigation from
credit derivatives with monolines and other
financial inStitutions ..........cccecevverieerieerieennns (1.7) 0.2) 2.4 (0.3) (1.9) 0.2)
53.1 6.9 59.2 7.1 58.1 7.4
Leveraged finance 10ans ........c.cccoceceeevvrieccnenene 1.3 - 3.0 — 2.8 -
— fair value through profit or loss .................. - - 0.1 - - —
— loans and receivables ...........ccccccevreieiennn. 1.3 - 2.9 - 2.8 -
54.4 6.9 62.2 7.1 60.9 7.4
Exposure including securities mitigated by
credit derivatives with monolines and other
financial InSHULIONS ......oveveveeerrreereiccnirieieneans 56.1 7.1 64.6 7.4 62.8 7.6

For footnotes, see page 178.
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ABSs classified as available for sale

Our principal holdings of available-for-sale ABSs
are in GB&M through structured entities (‘SE’s)
which were established with the benefit of external
investor first loss protection support from the outset,

Movement in the available-for-sale reserve

together with positions held directly and by Solitaire,
where we provide first loss risk protection of
US$1.2bn through credit enhancement and a
liquidity facility.

Half-year to 30 June 2013 Half-year to 30 June 2012 Half-year to 31 December 2012
Directly Directly Directly

held/ held/ held/
Solitaire™ SEs Total  Solitaire™ SEs Total  Solitaire®™ SEs Total

US$m US$m US$m

Available-for-sale reserve at

US$m US$m US$m US$m US$m US$m

beginning of period .......... (1,473) (720) (2,193) (3,085) (2,061)  (5,146) (2,365) (1,554)  (3,919)
Increase/(decrease) in fair

value of securities ............. (215) 374 159 475 267 742 720 647 1,367
Effect of impairments™ ........ 124 8 132 79 119 198 260 275 535
Repayment of capital ............ 35) 55 20 18 99 117 146 75 221
Other movements .................. 13 (79) (66) 148 22 170 (234) (163) (397)

Available-for-sale reserve at
end of period ......ccccoveereenenee (1,586) (362) (1,948)

(2,365)  (1,554)  (3.919)  (1,473) (720)  (2,193)

For footnote, see page 178.

Securities investment conduits

The total carrying amount of ABSs held through
SEs in the table overleaf represents holdings in
which significant first loss protection is provided
through capital notes issued by SICs, excluding
Solitaire.

At each reporting date, we assess whether there
is any objective evidence of impairment in the
value of the ABSs held by SEs. Impairment
charges incurred on these assets are offset by a
credit to the impairment line for the amount of the

loss allocated to capital note holders, subject to

the carrying amount of the capital notes being
sufficient to offset the loss. In one SE, Mazarin
Funding Limited (‘Mazarin’), the aggregate
impairment charges exceeded the carrying value
of the capital notes liability. Writebacks of
US$33m (30 June 2012: a charge of US$108m;

31 December 2012: a charge of US$11m) were
attributed to HSBC as shown in the table below. In
respect of the SICs, the capital notes held by third
parties are expected to absorb the cash losses in the
vehicles.

Available-for-sale reserve and economic first loss protection in SICs, excluding Solitaire

Available-for-sale TESEIVE .......ocvviriieirieririeriieierieeeiee e
—T1elated t0 ABSS ..oiiieieieeee s

Economic first 10SS ProteCtion ............coeeueueeerermeueuercrerennrueseereseenenenenes
Carrying amount of capital notes liability ..........cccoceovveneiineienecncnnne

Impairment (writeback)/charge for the period:

—borne by HSBC .....couiieiiieieieeeeeiee et
— allocated to capital note holders ............cccoceuveueerinninieciienneenne

For footnote, see page 178.

Impairment methodologies

The accounting policy for impairment and indicators
of impairment is set out on page 389 of the Annual
Report and Accounts 2012.
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SICs excluding Solitaire at

30 Jun 30 Jun 31 Dec

2013 2012 2012

US$m US$m US$m
............................... (382) (1,873) (787)
............................... 362) (1,554) (720)
............................... 2,286 2,286 2,286
............................... 373 167 249
............................... 33) 108 11
............................... (70) 11 (11)
ﬁ“j 2 A summary of our impairment methodologies

"t_i k is provided in the Appendix to Risk on
it / page 260 of the Annual Report and Accounts
- 2012.
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Carrying amount of HSBC'’s consolidated holdings of ABSs, and direct lending held at fair value through profit or loss

At 30 June 2013

Mortgage-related assets:
Sub-prime residential ............cccccceerrrerecnnne
— direct lending ........ccceeeveveieneninenene
— MBSs and MBS CDOs ......ccccccvviiuiunnne

US Alt-A residential ......c..occceceevrereccnnnnn
— direct lending .........ccooeeeveiireninieene
— MBSS .o

US Government agency and sponsored
enterprises:
MBSS e

Other residential ..........ccccccvevvevievierireieenenns
— direct lending ........ccceoeereineninencne
— MBSS s

Commercial property
MBSs and MBS CDOs .......cccooveueueninnnne

Leveraged finance-related assets:

ABSs and ABS CDOS ......ccoovevvieerieerienenns
Student loan-related assets:

ABSs and ABS CDOS ......ccccovevverenienieeenens
Other assets:

ABSs and ABS CDOS .......cccceevevievieereenenns

Designated Of which Credit
at fair value held through Gross default Net
Available Held to through  Loans and consolidated principal swap principal
Trading for sale maturity profit or loss receivables Total SEs exposure’®  protection’  exposure®
US$m US$m US$m US$m US$m US$m US$m US$m US$m US$m
195 2,607 - - 419 3,221 2,380 4,318 121 4,197
54 - - - - 54 - 127 - 127
141 2,607 — - 419 3,167 2,380 4,191 121 4,070
104 3,641 30 - 127 3,902 2,996 6,208 100 6,108
11 - - - - 11 - 17 - 17
93 3,641 30 - 127 3,891 2,996 6,191 100 6,091
196 21,814 1,257 - - 23,267 - 22,663 - 22,663
579 1,877 - — 449 2,905 1,324 3,727 62 3,665
166 - - - - 166 - 166 - 166
413 1,877 - - 449 2,739 1,324 3,561 62 3,499
197 6,082 — 105 1,155 7,539 5,270 8,260 — 8,260
45,176 283 44,893
1,271 36,021 1,287 105 2,150 40,834 11,970
279 4,980 - - 239 5,498 4,164 5,845 374 5,471
205 4,003 - - 120 4,328 3,662 5,286 199 5,087
1,398 1,395 - 63 1,279 4,135 1,016 5,352 1,143 4,209
3,153 46,399 1,287 168 3,788 54,795 20,812 61,659 1,999 59,660
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Designated Of which Credit
at fair value held through Gross default Net
Available Held to through Loans and consolidated principal swap principal
Trading for sale maturity  profit or loss  receivables Total SEs exposure®®  protection®' exposure®
US$m US$m US$m US$m US$m US$m US$m US$m USSm US$m
At 30 June 2012
Mortgage-related assets:
Sub-prime residential ...........cccccevrirnnneae 835 2,086 - - 506 3,427 2,308 5,835 266 5,569
— direct lending ........ccceoeerreieiininineeccne 668 - - - - 668 441 1,555 - 1,555
— MBSs and MBS CDOs ......cccocvuvvrenerennee 167 2,086 - — 506 2,759 1,867 4,280 266 4,014
US Alt-A residential .......c.cccovvvvrircccenenns 169 3,414 146 — 200 3,929 2,772 7,825 100 7,725
— direct lending ........ccceeeeveiinenninncene 91 - - - - 91 - 97 - 97
— MBSS oo 78 3,414 146 — 200 3,838 2,772 7,728 100 7,628
US Government agency and sponsored
enterprises:
MBSS .ttt 214 23,103 1,656 - - 24,973 - 23,401 - 23,401
Other residential ............cccceveeivnnncnnee. 568 3,052 — — 952 4,572 1,855 5,221 97 5,124
— direct lending ........cccooveeereiirenieeeeee 321 - - - - 321 - 316 - 316
— MBSS ot 247 3,052 — - 952 4,251 1,855 4,905 97 4,808
Commercial property
MBSs and MBS CDOs .......cccccoeuvuvuvinunnae. 295 7,107 — 107 1,450 8,959 5,898 10,440 — 10,440
2,081 38,762 1,802 107 3,108 45,860 12,833 52,722 463 52,259
Leveraged finance-related assets:
ABSs and ABS CDOS ......cccoeuvvirenicciciennns 389 5,322 - - 317 6,028 4,306 6,837 758 6,079
Student loan-related assets:
ABSs and ABS CDOS ......ccccccevnvverecrcnnnnen 172 4,651 - - 151 4,974 4,036 6,505 99 6,406
Other assets:
ABSs and ABS CDOS ......cccccvuviniiiccncnnns 1,455 1,598 — 65 1,586 4,704 1,716 6,593 1,326 5,267
4,097 50,333 1,802 172 5,162 61,566 22,891 72,657 2,646 70,011
Additional Information Financial Statements Directors Interim Management Report Overview
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Carrying amount of HSBC's consolidated holdings of ABSs, and direct lending held at fair value through profit or loss (continued)

Designated Of which Credit
at fair value held through Gross default Net
Available Held to through Loans and consolidated principal swap principal
Trading for sale maturity  profit or loss  receivables Total SEs exposure®  protection®' exposure*’
US$m US$m US$m US$m US$m US$m US$m US$m US$m US$m
At 31 December 2012
Mortgage-related assets:
Sub-prime residential ...........cccooevereirenennne 698 2,455 — — 435 3,588 2,723 5,483 130 5,353
— direct lending .......cccceevvvniciccennne. 566 - - - - 566 482 1,221 - 1,221
— MBSs and MBS CDO:s..........cccoeucuvununnne. 132 2,455 — — 435 3,022 2,241 4,262 130 4,132
US Alt-A residential ..........cccccoevvieiiicnnnee 157 3,658 118 - 157 4,090 2,994 6,992 100 6,892
— direct lending ........cccccceenrieieiciininicecine 71 - - - - 71 - 77 - 77
— MBSS oot 86 3,658 118 — 157 4,019 2,994 6,915 100 6,815
US Government agency and sponsored
enterprises:
MBSS .t 369 23,341 1,455 - - 25,165 - 23,438 - 23,438
Other residential ..........c.cococoeeeernnnncence. 695 2,084 — - 499 3,278 1,459 3,888 87 3,801
— direct lending .........ccccccovriiiiiiiniiis 322 - - - - 322 - 322 - 322
— MBSS ..o 373 2,084 - - 499 2,956 1,459 3,566 87 3,479
Commercial property
MBSs and MBS CDOs ........ccccvveeiecnnnee 164 6,995 — 109 1,319 8,587 5,959 9,489 — 9,489
2,083 38,533 1,573 109 2,410 44,708 13,135 49,290 317 48,973
Leveraged finance-related assets:
ABSs and ABS CDOS ......cccccoeuvvviiiinccnns 450 5,330 - - 284 6,064 4,303 6,726 717 6,009
Student loan-related assets:
ABSs and ABS CDOS ......cccccvuvirinirccucnnns 179 4,219 - - 156 4,554 3,722 5,826 199 5,627
Other assets:
ABSs and ABS CDOS ......ccccevviriniccienennne 1,511 1,553 — 49 1,537 4,650 1,140 5,769 1,318 4,451
4,223 49,635 1,573 158 4,387 59,976 22,300 67,611 2,551 65,060

For footnotes, see page 178.

The above table excludes leveraged finance transactions, which are shown separately on page 152.
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Exposures and significant movements
Sub-prime residential mortgage-related assets

There was an increase in market prices for subprime
assets during the first half of 2013. A further net
writeback of US$91m on assets was recognised

in the first half of 2013 (30 June 2012: writebacks
of US$29m; 31 December 2012: writebacks of
USS$15m). Of the above, there were US$83m of
writebacks (30 June 2012: writebacks of US$30m;
31 December 2012: writebacks of US$37m) in the
SICs of which US$46m (30 June 2012: US$14m;
31 December 2012: US$13m) were attributed to
the capital note holders.

US Alt-A residential mortgage-related assets

In respect of US Alt-A assets there were writebacks
of US$72m (30 June 2012: impairments of
US$144m; 31 December 2012: writebacks of
US$163m). Writebacks of US$26m (30 June 2012:
impairments of US$149m; 31 December 2012:
impairments of US$41m) occurred in the SICs,

of which writebacks of US$24m (30 June 2012:
impairments of US$25m; 31 December 2012:
impairments of US$7m) were attributed to the
capital note holders.

Commercial property mortgage-related assets

Spreads continued to tighten on both US and non-US
commercial property mortgage-related assets during
the first half of 2013. Impairments of US$9m

were recognised (30 June 2012: impairments of
US$127m; 31 December 2012: writebacks of
US$2m).

151

Transactions with monoline insurers

HSBC’s exposure to derivative transactions
entered into directly with monolines

Our principal exposure to monolines is through
a number of over-the-counter (‘OTC’) derivative
transactions, mainly credit default swaps (‘CDS’s).
We entered into these CDSs primarily to purchase
credit protection against securities held in the trading
portfolio at the time.

During the first half of 2013, the notional value
of contracts with monolines reduced. The table
overleaf sets out the fair value of the derivative
transactions at 30 June 2013, and hence the amount
at risk if the CDS protection purchased were to be
wholly ineffective because, for example, the
monoline insurer was unable to meet its obligations.
The value of protection purchased is divided
between those monolines that were rated by
Standard and Poor’s (‘S&P’) at ‘BBB- or above’
at 30 June 2013, and those that were ‘below BBB-’
(‘BBB-" is the S&P cut-off for an investment grade
classification). The ‘Credit valuation adjustment’
column indicates the valuation adjustment taken
against the net exposures, and reflects our best
estimate of the likely loss of value on purchased
protection arising from the deterioration in
creditworthiness of the monolines. These valuation
adjustments, which reflect a measure of the
irrecoverability of the protection purchased,
have been charged to the income statement.

Market prices are generally not readily available
for CDSs, so they are valued on the basis of market
prices of the referenced securities.
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Risk > Credit risk > Securitisation exposures and other structured products / Eurozone exposures

HSBC'’s exposure to derivative transactions entered into directly with monoline insurers

Net exposure Net exposure
before credit Credit after credit
Notional valuation valuation valuation
amount adjustment® adjustment™ adjustment
US$m US$m US$m US$m
At 30 June 2013
Derivative transactions with monoline counterparties
Monolines — investment grade (BBB— or above) ............ 3,439 388 (68) 320
Monolines — sub-investment grade (below BBB-) ......... 947 217 (130) 87
4,386 605 (198) 407
At 30 June 2012
Derivative transactions with monoline counterparties
Monolines — investment grade (BBB— or above) ............ 4,213 789 (118) 671
Monolines — sub-investment grade (below BBB-) ......... 1,502 343 (216) 127
5,715 1,132 (334) 798
At 31 December 2012
Derivative transactions with monoline counterparties
Monolines — investment grade (BBB— or above) ............ 4,191 606 (121) 485
Monolines — sub-investment grade (below BBB-) ......... 957 303 (158) 145
5,148 909 (279) 630
For footnotes, see page 178.
Credit valuation adjustments for monolines Leveraged finance transactions

e For monolines, the standard CVA methodology (as

described on page 56 of the Annual Report and Accounts Leveraged finance transactions include sub-

2012) applies, with the exception that the future exposure investment grade acquisition or event-driven
profile is deemed to be constant (equal to the current market financing. The following table shows our exposure
value) over the weighted average life of the referenced

to leveraged finance transactions arising from
primary transactions. Our additional exposure to
leveraged finance loans through holdings of ABSs
from our trading and investment activities is shown
in the table on page 148.

security.

HSBC'’s exposure to debt securities which benefit
from guarantees provided by monolines

Within both the trading and available-for-sale
portfolios, we hold bonds that are ‘wrapped’ with

a credit enhancement from a monoline. As the
bonds are traded explicitly with the benefit of this
enhancement, any deterioration in the credit profile
of the monoline is reflected in market prices and,
therefore, in the carrying amount of these securities
at 30 June 2013. For wrapped bonds held in our
trading portfolio, the mark-to-market movement has
been reflected through the income statement. For
wrapped bonds held in the available-for-sale portfolio,
the mark-to-market movement is reflected in equity
unless there is objective evidence of impairment, in
which case the impairment loss is reflected in the
income statement.

We held leveraged finance commitments of
US$1.3bn at 30 June 2013 (30 June 2012: US$3.0bn;
31 December 2012: US$2.8bn), of which US$1.2bn
(30 June 2012: US$2.7bn; 31 December 2012:
US$2.6bn) was funded. At 30 June 2013, our
principal exposures were to companies in two
sectors: US$0.1bn to data processing (30 June 2012:
US$0.8bn; 31 December 2012: US$0.7bn) and
US$1.1bn to communications and infrastructure
(30 June 2012: US$1.9bn; 31 December 2012:
US$1.8bn).
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HSBC'’s exposure to leveraged finance transactions

Exposures at 30 June 2013

Exposures at 30 June 2012 Exposures at 31 December 2012

Un-
Funded® funded®

Total

US$m US$Sm US$m

Funded®  funded* Total

Un- Un-
Funded”  funded* Total
US$m US$m US$m US$m US$m US$m

EUIOPE ..o 1,183 142 1,325 2,194 221 2,415 2,108 162 2,270
North America ......cccovvereevririennnen — - - 443 126 569 414 92 506
1,183 142 1,325 2,637 347 2,984 2,522 254 2,776
Held within:
— loans and receivables ............ 1,183 142 1,325 2,593 323 2,916 2,522 252 2,774
— fair value through profit or loss
- - - 44 24 68 - 2 2

For footnotes, see page 178.

Representations and warranties related to
mortgage sales and securitisation activities

We have been involved in various activities

related to the sale and securitisation of residential
mortgages, which are not recognised on our balance
sheet. These activities include:

o the purchase of US$24bn of third-party
originated mortgages by HSBC Bank USA and
the securitisation of these by HSBC Securities
(USA) Inc. (‘“HST’) between 2005 and 2007;

e  HSI acting as underwriter for third-party
issuance of private label MBSs with an original
issuance value of US$37bn, most of which were
sub-prime; and

e the origination and sale by HSBC Bank USA
of mortgage loans, primarily to government
sponsored entities.

In sales and securitisations of mortgage loans,
various representations and warranties regarding the
loans may be made to purchasers of the mortgage
loans and MBSs. In respect of the purchase and
securitisation of third-party originated mortgages
and the underwriting of third-party MBSs, the
obligation to repurchase loans in the event of a
breach of loan level representations and warranties
resides predominantly with the organisation that
originated the loan.

Participants in the US mortgage securitisation
market that purchased and repackaged whole loans
have been the subject of lawsuits and governmental
and regulatory investigations and inquiries which
have been directed at groups within the US mortgage
market such as servicers, originators, underwriters,
trustees or sponsors of securitisations. Further details
are provided in Note 24 on the Financial Statements.

At 30 June 2013, a liability of US$217m
(30 June 2012: US$222m; 31 December 2012:
US$219m) was recognised in respect of various
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representations and warranties relating to the
origination and sale by HSBC Bank USA of
mortgage loans, primarily to government sponsored
entities. These relate to, among other things, the
ownership of the loans, the validity of the liens,

the loan selection and origination process, and
compliance with the origination criteria established
by the agencies. In the event of a breach of our
representations and warranties, HSBC Bank USA
may be obliged to repurchase the loans with
identified defects or to indemnify the buyers.

The liability is estimated based on the level of
outstanding repurchase demands, the level of
outstanding requests for loan files and estimated
future demands in respect of mortgages sold to date
which are either two or more payments delinquent or
are expected to become delinquent at an estimated
conversion rate. Repurchase demands of US$53m
were outstanding at 30 June 2013 (30 June 2012:
US$167m; 31 December 2012: US$89m).

Exposures to countries in the eurozone

Eurozone countries are members of the EU and part
of the euro single currency bloc. The peripheral
eurozone countries are those that exhibited levels

of market volatility that exceeded other eurozone
countries, demonstrating fiscal or political
uncertainty which may persist through the second
half of 2013. The peripheral eurozone countries have
been identified as Greece, Ireland, Italy, Portugal,
Spain and Cyprus as they continued to exhibit a high
ratio of sovereign debt to gross domestic product and
excessive fiscal deficits. Other eurozone countries
analysed in the table on page 154 are those

that HSBC has a net on-balance sheet exposure
exceeding 5% of the Group’s total equity at 30 June
2013. The remaining eurozone countries have been
reported together under ‘Others’.

In our Annual Report and Accounts 2012, we
disclosed detailed information on our exposures to
peripheral eurozone countries. At 30 June 2013,
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there were no significant changes in our exposures
to peripheral eurozone countries compared with
31 December 2012.

The basis of preparation for our reported
exposures is described on page 192 in the Annual
Report and Accounts 2012.

Our total net exposures to eurozone countries
increased by 6% or US$18.1bn, to US$328bn at
30 June 2013. This movement was due to increases
in net exposures to France of US$11.1bn, and the

Summary Qfexposures to eurozone countries

Netherlands of US$5.2bn. While our total exposure
to France, Germany and the Netherlands was
commensurate with the size of our operations in
these countries the increase in exposures to France
was due to increased reverse repo activity with
French banks and the increase in the Netherlands
was due to increased exposures to other financial
institutions and corporates. Exposures to other
eurozone countries not specifically mentioned which
are reported together in ‘Other’ are not significant to
the Group.

Total net exposure

Other
On- Off- financial
balance  balance Total Risk Total Sovereign institutions
sheet sheet gross miti- net and and
exposures exposures exposures gation exposure agencies Banks corporates Personal
USS$bn US$bn US$bn US$bn US$bn USS$bn US$bn US$bn  US$bn
At 30 June 2013
SPAIN ..o 13.6 3.7 17.3 (5.3) 12.0 0.2 3.7 8.0 0.1
Ireland ......ccoovvevevicninnnnee 15.1 1.8 16.9 (7.1) 9.8 0.4 1.6 7.7 0.1
Ttaly oo 13.8 2.7 16.5 (8.3) 8.2 2.0 1.3 4.8 0.1
(€] (TS TN 6.9 0.8 7.7 (0.5) 7.2 0.1 1.8 4.4 0.9
Portugal .....cccoveveviinnnnnee 1.0 0.1 1.1 0.49) 0.7 0.4 0.1 0.2 =
Cyprus ... 0.3 0.2 0.5 (0.1) 0.4 - - 0.4 =
France ... 166.2 28.9 195.1 (38.5) 156.6 25.6 48.1 66.3 16.6
Germany 98.0 11.8 109.8 (41.2) 68.6 33.1 13.6 214 0.5
The Netherlands ............. 39.9 4.6 44.5 9.9) 34.6 11.4 4.8 18.3 0.1
Others .....cccoevevveverecnennnnee 36.3 5.0 41.3 (11.6) 29.7 10.1 4.4 12.1 31
391.1 59.6 450.7 (122.9) 327.8 83.3 79.4 143.6 21.5
At 31 December 2012
SPAIN ..o 15.3 32 18.5 6.4) 12.1 1.0 2.8 8.3 -
Ireland 20.7 1.3 22.0 (12.1) 9.9 0.4 1.8 7.6 0.1
171 12.6 3.0 15.6 (6.0) 9.6 2.7 1.6 5.2 0.1
(€] (1S 5.9 0.7 6.6 (0.8) 5.8 0.1 0.6 4.1 1.0
Portugal .....coovevevieinennnee 1.1 0.3 1.4 0.4) 1.0 0.2 0.4 0.4 -
CYPIUS...oveeeeeereecvccriennen 0.3 0.1 0.4 - 0.4 - - 0.4 -
France ... 158.3 28.0 186.3 (40.8) 145.5 33.0 30.5 65.7 16.3
Germany .......... 112.4 11.6 124.0 (56.6) 67.4 27.4 14.3 25.1 0.6
The Netherlands 39.7 4.1 43.8 (14.4) 29.4 10.0 5.3 14.0 0.1
Others .....ccooeveeereeeeeeeenne 38.0 4.9 429 (14.3) 28.6 9.8 3.6 12.0 32
404.3 57.2 461.5 (151.8) 309.7 84.6 60.9 142.8 214

Redenomination risk

As the peripheral eurozone countries of Greece,
Ireland, Italy, Portugal, Spain and Cyprus continue
to exhibit distress, there is continuing possibility
of a member state exiting from the eurozone.

There remains no established legal framework
within the European treaties to facilitate such an
event; consequently, it is not possible to accurately
predict the course of events and legal consequences
that would ensue.
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In the Annual Report and Accounts 2012, we
disclosed information on our in-country funding
exposures for the peripheral eurozone countries. At
30 June 2013, there were no significant changes in
our in-country funding exposures for peripheral
eurozone countries compared with 31 December
2012. Our view remains that there would be a
greater potential impact on HSBC from a euro exit
of Greece, Italy or Spain rather than from Ireland,
Portugal or Cyprus. As a result, only exposures in
Greece, Italy or Spain are reported in the table
below.



In-country funding exposure

Denominated in:

Other
euros US dollars currencies Total 3
US$bn USS$bn US$bn US$bn D
At 30 June 2013 b
Greece In-country assets ..........cocccvevererinerininnnenieenenens 1.6 0.1 - 1.7 °>')
In-country liabilities ..........cccoeeueceeninreccrinnnienns (1.6) 0.7) (0.1) 2.4 ©)
Net in-country funding eXposure ............cocecevuenene — (0.6) (0.1) (0.7)
Off-balance sheet eXposure ...........c.ccceeevereeennencne (0.3) - 0.3 -
Italy IN-Country asSets ........cccoveeruerererirrerieieieenieeneenens 1.0 - - 1.0
In-country liabilities®” ..........cocovvvevverreerererennnns 1.9) 0.2) = @.1)
=
Net in-country funding eXposure ...........c.ccceeeneve. (0.9) (0.2) — (1.1) 8_
()
Off-balance sheet eXpoSUre ..........coceerveerveeruenns 0.6 - - 0.6 ('
-
Spain IN-CoUNtIY @SSELS ....oovevveeiiirieieieieereeie e 1.7 0.9 - 2.6 %
In-country liabilities ........ccovvereereenieeneiecnene (1.4) (0.1) — (1.5) g
Net in-country funding eXposure ............cocecevuenene 0.3 0.8 — 1.1 g
Off-balance sheet eXposure .........c.cococeeeeerenennenne 0.8 0.1 - 0.9 g
=
At 31 December 2012 =
Greece In-country assets ........ccocevereveneeneenenenenienenes 2.1 0.1 — 2.2 %
In-country liabilities ........ccevevveirieinieirieeceieenes (1.5) (0.8) (0.1) (2.4) -
Net in-country funding eXposure ...........c.coceeenen.. 0.6 (0.7) (0.1) (0.2)
Off-balance sheet eXposure .........c...ccccccceeererueuenne 0.3) 0.2 0.2 0.1
Italy In-country assets ..........cccccovevieiiiiiiiiiniieeene 1.0 - - 1.0
In-country liabilities® ..........ccccoorrerirrrrreerenna. (2.0) - - (2.0)
n
Net in-country funding eXposure ............c.coevueeeee. (1.0) — — (1.0) o
1)
Off-balance sheet eXposure .........c.cocececevevrieueuenens 0.8 - - 0.8 .G:J
o
Spain In-country assets ........c.coceveveereeneenenenenieennes 2.4 0.8 — 3.2
In-country Labilities ..........cocoeeuecenrneccnrinieenae (1.7 (0.1) - (1.8)
Net in-country funding exposure .............ccccceueeeee. 0.7 0.7 — 1.4
Off-balance sheet eXposure .........c...cccccccevrueueuennas 0.7 0.2 - 0.9

For footnote, see page 178.
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Liquidity and funding

Page
Liquidity and funding in the first half of 2013 .............. 156
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Liquidity regulation ..........ccoceevveieeieerieeneeseeeeeseeenne 157
Management of liquidity and funding risk ... 157
Advances to core funding ratio ..........c........ 157
Stressed COVErage ratios .......cecoeveveeueveeerereriruererererenieeereenens 157
Liquid assets of HSBC’s principal operating
CIILIES ..ottt 158
Net contractual cash flOWS ........ccoceieeeeinninicicccins 159
Contingent liquidity risk arising from committed
lending facilities ... 160
Sources of funding ... 160
Wholesale term debt maturity profile ............................. 160

Liquidity risk is the risk that the Group does
not have sufficient financial resources to
meet its obligations as they fall due, or will
have to do so at an excessive cost. The risk
arises from mismatches in the timing of cash
flows.

There were no material changes to our policies and
practices for the management of liquidity and funding
risks in the first half of 2013.

T-’:';-:‘?QQV*} A summary of our current policies and practices
\!‘."\ [ regarding liquidity and funding is provided in the
i E v Appendix to Risk on page 261 of the Annual

Report and Accounts 2012.

Our liquidity and funding risk management framework

The objective of our liquidity framework is to allow us to
withstand very severe liquidity stresses. It is designed to be
adaptable to changing business models, markets and
regulations.
Our liquidity and funding risk management framework
requires:
o liquidity to be managed by operating entities on a stand-alone
basis with no implicit reliance on the Group or central banks;

o all operating entities to comply with their limits for the
advances to core funding ratio; and

o all operating entities to maintain a positive stressed cash flow
position out to three months under prescribed Group stress
scenarios.

Further details of the metrics are provided in the Appendix to
Risk on page 261 of the Annual Report and Accounts 2012.
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Liquidity and funding in the first half of 2013

The liquidity position of the Group remained strong
in the first half of 2013, as demonstrated by the
Group’s key liquidity and funding metrics presented
below. During the first half of 2013, customer
accounts decreased by 1.8% (US$24bn) while loans
and advances to customers decreased by 2.8%
(US$28bn), leading to a small reduction in our
advances to deposits ratio to 73.7% (30 June 2012:
76.3%; 31 December 2012: 74.4%). The decrease
in customer accounts in the first half of 2013 was
primarily due to the reclassification of customer
account balances of around US$14bn relating to
non-strategic businesses, notably in Europe and Latin
America, to ‘Liabilities of disposal groups held for
sale’.

Wholesale funding markets

Wholesale funding conditions were generally positive
in the first half of 2013, although there was volatility
in June as a result of uncertainty surrounding a
reduction in economic stimulus and therefore the
interest rate outlook. The volume of term debt issued
by banks remained low, primarily reflecting reduced
wholesale funding requirements compared with
recent years.

HSBC continued to have good access to debt
capital markets throughout the first half of 2013
with Group entities issuing US$8.5bn of public
transactions of which US$6.8bn was in the form
of senior unsecured debt.



Liquidity regulation

The European adoption of the Basel Committee
framework, via legislative texts known as CRR/CRD
IV, which were published on 27 June 2013, requires
the reporting of the liquidity coverage ratio (‘LCR”)
and the net stable funding ratio (‘NSFR’) from
January 2014, with the regulatory LCR standard
being implemented from January 2015, initially set at
60%, increasing to 100% by January 2018. There is
currently a significant level of interpretation required
to calculate the LCR as defined in the CRR text; in
particular the definitions of operational deposits and
several of the outflow assumptions. We expect more
clarity on many of these points by 31 December 2013,
as technical standards with regards to these are
consulted upon and finalised by the European
Banking Authority (‘EBA”), as mandated by the CRR
text. The European adoption of the Basel Committee
framework diverges from the Basel recommendations
with respect to the outflow assumption to be applied
to undrawn committed liquidity facilities, where the
CRR requires a 100% outflow to be used, compared
with the 30-40% outflow recommended by Basel.

Regarding the finalisation of the NSFR standard,
the Basel Committee is expected to issue a consultation
on a revised framework in the coming months.

Management of liquidity and funding risk

Our liquidity and funding risk management
framework (‘LFRF’) employs two key measures to
define, monitor and control the liquidity and funding
risk of each of our operating entities. The advances to
core funding ratio is used to monitor the structural
long-term funding position, and the stressed coverage
ratio, incorporating Group-defined stress scenarios,
is used to monitor the resilience to severe liquidity
stresses.

The three principal entities listed in the tables
below represented 63% (30 June 2012: 61%;
31 December 2012: 62%) of the Group’s customer
accounts (excluding repos). Including other principal
entities, the percentage was 95% (30 June 2012: 97%j;
31 December 2012: 94%).

Advances to core funding ratio

The table below shows the extent to which loans
and advances to customers in our principal banking
entities (see footnotes 39 to 41 on page 179, were
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financed by reliable and stable sources of funding.

There were no material movements in the first
half of 2013 and all principal banking entities
remained within their advances to core funding limit.

Advances to core funding limits set for principal
operating entities at 30 June 2013 ranged between
80% and 115%.

Advances to core funding ratios™

Half-year to

30 Jun 30Jun 31 Dec
2013 2012 2012

% % %

HSBC UK

Period-end .........cccovevennnene 104 104 106

Maximum .. 107 104 106

Minimum ... 103 100 103

AVEIage .....coovveeeeiecienieennens 105 102 105
The Hongkong and Shanghai

Banking Corporation*’

Period-end .. 77 74 73

Maximum .. 77 75 74

Minimum ... 73 71 73

AVEIage .....ccvvveveviecienieennens 74 73 73
HSBC USA*

Period-end .........cccovevenennene 84 68 78

Maximum .. 84 86 78

Minimum ... 78 68 68

AVEIage .....coovveeeeiecienieinnens 80 80 74
Total of HSBC’s other

principal entities*

Period-end ........cccovevinnnne 92 88 91

Maximum .. 92 88 92

Minimum ... 89 85 88

AVEIage .....covveeeeviecienieennens 91 86 91

For footnotes, see page 178.

Stressed coverage ratios

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

Inflows included in the numerator of the stressed
coverage ratio are those that are assumed to be
generated from liquid assets net of assumed haircuts,
and cash inflows related to assets contractually
maturing within the time period.

In general, customer advances are assumed to
be renewed and as a result do not generate a cash
inflow.
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Stressed one-month and three-month coverage ratios™

Stressed one-month
coverage ratios for the half-year to

Stressed three-month
coverage ratios for the half-year to

30 Jun
2013
%
HSBC UK*
Period-end ......ccooeivieieiiieeeeee e 105
MAXIIMUINL <ot ese et seene s 114
MINIMUIT Lo eseas 103
AVEIAZE ..ottt sttt 108
The Hongkong and Shanghai Banking Corporation*
Period-end 113
Maximum ... 131
Minimum . 113
AVETAZE .ottt 120
HSBC USA*!
Period-end ... 111
Maximum .... 126
Minimum 111
AVEIAZE ..ottt 117
Total of HSBC’s other principal entities®
Period-end 114
Maximum .... 129
Minimum 114
AVETAZE .ottt ettt 122

For footnotes, see page 178.

Liquid assets of HSBC's principal operating
entities

The table below shows the estimated liquidity value
(before assumed haircuts) of assets categorised as

Liquid assets of HSBC'’s principal entities

HSBC UK*

LEVEL 1 oot sttt st

Level 2 ..

LEVEL 3 oottt sttt et

The Hongkong and Shanghai Banking Corporation*

LEVEL 1 oottt

Level 2 ..

LEVEL 3 ettt

HSBC USA*!

LEVEL 1 ottt

Level 2 ..
Level 3 ..

2

Total of HSBC’s other principal entities®

LEVEL 1 oottt sttt
LEVEL 2 ottt

Level 3 ..

For footnotes, see page 178.
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30 Jun 31 Dec 30 Jun 30 Jun 31 Dec
2012 2012 2013 2012 2012
% % % % %
111 114 104 102 103
117 114 104 103 103
111 108 101 101 101
114 111 102 102 102
124 129 109 123 126
134 130 126 125 126
123 124 109 118 122
130 128 114 123 124
134 126 110 130 119
137 136 119 130 130
115 126 109 113 119
125 131 113 123 125
118 127 109 110 117
123 127 119 113 117
118 119 109 108 109
120 122 114 110 112

liquid used for the purposes of calculating the
three-month stressed coverage ratios, as defined
under the LFRF.

Estimated liquidity value*

30 Jun 30 Jun 31 Dec

2013 2012 2012

US$m US$m US$m

.............. 142,005 120,690 138,812
933 475 374

.............. 44,866 9,320 27,656
187,804 130,485 166,842

.............. 91,742 104,944 112,167
5,131 5,928 5,740

.............. 3,861 4,889 3,968
100,734 115,761 121,875

.............. 49,715 62,966 60,981
12,233 16,511 15,609

5,359 8,405 5,350

.............. 5,842 6,238 6,521
73,149 94,120 88,461

.............. 140,529 118,616 154,445
.............. 12,984 36,713 18,048
12,693 11,205 6,468

.............. - - 2,447
166,206 166,534 181,408




Any unencumbered asset held as a consequence
of a reverse repo transaction with a residual
contractual maturity within the stressed coverage
ratio time period and unsecured interbank loans
maturing within three months are not included in
liquid assets, as these assets are reflected as
contractual cash inflows.

Liquid assets are held and managed on a
standalone operating entity basis. Most of the liquid
assets shown are held directly by each operating
entity’s Balance Sheet Management function,
primarily for the purpose of managing liquidity
risk, in line with the LFRF.

Liquid assets also include any unencumbered
liquid assets held outside Balance Sheet Management
for any other purpose. The LFRF gives ultimate
control of all unencumbered assets and sources of
liquidity to Balance Sheet Management.

All assets held within the liquid asset portfolio
are unencumbered. Liquid assets held by HSBC UK
increased predominantly as a result of higher
deposits, some of which have been deployed in
Level 3 securities. In addition there has been a
reclassification of some securities as Level 3 liquid
assets (previously illiquid) as they meet the criteria of
liquid assets in accordance with the LFRF.

Liquid assets held by The Hongkong and
Shanghai Banking Corporation and HSBC USA
decreased predominantly as surplus liquidity, as
measured by the LFRF, was deployed into alternative
asset classes or deployed into loans and advances to
customers, as demonstrated by the increase in the
respective advances to core funding ratio and/or the
decrease in the respective stressed coverage ratios.

Net contractual cash flows

The following table quantifies the contractual cash
flows from interbank and intra-Group loans and
deposits, and reverse repo, repo (including intra-
Group transactions) and short positions for the
principal entities shown. These contractual cash
inflows and outflows are reflected gross in the
numerator and denominator, respectively, of the
one-month and three-month stressed coverage ratios
and should be considered alongside the level of liquid
assets.

Outflows included in the denominator of the
stressed coverage ratios include the principal
outflows associated with the contractual maturity
of wholesale debt securities reported in the table
headed ‘Wholesale funding principal cash flows
payable by HSBC under financial liabilities by
remaining contractual maturities’ on page 162.

Net cash inflows/(outflows) for interbank and intra-group loans and deposits and reverse repo, repo and short positions

Interbank and intra-group loans and deposits

HSBC UK ..cvvveeiieeeereeeesenssseessssesessssssssesssssssssesssessssees
The Hongkong and Shanghai Banking Corporation*
HSBC USA™ .o sesessesesesennns .
Total of HSBC’s other principal entities® ..........c..ccoovunn....

Reverse repo, repo, stock borrowing, stock lending and
outright short positions (including intra-group)
HSBC UK ..o
The Hongkong and Shanghai Banking Corporation*
HSBC USA*! ....oooieererveeeiiiesenreeeeeeesiessn s
Total of HSBC’s other principal entities* ............ccccoournnne.

For footnotes, see page 178.

Net cash flow arising from interbank and
intra-group loans and deposits

Under the LFRF, a net cash inflow within three
months arising from interbank and intra-Group loans
and deposits will give rise to a lower liquid asset

Cash flows Cash flows Cash flows
at 30 June 2013 at 30 June 2012 at 31 December 2012
from from from
within one to within one to within one to
one three one three one three
month months month months month months
USS$m US$Sm US$m US$m US$m US$m
(17,173) (3,696) (13,569) (1,206) (16,464) (1,429)
(4,368) 8,638 4,089 8,147 4,402 9,685
(23,320) 2,629 (30,186) 1,060 (30,269) (473)
4,500 10,894 3,898 12,972 5,419 10,511
(11,569) (8,080) (7,687) (2,498) (4,184) (13,776)
7,746 2,354 5314 708 13,672 2,501
(10,818) (219) 7,289 (786) (4,003) 62
(42,359) 8,114 (38,184) 8,281 (31,951) (231)
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requirement. Conversely, a net cash outflow within
three months arising from interbank and intra-Group
loans and deposits will give rise to a higher liquid
assets requirement.
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HSBC HOLDINGS PLC

Interim Management Report (continued)

Risk > Liquidity and funding > Contingent liquidity risk / Wholesale term debt maturity

Net cash flow arising from reverse repo, repo,
stock borrowing, stock lending and outright short
positions (including intra-group)

A net cash inflow represents additional liquid
resources, in addition to liquid assets, because any
unencumbered asset held as a consequence of a
reverse repo transaction with a residual contractual
maturity within the stressed coverage ratio time
period is not reflected as a liquid asset.

The impact of net cash outflow depends on
whether the underlying collateral encumbered as a
result will qualify as a liquid asset when released at
the maturity of the repo. The majority of the Group’s
repo transactions are collateralised by liquid assets
and, as such, any net cash outflow shown is offset by
the return of liquid assets, which are excluded from
the liquid asset table above.

Contingent liquidity risk arising from
committed lending facilities

The Group’s operating entities provide commitments
to various counterparties. In terms of liquidity risk,
the most significant risk relates to committed lending
facilities which, whilst undrawn, give rise to
contingent liquidity risk, as these could be drawn
during a period of liquidity stress. Commitments are
given to customers and committed lending facilities

are provided to consolidated multi-seller conduits,
established to enable clients to access a flexible
market-based source of finance, consolidated SICs
and third-party sponsored conduits.

The consolidated SICs primarily represent
Solitaire and Mazarin (see pages 147). These
conduits issue asset-backed commercial paper
secured against the portfolio of securities held by
these conduits. At 30 June 2013, HSBC UK had
undrawn committed lending facilities to these
conduits of US$16bn (30 June 2012: US$20bn;

31 December 2012: US$18bn), of which Solitaire
represented US$12bn (30 June 2012: US$14bn;

31 December 2012: US$13bn) and the remaining
US$4bn (30 June 2012: US$6bn; 31 December 2012:
US$5bn) pertained to Mazarin. At 30 June 2013, the
commercial paper issued by Solitaire and Mazarin
was entirely held by HSBC UK. Since HSBC controls
the size of the portfolio of securities held by these
conduits, no contingent liquidity risk exposure arises
as a result of these undrawn committed lending
facilities.

The table below shows the level of undrawn
commitments to customers outstanding for the five
largest single facilities and the largest market sector,
and the extent to which they are undrawn.

The Group's contractual undrawn exposures monitored under the contingent liquidity risk limit structure

The Hongkong and
Shanghai Banking
HSBC UK HSBC USA HSBC Canada Corporation
At At At At At At At At At At At At

30Jun 30Jun 31 Dec 30Jun 30Jun 31Dec 30Jun 30Jun 31Dec 30Jun 30Jun 31 Dec

2013 2012 2012 2013 2012

2012 2013 2012 2012 2013 2012 2012

US$bn US$bn USSbn US$bn USSbn US$bn US$bn US$bn US$bn US$bn USS$bn  USS$bn

Conduits
Client-originated assets

— total lines ............ 7.9 10.0 7.8 3.1 1.7

— largest individual

lines ..ccooveuenee 0.7 0.6 0.7 0.5 0.5

HSBC-managed

assets

— total lines ............ 16.1 20.0 18.1 - -
Other conduits

— total lines ............ - - - 0.8 1.0

Single-issuer
liquidity facilities
— five largest™ ....... 6.6 4.0 6.0 6.2 5.9

— largest market
sector® ............ 11.7 8.4 11.0 7.2 7.1

For footnotes, see page 178.

Sources of funding

Our primary sources of funding are customer current
accounts and customer savings deposits payable on
demand or at short notice. We issue wholesale securities
(secured and unsecured) to supplement our customer
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2.3 0.9 0.9 1.0 - - -

0.5 0.7 0.8 0.8 - - -

0.8 - - - - - -

6.0 1.4 1.7 1.7 2.8 1.6 2.1

7.5 3.7 4.2 4.5 22 2.5 2.4

deposits and change the currency mix, maturity profile
or location of our liabilities.

The funding sources and uses table, which provides

a consolidated view of how our balance sheet is funded,
should be read in the light of the LFRF, which requires



operating entities to manage liquidity and funding risk the effect of repos from customer accounts and reverse
on a stand-alone basis. repos from loans and advances to customers, the
adjusted advances to deposits ratio at 30 June 2013 was
74.1% (30 June 2012; 73.9%; 31 December 2012:
73.4%). The positive funding gap was predominantly
deployed into liquid assets; cash and balances with
central banks and financial investments, as required by
the LFRF.

The table analyses our consolidated balance
sheet according to the assets that primarily arise
from operating activities and the sources of funding
primarily supporting these activities. The assets and
liabilities that do not arise from operating activities are
presented as a net balancing source or deployment of
funds. Loans and other receivables due from banks
continued to exceed deposits taken from banks.
The Group remained a net unsecured lender to the
banking sector.

2
2
<
(0]
>
(@]

The level of customer accounts continued to exceed
the level of loans and advances to customers. Excluding

T
o
&
Funding sources and uses o
=
At At At At At At S
30 Jun 30 Jun 31 Dec 30 Jun 30 Jun 31 Dec S
2013 2012 2012 2013 2012 2012 3,
US$m US$m US$m US$m US$m US$m x
Sources Uses ©
Customer accounts ......... 1,316,182 1,278,489 1,340,014 Loans and advances =
— repos 49,277 26,426 28,618 to customers ................ 969,382 974,985 997,623 g
— cash deposits ............... 1,266,905 || 1,252,063 || 1,311,396 — IEVETSE IEPOS ..vevvevennene. 31,088 49,320 34,651 o
. — loans or other =
Deposits by banks MIFAY 123,553 107,429 O 938,294 || 925,665 || 962,972 =
— TEPOS werveverrerenne 17,314 17,054 11,949
— cash deposits ............... 92,709 106,499 95,480 Loans and advances
Deb . d 109.389 125.543 119.461 to banks ......ccceeevenenne. 185,122 182,191 152,546
ebt securities 1ssued ... . ; s  IEVEISE TEPOS 1rrrrerrrrrn. 57312 |[ 42,429 35,461
Liabilities of disposal - loan_s or other
groups held for sale ..... 19,519 12,599 5,018 receivables ..........coee.e 127,810 139,762 117,085
()]
Subordinated liabilities .. 28,821 29,696 29,479 Assets held for sale ........ 20,377 12,383 19,269 =
Financial liabilities Trading assets ................. 432,601 391,371 408,811 5
designated at fair value 84,254 87,593 87,720 — TEVEISe [€POS ..ouvvuenees 104,273 104,335 118,681 5
. — stock borrowing .......... 17,372 16,509 16,071
Ll,ablhtles under — settlement accounts ..... 53,749 32,547 14,510
insurance contracts ..... 69,771 62,861 68,195 — other trading assets ...... 257,207 || 237,980 || 259,549
Trading liabilities ........... 342,432 308,564 304,563 Financial investments ... 404,214 393,736 421,101
— I€POS v 134,506 112,628 130,223 ]
— stock lending ........ 10,097 6,013 6,818 Cash and balances with
_ settlement accounts ..... 41,092 35,162 17,108 central banks ................ 148,285 147,911 141,532
— other trading liabilities 156,737 154,761 150,414 Net deployment in other
Total eqUIty ...oevreerennnes 182,361 173,766 183,129 balance sheet assets 3
and liabilities ............... 102,771 100,087 104,126 QCJ
2,262,752 2,202,664 2,245,008 2,262,752 2,202,664 2,245,008 g
@©
- - . . .. . a
Wholesale term debt maturity profile which includes debt securities and subordinated IS
. liabilities measured at fair value. 2
The maturity profile of the Group’s wholesale term &
debt obligations is set out below in the table headed The basis of preparation of this table has changed ic
‘Wholesale funding principal cash flows payable from that presented in the Annual Report and
by HSBC under financial liabilities by remaining Accounts 2012, which included future coupon
contractual maturities’. payments in addition to the principal amounts.
. . . The inclusion of principal amounts only is more
The balances in the table will not agree directly . . p p Y c
. . . consistent with how the Group manages the o
with those in our consolidated balance sheet as the . . N =
. . associated liquidity and funding risk. K
table presents gross cash flows relating to principal £
payments and not the balance sheet carrying value, E
‘©
C
.0
=
5°)
<
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Wholesale funding principal cash flows payable by HSBC under financial liabilities by remaining contractual maturities

At 30 June 2013
Debt securities iSSUed .......coovverveerieirieirieereeeeeeeee

unsecured CDs and CP .
unsecured senior medium-term notes (‘MTN’s) ...
unsecured senior structured NOtes ..........oceevevvevennas
secured covered bonds ..........ccceeveiiieieieieieennnn
secured asset-backed commercial paper

(CABCP?) oot
secured ABS
ONETS eviieeiiciieietetete e

Subordinated Habilities .........ccccovveerieerieirieinieereeeiennn

subordinated debt securities ............coceververereerenene
preferred SECUrities ........ocooveevieerieerieireieeeene

At 30 June 2012
Debt securities iSSUEd ......cccovvevierieriererieeieeeieeeeeieiens

unsecured CDs and CP .........ccocoevvveivieenieerieneee
unsecured senior MTNs ............
unsecured senior structured notes .
secured covered bonds .............. .
secured ABCP ......ccooviiiieiieieeeeeeeeee e
secured ABS ..o
ONETS eviieeiicecieteteete et

Subordinated lHabilities .........cccevvvirieerieineieeieeseeen

subordinated debt securities
preferred SECUTItIes .....c.oovevvevivieerieinieireeeieeene

Due Due Due Due Due Due

Due between between between between between between Due

within 1and3 3 and 6 6and 9 9 months 1 and 2 2 and 5 after
1 month months months months and 1 year years years 5 years Total
US$m US$m US$m US$m US$m US$m US$m US$m US$m
25,197 16,162 18,123 14,894 9,158 30,335 44,591 27,194 185,654
9,228 9,146 9,505 3,578 3,664 2,584 2,326 - 40,031
2,636 3,570 6,947 8,745 3,607 19,219 31,828 18,708 95,260
435 705 646 1,164 1,344 2,936 4,868 6,059 18,157
- 397 667 939 287 3,179 3,459 425 9,353
12,725 2,159 - - - - - 495 15,379
70 142 315 461 181 1,384 1,517 92 4,162
103 43 43 7 75 1,033 593 1,415 3,312
- 10 - 26 1,170 336 4,349 39,084 44,975
- 10 - 26 1,170 336 3,349 32,560 37,451
- - - - - - 1,000 6,524 7,524
25,197 16,172 18,123 14,920 10,328 30,671 48,940 66,278 230,629
16,541 25,847 16,662 8,738 16,658 31,681 59,260 28,484 203,871
10,280 9,086 7,138 2,367 3,795 3,752 2,813 - 39,231
2,216 4,856 6,052 4,557 9,718 21,180 41,041 18,985 108,605
472 897 2,045 1,291 1,549 1,773 4,126 6,640 18,793
- - 1,027 - 1,105 2,527 6,671 793 12,123
2,985 10,477 - - - - - 278 13,740
85 168 226 377 486 1,262 2,610 611 5,825
503 363 174 146 5 1,187 1,999 1,177 5,554
306 — 2,881 43 — 1,150 2,425 41,148 47,953
306 - 2,881 43 - 1,150 1,425 33,386 39,191
— - — — — — 1,000 7,762 8,762
16,847 25,847 19,543 8,781 16,658 32,831 61,685 69,632 251,824

Aanjew 1qap wia) ajesajoypp < Buipuny pue Aupinbiq <jsiy
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At 31 December 2012
Debt securities iSSUEd .......ccceverveeieeeieieiesieeeee s
— unsecured CDs and CP ........cccoocevieieiiieieieieens
— unsecured senior MTNS .....ccccoeveviierieinieinieieeins
— unsecured senior structured notes .

Subordinated liabilities ..........cccovvrvereeierierieiereseeeeeee,
— subordinated debt securities ...
— preferred SECUTItES ......oovevrvereerieerieieeeeieieene

Additional Information

Financial Statements

Due Due Due Due Due Due

Due between between between between between between Due

within 1 and 3 3and 6 6 and 9 9 months 1 and 2 2and 5 after
1 month months months months and 1 year years years 5 years Total
US$m US$m US$m US$m US$m US$m US$m US$m US$m
19,280 20,724 22,479 10,269 14,934 27,716 56,543 25,970 197,915
3,736 12,176 6,707 1,632 1,709 3,502 763 - 30,225
201 5,360 12,655 6,772 10,411 15,318 41,381 17,299 109,397
487 1,112 1,694 1,075 897 2,584 5,779 6,208 19,836
- - 1,133 422 758 3,578 4,557 826 11,274
14,583 1,891 - - - - - - 16,474
104 175 211 339 633 1,677 2,072 525 5,736
169 10 79 29 526 1,057 1,991 1,112 4,973
7 44 — — 10 1,296 2,550 43,949 47,856
7 44 - - 10 1,296 1,550 36,005 38,912
— — — — — — 1,000 7,944 8,944
19,287 20,768 22,479 10,269 14,944 29,012 59,093 69,919 245,771




HSBC HOLDINGS PLC

Interim Management Report (continued)
Risk > Market risk > In 1H13 / Trading portfolios

Market risk

Page
Market risk in the first half of 2013 ....................ccocoo.. 165
Trading and non-trading portfolios .................c.cccececene 165
Market risk reporting measures ...........coceeveeeererereerereenenenns 165
Trading portfolios ..............cccoeoevvnnneiinnnneeecnes 165
Value at risk of the trading portfolios . 165
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Market risk is the risk that movements in
market factors, including foreign exchange
rates and commodity prices, interest rates,
credit spreads and equity prices, will reduce
our income or the value of our portfolios.

There have been no material changes to our policies
and practices for the management of market risk as
described in the Annual Report and Accounts 2012.

Exposure to market risk
Exposure to market risk is separated into two portfolios:

o Trading portfolios comprise positions arising from the
market-making and warehousing of customer-derived
positions.

o Non-trading portfolios comprise positions that primarily
arise from the interest rate management of our retail and
commercial banking assets and liabilities, financial
investments designated as available for sale and held to
maturity, and exposures arising from our insurance
operations (see page 175).
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Monitoring and limiting market risk exposures

Our objective is to manage and control market risk exposures
while maintaining a market profile consistent with our risk
appetite.

We use a range of tools to monitor and limit market risk
exposures, including:

o sensitivity measures include sensitivity of net interest income
and sensitivity for structural foreign exchange, which are
used to monitor the market risk positions within each risk
type;

o value at risk (“VAR’) is a technique that estimates the
potential losses that could occur on risk positions as a result
of movements in market rates and prices over a specified
time horizon and to a given level of confidence; and

e in recognition of VAR’s limitations we augment VAR with
stress testing to evaluate the potential impact on portfolio
values of more extreme, though plausible, events or
movements in a set of financial variables. Examples of
scenarios reflecting current market concerns are the
slowdown in mainland China and the potential effects of a
sovereign debt default, including its wider contagion effects.

A summary of our current policies and
practices regarding market risk is provided
in the Appendix to Risk on page 265 of the
Annual Report and Accounts 2012.




Market risk in the first half of 2013

Following a pattern observed recently, 2013 started
with generally positive market sentiment despite
concerns around the US fiscal cliff, the bailout of
Cyprus and slowing economic growth in Europe
and major emerging markets. The accommodative
policies followed by leading central banks provided
the backdrop for major equity markets reaching
recent highs, while credit spreads narrowed further
and long-term interest rates fell. Generally low
returns led investors to continue to search for yield,
which resulted in strong levels of demand for high
yielding debt.

The second quarter was characterised by
increased turbulence in currency markets triggered
by expansionary monetary policy in Japan and the
US Federal Reserve discussing tapering off its asset
purchase programme. The latter led to US longer term
interest rates climbing rapidly, driving up yield curves
in most developed and emerging markets. This led to
volatilities increasing across most asset classes.

Against the backdrop of rising volatility in global
financial markets, the equity business maintained a
defensive risk profile and foreign exchange exposures
remained low, leading to lower trading VAR.
Non-trading VAR increased during the period as
a result of rising levels of interest rate volatility,
together with the extension of the asset profile in
the non-trading book.

Trading and non-trading portfolios

The following tables provide an overview of the types
of risks within the different global businesses.

Types of risk by global business

Risk types Global businesses

Trading risk

— Foreign exchange
and commodities

— Interest rate

— Equities

— Credit spread

GB&M including Balance
Sheet Management (‘BSM”)

Non-trading risk GB&M including BSM,
— Foreign exchange (structural) RBWM, CMB and GPB
— Interest rate

— Credit spread

Market risk reporting measures

The following table provides an overview of the
reporting of risks within this section:
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Overview of risk reporting

Portfolio
Trading Non-trading
Risk type

Foreign exchange and
commOdity ....ocecvvvevrverennnns VAR VAR
Interest rate ........cccceceeveeeieenene VAR VAR/
Sensitivity
EQUity oo VAR Sensitivity
Credit spread .. . VAR VAR
Structural foreign exchange ... n/a Sensitivity

The reporting of commodity risk is consolidated
with foreign exchange risk. There is no commodity
risk in the non-trading portfolios. The interest rate
risk on the fixed-rate securities issued by HSBC
Holdings is not included in the Group VAR. The
management of this risk is described on page 172.

Market risk linkages to the accounting balance sheet

The market risk linkages to the accounting balance
sheet are described on page 219 in the Annual Report
and Accounts 2012.

ﬁ’.{gﬁ"’i For a description of the parameters used in
! calculating VAR, see the Appendix to Risk on
page 266 of the Annual Report and Accounts

L7 0n,
Trading portfolios
Value at risk of the trading portfolios

Trading value at risk

Half-year to

30 June 30 June 31 December

2013 2012 2012

US$Sm US$m US$m

At period-end ........ 52.9 69.2 78.8
Average 50.1 88.7 60.1
Minimum .............. 41.4 62.0 47.3
Maximum .............. 71.5 130.9 79.1

The daily levels of trading VAR over the course of
2012 and the first half of 2013 are set out in the graph
below.

Daily VAR (trading portfolios)

UsS$m
150 4

100 -

50 -

0 T T T T T T
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HSBC HOLDINGS PLC

Interim Management Report (continued)

Risk > Liquidity and funding > Trading portfolios / Non-trading portfolios

Almost all trading VAR resides within Global
Markets. The VAR for trading activity at 30 June
2013 was lower than at 31 December 2012 due

primarily to the benefit of the defensive contribution
from the equity business and reduced positions in the
foreign exchange business. These contributions and

higher diversification benefit across asset classes led
to VAR trending lower during the period, even though

financial markets became more volatile.

We routinely validate the accuracy of our VAR
models by back-testing the actual daily profit and loss
results, adjusted to remove non-modelled items such
as fees and commissions, against the corresponding
VAR numbers. We would expect on average to see
two to three losses in excess of VAR at the 99%
confidence level, over a one-year period. The actual
number of losses in excess of VAR over this period
can therefore be used to gauge how well the models
are performing. In the first half of 2013, there were no
exceptions at the Group level.

Daily revenues and daily distribution of Global Markets’ trading and other trading revenues*"

Half-year to
30 Jun 30 Jun 31 Dec
2013 2012 2012
US$m US$m US$m
Average daily revenue ..... 36.4 36.4 27.2
Standard deviation®® ........ 23.6 27.6 15.3
Ranges of most 20-30
frequent daily 30-40
TEVENUES ..ovenveeeereeenenne 30-40 40-50 20-30
days days days
— daily occurrences ....... 24 22 38
Days of negative revenue . 6 3 5
Half-year to 30 June 2012
Number of days
25
22 22 22
20 19
15 14 14
10
igi i 2 020102

-60 -50 -40 -30 -10 0 10 20 30 40 50 60 70 80 90 100110120 130 140 150

Revenues (US$m)

Profit and loss frequency

Half-year to 30 June 2013
Number of days

30

25 24 23

20

-30 -20 -10 0

10 20 30 40 50 60 70 80 90 100 110 120 130
Revenues (US$m)

B Profit and loss frequency

Half-year to 31 December 2012
Number of days

40 - 38
35
30
25
20 -

26
21 21

-40 -30 -20 -10 0 10 20 30 40 50 60 70
Revenues (US$m)

Profit and loss frequency

For footnotes, see page 178.
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VAR by risk type for trading activities®

Foreign
exchange and Interest
commodity rate
USSm US$Sm
First half of 2013 ............. 14.9 35.5
AVEIage .....cccoeeevenevenienens 15.2 33.0
Minimum ....cccoevvevecnennnnne 8.8 22.8
Maximum .......ccceeeveeereenne 25.8 52.3
First half of 2012 ... 28.8 429
Average ............... 30.0 45.0
Minimum ......occoeveeeeenne 144 333
Maximum ......c.eeeeeeerennnnen 46.0 60.0
Second half of 2012 .......... 20.5 37.5
AVETAZE ..o 17.3 40.3
Minimum .......ccceeeeeveenennnne 6.9 29.5
Maximum ......ccceeeeveennene 29.6 54.9

For footnotes, see page 178.

Stressed value at risk of the trading portfolios

Stressed VAR is primarily used for regulatory capital
purposes but is integrated into the risk management
process to facilitate efficient capital management
and to highlight potentially risky positions based

on previous market volatility. Stressed VAR
complements other risk measures by providing

the potential losses arising from market turmoil.
Calculations are based on a continuous one-year
period of stress for the trading portfolio, based on
the assessment at the Group level of the most volatile
period in recent history.

Stressed value at risk (1-day equivalent)

At At

30 Jun 31 Dec

2013 2012

US$m US$m

At period-end ................. 74.7 172.4

Stressed VAR significantly reduced during the
first quarter of 2013 following the defensive positions
taken by the Equity and Foreign Exchange businesses.
As a consequence, the overall risk profile minimised
the losses from highly volatile periods and led to a
relatively low stressed VAR when compared with
trading VAR. The risk profile was unchanged during
the second quarter and the stressed VAR remained
stable.
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Credit Portfolio

Equity spread diversification® Total’'
US$Sm US$Sm US$m US$Sm
4.2 18.1 (19.7) 52.9
5.1 17.6 (20.9) 50.1
2.2 11.9 - 41.4
14.1 25.5 - 71.5
13.8 26.4 42.7) 69.2
59 374 (29.7) 88.7
2.7 224 - 62.0
13.8 77.9 - 130.9
17.7 16.1 (12.9) 78.8
12.5 16.5 (26.4) 60.1
6.0 12.2 - 473
249 29.1 - 79.1

Non-trading portfolios
Value at risk of the non-trading portfolios

Non-trading value at risk

At At At

30 Jun 30 Jun 31 Dec

2013 2012 2012

US$m US$m US$m

At period-end ............. 194.9 204.6 119.2
Average ........... . 141.4 237.3 159.7
Minimum . 114.7 181.9 118.1
Maximum 212.7 322.5 206.4

The daily levels of non-trading VAR over the course
0f 2012 and the first half of 2013 are set out in the
graph below.

Daily VAR (non-trading portfolios)

Us$m
350 -

300 -
250 -
200 -

150

100

Most of the Group non-trading VAR relates
to Balance Sheet Management or local treasury
management functions. Contributions to Group
non-trading VAR are driven by interest rates and
credit spread risks arising from all global businesses.
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HSBC HOLDINGS PLC

Interim Management Report (continued)
Risk > Liquidity and funding > Equity securities AFS / Structural FX exposures / BSM

The increase of non-trading VAR during the first half
of 2013 was due mainly to the effect of higher levels
of volatility in interest rates utilised in the VAR
calculations, together with the extension of the asset
profile in the non-trading book.

Non-trading VAR includes the interest rate risk
of non-trading financial instruments held by the
global businesses and transferred into portfolios
managed by Global Markets or local treasury
functions. In measuring, monitoring and managing
risk in our non-trading portfolios, VAR is just one of
the tools used. The management of interest rate risk in
the banking book is described further in ‘Non-trading
interest rate risk’ below, including the role of Balance
Sheet Management.

Non-trading VAR excludes equity risk on
available-for-sale securities, structural foreign
exchange risk and interest rate risk on fixed
rate securities issued by HSBC Holdings, the
management of which is described in the relevant
sections below. These sections together describe
the scope of HSBC’s management of market risks
in non-trading books.

Credit spread risk for available-for-sale debt
securities

Credit spread VAR for available-for-sale debt
securities, excluding those held in insurance operations,
is included in the Group non-trading VAR. However,
SICs are not included.

At 30 June 2013, the sensitivity of equity capital
to the effect of movements in credit spreads on our
available-for-sale debt securities, including the gross
exposure for the SICs consolidated within our
balance sheet, based on credit spread VAR, was
US$126m (30 June 2012: US$212m; 31 December
2012: US$150m). This sensitivity was calculated
before taking into account losses which would have
been absorbed by the capital note holders. Excluding
the gross exposure for SICs consolidated in our
balance sheet, this exposure reduced to US$109m
(30 June 2012: US$165m; 31 December 2012:
US$119m).

The decrease in this sensitivity at 30 June 2013
compared with 31 December 2012 was due mainly
to the effect of the lower credit spread baselines and
volatilities utilised in the VAR calculation during
2013.

At 30 June 2013, the capital note holders
would absorb the first US$2.2bn (30 June 2012:
US$2.2bn; 31 December 2012: US$2.3bn) of any
losses incurred by the SICs before we incur any
equity losses.

Equity securities classified as available
for sale

Fair values of equity securities

At At At

30 Jun 30 Jun 31 Dec
2013 2012 2012
USS$bn US$bn US$bn

Private equity holdings™ .... 2.9 3.0 29
Funds invested for short-

term cash management .. 0.1 0.1 0.2
Investment to facilitate

ongoing business™ ......... 1.1 1.1 1.1
Other strategic investments . 5.3 2.5 1.6
Total ...coovvviiiiiiiiiiie 9.4 6.7 5.8

For footnotes, see page 178.

The fair value of the constituents of equity securities
classified as available for sale can fluctuate
considerably. The table above sets out the maximum
possible loss on shareholder’s equity from available-
for-sale equity securities. The increase in other
strategic investments is largely due to the
reclassification of our investment in Industrial Bank.

Structural foreign exchange exposures

structural foreign exchange exposures are
1 ! described on page 268 in the Annual Report and
L Accounts 2012. For details of structural foreign
exchange exposures see page 493 in the Annual
Report and Accounts 2012.

\T‘Tfis?”; Our policies and procedures for managing
1t 1
bl

Non-trading interest rate risk

The Asset, Liability and Capital Management
department is responsible for measuring and
controlling non-trading interest rate risk under the
supervision of the Risk Management Meeting of
the GMB. Its primary responsibilities are:

e to define the rules governing the transfer of
interest rate risk from the global businesses to
BSM;

e to ensure that all market interest rate risk that
can be hedged is transferred from the global
businesses to BSM; and

e to define the rules and metrics for monitoring the
residual interest rate risk in the global businesses.

The different types of non-trading interest
rate risk and the controls which we use to quantify
and limit exposure to these risks can be categorised
as follows:

e risk which is transferred to BSM and managed
by BSM within a defined risk mandate (see
below);



e risk which remains outside BSM because it
cannot be hedged or which arises due to our
behaviouralised transfer pricing assumptions.
This risk is captured by our net interest income or
Economic Value of Equity (‘EVE’) sensitivity,
and corresponding limits are part of our global
and regional risk appetite statements for
non-trading interest rate risk. A typical example
would be margin compression created by
unusually low rates in key currencies;

e basis risk which is transferred to BSM when
it can be hedged. Any residual basis risk
remaining in the global businesses is reported to
the Asset and Liability Management Committee
(‘ALCO’). A typical example would be a
managed rate savings product transfer-priced
using a Libor-based interest rate curve; and

e model risks which cannot be captured by net
interest income or EVE sensitivity, but are
controlled by our stress testing framework.
A typical example would be prepayment risk
on residential mortgages or pipeline risk.

Balance Sheet Management

Effective governance across BSM is supported by the
dual reporting lines it has to the CEO of GB&M and
to the Group Treasurer. In each operating entity, BSM
is responsible for managing liquidity and funding
under the supervision of the local ALCO. It also
manages the structural interest rate position of the
entity within a Global Markets limit structure.

BSM reinvests excess liquidity into highly
rated liquid assets. The majority of the liquidity is
invested in central bank deposits and government,
supranational and agency securities with most of
the remainder held in short-term interbank and central
bank loans.
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Analysis of third-party assets in Balance Sheet
Management

At At
30 Jun 31 Dec
2013 2012
US$m US$m
Cash and balances at central
banks .......ccoceeveeieriieeeeee 118,139 93,946
Trading assets ......c..cccoeeevereruenne 7,830 8,724
Financial assets designated at
fair value .......ccoveevevievieiene, 73 74
Loans and advances:
— to banks ....... 75,195 72,771
— to customers 23,805 22,052
Financial investments ................. 279,051 293,421
Other ..oovvveieeieeeeeeeeee 3,284 2,948

507,377 493,936

Central bank deposits are accounted for as cash
balances. Interbank loans and loans to central banks
are accounted for as loans and advances to banks.
BSM’s holdings of securities are accounted for as
available-for-sale or, to a lesser extent, held-to-
maturity assets.

BSM is permitted to use derivatives as part of
its mandate to manage interest rate risk. Derivative
activity is predominantly through the use of vanilla
interest rate swaps which are part of cash flow
hedging and fair value hedging relationships.

Credit risk in BSM is predominantly limited
to short-term bank exposure created by interbank
lending and exposure to central banks, high quality
sovereigns, supranationals or agencies. These
constitute the majority of BSM’s liquidity portfolio.
BSM does not manage the structural credit risk of
any Group entity balance sheets.

BSM is permitted to enter into single name and
index credit derivatives activity, but it does so to
manage credit risk on the exposure specific to its
securities portfolio in limited circumstances only.
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Interim Management Report (continued)
Risk > Liquidity and funding > Sensitivity of NIl / DBS / Applicable to parent company

The risk limits are extremely limited and closely
monitored. At 30 June 2013 and 31 December 2012
BSM had no open credit derivative index risk.

VAR is calculated on both trading and
non-trading positions held in BSM. It is calculated by
applying the same methodology used for the Global
Markets business and is utilised as a tool for market
risk control purposes.

BSM holds trading portfolio instruments in
only very limited circumstances. Positions and the
associated VAR were not significant during the first
half of 2013.

Sensitivity of projected net interest income™

Sensitivity of net interest income

The table below sets out the effect on our future net
interest income of an incremental 25 basis points
parallel rise or fall in all yield curves worldwide at the
beginning of each quarter during the 12 months from
1 July 2013. Assuming no management response, a
sequence of such rises would increase planned net
interest income for the 12 months to 30 June 2014
by US$1,155m (to 31 December 2013: US$1,403m),
while a sequence of such falls would decrease
planned net interest income by US$1,544m

(31 December 2013: US$1,550m). These figures
incorporate the effect of any option features in

the underlying exposures.

Rest of Hong Kong Rest of
US dollar  Americas dollar Asia Sterling Euro
bloc bloc bloc bloc bloc bloc Total
US$Sm USSm US$m US$m US$m US$m US$m
Change in July 2013 to June 2014
projected net interest income arising
from a shift in yield curves at the
beginning of each quarter of:
+ 25 basis points ......c.cceevveeeeririennns 112 56 283 152 593 41) 1,155
— 25 basis POINts .......ccceererereerereecnenes 351) (65) 399) (181) (524) (24) (1,544)
Change in January 2013 to December
2013 projected net interest income
arising from a shift in yield curves
at the beginning of each quarter of:
+ 25 basis points ........coceceeeevrerireennns 133 64 246 237 679 44 1,403
— 25 basis POINts ......cceceererereerererenenes (366) (52) (305) (168) (602) (57) (1,550)

For footnote, see page 178.

The interest rate sensitivities set out in the
table above are indicative and based on simplified
scenarios. The limitations of this analysis are
discussed in the Appendix to Risk on page 269
of the Annual Report and Accounts 2012.

The change in the sensitivity of the Group’s net
interest income to the change in rates shown in the
table above is largely driven by changes in BSM
exposure, in balance sheet composition and in yield
curves. Net interest income and its associated
sensitivity as reflected in the table above include the
expense of internally funding trading assets, while
related revenue is reported in ‘Net trading income’.
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We monitor the sensitivity of reported reserves
to interest rate movements on a monthly basis by
assessing the expected reduction in valuation of
available-for-sale portfolios and cash flow hedges
due to parallel movements of plus or minus 100bps
in all yield curves. The table below describes the
sensitivity of our reported reserves to these
movements and the maximum and minimum
month-end figures during the period.



Sensitivity of reported reserves to interest rate movements™

At 30 June 2013

+ 100 basis point parallel move in all yield curves ..........ccocovveerreverrennnnns

As a percentage of total shareholders’ equity ......

— 100 basis point parallel move in all yield curves .

As a percentage of total shareholders’ equity .........cccecevevirerieririeerieennans

At 30 June 2012

+ 100 basis point parallel move in all yield curves ...........cocooveverevenreennnns
As a percentage of total shareholders’ equity ..........ccccoeevveiecrennieeencnns

— 100 basis point parallel move in all yield curves ..........c.coceeeevecreeennns

As a percentage of total shareholders’ equity

At 31 December 2012

+ 100 basis point parallel move in all yield curves ............occccceeveveucuccenns
As a percentage of total shareholders” equity .........ccccevvverveirieinieiereennns

— 100 basis point parallel move in all yield curves .........c.coeeeererinneenene.
As a percentage of total shareholders” equity ..........cocccverrerinerineneiennns

For footnote, see page 178.

The sensitivities above are indicative and based
on simplified scenarios. The table shows the potential
sensitivity of reported reserves to valuation changes
in available-for-sale portfolios and from cash flow
hedges following the specified shifts in yield curves.
These particular exposures form only a part of our
overall interest rate exposures. The accounting
treatment of our remaining interest rate exposures,
while economically largely offsetting the exposures
shown in the above table, does not require revaluation
movements to go to reserves.

Defined benefit pension schemes

Market risk arises within HSBC’s defined benefit
pension schemes to the extent that the obligations of
the schemes are not fully matched by assets with
determinable cash flows.

HSBC'’s defined benefit pension schemes

At At At
30 Jun 30 Jun 31 Dec
2013 2012 2012
USS$bn US$bn US$bn
Liabilities (present value) 37.1 35.9 38.1
% % %
Assets:

Equity investments ........ 19 17 18
Debt securities ............... 71 72 71

Other (including
PIOPErty) ..oeeveveeerenenns 10 11 11
100 100 100

For details of the latest actuarial valuation of
the HSBC Bank (UK) Pension Scheme and other
defined benefit plans, see page 415 in the Annual
Report and Accounts 2012.

171

Impact in the preceding 6 months

Maximum Minimum
US$m USS$m US$m
................ (5,991) (5,991) (5,507)
(3.4%) (3.4%) (3.2%)
. 5,752 5,752 4,910
................ 3.3% 3.3% 2.8%
................ (5,199) (5,748) (5,199)
................ (3.1%) (3.4%) (3.1%)
................ 4,879 5,418 4,879
2.9% 3.3% 2.9%
................ (5,602) (5,748) (5,166)
................ (3.2%) (3.3%) (2.9%)
................ 4,996 5,418 4,734
................ 2.9% 3.1% 2.7%

Additional market risk measures applicable
only to the parent company

The principal tools used in the management of market
risk are VAR for foreign exchange rate risk, and the
projected sensitivity of HSBC Holdings’ net interest
income to future changes in yield curves and interest
rate gap repricing for interest rate risk.

Foreign exchange risk

Total foreign exchange VAR arising within HSBC
Holdings in the first half of 2013 was as follows:

HSBC Holdings — foreign exchange VAR

Half-year to
30 Jun 30 Jun 31 Dec
2013 2012 2012
US$Sm US$m US$m
Atperiodend ................. 46.9 39.4 69.9
AVErage......ccoeevevevenennen 52.6 48.2 52.2
Minimum ......cooeveveeneee 46.6 394 39.2
Maximum .........cccoeeeeeee 64.1 54.2 69.9

The foreign exchange risk largely arises from
loans to subsidiaries of a capital nature that are not
denominated in the functional currency of either the
provider or the recipient and which are accounted
for as financial assets. Changes in the carrying
amount of these loans due to foreign exchange rate
differences are taken directly to HSBC Holdings’
income statement. These loans, and most of the
associated foreign exchange exposures, are
eliminated on a Group consolidated basis.
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Interest repricing gap table The interest rate repricing gap table below analyses
the full-term structure of interest rate mismatches

The interest rate risk on the fixed-rate securities . .
within HSBC Holdings’ balance sheet.

issued by HSBC Holdings is not included within the
Group VAR but is managed on a repricing gap basis.

Repricing gap analysis of HSBC Holdings

Non-
Up to 1 to 5to  More than interest
Total 1 year 5 years 10 years 10 years bearing
US$m US$m US$m US$m US$m US$m
At 30 June 2013
TOtal ASSELS ...veveveiireieieiecrie e 142,080 43,355 310 2,183 594 95,638
Total liabilities and equity ..........c.cccoceerveveucucncne (142,080) (11,716) (7,215) (7,681) (13,838) (101,630)
Off-balance sheet items attracting interest
rate SENSIIVILY .eovoveveeeieireereiecinireercccereennes - (16,799) 3,977 7,681 4,079 1,062
Net interest rate risk gap ......cccoevevereeerieenerennens - 14,840 (2,928) 2,183 (9,165) (4,930)
Cumulative interest rate gap ........coccoevevevereenenes — 14,840 11,912 14,095 4,930 —
At 30 June 2012
TOtal ASSELS ..veveeveniereieeerieereeeeeeceie e 125,392 26,223 1,450 1,010 612 96,097
Total liabilities and eqUity ...............cccerrrrmree (125,392) (7,333) (7,051) (11,052) (14,005) (85,951)
Off-balance sheet items attracting interest
rate SENSILIVILY .ooevveireeirieeeeeeeeeree e - (18,331) 4,632 8,575 4,200 924
Net interest rate risk gap .......cccoceeveerreercrceennnnn — 559 (969) (1,467) (9,193) 11,070
Cumulative interest rate gap .........cccoeeuevereverenne — 559 (410) (1,877) (11,070) —
At 31 December 2012
TOtal ASSELS .evvvveiiiireereiciceree et 139,484 38,785 300 2,208 630 97,561
Total liabilities and eqUity ...............cceerrrmree (139,484) (13,913) (8,790) (9,818) (14,180) (92,783)
Off-balance sheet items attracting interest rate
SENSILIVILY .euvvvvviiieieieicceree et - (18,583) 6,348 7,341 4,325 569
Net interest rate risk gap ......cccoeevvereeenieenerennens — 6,289 (2,142) (269) 9,225 5,347
Cumulative interest rate gap ..........ccccceevvveuereuencns — 6,289 4,147 3,878 (5,347) —
Operational risk Operational risk in the first half of 2013
Operat|ona| risk is relevant to every aspect During the first half of 2013, our Operational tOp and
of our business, and covers a wide spectrum emerging risk profile continued to be dominated by
of issues, in particular legal, compliance, compliance and legal risks. Additional losses, at a
secu rlty and fraud. Losses arlSlng from level lower than seen in 2012, were realised in the
breaches of regulation and law, unauthorised first half of 2013 relating to the possible mis-selling
activities, error, omission, inefficiency, fraud, of PPI policies in the UK in previous years. In relation
systems failure or external events all fall to the DPAs, the Group has committed to take, or
within the definition of operational risk. continue to adhere to, a number of remedial measures.

Breach of the DPAs at any time during their terms
may allow the DoJ or the New York County District
framework policies and procedures continued in the Attorney’s Office to prosecute HSBC in relation to
first half of 2013. the matters which are the subject of DPAs. Various
A summary of our current policies and practices regulators and f:ompe.titi(.m authoriti§s a.round th,e
regarding operational risk is provided in the world are also investigating and reviewing certain
Appendix to Risk on page 270 of the Annual past submissions made by panel banks and the
Report and Accounts 2012. process for making submissions in connection with
the setting of Libor, Euribor, and other benchmark
interest and foreign exchange rates. In response, we
have undertaken a number of initiatives by which
we seek to address the issues identified, including
creating a new global management structure,
enhancing our governance and oversight, increasing

Activity to embed our operational risk management
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our Compliance function resource, emphasising
HSBC Values and designing and implementing new
Global Standards.

Other featured operational risks include:

e challenges to achieving our strategy in a
downturn: businesses and geographical regions
have prioritised strategy and annual operating
plans to reflect current economic conditions.
Performance against plan is monitored through a
number of means including the use of balanced
scorecards and performance reporting at all
relevant management committees;

e internet crime and fraud: increased monitoring
and additional controls including internet
banking controls have been implemented to
enhance our defences against external attack
and reduce the level of losses in these areas;

e Jevel of change creating operational complexity:
risk functions are engaged with business
management in business transformation
initiatives to ensure robust internal controls are
maintained, including through participation in all
relevant management committees. The Global
Transactions Team has developed an enhanced
risk management framework to be applied to the
management of disposal risks; and

e information security: in common with other
banks and multinational organisations, we face
a growing threat of cyber attacks. Significant
investment has already been made in improving
controls, including increased training to raise
staff awareness of the requirements, enhanced
controls around data access and heightened
monitoring of information flows. This area will
continue to be a focus of ongoing initiatives to
strengthen the control environment.

Other operational risks are also monitored
and managed through the use of the operational
risk management framework, including investments
made to further improve the resilience of our
payments infrastructure.

Legal proceedings are discussed in Note 24 on
the Financial Statements and further details regarding
compliance risk are set out below.
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Compliance risk

Compliance risk is the risk that we fail to
observe the letter and spirit of all relevant
laws, codes, rules, regulations and standards
of good market practice, and incur fines and
penalties and suffer damage to our business
as a consequence.

All Group companies are required to observe the
letter and spirit of all relevant laws, codes, rules,
regulations and standards of good market practice.

In line with our ambition to be the world’s
leading international bank, we have committed to
adopt and enforce industry leading compliance
standards across the Group. One of the ways to
achieve this is to ensure that we put in place a robust
compliance risk management infrastructure.

We had already made progress on this during
2012 with the appointment of a new Head of Group
Financial Crime Compliance with particular expertise
and experience in US law and regulation. This was
followed by the appointment of a new Global Head of
Regulatory Compliance and in April 2013,
we commenced the restructuring of our existing
Compliance sub-function within Global Risk into
two new sub-functions: Financial Crime Compliance
and Regulatory Compliance, jointly supported by
Compliance Shared Services. This restructuring is
ongoing and will allow us to:

e manage different types of regulatory and
financial crime compliance risk more
effectively;

e focus our efforts appropriately in addressing the
issues highlighted by regulatory investigations
and reviews, internal audits and risk assessments
of our past business activities; and

e ensure we have in place clear, robust
accountability and appropriate expertise and
processes for all areas of compliance risk.

Financial Crime Compliance will focus on
setting policy and managing risks in the following
areas:

e anti-money laundering, counter terrorist
financing and proliferation finance;

e sanctions; and
e anti-bribery and corruption.

Regulatory Compliance will focus on setting
policy and managing risks in the following areas:

e  conduct of business;

e market conduct; and
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e general regulatory compliance management
including stakeholder support.

We have also continued to invest in the
Compliance sub-functions, having doubled spending
on the function generally between 2010 and 2012 and
increased headcount by over 250% between 2010 and
30 June 2013. This further investment will continue
throughout 2013.

In conjunction with the continued
implementation of the wider Group strategy,
including measures to implement global standards,
streamline processes and procedures and simplify
our global business activity through the disposal or
closure of non-strategic and/or underperforming
positions or businesses, these measures should
position us well to meet significantly increased levels
of new regulation and of activity from regulators and
law enforcement agencies in pursuing investigations
in relation to possible breaches of regulation. In
addition, they will ensure we have in place the
appropriate people, processes, systems and training to
manage emerging risks, new products and businesses
and evolving markets.

It is clear that the level of inherent compliance
risk that we face will continue to remain high for the
foreseeable future. However, we consider that good
progress is being and will continue to be made in
ensuring that we are well placed to effectively
manage those risks.

Reputational risk

Reputational risk can arise from issues,
activities and associations that might pose a
threat to the reputation of the Group, locally,
regionally or internationally.

As noted in the compliance risk section above, we
have continued to take steps to tackle the root causes
of the deficiencies that, amongst other things, led

to the Group entering into DPAs with various US
authorities in relation to investigations regarding
inadequate compliance with anti-money laundering
and sanctions law in December 2012.

A number of measures to address the
requirements of the DPAs and otherwise to enhance
our anti-money laundering and sanctions compliance
framework have been taken and/or are ongoing.
These measures, which should also serve over time
to enhance our reputational risk management, include
the following:
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e simplifying our business through the ongoing
implementation of our Group strategy, including
the adoption of a global risk filter which should
help to standardise our approach to doing
business in higher risk countries;

e asubstantial increase in resources and
investment allocated to the Compliance function,
and its reorganisation into two sub-functions
(see ‘Compliance risk’ above);

e an increase in dedicated reputational risk
resources in each region in which we operate;

e the continued roll out of training and
communication about the HSBC Values
programme that defines the way everyone in the
Group should act and seeks to ensure that the
Values are embedded into our ‘business as usual’
operations; and

e the ongoing development and implementation
of the Global Standards by which we conduct
our businesses. This includes ensuring there is
a globally consistent approach to knowing and
retaining our customers and enforcing a
consistent global sanctions policy.

Detecting and preventing illicit actors’ access
to the global financial system calls for constant
vigilance and HSBC will continue to cooperate
closely with all governments to achieve success.
This is integral to the execution of HSBC’s strategy,
to our core values and to preserving and enhancing
our reputation.

The reputational risk policies and practices
remain unchanged from those reported on page 278
of the Annual Report and Accounts 2012, with the
following exception. The Regional Reputational Risk
Policy Committees, with the exception of Asia-
Pacific, have been demised and their role has
been subsumed into Regional Risk Management
Committees. Minutes in respect of reputational issues
from the regional committees continue to be tabled at
Group Reputational Risk Policy Committee.
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The majority of the risk in our insurance
business derives from manufacturing
activities and can be categorised as
insurance risk and financial risk. Insurance
risk is the risk, other than financial risk, of
loss transferred from the holder of the
insurance contract to the issuer (HSBC).
Financial risks include market risk, credit
risk and liquidity risk.

There have been no material changes to our policies
and practices for the management of insurance risk,
including the risks relating to different life and non-
life products.

A summary of HSBC'’s policies and practices
regarding insurance risk and the main
contracts we manufacture is provided in the
Appendix to Risk on page 273 of the Annual
Report and Accounts 2012.

HSBC's bancassurance model

We operate an integrated bancassurance model
which provides wealth and protection insurance
products principally for customers with whom we
have a banking relationship. Insurance products are
sold through all global businesses, predominantly by
RBWM and CMB, through our branches and direct
channels worldwide.

The insurance contracts we sell largely relate
to the underlying needs of our banking customers,
which we can identify from our point-of-sale
contacts and customer knowledge. The majority
of sales are of savings and investment products and
term and credit life contracts. By focusing largely
on personal and SME lines of business we are able
to optimise volumes and diversify individual
insurance risks.

Where we have operational scale and risk
appetite, these insurance products are manufactured
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by HSBC subsidiaries. Manufacturing insurance
allows us to retain the risks and rewards associated
with writing insurance contracts as part of the
underwriting profit, investment income and
distribution commission are kept within the Group.

Where we do not have the risk appetite or
operational scale to be an effective insurance
manufacturer, we engage through a handful of
leading external insurance companies to provide
insurance products to our customers through our
banking network and direct channels. These
arrangements are generally structured with our
exclusive strategic partners and earn the Group a
combination of commissions, fees and profit-share.

We distribute insurance products in all of our
geographical regions. We have core life insurance
manufacturing entities, the majority of which are
direct subsidiaries of legal banking entities, in seven
countries (Argentina, Brazil, Mexico, France, UK,
Hong Kong and Singapore). Our life insurance
manufacturing entities in the US previously reported
as ‘held for sale’ were sold in the first half of 2013.

Insurance risk in the first half of 2013

Risks in these operations are managed within the
insurance entities using methodologies and processes
appropriate to the insurance activities, but remain
subject to oversight at Group level.

The principal insurance risk we face is that,
over time, the cost of acquiring and administering
a contract, claims and benefits may exceed the
aggregate amount of premiums received and
investment income. The cost of claims and benefits
can be influenced by many factors, including
mortality and morbidity experience, lapse and
surrender rates and, if the policy has a savings
element, the performance of the assets held to
support the liabilities.

In respect of financial risks, subsidiaries
manufacturing products with guarantees are usually
exposed to falls in market interest rates and equity
prices to the extent that the market exposure cannot
be managed by utilising discretionary participation
(or bonus) features (‘DPF’) within the policy.

The following table analyses our life insurance
risk exposures by geographical region and by type of
business. The insurance risk profile and related
exposures remain largely consistent with those
observed at 31 December 2012.
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Analysis of life insurance risk — liabilities to policyholders™?
Rest of
Hong Asia- Latin
Europe Kong Pacific America Total
US$m US$m US$m US$m US$m
At 30 June 2013
Life (Non-linked) ......ccceeireririerieiiieiieeeereceeeee e 1,293 27,575 1,705 2,142 32,715
— insurance contracts with DPF” .. 354 25,366 502 = 26,222
— credit life ......cocovevieiiiiiee 131 - 68 - 199
— ANMNUITES .veveeiieiieienieieceieiee ettt eseneee 585 - 127 1,501 2,213
— term assurance and other long-term contracts .................... 223 2,209 1,008 641 4,081
Life (HNKed) ovoveeveieieieieieeeceeee e 3,402 3,676 627 4,995 12,700
Investment contracts with DPF ™ _......c..ccooovvrivmniirerirnninene 24,330 = = = 24,330
Insurance liabilities to policyholders ..........c.cccoveoveevnennccneenee 29,025 31,251 2,332 7,137 69,745
At 30 June 2012
Life (non-linked) 1,185 23,645 1,432 2,079 28,341
— insurance contracts with DPF*’ .. 329 22,028 395 - 22,752
— creditlife .....cccoeeeveviiiiiiens 167 - 59 - 226
— ANNUITIES veoviiviieiiieiecieete ettt ettt et se s s 547 - 110 1,512 2,169
— term assurance and other long-term contracts .................... 142 1,617 868 567 3,194
Life (HNKed) ..voveveeieieieieieceeeee et 2,774 3,713 532 4,905 11,924
Investment contracts with DPE>® ..o, 21,898 — 8 — 21,906
Insurance liabilities to policyholders ............cocecvvervrinrininennne. 25,857 27,358 1,972 6,984 62,171
At 31 December 2012
Life (non-lnked) ........cccoveeueininrneecreeee e 1,319 25,615 1,587 2,163 30,684
— insurance contracts with DPE*’ .. 353 23,685 439 - 24,477
— credit life ....oocoovveieiiiie 160 - 61 - 221
— ANNUITIES veeviieiitieieieiet ettt ettt ettt eve e re e 586 - 122 1,579 2,287
— term assurance and other long-term contracts ................... 220 1,930 965 584 3,699
Life (HNKEA) .ouvoveveeeieiiirieieeee e 3,249 3,786 594 5,427 13,056
Investment contracts with DPF*78 .. 24,370 — 4 — 24,374
Insurance liabilities to policyholders ............cocvevvveerieenieciriennn. 28,938 29,401 2,185 7,590 68,114

For footnotes, see page 178.

Our most significant life insurance products are
investment contracts with DPF issued in France,
insurance contracts with DPF issued in Hong Kong
and unit-linked contracts issued in Latin America,
Hong Kong and the UK.
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Balance sheet of insurance manufacturing
subsidiaries by type of contract

A principal tool used to manage exposures to both
financial and insurance risk, in particular for life
insurance contracts, is asset and liability matching.

The table below shows the composition of
assets and liabilities by contract type and
demonstrates that there were sufficient assets to
cover the liabilities to policyholders in each case
at 30 June 2013.




Balance sheet of insurance manufacturing subsidiaries by type of contract

Insurance contracts Investment contracts
Term
With Unit- Annu-  assur- With Unit- Other
DPF  linked ities  ance” Non-life DPF® linked  Other  assets””  Total %
US$m US$m USSm  US$m US$m  US$m USSm US$m  US$m US$m E
At 30 June 2013 °>-’
Financial assets ... . 25918 12,451 1,733 4,365 45 23,636 8,782 4,303 5,511 86,744 (@]
— trading assets - - 4 - - - - - - 4
— financial assets
designated at fair value. 3,628 || 12,258 524 670 14 6,389 8,349 1,550 1,425 || 34,807
— derivatives ..........coouen... 13 3 - 1 - 191 6 1 59 274
— financial investments .. 19,053 - 955 3,402 5 15,518 - 1,906 3,193 || 44,032
— other financial assets .. 3,224 190 250 292 26 1,538 427 846 834 7,627 ©
Reinsurance assets ............. 174 327 493 339 7 - - - 3 1,343 8_
PVIF e, - - - - - - - ~ 4874 4874 <
Other assets and =
investment properties ...... 730 10 28 105 - 694 28 26 452 2,073 g
Total assets .......ccceevevenenene 26,822 12,788 2,254 4,809 52 24,330 8,810 4,329 10,840 95,034 83
©
Liabilities under =
investment contracts: =
— designated at fair value - - - - - - 8,601 3,740 - 12,341 I
— carried at amortised cost - - - - - - - 452 - 452 'g
Liabilities under c
insurance contracts ......... 26,222 12,700 2,213 4,280 26 24,330 - - - 69,771
Deferred tax .........ccveuenee. 13 - 11 - - - - - 1,099 1,123
Other liabilities .................. - - - - - - - - 1,890 1,890
Total liabilities ................... 26,235 12,700 2,224 4,280 26 24,330 8,601 4,192 2,989 85,577
Total equity .....ccovevvverernenene — - - - — - - — 9,457 9,457
%)
Total equity and liabilities”® 26,235 12,700 2,224 4,280 26 24,330 8,601 4,192 12,446 95,034 o
8
At 30 June 2012 5
Financial assets .................. 22,712 11,129 1,798 3,758 1,123 21,242 8,138 4212 6,347 80,459
— trading assets .............. - - 4 - - - - - - 4
— financial assets
designated at fair value. 1,989 10,905 376 571 212 5,895 7,432 1,472 2,623 31,475
— derivatives ........cccoc...... 20 1 - - - 216 5 91 5 338
— financial investments .. 16,971 - 1,083 2,929 676 13,728 - 1,847 3,122 || 40,356
— other financial assets .. 3,732 223 335 258 235 1,403 701 802 597 8,286
Reinsurance assets ............. 13 826 464 166 102 - - — 73 1,644 o
PVIF® .o - - - - - - - - 4420 4426 =
Other assets and £
investment properties ...... 422 8 19 175 145 664 30 28 2,924 4,415 %
Total aSSets ...uvvveeeerrere. 23,147 11963 2281 4,099 1370 21,906 8,168 4240 13,770 90,944 §
©
Liabilities under ‘©
investment contracts: %
— designated at fair value - - - - - - 8,057 3,679 - 11,736 IE
— carried at amortised cost - - - - - - - 430 - 430
Liabilities under
insurance contracts ......... 22,752 11,924 2,169 3,420 690 21,906 - — — 62,861
Deferred tax ........ccceveneee. 17 - 14 10 1 - - - 1,011 1,053
Other liabilities .................. — — — — — — — — 4,587 4,587 -
Total liabilities ................... 22,769 11,924 2,183 3,430 691 21,906 8,057 4,109 5,598 80,667 -8
©
Total eqUity ......oocovvvereeenn - - - - - - - - 10277 10277 £
(e]
Total equity and liabilities®> 22,769 11,924 2,183 3,430 691 21,906 8,057 4,109 15,875 90,944 =
=
c
.2
=
©
<
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Insurance contracts Investment contracts
Term
With Unit- Annu- assur- With Unit- Other
DPF linked ities ance®® Non-life DPF*  linked Other assets® Total

US$m US$m US$Sm  US$m US$m  US$m US$m US$m  US$m US$m
At 31 December 2012

Financial assets .................. 24,288 12,619 1,785 4,350 356 23,620 8,780 4,315 4,692 84,805
— trading assets ........c....... - - 4 - - - - - - 4
— financial assets

designated at fair value 2,333 12,440 571 756 196 6,043 8,206 1,486 987 33,018
— derivatives .......c.cccoeune.. 40 4 - 6 - 117 13 86 69 335
— financial investments ... 18,283 - 932 3,315 73 16,022 - 1,853 2,928 43,406
— other financial assets .... 3,632 175 278 273 87 1,438 561 890 708 8,042

Reinsurance assets ............. 124 593 494 320 14 - - - 22 1,567

PVIF®! - - - - - - - — 4,847 4,847

Other assets and
investment properties ...... 448 7 34 110 11 754 24 28 2,420 3,836

Total assets ......ccecervevernenene 24,860 13,219 2,313 4,780 381 24,374 8,804 4,343 11,981 95,055

Liabilities under
investment contracts:

— designated at fair value - - - - - - 8,691 3,765 - 12,456
— carried at amortised cost - - - - - - - 455 - 455

Liabilities under
insurance contracts ......... 24,477 13,056 2,287 3,920 81 24374 - - - 68,195

Deferred tax .........ccceveuenee. 13 - 13 12 - - - 1,161 1,200

Other liabilities .................. - — - - — — - - 2,760 2,760

Total liabilities ................... 24,490 13,056 2,300 3,932 82 24,374 8,691 4,220 3,921 85,066

Total equity .....cccceevvverernennne - - - - — - - — 9,989 9,989

Total equity and liabilities®> 24,490 13,056 2,300 3,932 82 24,374 8,691 4,220 13,910 95,055

For footnotes, see page 178.

Footnotes to Risk

Credit risk

1 The table presents our maximum exposure to credit risk from balance sheet and off-balance sheet financial instruments before
taking account of any collateral held or other credit enhancements (unless such enhancements meet accounting offsetting
requirements). For financial assets recognised on the balance sheet, the maximum exposure to credit risk equals their carrying amount;
for financial guarantees and similar contracts granted, it is the maximum amount that we would have to pay if the guarantees were
called upon. For loan commitments and other credit-related commitments that are irrevocable over the life of the respective facilities,
it is generally the full amount of the committed facilities.

2 The amount of the loan commitments reflects, where relevant, the expected level of take-up of pre-approved loan offers made by
mailshots to personal customers. In addition to those amounts, there is a further maximum possible exposure to credit risk of US$48bn
(30 June 2012: US327.9bn; 31 December 2012: US$28bn), reflecting the full take-up of such irrevocable loan commitments. The take-
up of such offers is generally at modest levels.

3 The US includes residential mortgages of HSBC Bank USA and HSBC Finance. Other regions comprise Rest of Asia-Pacific, Middle
East and North Africa, and Latin America.

4 First lien residential mortgages include Hong Kong Government Home Ownership Scheme loans of US$3.1bn at 30 June 2013
(30 June 2012: US$3.2bn; 31 December 2012: US$3.2bn).

5 HSBC Finance lending is shown on a management basis and includes loans transferred to HSBC USA Inc. which are managed by
HSBC Finance.

6 Property acquired through foreclosure is initially recognised at the lower of the carrying amount of the loan or its fair value less

estimated costs to sell (‘Initial Foreclosed Property Carrying Amount’). The average loss on sale of foreclosed properties is calculated

as the Initial Foreclosed Properties Carrying Amount less cash proceeds divided by the unpaid loan principal balance prior to write-
down (excluding any accrued finance income) plus certain other ancillary disbursements that, by law, are reimbursable from the cash
proceeds (e.g. real estate tax advances) and were incurred prior to our taking title to the property. This ratio represents the portion of
our total loss on foreclosed properties that occurred after we took title to the property. The comparative data for 30 June and

31 December 2012 are restated (previously divided by the Initial Foreclosure Property Carrying Amount).

The average total loss on foreclosed properties includes both the loss on sale of the foreclosed property as discussed in footnote 6 and

the cumulative write-downs recognised on the loans up to the time we took title to the property. This calculation of the average total

loss on foreclosed properties uses the unpaid loan principal balance prior to write-down (excluding any accrued finance income) plus
certain other ancillary disbursements that, by law, are reimbursable from the cash proceeds (e.g. real estate tax advances) and were
incurred prior to our taking title to the property.

‘Other commercial loans and advances’ includes advances in respect of agriculture, transport, energy and utilities.

For the purpose of this disclosure, retail loans which are past due up to 89 days and are not otherwise classified as impaired in

accordance with our disclosure convention (see page 162 in the Annual Report and Accounts 2012), are not disclosed within the

expected loss (‘EL’) grade to which they relate, but are separately classified as past due but not impaired.

-
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10 Impairment allowances are not reported for financial instruments whereby the carrying amount is reduced directly for impairment and
not through the use of an allowance account.

11 Impairment is not measured for assets held in trading portfolios or designated at fair value as assets in such portfolios are managed
according to movements in fair value, and the fair value movement is taken directly to the income statement. Consequently, we report
all such balances under ‘Neither past due nor impaired’.

12 Loans and advances to customers include asset-backed securities that have been externally rated as strong (30 June 2013: US$2.0bn,
30 June 2012: US$3.5bn; 31 December 2012: US$2.3bn), good (30 June 2013: US$348m; 30 June 2012: US$564m; 31 December
2012: US$457m), satisfactory (30 June 2013: US$338m; 30 June 2012: US$205m; 31 December 2012: US$390m), sub-standard
(30 June 2013: US$493m; 30 June 2012: US$649m; 31 December 2012: US$422m) and impaired (30 June 2013: US$246m, 30 June
2012: US$227m; 31 December 2012: US$259m).

13 Other personal loans and advances include second lien mortgages and other property-related lending.

14 Included in this category are loans of US$2.1bn (30 June 2012: US$2.5bn; 31 December 2012: US$2.3bn) that have been re-aged
once and were less than 60 days past due at the point of re-age. These loans are not classified as impaired following re-age due to
the overall expectation that these customers will perform on the original contractual terms of their borrowing in the future.

15 Impaired loans and advances are those classified as CRR 9, CRR 10, EL 9 or EL 10, retail loans 90 days or more past due, unless
individually they have been assessed as not impaired (see page 127, ‘Past due but not impaired gross financial instruments’) and
renegotiated loans and advances meeting the criteria to be disclosed as impaired (see page 129).

16 Collectively assessed loans and advances comprise homogeneous groups of loans that are not considered individually significant, and
loans subject to individual assessment where no impairment has been identified on an individual basis, but on which a collective
impairment allowance has been calculated to reflect losses which have been incurred but not yet identified.

17 Collectively assessed loans and advances not impaired are those classified as CRRI to CRRS and ELI to EL8 but excluding retail loans
90 days past due and renegotiated loans and advances meeting the criteria to be disclosed as impaired.

18 Net of repo transactions, settlement accounts and stock borrowings.

19 As a percentage of loans and advances to banks and loans and advances to customers, as applicable.

20 Included within ‘Exchange and other movements’ is US$0.8bn of impairment allowances reclassified to held for sale.

21 ‘Currency translation’ is the effect of translating the results of subsidiaries and associates for the previous period at the average rates
of exchange applicable in the current period.

22 Negative numbers are favourable: positive numbers are unfavourable.

23 Equity securities not included.

24 Included within ‘Total gross loans and advances to customers’ is credit card lending of US328.9bn (30 June 2012: US$29.1bn;

31 December 2012: US$31.2bn).

25 The impairment allowances on loans and advances to banks at 30 June 2013 relate to the geographical regions, Europe and Middle
East and North Africa (30 June 2012: Europe and Middle East and North Africa; 31 December 2012: Europe, Middle East and North
Africa and North America).

26 Carrying amount of the net principal exposure.

27 Includes holdings of ABSs issued by The Federal Home Loan Mortgage Corporation (‘Freddie Mac’) and The Federal National
Mortgage Association (‘Fannie Mae’).

28 ‘Directly held’ includes assets held by Solitaire where we provide first loss protection and assets held directly by the Group.

29 ‘Effect of impairments’ represents the reduction or increase in the reserve on initial impairment and subsequent reversal of impairment
of the asset.

30 The gross principal is the redemption amount on maturity or, in the case of an amortising instrument, the sum of the future redemption
amounts through the residual life of the security.

31 A credit default swap (‘CDS’) gross protection is the gross principal of the underlying instrument that is protected by CDSs.

32 Net principal exposure is the gross principal amount of assets that are not protected by CDSs. It includes assets that benefit from
monoline protection, except where this protection is purchased with a CDS.

33 Net exposure after legal netting and any other relevant credit mitigation prior to deduction of the credit risk adjustment.

34 Cumulative fair value adjustment recorded against exposures to OTC derivative counterparties to reflect their creditworthiness.

35 Funded exposures represent the loan amount advanced to the customer, less any fair value write-downs, net of fees held on deposit.

36 Unfunded exposures represent the contractually committed loan facility amount not yet drawn down by the customer, less any fair value
write-downs, net of fees held on deposit.

37 In-country liabilities in Italy include liabilities issued under local law but booked outside the country.

Liquidity and funding

38 The most favourable metrics are a smaller advances to core funding and a larger stressed one month coverage ratio.

39 HSBC UK comprises five legal entities; HSBC Bank plc (including all overseas branches), Marks and Spencer Financial Services
Limited, HSBC Private Bank (UK) Ltd, HFC Bank Ltd and HSBC Trust Company (UK) Limited, managed as a single operating entity,
in line with the application of UK liquidity regulation as agreed with the UK PRA.

40 The Hongkong and Shanghai Banking Corporation represents the bank in Hong Kong including all overseas branches. Each branch is
monitored and controlled for liquidity and funding risk purposes as a stand-alone operating entity.

41 HSBC USA represents the HSBC USA Inc consolidated group, predominantly HSBC USA Inc and HSBC Bank USA, NA. The HSBC
USA Inc consolidated group is managed as a single operating entity.

42 The total shown for other principal entities represents the combined position of all the other operating entities overseen directly by the
Risk Management Meeting of the GMB.

43 Estimated liquidity value represents the expected realisable value of assets prior to management assumed haircuts.

44 The undrawn balance for the five largest committed liquidity facilities provided to customers other than facilities to conduits.

45 The undrawn balance for the total of all committed liquidity facilities provided to the largest market sector, other than facilities to
conduits.

Market risk

46 The effect of any month-end adjustments not attributable to a specific daily market move is spread evenly over the days in the month in
question.
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47 Revenues within the daily distribution graph include all revenues booked in Global Markets (gross of brokerage fees). The 2012 daily
distribution of trading revenues excludes the effect of the one-off credit valuation adjustment on derivative assets of US3899m.

48 The standard deviation measures the variation of daily revenues about the mean value of those revenues.

49 Trading portfolios comprise positions arising from the market-making and warehousing of customer-derived positions.

50 Portfolio diversification is the market risk dispersion effect of holding a portfolio containing different risk types. It represents the
reduction in unsystematic market risk that occurs when combining a number of different risk types, for example, interest rate, equity
and foreign exchange, together in one portfolio. It is measured as the difference between the sum of the VAR by individual risk type and
the combined total VAR. A negative number represents the benefit of portfolio diversification. As the maximum and minimum occur on
different days for different risk types, it is not meaningful to calculate a portfolio diversification benefit for these measures.

51 The total VAR is non-additive across risk types due to diversification effects.

52 Investments in private equity are primarily made through managed funds that are subject to limits on the amount of investment. Potential
new commitments are subject to risk appraisal to ensure that industry and geographical concentrations remain within acceptable levels
for the portfolio as a whole. Regular reviews are performed to substantiate the valuation of the investments within the portfolio.

53 Investments held to facilitate ongoing business include holdings in government-sponsored enterprises and local stock exchanges.

54 Instead of assuming that all interest rates move together, we group our interest rate exposures into currency blocs whose rates are
considered likely to move together.

Risk management of insurance operations

55 HSBC has no insurance manufacturing subsidiaries in the Middle East and North Africa.

56 The life insurance business in North America previously reported as held-for-sale was disposed of in the first half of 2013.

57 Insurance contracts and investment contracts with discretionary participation features (‘DPF’) can give policyholders the contractual
right to receive, as a supplement to their guaranteed benefits, additional benefits that may be a significant portion of the total
contractual benefits, but whose amount and timing are determined by HSBC. These additional benefits are contractually based on the
performance of a specified pool of contracts or assets, or the profit of the company issuing the contracts.

58 Although investment contracts with DPF are financial instruments, HSBC continues to account for them as insurance contracts as
permitted by IFRS 4.

59 Term assurance includes credit life insurance.

60 The Other assets column shows shareholder assets as well as assets and liabilities classified as held for sale. The majority of the assets
for insurance businesses classified as held for sale are reported as ‘Other assets and investment properties’ and totalled US$0.1bn at
30 June 2013 (30 June 2012: US$2.4bn; 31 December 2012: US$2.0bn). Assets classified as held for sale consist primarily of debt
securities. All liabilities for insurance businesses classified as held for sale are reported in ‘Other liabilities’ and totalled US$0.1bn
at 30 June 2013 (30 June 2012: US$1.6bn; 31 December 2012: US$1.2bn). The majority of these liabilities were life and non-life
policyholder liabilities.

61 Present value of in-force long-term insurance contracts and investment contracts with DPF.

62 Does not include associated insurance company SABB Takaful Company or joint venture insurance company, Canara HSBC Oriental
Bank of Commerce Life Insurance Company Limited.
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Our objective in the management of Group
capital is to maintain appropriate levels of
capital to support our business strategy and
meet our regulatory requirements.

Capital highlights

o Core tier 1 capital ratio 12.7%, up from
12.3% at year-end 2012, as a result of
capital generation and management
actions.

e Our end point CET1 ratio 10.1%, up from
9.5% at year-end 2012, as a result of
similar drivers.

Capital overview

In the first half of 2013, there were no material
changes to our capital management policies.

Capital ratios
At At At
30 Jun 30 Jun 31 Dec
2013 2012 2012
% % %
Current regime
Core tier 1 ratio ............. 12.7 113 123
Tier 1 ratio ......... 13.6 12.7 13.4
Total capital ratio 16.6 15.1 16.1
CRD IV
Common equity tier 1
TAtO" oo rieees 10.1 n/a 9.5

For footnote, see page 191.

In March 2013, the Financial Policy Committee
(‘FPC’) directed the Prudential Regulation Authority
(‘PRA”) to ensure that by December 2013 major UK
banks hold capital resources equivalent to at least
7% of their risk-weighted assets, using a Basel 111
definition of Common Equity Tier 1 (‘CET1’) but
after taking deductions to reflect the FPC’s
assessment of expected future losses and future
costs of conduct redress, and adjusting for a more
prudent calculation of risk weights.

The PRA has now established a forward-looking
Basel III end point CET]1 target post-FPC
adjustments for the Group. This effectively replaces
the Capital Resources Floor that was set by the FSA
towards the end of 2012.

Important elements of the new capital
framework are yet to be clarified. There remains
continued uncertainty around the precise amount
of capital that banks will be required to hold. These

182

include the quantification and interaction of capital
buffers and additional regulatory adjustments.
Furthermore, there are a significant number of
national discretions within the legislation which
the UK has yet to implement, and a number of
unpublished EBA technical and implementation
standards.

We currently manage our capital position to
meet an internal target CET1 ratio of greater than
10% on a Basel III end point basis and continue to
keep this under review.

Our approach to managing Group capital is
designed to ensure that we exceed current regulatory
requirements, and are well placed to meet those
expected in the future.

A summary of our policies and practices
regarding capital management, measurement
and allocation is provided in the Appendix to
Capital on page 192.

Risk-weighted assets

RWAs by risk type

At At At
30 Jun 30 Jun 31 Dec
2013 2012 2012
US$m US$m US$m
Credit risk ....ccoovvverenns 867,014 931,724 898,416
Standardised approach .. | 346,089 389,142 374,469
IRB foundation
approach ............... 10,700 8,822 10,265
IRB advanced
approach ................... 510,225 || 533,760 513,682
Counterparty credit
TISK v 48,581 49,535 48,319
Standardised approach?. 3,460 2,880 2,645
IRB approach ............... 45,121 46,655 45,674
Market risk ........coceerenee 70,906 54,281 54,944
Operational risk ............ 118,263 124,356 122,264
Total .occvevereieeeieieres 1,104,764 1,159,896 1,123,943
Of which:
— run-off portfolios .. 120,314 170,023 145,689
— legacy credit in
GB&M .................. 33,406 47,730 38,587
— US CML and
Other .....ccccoeveveeeee. 86,908 122,293 107,102
— Card and Retail
Services® ............... 2,858 9,917 6,858

For footnotes, see page 191.

RWAs reduced by US$19bn to US$1,105bn in the
first half of 2013, due to a number of management
actions, partially offset by external and internal
regulatory updates and business growth.



Market risk RWAs

to a financial investment. As a result, the holding
was removed from the regulatory consolidation for

30 J:,: 30 J:; 31 D/;ct RWAs and the investment was deducted from
2013 2012 2012 capital, resulting in a reduction in RWAs of
US$m US$m US$m US$38.1bn. The reduction was partially offset _E
5,743 8,201 7,616 by loan growth in BoCom, increasing RWAs by %
6,936 11,466 11,048 US$12bn. 3
Incremental risk charge 24,142 4,613 11,062
Comprehensive risk Credit risk RWA movements by key driver for
MEASUTE ..eooereercereene 3,063 5,354 3,387 portfolios treated under the IRB approach are set out
Other VAR and in the table below. For the basis of preparation, see
stressed VAR ............ 19,597 11,167 11,355 the Appendix to Capital on page 197. The net
Internal model based ..... 59,481 40,801 44,468 reduction in IRB RWAs of US$3.0bn comprised a
PRA standard rules ....... 11,425 13,480 10,476

decrease of US$11.7bn due to foreign exchange
movements partially offset by a combination of the

70,906 54,281 54,944

factors outlined below.

RWAs by global businesses

At At At
30 Jun 30 Jun 31 Dec
2013 2012 2012
US$bn USS$bn USS$bn
Retail Banking and
Wealth Management 243.4 298.7 276.6 L
Commercial Banking .... 385.9 397.8 397.0
Global Banking and
Markets ........cccceueee. 429.2 412.9 403.1
Global Private Banking 21.8 21.8 21.7
Other ....cccoevvvveniccaenes 24.5 28.7 25.5

1,104.8 1,159.9 1,123.9

RWAs by geographical regions®

At At At
30Jun 30Jun 31 Dec °
2013 2012 2012
USS$bn USS$bn US$bn
Total .oooeveeeeiieiieeeiee 1,104.8 1,159.9 1,123.9
Europe .....ccceeeveenencne 305.4 329.5 314.7
Hong Kong 128.1 108.0 111.9
Rest of Asia-Pacific ...... 285.0 303.2 302.2
MENA ..ot 64.2 63.0 62.2
North America ... 236.4 279.2 253.0 °
Latin America 96.7 99.8 97.9

For footnote, see page 191.

Credit risk RWAs

Credit risk RWAs are calculated using three
approaches as permitted by the PRA. For
consolidated Group reporting we have adopted the
advanced IRB approach for the majority of our
business, with a small proportion on the foundation
IRB approach and the remaining portfolios being on
the standardised approach.

For portfolios treated under the standardised
approach, credit risk RWAs reduced by US$28bn
of which US$5bn was due to foreign exchange
movements. The reduction was primarily due to the
reclassification of Industrial Bank from an associate
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The Group implemented the PRA-determined
45% loss-given-default floor on sovereign
exposures under the IRB approach, resulting in
an RWA increase of US$19bn from external
regulatory updates, affecting most regions.

In Hong Kong and Rest of Asia-Pacific,
corporate exposures were identified which

did not meet the full modelling requirements
and these were subsequently moved temporarily
to the standardised approach, reducing RWAs
on the IRB approach by US$3.7bn and
USS$1.6bn respectively, with a corresponding
increase in standardised RWAs. This is shown
under internal regulatory updates below.

Disposals were a significant contributor to the
reduction in RWAs during the period. In North
America, in line with our objective to accelerate
the run-off of the US CML portfolio, we
completed the sale of a tranche of non-real
estate and personal home-owner loans, reducing
RWAs by US$8.2bn.

Book growth was the key driver of RWA
increases in Hong Kong and Rest of Asia-
Pacific, with higher term lending and trade
finance business. In North America, the book
reductions were due to the continuing run-off
of the US CML portfolio, partially offset by
growth in commercial lending.

Regulatory approval for a new exposure-at-
default model for corporate customers in France
reduced RWAs in Europe by US$1.8bn through
lower credit conversion factors that are more
reflective of historical experience.

Book quality remained stable overall, with
offsetting effects in different regions. In North
Anmerica, changes in retail customer behaviour
and characteristics in the US CML portfolio
resulted in a reduction in RWAs, while further
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Capital > Risk-weighted assets / Movement in total regulatory capital

RWAs in response to increased loss rates and in
advance of model recalibration. This was
partially offset by securitisation downgrades,
moving exposures from RWAs to capital

reductions were due to a favourable shift in
corporate portfolio quality from targeting new
business with higher quality customers. In
Europe, a US$5.3bn management overlay was

applied for corporate exposures, increasing deductions.
RWA movement by key driver — credit risk — IRB only
Rest of
Hong Asia- North Latin
Europe Kong Pacific MENA America America Total
US$bn US$bn US$bn US$bn US$bn US$bn US$bn
RWAs at 1 January 2013 150.7 70.2 92.1 12.6 187.1 11.2 523.9
Foreign exchange movement ...... (6.0) (0.1) @AG.1) 0.4) (1.6) (0.5) (11.7)
Acquisitions and disposals ......... (1.6) - - - 8.2) - 9.8)
Bo0K SiZ€ ..c.oovueiieciianns 2.0 5.6 4.8 0.1 (5.5) 0.4) 6.6
Book quality .... 24 2.8 0.9 1.5 (7.1) 0.1 0.6
Model updates ..........ocvereeerrennnne. (1.8) - - 0.1 0.2) - 1.9
— portfolios moving onto
IRB approach ..........ccc....... - - - - - - -
— new/updated models ........... (1.8) - - 0.1 0.2) — (1.9)
Methodology and policy ............. 2.7 0.1 0.3 - 10.0 0.1 13.2
— internal regulatory updates . 0.2 3.9) 2.2) - 0.2) 0.1 (5.9)
— external regulatory updates 2.5 3.9 2.5 - 10.2 - 19.1
Total RWA movement ............... 2.3) 84 2.9 1.3 (12.6) 0.7) 3.0
RWAs at 30 June 2013 ............... 148.4 78.6 95.0 13.9 174.5 10.5 520.9

Counterparty credit risk and market risk
RWAs

Trading portfolio movements for the modelled
approaches to market risk and counterparty credit
risk (‘CCR’) RWAs are outlined in the tables below.

RWA movement by key driver — counterparty credit
risk — IRB only

USS$bn
RWAs at 1 January 2013 ......ccooeinviiniinnne 45.7
BOOK SIZ€ ..c.oveeiiiiieicicrec e 1.0
Book quality ... (1.0)
Model updates ............ . -
Methodology and policy .........ccccceeeerueennens (0.6)
— internal regulatory updates .................. (0.6)
— external regulatory updates ................. -
Total RWA movement ..........ccccoeveveverennenene (0.6)
RWAs at 30 June 2013 .....ccccoeeverrnnnnen 45.1

CCR RWAs remained stable during the first half
0f 2013, as the increases caused by large business
volumes and higher fair values were substantially
offset by improved portfolio quality.

Market risk RWAs increased by US$16bn
during the first half of 2013 primarily due to model
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and methodology changes in relation to the
incremental risk charge (‘IRC’).

The IRC model was updated as part of an annual
review, taking account of regulatory hypothetical
portfolio exercise results. This led to the use of
a stressed period for calibration of key input
parameters along with an increase in granularity.
These changes will capture the risk profile more
accurately in a stressed environment. This has
resulted in a one-time increase in IRC which is
reflected in the current period. In order to reflect
the changes in market condition we will continue
to do periodic re-calibration as part of our model
maintenance. In addition, there has been a
methodology change in the basis of consolidation
further increasing the IRC charge as a result of
clarification of regulatory rules. The effect of these
changes was partially offset by a reduction in VAR
and stressed VAR due to a reduction in positions and
changes in the shape of the trading portfolio.

Market risk RWA movements for portfolios not
within scope of modelled approaches showed an
increase of US$1.0bn. This was due to a number
of small movements across multiple portfolios.



RWA movement by key driver — market risk —
internal model based

Operational risk RWAs

The reduction during the first half of 2013 was

US$bn due to the acceleration of the amortisation of the

RWAS at 1 January 2013 oo 445 operational risk RWAs for the US CRS portfolio
Foreign exchange movement and other ...... - disposed of in May 2012.
Movement in risk levels .........c.cccceveveinienene (4.6)
Model updates ........c.cccoeevvueueuerennneeeeenene 17.6
Methodology and policy........cccceeereirecuennee 2.0

— internal regulatory updates .................. 2.0

— external regulatory updates ................. -
Total RWA movement .........c.coccceeueereneenne 15.0
RWAs at 30 June 2013 ..o 59.5

Movement in total regulatory capital in the first half of 2013

Source and application of total regulatory capital

Movement in total regulatory capital

Opening core tier 1 Capital ........cceceoiviiirieiiinicceee e
Contribution to core tier 1 capital from profit for the period .
— consolidated profits attributable to shareholders of the parent company ...........
—removal of own credit spread net of taX ........ccecevererieneiineireeeeee

INEt AIVIAENAS ...ttt sttt st ese e sa s esa e s e sessebens
— IVIAENAS .ottt st beereens
—add back: shares issued in lieu of dividends ...........ccccceeeeieieiecieieiececeee,

Decrease in goodwill and intangible assets deducted ..........cooevvvveerecirerineceieenene.
Ordinary Shares ISSUSA .......ccveivveirieiieieirieieeeee ettt
Foreign currency translation differences ............coocevevieirierinieineieeeereeseeeeenes
Other, including regulatory adjustments ...........ccoecveeieerieierierineieeeeeee e

Closing core tier 1 capital ...

Opening other tier 1 CaPItal .......ccooveieiiiieirieirieeee e
Hybrid capital securities 1edeemed ...........ccooeirieiireirieieieieeceeeeeeeeene
Unconsolidated investments
Other, including regulatory adjustments ............cccceerveeriererieenereneeeeeeeeeeene

Closing tier 1 capital ...........c.ocoooiiiiiiiiiice e

Opening other ter 2 CaPItAl ........c.eeeeriririeieiiiirieccee e
Unconsolidated inVEStMENtS ...
Redeemed capital
Other, including regulatory adjustments ............cocoeeeueerirneieeeinninieeeenneeeenenes

Closing total regulatory capital .............c..c.ocooviiiiiiiini e

We complied with the UK regulatory capital
adequacy requirements throughout 2012 and the first

Half-year to
30 June 30 June 31 December
2013 2012 2012
US$m US$m US$m
138,789 122,496 130,669
10,297 10,011 7,816
10,284 8,438 5,589
13 1,573 2,227
(4,780) (3,447) (2,166)
(5,487) (4,454) (3,588)
707 1,007 1,422
739 769 917
169 263 331
(4,387) (364) 1,353
63 941 (131)
140,890 130,669 138,789
12,259 17,094 16,265
(1,239) (776) -
(1,519) 43 (4,163)
(249) (96) 157
150,142 146,934 151,048
29,758 30,744 28,790
6,932 34 230
457) 877) (606)
(2,925) (1,111) 1,344
183,450 175,724 180,806

half of 2013. Internal capital generation contributed and net of dividends.

USS$5.5bn to core tier 1 capital, being profits
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attributable to shareholders of the parent company
after regulatory adjustment for own credit spread
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Capital structure

Composition of regulatory capital

Tier 1 capital

Shareholders” EQUILY .....c.cocovueuereririririeieieeiriet ettt
— shareholders’ equity per balance Sheet’ ............ccoovuerverveerrerverirersereesiens
— preference share Premium .......cooeeeeeininirieeieninneeee e
— other eqUILY INSIIUMENLS .....c.eveveieeiieiiieieieeeteeeee ettt eee e sesesene
— deconsolidation of special purpose entities® .............c.ccooverververierreriennennn.

NON-CONIOIIING INETESLS ...veveeveeirerieieieeirietieieiieteeetee et ere et ae e e eseseesesesenne
— non-controlling interests per balance sheet ..............cccccceerveecccinnircccnnns
— preference share non-controlling iNtErests ..........c.cvvuevevererirerieeereererireeieeeene
— non-controlling interests transferred to tier 2 capital .........cccoceeceirnivccccnne
— non-controlling interests in deconsolidated subsidiaries ............cccccevueueueuennne

Regulatory adjustments to the accounting basis ..........coceceveoerereneerenenncrecneees
— unrealised losses on available-for-sale debt securities” .............coowvrrrvrrirennns
— OWN CTEAIt SPTEAA ..vievevireiiieieieieie ettt
— defined benefit pension fund adjustment® ............ccoccooververierierieneenes

— reserves arising from revaluation of property and unrealised gains on
available-for-sale equities
— cash flow hedZing rESEIVE .......cccoveirieririeiieirie e

DEAUCHIONS ....cueiiiiiicii s
— goodwill capitalised and intangible assets ...
— 50% of securitisation positions ............c.c.ceeueueee.
— 50% of tax credit adjustment for expected 10SSES .......ceervererieiereriririeiieeens
— 50% of excess of expected losses over impairment allowances .....................

Core tier 1 capital ...........ccoooiiiiiiiiiicecc e

Other tier 1 capital before deductions ...........ccecevveirieiirienirerieeieeee e
— preference share Premilm .........ocoeeueirieirieueueininreeeeeereee e
— preference share non-controlling iNtErests ............coeereeereeenerenenineeneeeeeenenes
— hybrid capital SECUTILIES .....ccevveireeirieiieieieieieeieer ettt eaeeeee

DIEAUCHIONS ....vviveiieieiieteieie ettt ettt ettt st et ese st b e s esessesessenesseneesan
— unconsolidated investments
— 50% of tax credit adjustment for expected 10SSES ..........cccccvueurucuiiniirciccannne

Tier 1 eapital ..o

Tier 2 capital
Total quahfylng tier 2 capital before deductions ..........coeeeueerinnirceninnrcieccne
reserves arising from revaluation of property and unrealised gains on
available-for-sale EQUILIES ........cceceeeiiririeteieieeeeeeeei et ees
— collective impairment alloWances ..........c.coeceveirenirenieenieeneeseseeeeeeenene
— perpetual subordinated debt ............ccceoerriiriiiiini e
— term subordinated debt ............ccccoeiiiiiiiin
— non-controlling interests in tier 2 capital .........c.coceovereiniiineineee

Total deductions other than from tier 1 capital ..........cccoceveveiinennenninicnereeee
— unconsolidated iNVEStMENts” ............coo.ovverveereeereeereereeceeceesee e
— 50% of securitisation POSItIONS ........ccceeveerrerireriereriereriesesieesieeeeeeeeeeesenaesens
— 50% of excess of expected losses over impairment allowances .
— Other dedUCHIONS .....c.euiuiririeieieiiiiriee ettt

Total regulatory capital ...............ccocooiiiiiiniiieeee e

For footnotes, see page 191.

186

At 30 June At 30 June At 31 December
2013 2012 2012
US$m US$m US$m
165,816 160,606 167,360
174,070 165,845 175,242
(1,405) (1,405) (1,405)
(5,851) (5,851) (5,851)
(998) 2,017 (626)
4,754 4,451 4,348
8,291 7,921 7,887
(2,395) (2,412) (2,428)
(490) (496) (501)
(652) (562) (610)
178 (3,308) (2,437)
2,354 1,208 1,223
137 (2,115) 112
70 (116) (469)
(2,567) (2,387) (3,290)
184 102 (13)
(29,858) (31,080) (30,482)
(24,994) (26,650) (25,733)
(1,722) (1,364) (1,776)
134 145 111
(3,276) (3,211) (3,084)
140,890 130,669 138,789
15,790 17,110 17,301
1,405 1,405 1,405
2,395 2,412 2,428
11,990 13,293 13,468
(6,538) (845) (5,042)
(6,672) (990) (5,153)
134 145 111
150,142 146,934 151,048
45,009 47,205 48,231
2,567 2,387 3,290
2,799 2,551 2,717
2,777 2,778 2,778
36,566 39,189 39,146
300 300 300
(11,701) (18,415) (18,473)
(6,672) (13,834) (13,604)
(1,722) (1,364) (1,776)
(3,276) (3,211) (3,084)
31 (6) )
183,450 175,724 180,806




Regulatory impact of management actions

Reported capital ratios before management actions .............cccecerveerienene

Reported totals (USSM) .....oceeuiuiuiiiiriiiicccieieieiese et
Management actions completed in 2013 (US$m) ....c.ccccvvvvnrncccecnennns
Dilution of our shareholding in Industrial Bank and the subsequent

change in accounting treatment ...........c.coceeeeereereerieirereneeseenne
Completion of the second tranche of the sale of Ping An ...................

Estimated total after management actions completed in 2013 (US$m) ..

Estimated capital ratios after management actions completed in 2013....

Basel lll and CRD IV

In June 2013, the European Commission published
the final Regulation and Directive, known
collectively as CRD IV, to give effect to the

Basel III framework in the EU. This will come
into effect on 1 January 2014.

In October 2012, the PRA wrote to large UK
firms describing the disclosures it required them to
make for capital resources on a first year transitional
basis and for the leverage ratio on an end point basis
under CRD IV. At 31 December 2012, our
disclosures were based on the July 2011 draft
version of the CRD IV text. In July 2013, the PRA
provided updated instructions to prepare the 30 June
2013 disclosures based on the final CRD IV rules.
Our disclosures may be found on our website,
www.hsbe.com, as a Supplementary Regulatory
Disclosure under Investor Relations.

Following publication of the final CRD IV rules
and the PRA’s setting of a forward-looking CET1
capital target, in order to manage our transition to
Basel III under CRD IV, we set out information for
investors on the possible effects of these rules on our
capital position in the table overleaf: ‘Estimated
effect of CRD IV end point rules’. This table
quantifies the known capital and RWA impacts at
this time; however, these are subject to change. The
PRA are consulting on the UK implementation of
CRD 1V and this should consider more than 50
national discretions, the quantification and
interaction of capital buffers and other regulatory
adjustments.

In addition, more than 100 Regulatory Technical
Standards (‘RTS’) and Implementing Technical
Standards (‘ITS”) have been issued by the EBA
in draft form for consultation or are pending
publication. This provides further uncertainty as to
the precise capital and RWA requirements under
CRD IV. The effects of these draft standards are not
captured in our numbers. Consequently, there could
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At 31 December 2012

Risk- Total
weighted Core tier 1 Tier 1 regulatory
assets capital capital capital
12.3% 13.4% 16.1%

1,123,943 138,789 151,048 180,806
(38,073) 981 (423) (1,827)
- 553 4,637 7,984
1,085,870 140,323 155,262 186,963
12.9% 14.3% 17.2%

be additional, potentially significant impacts on our
capital position and RWAs.

The table overleaf presents a reconciliation of
our reported core tier 1 capital and RWAs to the
estimated CET1 end point capital and estimated
RWAs at 30 June 2013, based on our interpretation
of the final CRD IV regulation, as supplemented
by PRA guidance. The position at 30 June 2013 is
presented in comparison with that at 31 December
2012, where the estimated effect was based on the
July 2011 draft CRD IV text.

The presentation of the 31 December 2012
position has changed from the presentation in the
2012 Annual Report and Accounts. Future planned
management actions to mitigate the effect of capital
deductions for non-significant (or ‘immaterial’)
holdings of financial sector entities, as outlined in
our 31 December 2012 disclosures, have been taken
into account at 30 June 2013.

These management actions would eliminate the
deduction for non-significant holdings in financial
sector entities of US$3.9bn (2012: US$6bn), which
is therefore no longer in the table. The effect of this
would also increase the 10% and 15% thresholds for
the items included in the ‘deductions under threshold
approach’ and the deductions for 31 December 2012
are accordingly re-presented on that basis.

The extent of permissible netting of holdings
in financial sector entities remains subject to
clarification by regulators and may reduce the extent
of management actions necessary. If additional
netting were to be recognised in full, the residual
management action could be reduced from
US$3.9bn to around US$0.4bn.

Although CRD 1V final rules have now been
published, there remains substantial regulatory
uncertainty around the application of the rules for
deductions of holdings in the capital of financial
sector entities (including those for immaterial
holdings). The EBA recently launched a
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consultation on the draft RTS for Own Funds —
Part I1I’, which introduces fundamentally new

Dependent upon the final standard, we will further
consider what, if any, management actions will be

concepts in this area and has the potential to
significantly increase the level of the capital
deduction. This RTS is still in draft. We have
responded to the consultation and are engaging in
dialogue with regulators regarding its proposals.

Estimated effect of CRD IV end point rules

Reported core tier 1 capital under the current regime .................

possible to mitigate its effect, which may not be
possible to achieve in full.

Regulatory adjustments applied to core tier 1 in respect of amounts subject

to CRD IV treatment

Deconsolidation of insurance undertakings in reserves ..........

Investments in own shares through the holding of composite products
of which HSBC is a component (exchange traded funds, derivatives,

and INAeX StOCK) ..o.veviiriieiiieiieceee e
Surplus non-controlling interest disallowed in CET1 ............

Removal of filters under current regime:

— unrealised gains/(losses) on available-for-sale debt securities

— unrealised gains on available-for-sale equities
— reserves arising from revaluation of property .
— defined benefit pension fund liabilities

Unrealised (gains) on available-for-sale exposures to central governments ......

Excess of expected losses over impairment allowances

For the detailed basis of preparation, see
page 197 of the Appendix to Capital.

deducted 100% from CET1 ..ccocovvevinieivieiieieeieeeeeeine

Removal of 50% of tax credit adjustment for expected losses
Securitisations positions risk-weighted under CRD IV ........

Deferred tax liabilities on intangibles ...........ccccocevveveriecireenns

Deferred tax assets that rely on future profitability (excluding those arising

from temporary differences) ........c.cocoeevvverecineieneenennne

Additional valuation adjustment (referred to as PVA) ..

Debit valuation adjustment ..........c.ccccceeerevereeerccnennne.
Deductions under threshold approach

Amount exceeding the 10% threshold:

— significant investments in CET1 capital of banks, financial institutions

and insurance
Amount in aggregate exceeding the 15% threshold:

— significant investments in CET1 capital of banks, financial institutions

and insurance

Estimated CET1 capital under CRD IV ..........cccccoevineene.
Reported total RWAS ......c.cueuiiriiirieiiirieiecceeeeec e

Changes to capital requirements introduced by CRD IV
Credit valuation adjustment

Counterparty credit risk (other than credit valuation adjustment)

— deferred tax aSSEtS .....cocvveverierererieeieeeeee e

Amounts in aggregate below 15% threshold and therefore subject

to 250% risk weight
Securitisation positions and free deliveries ris

Estimated total RWAs under CRD IV ...,
Estimated CET1 ratio .........c.ccocoocovvininiiiiiiiceeeceseeee,

Estimated regulatory impact of management actions
Management actions completed in 2013:

-weighted under CRD IV ...
Investments in commercial entities now risk-weighted .........
Deferred tax assets moved to threshold deduction under CRD IV

Dilution of our shareholding in Industrial Bank and the subsequent

change in accounting treatment ...............ccceceeeevueveucerennnen
Completion of the second tranche of the disposal of Ping An

Estimated total after management actions completed in 2013

Estimated CET1 ratio after management actions completed in 2013 .........

For footnote, see page 191.

188

Final CRR July 2011 text
at 30 June 2013 at 31 December 2012
RWAs Capital RWAs Capital
US$m US$m US$m US$m
........................ 140,890 138,789
........................ (6,042) -
........................ (844) (1,322)
........................ (1,269) (2,299)
................... (2,354) (1,223)
1,283 2,088
1,284 1,202
........................ (1,268) (1,596)
(1,509) -
..................... (3,276) (3,084)
(134) (111)
1,722 1,776
................. 274 267
........................ (389) (456)
(2,260) (1,720)
(683) (372)
........................ - (6,097)
........................ - (2,029)
........................ - (1,310)
........................ 125,425 122,503
........................ 1,104,764 1,123,943
38,339 60,360
.................. 25,769 25,682
36,775 45,940
43,438 44,513
........................ 405 393
(8,187) (8,976)
........................ 1,241,303 1,291,855
........................ 10.1% 9.5%
........................ - - (38,880) (2,150)
....................... - - 3,522 9,393
........................ 1,241,303 125,425 1,256,497 129,746
10.1% 10.3%



In addition to the presentation of holdings in
non-significant financial sector entities, there are
changes to the following key items as a result of
evolving interpretation of the CRD IV final rules.

e To effect the deduction of significant
investments in insurance companies from CET1,
we have removed from the Group consolidated
reserves the contribution of our insurance
business and calculated the amount of the
insurance holding deduction, subject to
threshold conditions, at cost. The regulatory
treatment of insurance holdings is subject to on-
going regulatory consideration.

e The amount of surplus non-controlling interests
disallowed from CET1 capital of US$1.3bn has
been estimated using our interpretation of CRD
IV final rules.

e  For available-for-sale debt instruments issued
by central governments, we have derecognised
unrealised gains of US$1.5bn from capital in the
calculation of the end point capital position.

e On the capital requirements, the notable change
compared with our 31 December 2012 estimates
relates to the CVA risk charge, which has
reduced to US$38.3bn mainly as a result of
the introduction of exemptions under the final
CRD IV rules.

For a detailed description of the items above,
see page 197 of the Appendix to Capital.

Future developments
Systemically important banks

In parallel with the Basel III proposals, the Basel
Committee issued a consultative document in July
2011, ‘Global systemically important banks:
assessment methodology and the additional loss
absorbency requirement’. In November 2011, it
published its rules and the Financial Stability Board
(‘FSB’) issued the initial list of global systemically
important banks (‘G-SIB’s). This list, which
included HSBC and 28 other major banks from
around the world, will be re-assessed periodically
through annual re-scoring of the individual banks
and a triennial review of the methodology.

The requirements, initially for those banks
identified in November 2014 as G-SIBs, will be
phased in from 1 January 2016, becoming fully
effective on 1 January 2019. National regulators
have discretion to introduce higher thresholds than
the minima. In November 2012, the FSB published a
revised list of G-SIBs and their current assessment of
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the appropriate capital charge. HSBC was assigned
an add-on of 2.5%.

UK regulatory update

In March 2013, the interim FPC announced a
number of policy recommendations related to
regulatory capital and risk-weighted assets, including
that the PRA should ensure major UK banks hold
capital resources equivalent to at least 7% CET1
post-FPC adjustments to reflect the FPC’s estimate
of expected future losses, an assessment of future
costs of conduct redress and a more prudent
calculation of risk-weights.

Relative to the above, the PRA, in June 2013,
published that five of eight major UK banks and
building societies had an aggregate shortfall in
capital of approximately £27bn. However, HSBC
met and exceeded this targeted requirement.

The PRA has now established a forward-
looking Basel III end point CET1 target post-FPC
adjustments for the Group. This is expressed as a
minimum target CET1 ratio calculated on a Basel III
end point basis, taking into account adjustments
identified by the FPC.

Regulatory capital buffers

CRD 1V, in addition to giving effect to the Basel
Committee’s surcharge for G-SIBs in the form of a
Global Systemically Important Institution Buffer
(‘G-SIIB’), requires banks to maintain a number of
additional capital buffers to be met by CET1 capital.
These new capital requirements include a Capital
Conservation Buffer designed to ensure banks build
up capital outside periods of stress that can be drawn
down when losses are incurred, currently set at
2.5%, and an institution specific Countercyclical
Capital Buffer (‘CCB’), to protect against future
losses where unsustainable levels of leverage, debt
or credit growth pose a systemic threat. Should a
CCB be required, it is expected to be set in the range
of 0-2.5%. Additionally, CRD IV set out a Systemic
Risk Buffer (‘SRB’) for the banking system as a
whole to mitigate structural macro-prudential risk. If
applicable, the SRB will be set at a minimum of 1%.
The Capital Conservation Buffer and the CCB are to
be phased in from 1 January 2016, becoming fully
effective from 1 January 2019.

The capital buffer rules are subject to national
transposition in the UK. The designated UK
authority will have discretion to set the precise
buffer rates above the CRD IV minima and to
accelerate the timetable for their implementation.
In the UK, the regulatory framework gives the FPC
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directive powers over the CCB. However, it is not
known if the FPC will be the authority responsible
for setting the SRB and the G-SIIB. Until the
requirements are transposed into national law and
guidance is issued, there remains uncertainty on the
interplay between these buffers, the exact buffer rate
requirement and the ultimate impact on the Group.

Potential effect of regulatory proposals on
HSBC’s capital requirements

Given the above, it is uncertain what HSBC’s final
capital requirement will be. However, the Pillar 1
capital requirements that are quantified with some
certainty to date are as follows:

CET1 requirements from 1 January 2019

Minimum CET1 4.5%
Capital conservation buffer 2.5%
G-SIIB buffer 2.5%

In December 2011, against the backdrop of
eurozone instability, the EBA recommended that
banks aim to reach a 9% EBA defined core tier 1
ratio by the end of June 2012. In July 2013, the EBA
replaced the 2011 recapitalisation recommendation
with a new measure on capital preservation. This
requires banks to maintain a core tier 1 capital floor
corresponding to a nominal level of 9% of RWAs
at the end of June 2012. This equates for HSBC to
US$104bn, compared with actual core tier 1 capital
held of US$141bn at 30 June 2013. To monitor
this on an on-going basis, banks will be required
to submit additional reporting and capital plans in
November 2013 to demonstrate that appropriate
levels of capital are being preserved. The EBA have
indicated they will review this recommendation by
31 December 2014.

We also hold additional capital in respect of
Pillar 2, the process of internal capital adequacy
assessment and supervisory review which leads to a
final determination by the PRA of individual capital
guidance and any capital planning buffer that may
be required.

RWA integrity

In February 2013, the EBA published interim results
of its investigation into RWAs in the banking book,
aimed at identifying any material difference in RWA
outcomes between banks and understanding the
sources of such differences.

The report concluded that half of the differences
between banks stem mainly from the approach for
computing RWAs in use (standardised versus
internal ratings based (‘IRB’) approaches), partly
from the composition of each bank’s loan portfolio.
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The remaining half stem from the IRB risk
parameters applied, reflecting each bank’s specific
portfolio and risk management practices.

In July 2013, the Basel Committee published its
findings on the ‘Analysis of risk-weighted assets for
credit risk in the banking book’, reporting that while
the majority of RWA variability arises from the
underlying credit quality of a portfolio, differences
also arise from banks’ choices under the IRB
approach. One of its recommendations to counteract
this variance is the introduction of new or increased
capital floors.

In parallel with the above and as part the review
of the Basel capital framework, also in July 2013,
the Basel Committee published a discussion paper
on its findings, ‘The regulatory framework:
balancing risk sensitivity, simplicity and
comparability’. The report recommended that banks
disclose the results of applying their models to
standardised hypothetical portfolios and that they
disclose both modelled and standardised RWA
calculations. Moreover, the Basel Committee again
proposed additional floors as a potential tool to
constrain the effect of variation in RWAs derived
from internal model outputs, to provide additional
comfort that banks’ risks are adequately capitalised
and to make capital ratios more comparable.

We are reviewing the merits of these proposals
and have implemented additional measures to restore
confidence in our RWA metrics. To this end, we fully
support the recommendations of the FSB’s Enhanced
Disclosure Task Force that aims to assist greater
understanding of the output of internal models
through enhanced risk disclosures, which we have
implemented.

Leverage ratio

The leverage ratio was introduced into the Basel II1
framework as a non-risk-based backstop limit, to
supplement risk-based capital requirements. It aims
to constrain the build-up of excess leverage in the
banking sector, introducing additional safeguards
against model risk and measurement errors. The ratio
is a volume-based measure calculated as Basel 111
tier 1 capital divided by total on- and off-balance
sheet exposures.

Basel III provided for a transitional period for the
introduction of this ratio, comprising a supervisory
monitoring period to start in 2011 and a parallel run
period from January 2013 to January 2017. The
parallel run will be used to assess whether the
proposed ratio of 3% is appropriate, with a view to
migrating to a Pillar 1 requirement from 1 January
2018.



In June 2013, the Basel Committee published its
consultation paper on a revised Basel III leverage ratio
framework, which sets out detailed public disclosure
requirements with effect from 1 January 2015.

Under CRD 1V, the final calibration and
legislative proposal are expected to be determined on
the basis of the EBA’s assessment of the impact and
effectiveness of the leverage ratio during a monitoring
period from 1 January 2014 until 30 June 2016. The
disclosure requirements will be developed and
submitted to the European Commission by 30 June
2014.

Monitoring of leverage has been part of HSBC’s
regulatory reporting since December 2010. From 2012
year end, ahead of the Basel III disclosure timeline,
UK banks were required by the PRA to disclose an
estimated leverage ratio at year-end and mid-year,
using a hybrid of Basel III and CRD 1V rules. This
may be found on our website, www.hsbc.com, as a
Supplementary Regulatory Disclosure under Investor
Relations.

Structural banking reform

In September 2011, the Independent Commission
on Banking (‘ICB’) recommended heightened
capital requirements for UK banking groups.

The recommendations were scrutinised by the
Parliamentary Commission on Banking Standards
(‘PCBS’) which, in a report published in December
2012, gave effect to many of the ICB’s

Footnotes to Capital

recommendations. The UK government largely
accepted the PCBS’ recommendations with the
exception of the higher leverage ratio; the
government will continue with the Basel 111
minimum of 3% of total assets to avoid penalising
lower risk assets in the ring-fenced bank.

On 19 June 2013, the PCBS published its
final report setting out further recommendations
on banking standards, including requesting the UK
government reconsider setting the leverage ratio
higher than the current 3% and giving the FPC
responsibility for determining the ratio. On 8 July
2013, the UK government published its initial
response to the final report accepting the PCBS’s
principal recommendations. Its position on a
Basel 111 basis leverage ratio of 3% remained
unchanged.

The government intends to enact the legislation
by the end of this parliament in 2015 and to have
reforms in place by 2019.

In May 2013, the European Commission
issued their consultation on structural reform of
the European banking sector. The consultation
concentrates on the key attributes of the structural
reform including recommendations on ring-fencing,
focusing on isolating trading activities, rather than
retail business as in the ICB recommendations.

We are monitoring all these proposals and their
interaction as they develop.

1 The CETI ratio presented for 31 December 2012 has changed from the presentation in the Annual Report and Accounts 2012 and is
shown post future management action to mitigate capital deductions for non-significant holdings of financial sector entities.

2 The value represents marked-to-market method only.

3 Operational risk RWAs, under the standardised approach, are calculated using an average of the last three years’ revenues. For

business disposals, the operational risk RWAs are not removed immediately on disposal, but diminish over a period of time. The RWAs

for the CRS business represent the remaining operational risk RWAs for the business.
4 RWAs are non-additive across geographical regions due to market risk diversification effects within the Group.

5 Includes externally verified profits for the half-year to 30 June 2013.

6 Mainly comprises unrealised gains/losses on available-for-sale debt securities related to SPEs.
7 Under PRA rules, unrealised gains/losses on debt securities net of tax must be excluded from capital resources.

8 Under PRA rules, any defined benefit asset is derecognised and a defined benefit liability may be substituted with the additional funding

that will be paid into the relevant schemes over the following five-year period.
9 Mainly comprise investments in insurance entities. Due to the expiry of the transitional provision, with effect from 1 January 2013,
material insurance holding companies acquired prior to 20 July 2006 are deducted 50% from tier 1 and 50% from total capital for

June 2013.
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Capital management and capital measurement and allocation

Capital management
Approach and policy

Our approach to capital management is driven by our strategic and organisational requirements, taking into account
the regulatory, economic and commercial environment in which we operate. Pre-tax return on risk-weighted assets
(‘RoRWA”) is an operational metric by which the global businesses are managed on a day-to-day basis. The metric
combines return on equity and regulatory capital efficiency objectives. It is our objective to maintain a strong capital
base to support the risks inherent in our business and invest in accordance with our six filters framework, exceeding
both consolidated and local regulatory capital requirements at all times.

Our policy on capital management is underpinned by a capital management framework which enables us to
manage our capital in a consistent manner. The framework, which is approved by the GMB annually, incorporates
a number of different capital measures including market capitalisation, invested capital, economic capital and
regulatory capital. Following the PRA setting a forward-looking CET1 target as a Basel III ratio, whilst also
monitoring capital at a Group level on a Basel II basis, we set our internal target on an end point Basel III CET1
basis.

Capital measures
o market capitalisation is the stock market value of HSBC;

o invested capital is the equity capital invested in HSBC by our shareholders, adjusted for certain reserves and goodwill previously
amortised or written off;

e economic capital is the internally calculated capital requirement which we deem necessary to support the risks to which we are exposed;
and

o regulatory capital is the capital which we are required to hold in accordance with the rules established by the PRA for the consolidated
Group and by our local regulators for individual Group companies.

Our assessment of capital adequacy is aligned to our assessment of risks, including: credit, market, operational,
interest rate risk in the banking book, pension fund, insurance, structural foreign exchange risk and residual risks.

Stress testing

We incorporate stress testing in capital plans because it helps us to understand how sensitive the core assumptions

in our capital plans are to the adverse effect of extreme but plausible events. Stress testing allows us to formulate

our response and mitigate risk in advance of conditions exhibiting the identified stress scenarios. The actual market
stresses which occurred throughout the financial system in recent years have been used to inform our capital planning
process and enhance the stress scenarios we employ. In addition to our internal stress tests, others are undertaken,
both at the request of regulators and by the regulators themselves using their prescribed assumptions. We take into
account the results of all such regulatory stress testing when assessing our internal capital requirements.

Risks to capital

Outside the stress-testing framework, a list of top and emerging risks is regularly evaluated for their effect on the core
tier 1 capital ratio. In addition, there are risks identified that are technically not within the scope of this list, but which
still have the potential to affect our RWAs and/or capital position. These risks are also included in the evaluation

of risks to capital. The downside or upside scenarios are assessed against our capital management objectives and
mitigating actions are assigned as necessary. The responsibility for global capital allocation principles and decisions
rests with the GMB. Through our internal governance processes, we seek to maintain discipline over our investment
and capital allocation decisions and seek to ensure that returns on investment are adequate after taking into account
capital costs. Our strategy is to allocate capital to businesses and entities on the basis of their ability to achieve
established RORWA objectives and their regulatory and economic capital requirements.

Risk-weighted asset targets

Top-down RWA targets are established for the global business lines, in accordance with the Group’s strategic
direction and risk appetite. As these targets are deployed to lower levels of management, action plans for
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implementation are developed. These may include growth strategies; active portfolio management; restructuring;
business and/or customer-level reviews; RWA efficiency and optimisation initiatives and risk-mitigation. Our capital
management process is articulated in the annual Group capital plan which is approved by the Board.

RWA targets are approved by the GMB on an annual basis and business performance against them is monitored
through regular reporting to the Group ALCO. The management of capital deductions is also addressed in the RWA
monitoring framework through additional notional charges for these items.

A range of analysis is employed in the RWA monitoring framework to identify the key drivers of movements in

the position, such as book size and book quality. Particular attention is paid to identifying and segmenting items
within the day-to-day control of the business and those items that are driven by changes in risk models or regulatory
methodology.

Capital generation

HSBC Holdings is the primary provider of equity capital to its subsidiaries and also provides them with non-equity
capital where necessary. These investments are substantially funded by HSBC Holdings’ own capital issuance and
profit retention. As part of its capital management process, HSBC Holdings seeks to maintain a prudent balance
between the composition of its capital and its investment in subsidiaries.

Capital measurement and allocation

The PRA supervises HSBC on a consolidated basis and therefore receives information on the capital adequacy of,
and sets capital requirements for, the Group as a whole. Individual banking subsidiaries are directly regulated by their
local banking supervisors, who set and monitor their capital adequacy requirements. In 2013, we calculated capital at
a Group level using the current Basel II framework as amended for CRD III, commonly known as Basel 2.5, and on
an end-point Basel I1I basis.

Our policy and practice in capital measurement and allocation at Group level is underpinned by the Basel II rules and
the Basel III proposals. However, local regulators are at different stages of implementation and some local reporting,

notably in the US, is still on a Basel I basis. In most jurisdictions, non-banking financial subsidiaries are also subject

to the supervision and capital requirements of local regulatory authorities.

Basel II is structured around three ‘pillars’: minimum capital requirements, supervisory review process and market
discipline. The CRD implemented Basel II in the EU and, in the UK, the predecessor to the PRA then gave effect
to the CRD by including the latter’s requirements in its own rulebooks.

Regulatory capital

For regulatory purposes, our capital base is divided into three main categories, namely core tier 1, other tier 1 and tier
2, depending on the degree of permanency and loss absorbency exhibited.

e  core tier 1 capital comprises shareholders’ equity and related non-controlling interests. The book values of
goodwill and intangible assets are deducted from core tier 1 capital and other regulatory adjustments are made
for items reflected in shareholders’ equity which are treated differently for the purposes of capital adequacy;

e qualifying capital instruments such as non-cumulative perpetual preference shares and hybrid capital securities
are included in other tier 1 capital; and

e tier 2 capital comprises qualifying subordinated loan capital, related non-controlling interests, allowable
collective impairment allowances and unrealised gains arising on the fair valuation of equity instruments held as
available for sale. Tier 2 capital also includes reserves arising from the revaluation of properties.

To ensure the overall quality of the capital base, the PRA’s rules set restrictions on the amount of hybrid capital
instruments that can be included in tier 1 capital relative to core tier 1 capital, and limits overall tier 2 capital to no
more than tier 1 capital.

Pillar 1 capital requirements

Pillar 1 covers the capital resources requirements for credit risk, market risk and operational risk. Credit risk includes
counterparty credit risk and securitisation requirements. These requirements are expressed in terms of RWAs.
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Credit risk capital requirements

Basel II applies three approaches of increasing sophistication to the calculation of Pillar 1 credit risk capital
requirements. The most basic, the standardised approach, requires banks to use external credit ratings to determine
the risk weightings applied to rated counterparties. Other counterparties are grouped into broad categories and
standardised risk weightings are applied to these categories. The next level, the internal ratings-based (‘IRB”)
foundation approach, allows banks to calculate their credit risk capital requirements on the basis of their internal
assessment of a counterparty’s probability of default (‘PD’), but their estimates of exposure at default (“EAD’) and
loss given default (‘LGD’) are subject to standard supervisory parameters. Finally, the IRB advanced approach
allows banks to use their own internal assessment in both determining PD and quantifying EAD and LGD.

The capital resources requirement, which is intended to cover unexpected losses, is derived from a formula specified
in the regulatory rules which incorporates PD, LGD, EAD and other variables such as maturity and correlation.
Expected losses under the IRB approaches are calculated by multiplying PD by EAD and LGD. Expected losses

are deducted from capital to the extent that they exceed total accounting impairment allowances.

For credit risk we have adopted the IRB advanced approach for the majority of our portfolios, with the remainder on
either IRB foundation or standardised approaches.

Under our Basel II rollout plans, a number of our Group companies and portfolios are in transition to advanced IRB
approaches. In the first half of 2013, portfolios in most of Europe, Hong Kong, Rest of Asia-Pacific and North
America were on advanced IRB approaches. Others remain on the standardised or foundation approaches under Basel
II, pending definition of local regulations or model approval, or under exemptions from IRB treatment.

e Counterparty credit risk

CCR arises for OTC derivatives and securities financing transactions. It is calculated in both the trading and non-
trading books and is the risk that the counterparty to a transaction may default before completing the satisfactory
settlement of the transaction. Three approaches to calculating CCR and determining exposure values are defined
by Basel II: standardised, mark-to-market and internal model method. These exposure values are used to
determine capital requirements under one of the credit risk approaches: standardised, IRB foundation and IRB
advanced.

We use the mark-to-market and internal model method approaches for CCR. Our longer-term aim is to migrate
more positions from the mark-to-market to the internal model method approach.

e Securitisation

Securitisation positions are held in both the trading and non-trading books. For non-trading book securitisation
positions, Basel II specifies two methods for calculating credit risk requirements, the standardised and the IRB
approaches. Both rely on the mapping of rating agency credit ratings to risk weights, which range from 7% to
1,250%. Positions that would otherwise be weighted at 1,250% are deducted from capital.

Within the IRB approach, we use the ratings-based method for the majority of our non-trading book
securitisation positions, and the internal assessment approach for unrated liquidity facilities and programme-wide
enhancements for asset-backed securitisations.

The majority of securitisation positions in the trading book are treated for capital purposes as if they are held in
the non-trading book under the standardised or IRB approaches. Other traded securitisation positions, known as
correlation trading, are treated under an internal model approach approved by the PRA.

Market risk capital requirement

The market risk capital requirement is measured using internal market risk models where approved by the PRA, or
the PRA’s standard rules. Our internal market risk models comprise VAR, stressed VAR, incremental risk charge and
correlation trading under the comprehensive risk measure.

Operational risk capital requirement

Basel II includes a capital requirement for operational risk, again utilising three levels of sophistication. The capital
required under the basic indicator approach is a simple percentage of gross revenues, whereas under the standardised
approach it is one of three different percentages of total operating income less insurance premiums allocated to each
of eight defined business lines. Both these approaches use an average of the last three financial years’ revenues.
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Finally, the advanced measurement approach uses banks’ own statistical analysis and modelling of operational risk
data to determine capital requirements. We have adopted the standardised approach in determining our operational
risk capital requirements.

Pillar 2 capital requirements

We conduct an internal capital adequacy assessment process (‘ICAAP’) to determine a forward looking assessment
of our capital requirements given our business strategy, risk profile, risk appetite and capital plan. This process
incorporates the Group’s risk management processes and governance framework. A range of stress tests are applied
to our base capital plan. These, coupled with our economic capital framework and other risk management practices,
are used to assess our internal capital adequacy requirements.

The ICAAP is examined by the PRA as part of its supervisory review and evaluation process, which occurs
periodically to enable the regulator to define the individual capital guidance or minimum capital requirements for
HSBC and our capital planning buffer where required.

Pillar 3 disclosure requirements

Pillar 3 of the Basel regulatory framework is related to market discipline and aims to make firms more transparent by
requiring them to publish, at least annually, wide-ranging information on their risks and capital, and how these are
managed. Our Pillar 3 Disclosures 2012 are published on our website, www.hsbc.com, under Investor Relations.

RWA movement by key driver — basis of preparation and supporting notes
Credit risk and counterparty credit risk drivers — definitions and quantification

Our business analysis of RWA movements splits the total movement in IRB RWAs into six drivers, described below.
The first four relate to specific, identifiable and measurable changes. The remaining two, book size and book quality,
are derived after accounting for movements in the first four specific drivers.

1. Foreign exchange movements

This is the movement in RWAs as a result of changes in the exchange rate between the functional currency of the
HSBC company owning each portfolio and US dollars, being our presentation currency for consolidated reporting.
Our structural foreign exchange exposures are managed with the primary objective of ensuring, where practical, that
our consolidated capital ratios and the capital ratios of individual banking subsidiaries are largely protected from the
effect of changes in exchange rates.

2. Acquisitions and disposals

This is the movement in RWAs as a result of the disposal or acquisition of business operations. This can be whole
businesses or parts of a business. The movement in RWAs is quantified on the basis of the credit risk exposures as at
the end of the month preceding a disposal or following an acquisition.

3. Model updates

New/updated models

RWA movements arising from the implementation of new models and from changes to existing parameter models
are allocated to this driver. This figure will also include changes which arise following review of modelling
assumptions. Where a model recalibration reflects an update to more recent performance data, the resulting RWA
changes are not assigned here, but instead reported under book quality.

RWA changes are estimated based on the impact assessments made in the testing phase prior to implementation.
These values are used to simulate the effect of new or updated models on the portfolio at the point of implementation,
assuming there were no major changes in the portfolio from the testing phase to implementation phase.
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Portfolios moving onto IRB approach

Where a portfolio moves from the standardised approach to the IRB approach, the RWA movement by key driver
statement shows the increase in IRB RWAs, but does not show the corresponding reduction in standardised approach
RWAs as its scope is limited to IRB only.

The movement in RWAs is quantified at the date at which the IRB approach is applied, and not during the testing
phase as with a new/updated model.

4. Methodology and policy

Internal regulatory updates
This captures the effect on RWAs resulting from changing the internal treatment of exposures. This may include, but
is not limited to, identification of netting and credit risk mitigation.

External regulatory updates

This specifies the effect of additional or changing regulatory requirements. It includes, but is not limited to,
regulatory-prescribed changes to the RWA calculation. The movement in RWAs is quantified by comparing the
RWAs calculated for that portfolio under the old and the new requirements.

5. Book size

RWA movements attributed to this driver are those we would expect to experience for the given movement in
exposure, as measured by EAD, assuming a stable risk profile. These RWA movements arise in the normal course
of business, such as growth in credit exposures or reduction in book size from run-offs and write-offs.

The RWA movement is quantified as follows:

e RWA and EAD changes captured in the four drivers above are excluded from the total movements to create an
adjusted movement in EAD and RWA for the period; and

e the average RWA to EAD percentage is calculated for the opening position and is applied to the adjusted
movement in EAD. This results in an estimated book size RWA movement based on the assumption that the
EAD to RWA percentage is constant throughout the period.

As the calculation relies on averaging, the output is dependent upon the degree of portfolio aggregation and the
number of discrete time periods for which the calculation is undertaken. For each quarter in the period this
calculation was performed for each HSBC company with an IRB portfolio, split by the main Basel categories of
credit exposures, as described in the table below:

Basel categories of IRB credit exposures within HSBC

Central governments and central banks Corporate foundation IRB Qualifying revolving retail exposures
Institutions Other advanced IRB Retail SMEs
Corporate advanced IRB Retail mortgages Other retail

The total of the results is shown in book size within the RWA movement by key driver table.

6. Book quality

This represents RWA movements resulting from changes in the underlying credit quality of customers. These are
caused by changes to IRB risk parameters which arise from actions such as, but not limited to, model recalibration,
change in counterparty external rating, or the influence of new lending on the average quality of the book. The
change in RW A attributable to book quality is calculated as the balance of RWA movements after taking account of
all the drivers described above.

The RWA movement by key driver statement includes only movements which are calculated under the IRB
approach. Certain classes of credit risk exposure are treated as capital deductions and therefore reductions are not
shown in this statement. If the treatment of a credit risk exposure changes from RWA to capital deduction in the
period, then only the reduction in RWAs would appear in the RWA movement by key driver tables. In this instance,
a reduction in RWAs does not necessarily indicate an improvement in the capital position.
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Market risk drivers — definitions and quantification

The RWA movement by key driver for market risk combines the credit risk drivers 5 and 6 into a single driver called
‘Movements in risk levels’. The market risk RWA driver called ‘Foreign exchange movements and other’ includes
foreign exchange movements and additional items which cannot be reasonably assigned to any of the other drivers.

Basis of preparation of the estimated effect of the CRD IV end point applied to the 30 June 2013
position

The table on page 188 presents a reconciliation of our reported core tier 1 and RWA position at 30 June 2013 to the
pro-forma estimated CET1 and estimated RWAs based on the Group’s interpretation of the final CRD IV legislation
supplemented by guidance provided by the PRA, as applicable. At 31 December 2012, we estimated the impact
based on the July 2011 draft CRD IV text.

CRD IV was finalised in June 2013 and comes into effect on 1 January 2014. The final text of the legislation still
contains material areas of uncertainty, as well as significant provisions for national discretion lending uncertainty to
the PRA’s ultimate interpretation and transposition of the rules in the UK. In addition, formal Regulatory Technical
Standards (‘RTS’) and Implementing Technical Standards (‘ITS”) due for issue by the EBA are still to be drafted and
finalised, leaving the CRD IV rules subject to significant interpretation.

Notwithstanding the uncertainty around a number of areas in the rules, our disclosures are based on our interpretation
of the final CRD IV text. In relation to material areas of national discretion and following PRA guidance, we have
applied the treatment that would lead to the lower capital ratio, as further detailed below.

As the transposition of the CRD IV rules in the UK is pending, we have not upgraded our models and systems used
to calculate capital numbers in a CRD IV environment and as a consequence, the latter are subject to change.

Given the above, the final CRD IV impact on the Group’s CET1 and RWAs may differ from our current estimates.

The detailed basis of preparation is described below for items that are different from our current treatment under
Basel II. We have also outlined where the basis of preparation has changed from our 31 December 2012 disclosures.

We have changed the basis of presentation for individual non-significant holdings in financial sector entities that are,
in aggregate, above 10% of the Group’s CET1 capital, to take into account future management actions to mitigate
the impact of such capital deductions. The EBA’s publication on 23 May 2013 of their consultation on ‘Regulatory
Technical Standards for Own Funds — Part III” has a potentially significant impact on the amount of deductions
categorised as indirect and synthetic holdings of financial sector entities (including own capital instruments) and the
extent of the mitigation we will be able to undertake is uncertain at this stage.

Regulatory adjustments applied to core tier 1 in respect of amounts subject to CRD IV treatment

Deconsolidation of insurance undertakings in reserves: under current rules, the Group consolidated reserves
include the post-acquisition reserves of our unconsolidated insurance businesses, which is then reflected in the value
of the current deduction from Tier 1 and Tier 2 capital. The CRD IV rules do not consider such treatment and,
pending further guidance, we have excluded the post acquisition reserves from both reserves and the deduction,
leaving the investment to be deducted from CET1 valued at cost.

Investments in own shares through the holding of composite products of which HSBC is a component
(exchange traded funds, derivatives, and index stock): the value of our holdings of own CET1 instruments,
where it is not already deducted under IFRSs, is deducted from CET1. Under CRD IV, this deduction comprises
not only direct but also indirect and synthetic, actual and contingent, banking and trading book gross long positions.
Trading book positions are calculated net of short positions only where there is no counterparty credit risk on these
short positions (this restriction does not apply to short index positions being offset against other index positions).

We have not recognised the benefit of non-index short positions, even where they are executed with central
counterparties or are fully collateralised.

Under current rules, there is no regulatory adjustment made to the amounts already deducted under IFRS rules.

The EBA’s publication of their consultation on ‘Regulatory Technical Standards for Own Funds — Part III” on 23 May
2013 has a potentially significant impact on the amount of deductions categorised as ‘holdings of own common
equity instruments’. Given the stage of the consultation process and its ambiguous scope, it has not been possible to
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estimate the effect of the draft proposals on our capital position. However, we have responded to the consultation and
are engaging in dialogue with regulators regarding these proposals.

Surplus non-controlling interest disallowed in CET1: non-controlling interests arising from the issue of common
shares by our banking subsidiaries receive limited recognition. The excess over the minimum capital requirements of
the relevant subsidiary including any additional requirements imposed under Pillar 2, calculated on the basis of its
local reporting as well as its contribution to the parent consolidated requirements, is not allowable in the Group’s
CET]1 to the extent it is attributable to minority shareholders.

The final rules require a calculation of the surplus to be undertaken at the sub-consolidated level for each relevant
subsidiary. In addition, the calculation of the minimum requirements of the subsidiary changed to include any
additional capital requirements imposed by the local regulations, to the extent those are to be met by CET1 capital.

In our estimates we have assumed that minority interests originated in subsidiaries outside the EU are treated on the
same basis as those within the EU.

Under current rules, there is no regulatory restriction applied to these items.

On 23 May 2013, the EBA published their consultation on ‘Regulatory Technical Standards for Own Funds —

Part III’ which could materially change the amount of this deduction. Given the stage of the consultation process

we have not been able to reliably estimate the effect of these draft proposals on our capital position and they have not
been included.

Unrealised gains/(losses) on available-for-sale debt securities: under CRD IV, there is no adjustment to remove
from CET!1 capital unrealised gains and losses on available-for-sale debt securities. The final CRD IV text includes

a national discretion for competent authorities to retain a prudential filter for those unrealised gains or losses on
exposures to central governments. The PRA has requested banks to include the impact of the most conservative
approach where material. As of 30 June 2013, this would translate into a negative capital impact corresponding to the
derecognition of unrealised gains of US$1.5bn.

Under current PRA rules, both unrealised gains and losses are removed from capital (net of tax).

Unrealised gains on available-for-sale equities and reserves arising from revaluation of property: there is no
adjustment for unrealised gains and losses on reserves arising from the revaluation of property and on available-for-
sale equities. Under current PRA rules, unrealised net gains on these items are included in tier 2 capital (net of
deferred tax) and net losses are deducted from tier 1 capital.

Defined benefit pension fund liabilities: in line with current rules, the amount of retirement benefit assets as
reported on the balance sheet is to be deducted from CET1. At 31 December 2012, the amount of retirement benefit
liabilities as reported on the balance sheet was fully recognised in CET1.

Excess of expected losses over impairment allowances deducted 100% from CET1: the amount of excess of
expected losses over impairment allowances is deducted 100% from CET1. Under current PRA rules, this amount is
deducted 50% from core tier 1 and 50% from total capital.

Removal of 50% of tax credit adjustment for expected losses: the amount of expected losses in excess of
impairment allowances that is deducted from CET1 capital is not reduced for any related tax effects. Under current
PRA rules, any related tax credit offset is recognised 50% in core tier 1 and 50% in tier 1 capital.

Securitisation positions risk-weighted under CRD IV: securitisation positions that were deducted from core tier 1
under current rules have been included in RWAs at 1,250%.

Deferred tax liabilities on intangibles: the amount of intangible assets deducted from CET1 has been reduced by
the related deferred tax liability. Under current rules, the goodwill and intangibles are deducted at their accounting
value.

Deferred tax assets that rely on future profitability (excluding those arising from temporary differences): the
deferred tax assets that rely on future profitability and do not arise from temporary differences are deducted 100%
from CET1. The deferred tax assets that rely on future profitability and arise from temporary differences are subject
to the separate threshold deduction approach detailed separately. Under current rules, these items receive a risk
weighting of 100%.

Additional valuation adjustment (referred to as prudent valuation adjustment or ‘PVA’): under current PRA
rules, banks are required to comply with requirements for prudent and reliable valuation of any balance sheet position
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measured at market or fair value. Under CRD 1V, all assets and derivatives measured at fair value are subject to
specified standards for prudent valuation, covering uncertainty around the input factors into the fair value valuation
models — namely, uncertainty around the mark-to-market of positions, model risk, valuation of less liquid positions
and credit valuation adjustments.

Where the accounting fair value calculated under IFRSs is higher than the valuation amount resulting from the
application of the prudential adjustments, this would result in an additional valuation adjustment or PVA deduction
from CET]1 capital.

Following PRA direction, we have included an estimate of the impact of PVA, on a tax-effected basis, although there
is guidance outstanding following on-going consultation on related EBA draft regulatory technical standards. A new
consultation paper was issued by EBA on 10 July 2013 and a Quantitative Impact Study was launched on 22 July
2013 to assess the effect of the proposals. Further clarity on the requirements following finalisation of the EBA
process and discussions with our regulator could potentially change this figure.

Debit valuation adjustment (‘DVA’): the amount of all fair value gains and losses on OTC derivative liabilities that
results from changes to our own credit spread are derecognised from CET1.

Individually non-significant holdings in CET1 capital of financial sector entities in aggregate above 10% of
HSBC CET1: under CRD IV, the investments in CET1 instruments of financial sector entities, where we have a
holding of not more than 10% of the CET1 instruments issued by those entities, are deducted from CET1 to the
extent the aggregate amount of such holdings exceeds 10% of our CET1 (calculated before any threshold
deductions).

The estimated deduction shown at 31 December 2012 of US$6bn followed a strict interpretation of the draft July
2011 CRD IV rules and guidance provided by the PRA. This imposed a restriction on the netting of long and short
positions held in the trading book, whereby the maturity of the short positions has to match the maturity of the long
position, or have a residual maturity of no less than a year. At 30 June 2013, however we have been able to more
precisely match our long and short positions under 1 year maturity and recognise the offset of short positions under
one year which mature on exactly the same day as the long position. Consistent with our disclosure at 31 December
2012, we have taken the contractual maturity of derivative positions (without reflecting any early termination rights)
and used the delta equivalent value for options.

Future management actions to mitigate the impact of capital deductions have also been taken into account as at June
2013.

The presentation has therefore changed from the Annual Report and Accounts 2012. The estimated impact of

CRD IV takes into account future management actions to mitigate the impact of capital deductions in respect of
non-significant (or ‘immaterial’) holdings in CET1 capital of financial sector entities in aggregate above 10% of our
CET]1 (including the resulting separate effects on the items capture as ‘deductions under threshold approach’). At

31 December 2012, the mitigation was presented as a separate line item.

Final CRD IV rules include new provisions in relation to the offsetting of short index holdings of capital instruments
which under our interpretation would allow for increased offsetting of positions. The extent of permissible netting of
holdings in financial sector entities remains however subject to clarification by regulators. If additional netting is
recognised in full, the residual management action could be reduced from US$3.9bn to US$0.4bn.

The uncertainty in the rules has been increased by the publication of the EBA consultation paper ‘Regulatory
Technical Standards for Own Funds — Part III” on 23 May 2013. The extent of the application of those proposals

is unclear and has the potential to very significantly change the amount of this deduction. Given the stage of the
consultation process and its ambiguous scope, it has not been possible to estimate the effect of the draft proposals on
our capital position. However, we have responded to the consultation and are engaging with regulators regarding its
proposals.

Deductions under threshold approach: under CRD IV, where we have a holding of more than 10% of the CET1
instruments issued by banks, financial institutions and insurance entities which is not part of our regulatory
consolidation, that holding is subject to a threshold deduction approach. Under current rules, these exposures are
deducted 50% from tier 1 capital and 50% from total capital, except for certain insurance holdings that met the
requirements under the transitional provision of the current rules and until 31 December 2012 that were allowed
to be deducted 100% from total capital.
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Deferred tax assets that rely on the future profitability of the bank to be realised and which arise from temporary
differences are also subject to this threshold deduction approach. Under current rules, these assets would be subject to
100% risk weighting.

Under CRD 1V, the amount of such deferred tax assets and significant investments which individually and in
aggregate exceed 10% and 15%, respectively, of our CET1 are fully deducted from CET1 capital. Amounts falling
below the 10% and 15% thresholds are risk weighted at 250%.

Changes to capital requirements introduced by CRD IV

Credit valuation adjustment (‘CVA’) risk: introduced as a new requirement under CRD IV rules, this is a capital
charge to cover the risk of mark-to-market losses on expected counterparty risk, and is referred to as a regulatory
CVA risk capital charge.

Where we have both specific risk VAR approval and internal model method approval for a product, the CVA VAR
approach has been used to calculate the CVA capital charge. Where we do not hold both approvals, the standardised
approach has been applied. We have estimated our regulatory CVA risk capital charge calculated on a full range of
OTC derivative counterparties on the basis of the final CRD IV text, which exempts from the calculation of the CVA
risk capital charge certain corporates, intra-Group transactions, retirement benefits pension funds and specific
sovereign bodies. At 31 December 2012, we estimated our regulatory CVA risk capital charge based on the draft July
2011 CRD IV text, without any exemptions.

We have now identified the counterparties falling under this exemption on a best-endeavours basis. We have included
certain corporate counterparties that we believe will be above the clearing threshold although the process for
confirming the status of these companies is yet to be concluded. We have also exempted applicable sovereigns.

Counterparty credit risk (other than credit valuation adjustment): the additional requirements introduced by
CRD IV and included in the CCR charge include the increase in the asset value correlation multiplier for financial
counterparties, additional requirements for collateralised counterparties, margin period of risk and new requirements
for exposures to central clearing counterparties (‘CCPs”).

In estimating the capital requirements for exposures to CCPs, we have assumed that our CCPs in major jurisdictions
are ‘qualifying’ under the requirements of CRD IV, although this will ultimately depend on confirmation from the
competent regulatory authority. Where we do not have full data disclosed for a given CCP, we have assumed full
deduction of default fund exposures.

Amounts in aggregate below 15% threshold and therefore subject to 250% risk weight: as explained above,
items that fall under the threshold approach treatment under CRD IV, and which are below the 10% and 15%
thresholds, are risk-weighted at 250%.

Securitisation positions and free deliveries risk-weighted under CRD IV: securitisation positions which were
deducted 50% from core tier 1 and 50% from total capital, and free deliveries that were deducted from total capital
under current rules, are now included in RWAs at 1,250%.

Investment in commercial entities now risk-weighted: under CRD IV, investments in commercial entities that are
non-qualifying holdings are risk weighted. These were deducted under the current rules.

Deferred tax assets moved to threshold approach or deduction under CRD IV: deferred tax assets, which were
risk-weighted at 100% under the standardised approach under current rules, are treated as a capital deduction from
CET]1 to the extent they rely on the future profitability of the bank to be realised. Those that do not rely on future
profitability continue to be risk weighted.
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Directors

D J Flint, CBE, 58
Group Chairman

Skills and experience: extensive governance
experience gained through membership of the
Boards of HSBC and BP p.l.c.; considerable
knowledge of finance and risk management in
banking, multinational financial reporting, treasury
and securities trading operations; honoured with a
CBE in recognition of his services to the finance
industry; member of the Institute of Chartered
Accountants of Scotland and the Association of
Corporate Treasurers. Fellow of The Chartered
Institute of Management Accountants. Joined
HSBC in 1995.

Appointed to the Board: 1995

Current appointments include: director of The
Hong Kong Association; and Chairman of the
Institute of International Finance. A member of the
Mayor of Beijing’s International Business Leaders’
Advisory Council as well as the Mayor of
Shanghai’s International Business Leaders’ Advisory
Council; and a member of the International Advisory
Board of the China Europe International Business
School, Shanghai.

Former appointments include: Group Finance
Director; Chief Financial Officer and Executive
Director, Risk and Regulation. Co-Chairman of the
Counterparty Risk Management Policy Group III;
Chairman of the Financial Reporting Council’s
review of the Turnbull Guidance on Internal Control;
member of the Accounting Standards Board and the
Standards Advisory Council of the International
Accounting Standards Board; served on the Large
Business Forum on Tax and Competitiveness and
the Consultative Committee of the Large Business
Advisory Board of HM Revenue and Customs;
partner in KPMG; and non-executive director and
Chairman of the Audit Committee of BP p.l.c.

ST Gulliver, 54
Group Chief Executive

Skills and experience: a career banker with over

30 years’ international experience with HSBC; has
held a number of key roles in the Group’s operations
worldwide, including in London, Hong Kong,
Tokyo, Kuala Lumpur and the United Arab Emirates;
played a leading role in developing and expanding
Global Banking and Markets, the wholesale banking
division of the Group with operations in over 65
countries and territories. Joined HSBC in 1980.
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Appointed to the Board: 2008

Current appointments include: Chairman of The
Hongkong and Shanghai Banking Corporation
Limited; and Chairman of the Group Management
Board. A member of the Monetary Authority of
Singapore International Advisory Panel and the
International Advisory Council of the China Banking
Regulatory Commission.

Former appointments include: Chairman, Europe,
Middle East and Global Businesses and Chairman of
HSBC Bank plc, HSBC Bank Middle East Limited
and HSBC Private Banking Holdings (Suisse) SA.
Head of Global Banking and Markets; Co-Head of
Global Banking and Markets; Head of Global
Markets; Head of Treasury and Capital Markets in
Asia-Pacific; Deputy Chairman of HSBC Trinkaus
& Burkhardt AG and a member of its Supervisory
Board; and Chairman of HSBC France.

S A Catz', 51

Skills and experience: a background in international
business leadership, having helped transform Oracle
into the largest producer of business management
software and the world’s leading supplier of software
for information management.

Appointed to the Board: 2008

Current appointments include: President and
Chief Financial Officer of Oracle Corporation.
Joined Oracle in 1999 and appointed to the board
of directors in 2001.

Former appointments include: Managing Director
of Donaldson, Lufkin & Jenrette.

L M L Cha’, GBS, 63

Member of the Corporate Sustainability Committee
and, since 1 January 2013, Chairman.

Skills and experience: extensive regulatory and
policy making experience in the finance and securities
sector in Hong Kong and mainland China; formerly
Vice Chairman of the China Securities Regulatory
Commission, being the first person outside mainland
China to join the Central Government of the People’s
Republic of China at vice-ministerial rank; awarded
Gold and Silver Bauhinia Stars by the Hong Kong
Government for public service; formerly Deputy
Chairman of the Securities and Futures Commission
in Hong Kong; and has worked in the US and Asia.

Appointed to the Board: 2011
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Current appointments include: non-executive
Deputy Chairman of The Hongkong and Shanghai
Banking Corporation Limited; non-official member
of the Executive Council of Hong Kong SAR; a
Hong Kong Deputy to the 12th National People’s
Congress of China; non-executive director of China
Telecom Corporation Limited; Senior International
Advisor for Foundation Asset Management Sweden
AB; member of the State Bar of California; and
Chairman of the Financial Services Development
Council of Hong Kong SAR since 17 January 2013.
A non-executive director of Unilever PLC and
Unilever N.V. since 14 May 2013. Member of the
International Advisory Council of the China Banking
Regulatory Commission since 12 July 2013.

Former appointments include: non-executive
director of Bank of Communications Co., Ltd.,
Baoshan Iron and Steel Co. Limited; Johnson
Electric Holdings Limited; and Chairman of the
University Grants Committee in Hong Kong. Non-
executive director of Hong Kong Exchanges and
Clearing Limited; and Tata Consultancy Services
Limited; and Chairman of the ICAC Advisory
Committee on Corruption. Ceased to be a member
of the Advisory Board of the Yale School of
Management on 18 April 2013.

M KT Cheung’, GBS, OBE, 65

Member of the Group Audit Committee.

Skills and experience: a background in international
business and financial accounting, particularly in
Greater China and the wider Asian economy; retired
from KPMG Hong Kong in 2003 after more than

30 years; awarded the Gold Bauhinia Star by the
Hong Kong Government. Fellow of the Institute

of Chartered Accountants in England and Wales.

Appointed to the Board: 2009

Current appointments include: non-executive
director of Hang Seng Bank Limited and HKR
International Limited; non-executive Chairman of
the Airport Authority Hong Kong and the Council
of the Hong Kong University of Science and
Technology; director of The Association of Former
Council Members of The Stock Exchange of Hong
Kong Limited and The Hong Kong International
Film Festival Society Ltd; and a member of the
Working Group on Transportation under the
Economic Development Commission of the Hong
Kong SAR Government since 17 January 2013.

Former appointments include: non-executive
director of Sun Hung Kai Properties Limited and
Hong Kong Exchanges and Clearing Limited;
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Chairman and Chief Executive Officer of KPMG
Hong Kong; council member of the Open University
of Hong Kong; and non-official member of the
Executive Council of the Hong Kong SAR.

J B Comey’, 52

Member of the Financial System Vulnerabilities
Committee since 4 March 2013.

Skills and experience: extensive experience in both
the public and private sectors in the US federal and
state justice systems and as General Counsel to
leading international businesses. Former US Deputy
Attorney General responsible for supervising
operations of the US Department of Justice. As US
Attorney for the Southern District of New York,
oversaw the prosecution of corporate executives on
fraud and securities-related charges and international
drug cartels.

Appointed to the Board: 4 March 2013

Following his confirmation by the US Senate as the
next Director of the Federal Bureau of Investigation,
Jim will cease to be a Director and a member of the
Financial System Vulnerabilities Committee with
effect from 4 September 2013.

Current appointments include: Columbia
University Law School, Senior Research Scholar
and Hertog Fellow on National Security Law.

Former appointments include: General Counsel
of Bridgewater Associates, LP; Senior Vice
President and General Counsel of Lockheed Martin
Corporation; US Deputy Attorney General; US
Attorney for the Southern District of New York;
and Assistant US Attorney for the Eastern District
of Virginia.

J D Coombe', 68

Chairman of the Group Audit Committee and
member of the Group Risk Committee and Group
Remuneration Committee.

Skills and experience: a background in
international business, financial accounting and the
pharmaceutical industry. Formerly Chief Financial
Officer of GlaxoSmithKline plc with responsibility
for the group’s financial operations globally. Fellow
of the Institute of Chartered Accountants in England
and Wales.

Appointed to the Board: 2005



Current appointments include: non-executive
Chairman of Hogg Robinson Group plc and Home
Retail Group plc.

Former appointments include: executive director
and Chief Financial Officer of GlaxoSmithKline plc;
non-executive director of GUS plc; member of the
Supervisory Board of Siemens AG; Chairman of The
Hundred Group of Finance Directors; member of the
Accounting Standards Board; and a council member
of The Royal Academy of Arts.

Sir Jonathan Evans', 55

Member of the Financial System Vulnerabilities
Committee with effect from 6 August 2013.

Skills and experience: extensive experience in
national security policy and operations. Formerly
Director General of MI5 with responsibility for the
leadership, policy and strategy of the Security
Service, including international and domestic
counter-terrorism, counter-espionage and counter-
proliferation activities and cyber security.
Responsibility for the oversight of the Joint Terrorist
Analysis Centre and the Centre for the Protection of
National Infrastructure and attended the National
Security Council.

Appointed to the Board: with effect from 6 August
2013

Current appointments include: Senior Associate
of Accenture.

Former appointments include: Various positions
in the UK Security Service over a 30-year career,
including: Director General; Deputy Director
General; Director of International Counter-
Terrorism; and Head of the Security Service’s
Secretariat.

J Faber', 63

Member of the Group Risk Committee and, since
24 May 2013, Chairman.

Skills and experience: a background in banking
and asset management with significant international
experience, having worked in Germany, Tokyo, New
York and London. Former Chief Executive Officer
of Allianz Global Investors AG and member of the
management board of Allianz SE; 14 years’
experience with Citigroup Inc. holding positions in
Trading and Project Finance and as Head of Capital
Markets for Europe, North America and Japan. Has a
doctorate from the University of Administrative
Sciences in Speyer.
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Appointed to the Board: March 2012

Current appointments include: Chairman of the
supervisory board of Deutsche Borse AG; Chairman
of the Shareholder Committee of Joh A. Benckiser
SARL,; independent director of Coty Inc.; director
of Allianz France S.A., Allianz Investment
Management GmbH and Allianz Climate Solutions
GmbH; member of the advisory boards of the
Siemens Group Pension Board, the European School
for Management and Technology; member of the
supervisory board and Chairman of the audit and risk
committee of OSRAM Licht AG since 11 July 2013;
and council member of The Hongkong — Europe
Business Council since 1 June 2013.

Former appointments include: Chairman of
Allianz Global Investors Kapitalanlagegesellschaft
and Allianz Global Investors Deutschland GmbH;
Chairman of the board of Allianz Global Investors
SGR; and member of the board of Allianz SpA and
of the supervisory board of Bayerische Borse AG.
Ceased to be a member of the German Council for
Sustainable Development on 1 July 2013.

R A Fairhead’, CBE, 51

Chairman of the Financial System Vulnerabilities
Committee since 18 January 2013. Chairman of the
Group Risk Committee and member of the Group
Audit Committee until 24 May 2013 and member
of the Nomination Committee.

Skills and experience: a background in international
industry, publishing, finance and general management.
Formerly Finance Director of Pearson plc with
responsibility for overseeing the day-to-day running
of the finance function and directly responsible for
global financial reporting and control, tax and
treasury. Has a Master’s in Business Administration
from the Harvard Business School.

Appointed to the Board: 2004

Current appointments include: Non-executive
member of the board of the UK Government’s
Cabinet Office; and non-executive director of The
Economist Newspaper Limited.

Former appointments include: Executive Vice
President, Strategy and Group Control of Imperial
Chemical Industries plc; Finance Director of Pearson
plc; and Chairman and director of Interactive Data
Corporation. Ceased to be Chairman and director of
Financial Times Group Limited and director of
Pearson plc on 27 April 2013.

Directors Interim Management Report Overview

Financial Statements

Additional Information




HSBC HOLDINGS PLC

Board of Directors and Senior Management

Directors / Secretary

R Fassbind’, 58

Member of the Group Audit Committee and the
Group Remuneration Committee since 1 March
2013.

Skills and experience: a background in financial
accounting and international business. Formerly
Chief Financial Officer of Credit Suisse Group
AG and ABB Group. Has a Master’s in Business
Administration and a PhD in Economics from the
University of Zurich.

Appointed to the Board: 1 January 2013

Current appointments include: Vice Chairman of
the supervisory board and member of the audit and
compensation committees of Swiss Reinsurance
Company; member of the supervisory board and
audit committee of Kiihne + Nagel International
AG; independent director of Oanda Corporation;
and member of the supervisory board of the Swiss
Federal Audit Oversight Authority.

Former appointments include: Chief Financial
Officer of Credit Suisse Group AG; Senior Advisor
to the Chief Executive, Credit Suisse Group AG;
Chief Executive Officer of Diethelm Keller Group;
Chief Financial Officer of ABB Group; Chairman
of ABB (Switzerland) AG and DKSH AG; and a
member of the supervisory board of Winterthur
Insurance Company.

JW J Hughes-Hallett”, CMG, SBS, 63

Member of the Nomination Committee and, since
1 January 2013, the Corporate Sustainability
Committee.

Skills and experience: a background in financial
accounting and experience of management of

a broad range of international businesses,

including aviation, insurance, property, shipping,
manufacturing and trading in the Far East, UK, US
and Australia. Awarded the Silver Bauhinia Star by
the Hong Kong Government. Fellow of the Institute
of Chartered Accountants in England and Wales.

Appointed to the Board: 2005

Current appointments include: Chairman of
John Swire & Sons Limited; non-executive director
of Cathay Pacific Airways Limited and Swire
Pacific Limited; Chairman of the Esmée Fairbairn
Foundation; member of The Hong Kong
Association; and Chairman of the Governing
Board of the Courtauld Institute of Art.

Former appointments include: non-executive
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director of The Hongkong and Shanghai Banking
Corporation Limited and a trustee of the Dulwich
Picture Gallery.

W S H Laidlaw’, 57

Member of the Group Remuneration Committee.

Skills and experience: significant international
experience, particularly in the energy sector, having
had responsibility for businesses in four continents.
Qualified Solicitor and Master’s in Business
Administration from INSEAD.

Appointed to the Board: 2008

Current appointments include: Chief Executive
Officer of Centrica plc; and Lead Non-executive
Board Member of the UK Department for Transport.

Former appointments include: Executive Vice
President of Chevron Corporation; non-executive
director of Hanson PLC; Chief Executive Officer

of Enterprise Oil plc; President and Chief Operating
Officer of Amerada Hess Corporation; and a member
of the UK Prime Minister’s Business Advisory
Group.

J P Lipsky', 66

Member of the Group Risk Committee and the
Nomination Committee.

Skills and experience: international experience
having worked in Chile, New York, Washington and
London and interacted with financial institutions,
central banks and governments in many countries.
Served at the International Monetary Fund as First
Deputy Managing Director, Acting Managing
Director and as Special Advisor. Has a PhD from
Stanford University.

Appointed to the Board: March 2012

Current appointments include: Distinguished
Visiting Scholar, International Economics

Program at the Paul H. Nitze School of Advanced
International Studies, Johns Hopkins University.
Co-chairman of the Aspen Institute Program on the
World Economy; director of the National Bureau

of Economic Research and the Center for Global
Development; and member of the advisory board of
the Stanford Institute for Economic Policy Research
and the Council on Foreign Relations. Global Policy
Advisor for Anderson Global Macro, LLC since

4 February 2013 and Chairman of World Economic
Forum’s Global Agenda Council on the International
Monetary System since 1 June 2013.



Former appointments include: Vice Chairman
J P Morgan Investment Bank; director of the
American Council on Germany and the Japan
Society; and a trustee of the Economic Club of
New York.

J R Lomax', 68

Member of the Group Audit Committee and Group
Risk Committee.

Skills and experience: experience in both the public
and private sectors and a deep knowledge of the
operation of the UK government and financial system.

Appointed to the Board: 2008

Current appointments include: Chairman of the
International Regulatory Strategy Group and a
director of TheCityUK since 1 January 2013;
non-executive director of The Scottish American
Investment Company PLC, Arcus European
Infrastructure Fund GP LLP and Heathrow Airport
Holdings Limited (formerly BAA Limited); member
of the Council of Imperial College, London; and
President of the Institute of Fiscal Studies.

Former appointments include: Deputy Governor,
Monetary Stability, at the Bank of England and
member of the Monetary Policy Committee;
Permanent Secretary at the UK Government
Departments for Transport and Work and Pensions
and the Welsh Office; and Vice President and Chief
of Staff to the President of the World Bank. Ceased
to be a non-executive director of Reinsurance Group
of America Inc. on 15 May 2013.

1 J Mackay, 51
Group Finance Director

Skills and experience: extensive financial and
international experience, having worked in London,
Paris, US and Asia. Member of the Institute of
Chartered Accountants of Scotland. Joined HSBC
in 2007.

Appointed to the Board: 2010

Current appointments include: member of the
Group Management Board.

Former appointments include: director of Hang
Seng Bank Limited; Chief Financial Officer, Asia-
Pacific; and Chief Financial Officer, HSBC North
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America Holdings Inc; Vice President and Chief
Financial Officer of GE Consumer Finance and
Vice President and Chief Financial Officer of
GE Healthcare — Global Diagnostic Imaging.

Sir Simon Robertson’, 72
Deputy Chairman and senior independent
non-executive Director

Chairman of the Nomination Committee and, since
24 May 2013, the Group Remuneration Committee.
Member of the Financial System Vulnerabilities
Committee since 18 January 2013.

Skills and experience: a background in international
corporate advisory with a wealth of experience in
mergers and acquisitions, merchant banking,
investment banking and financial markets; honoured
with a knighthood in recognition of his services to
business; extensive international experience having
worked in France, Germany, the UK and the US.

Appointed to the Board: 2006

Current appointments include: The founding
member of Robertson Robey Associates LLP,
formerly Simon Robertson Associates LLP;
non-executive director of Berry Bros. & Rudd
Limited, The Economist Newspaper Limited,
NewShore Partners Limited and Troy Asset
Management; and trustee of the Eden Project Trust
and the Royal Opera House Endowment Fund.

Former appointments include: Managing Director
of Goldman Sachs International; Chairman of
Dresdner Kleinwort Benson; and non-executive
director of Royal Opera House, Covent Garden
Limited. Ceased to be non-executive Chairman

of Rolls-Royce Holdings plc on 2 May 2013.

T Independent non-executive Director.

Secretary

B J S Mathews, 46
Group Company Secretary

Joined HSBC on 11 June 2013 and became Group
Company Secretary on 1 July 2013. Fellow of the

Institute of Chartered Secretaries and Administrators.

Former appointments include: Group Company
Secretary of Rio Tinto plc from 2007 to 7 June 2013;
and Group Company Secretary of BG Group plc.
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Adviser to the Board

D J Shaw, 67

Adviser to the Board since 1998. Director of HSBC
Bank Bermuda Limited. An independent non-
executive director of Kowloon Development
Company Limited and Shui On Land Limited.
Solicitor: former partner of Norton Rose. Other
former appointments include: a director of

HSBC Private Banking Holdings (Suisse) SA

and HSBC Private Bank (Suisse) SA.

Group Managing Directors

A Almeida, 57
Group Head of Human Resources and Corporate
Sustainability

Joined HSBC in 1992. A Group Managing Director
since 2008. Former HSBC appointments include:
Global Head of Human Resources for Global
Banking and Markets, Global Private Banking,
Global Transaction Banking and HSBC Amanah.

S Assaf, 53
Chief Executive, Global Banking and Markets

Joined HSBC in 1994. A Group Managing Director
since 2011. Chairman of HSBC France since
November 2012. A director of HSBC Trinkaus &
Burkhardt AG. Former HSBC appointments include:
director of HSBC Global Asset Management Limited
and of HSBC Bank Egypt S.A.E.; Head of Global
Markets; and Head of Global Markets for Europe,
Middle East and Africa.

PW Boyles, 57
Chief Executive of Global Private Banking

Joined HSBC in 1975. A Group Managing Director
with effect from 1 October 2013. A director of
HSBC Global Asset Management Limited since

12 April 2013 and of HSBC Trinkaus & Burkhardt
AG. Former HSBC appointments include: Chief
Executive of HSBC France and Continental Europe
and a director of HSBC Bank plc. Ceased to be
director of HSBC Bank Malta p.l.c on 5 March 2013.

S N Cooper, 45
Deputy Chairman and Chief Executive, HSBC
Middle East and North Africa

Joined HSBC in 1989. A Group Managing Director
and Chief Executive of Global Commercial Banking
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with effect from 1 October 2013. Chairman of
HSBC Bank Oman S.0.A.G and Deputy Chairman
of HSBC Bank Middle East Limited. A director of
HSBC Bank plc since 18 April 2013 and of The
Saudi British Bank. Former HSBC appointments
include: Chief Executive of HSBC Korea and Head
of Corporate and Investment Banking of HSBC
Singapore. Ceased to be Chairman of HSBC Bank
Egypt S.A.E on 29 June 2013.

| M Dorner, 58
President and Chief Executive Officer of HSBC
USA

Joined HSBC in 1986. A Group Managing Director
since 1 February 2013. Chairman of HSBC Bank
USA, National Association and HSBC USA Inc.;
President and Chief Executive Officer of HSBC
North America Inc. Former HSBC appointments
include: Chairman of HSBC Amanah Malaysia
Berhad and HSBC Amanah Takaful (Malaysia)
Sendirian Berhad; Deputy Chairman and Chief
Executive of HSBC Bank Malaysia Berhad; Chief
Operating Officer, Treasury and Capital Markets;
General Manager of Marketing, General Manager of
Human Resources; and General Manager of Premier
and Wealth Management, HSBC Bank plc.

J M Flint, 45
Chief Executive, Retail Banking and Wealth
Management

Joined HSBC in 1989. A Group Managing Director
since 1 January 2013. A director of HSBC Private
Banking Holdings (Suisse) SA since 6 June 2013
and of HSBC Bank Canada since February 2012.
Former HSBC appointments include: Chief of Staff
to the Group Chief Executive and Group Head of
Strategy and Planning; Chief Executive Officer,
HSBC Global Asset Management; Group Treasurer;
and Deputy Head of Global Markets.

M P Kaur, 49
Group Head of Internal Audit

Joined HSBC and became a Group Managing
Director on 1 April 2013. A co-opted member of
The Institute of Chartered Accountants in England
and Wales Council since 1 May 2013. Former
appointments include: Global Head of Group Audit
for Deutsche Bank AG; Chief Financial Officer &
Chief Operating Officer, Restructuring & Risk
Division, Royal Bank of Scotland Group plc; Group
Head of Compliance and Anti-Money Laundering,



Lloyds TSB; and Global Director of Compliance,
Global Consumer Group, Citigroup.

A M Keir, 54
Global Head of Commercial Banking

Joined HSBC in 1981. A Group Managing Director
since 2011. Chief Executive of HSBC Bank plc
with effect from 1 October 2013. Former HSBC
appointments include: Global Co-Head, Global
Commercial Banking.

S A Levey, 50
Chief Legal Officer

Joined HSBC and became a Group Managing
Director in January 2012. Former appointments
include: Under Secretary for Terrorism and Financial
Intelligence in the US Department of Treasury;
Senior Fellow for National Security and Financial
Integrity at the Council on Foreign Relations;
Principal Associate Deputy Attorney General at

the US Department of Justice; and Partner at Miller,
Cassidy, Larroca & Lewin LLP and Baker Botts
LLP.

A M Losada, 58
Chief Executive, Latin America and the Caribbean

Joined HSBC in 1973. A Group Managing Director
since December 2012. Chairman of HSBC Bank
(Panama) S.A. since February 2012. A director of
HSBC Bank Argentina S.A. since May 2012 and

a director of HSBC Mexico, S.A., Institucion de
Banca Multiple, Grupo Financiero HSBC and Grupo
Financiero HSBC, S.A. de C.V. since February
2012. Former HSBC appointments include: Chief
Executive Officer, HSBC Argentina; and Deputy
Head, Personal Financial Services, Brazil.

M M Moses, 55
Group Chief Risk Officer

Joined HSBC in 2005. A Group Managing Director
since 2010. A director of HSBC Insurance

207

(Bermuda) Limited. A director of HSBC Private
Bank (Suisse) SA and HSBC Private Banking
Holdings (Suisse) SA since September 2012. Former
HSBC appointments include Chief Financial and
Risk Officer, Global Banking and Markets.

S P O’Sullivan, 57
Group Chief Operating Officer

Joined HSBC in 1980. A Group Managing Director
since 2011. Former HSBC appointments include:
Group Chief Technology and Services Officer;
director and Chief Operating Officer of HSBC Bank
plc; and Chief Operating Officer of HSBC Bank
Canada.

B Robertson, 59
Chief Executive, HSBC Bank plc
until 1 October 2013

Joined HSBC in 1975. A Group Managing Director
since 2008. Chairman of HSBC Life (UK) Limited
and of HSBC Bank A.S. since 29 April 2013. A
director of HSBC Bank Malta since 5 April 2013 and
a director of HSBC Bank Bermuda Limited since
January 2012. Former HSBC appointments include:
Group Chief Risk Officer; and Head of Global
Banking and Markets for North America.

PT SWong, 61

Deputy Chairman and Chief Executive, The
Hongkong and Shanghai Banking Corporation
Limited

Joined HSBC in 2005. A Group Managing Director
since 2010. Chairman of HSBC Bank (China)
Company Limited and HSBC Bank Malaysia
Berhad. A non-executive director of Hang Seng
Bank Limited and Bank of Communications Co.,
Ltd. An independent non-executive director of
Cathay Pacific Airways Limited. Former HSBC
appointments include: Vice Chairman of HSBC
Bank (Vietnam) Ltd; director of HSBC Bank
Australia Limited; and a director of Ping An
Insurance (Group) Company of China, Ltd.
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HSBC HOLDINGS PLC

Financial Statements (unaudited)

Consolidated income statement / Consolidated statement of comprehensive income

Consolidated income statement for the half-year to 30 June 2013

INEETESt INCOME ...ttt
INEEIESt EXPENSE ..cuveuviniiiiiiieiieiieicieect ettt e

NEt INLEIESt INCOIME .vviverireiiieiieieieieeetete et st ettt beneesesaenesaeseesennns

FEE INCOIME ..ottt eneaee
FEE EXPEISE ..ttt

NEt fE€ INCOME ....vivieiiieiieeieiieteteete ettt sb e st eaeeaeesaeseesaennas

Trading income excluding net interest iNCOME .......ccvereeeerieeerieerieereereeenes
Net interest income on trading activities

Net trading INCOME .....ccevivieuirieiiiieirteeetetet sttt st

Changes in fair value of long-term debt issued and related derivatives .........
Net income from other financial instruments designated at fair value ...........

Net expense from financial instruments designated at fair value .................
Gains less losses from financial investments ..........c.coceeuceeaene.
Dividend INCOME .....cvvueiriiieiiieiiieieeestee ettt eees
Net earned iNSUTraNCe PremMilIMS ........c.covreeuererereririeieuereireneeseseseeneseesesesesesessne
Gains on disposal of US branch network, US cards business and

Ping An Insurance (Group) Company of China, Ltd ........ccccoeeiieinnnnens
Other OPerating INCOME .......c.covvueveueuiririereieiiirieeeieieeereseetese ettt bt sesenes

Total operating income ..............cccooiiiiininiiicieecc e

Net insurance claims incurred and movement in liabilities
0 POLICYNOLARTS ..ot

Net operating income before loan impairment charges and
other credit risk provisions .............c.cccoeoeiiiiniiniincce

Loan impairment charges and other credit risk provisions ..........c.ccccceeveueneee.
Net operating inCOME ..............cccooeviniiiniiiniiiniiic e

Employee compensation and benefits ...........c.ocoeeeenirnieecninneccccnineeneenes
General and adminisStrative EXPENSEs ........c.coevvvurueeererireniriereereneseeresereresseeenenes
Depreciation and impairment of property, plant and equipment ....................
Amortisation and impairment of intangible assets ............cococcceveeerrerecennnnnn.

Total operating eXPenses ...........c..coveireinieinieineninenieeeereeerese e
Operating profit ...
Share of profit in associates and joint VENtUIes ............cccoeveverveveverirenrerererenennns
Profit before tax .............ccooiiiiiiicc e
TAX EXPEIISE ..evenvuitenirieietee ettt ettt ettt ettt ebe st eb et ettt ettt enes
Profit for the period ...

Profit attributable to shareholders of the parent company ...........cccccovvveunee.
Profit attributable to non-controlling interests ...........coceevverveereeerieierieenenns

Basic earnings per ordinary Share .............cocoveeeernniecrcnnneccceneeene
Diluted earnings per ordinary Share .............cccoeeeeverieenieenieineeseeseeseeenes

Notes

Half-year to
30 June 30 June 31 December
2013 2012 2012
US$m US$m US$m
25,740 29,549 27,153
(7,921) (10,173) (8,857)
17,819 19,376 18,296
10,148 10,281 9,868
(1,744) (1,974) (1,745)
8,404 8,307 8,123
5,230 3,134 1,274
1,132 1,385 1,298
6,362 4,519 2,572
(1,419) (1,810) (2,517)
222 627 1,474
(1,197) (1,183) (1,043)
1,856 1,023 166
107 103 118
6,226 6,696 6,348
- 3,809 3,215
946 1,022 1,078
40,523 43,672 38,873
(6,151) (6,775) (7,440)
34,372 36,897 31,433
(3,116) (4,799) (3,512)
31,256 32,098 27,921
(9,496) (10,905) (9,586)
(7,727) 9,125) (10,858)
(699) (706) (778)
477) (468) (501)
(18,399) (21,204) (21,723)
12,857 10,894 6,198
1,214 1,843 1,714
14,071 12,737 7,912
(2,725) (3,629) (1,686)
11,346 9,108 6,226
10,284 8,438 5,589
1,062 670 637
US$ US$ US$
0.54 0.45 0.29
0.54 0.45 0.29

The accompanying notes on pages 216 to 263 form an integral part of these financial statements'".

For footnote, see page 215.
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Consolidated statement of comprehensive income for the half-year to 30 June 2013

Half-year to
30 June 30 June 31 December
2013 2012 2012
US$m US$m US$m
Profit for the Period .........cccoovieiieiiiniieeccc e 11,346 9,108 6,226
Other comprehensive income/(expense)
Items that will be reclassified subsequently to profit or loss when specific
conditions are met:
Available-for-sale INVESTMENLS .........coevieuieriiieiereeiecteete et eve ettt eeeeaeeteereere e ereens (1,818) 1,593 3,477
— fair value gains/(I0SSES) .......cvveevereeererreeereesseeseesssessesesnsns (1,609) 2,362 4,034
— fair value gains transferred to income statement on disposal ..........cccccceerirueneee (1,025) (1,017) (855)
— amounts transferred to the income statement in respect of
IMPAITMENT LOSSES ..vvvirverieierieteiieteieiesiee ettt ettt s sesseneese e eseneesenes 206 450 552
— IICOMMIE TAXES .envuvenitentirentetereetteteteetes et be e st ettt ettt b et e st sa et st et et ebe e ebe e eneeas 610 (202) (254)
Cash fIOW NEAZES ..veuveviieirieieieeeee et ettt (198) (6) 115
— fair value gains/(10SSes) .......cccceeveruereueueceninirieiecerenenne . 35 (307) 859
— fair value (gains)/losses transferred to income statement . (258) 245 (668)
— INCOMME TAXES vovvvirierinietiiereeteseeseseeseseesessesessesessesesesesesessesseseneeseseesessesessesessesenas 25 56 (76)
Share of other comprehensive income/(expense) of associates and joint ventures ... 1 338 195
— Share for the YEar.......c.ccoviiciiinieccecce et 37 338 (27)
— reclassified to income statement on disposal (36) — 222
EXChange differenCes ........cooeivieieieieieieieieeeeeee et (4,525) (392) 1,409
— foreign exchange gains reclassified to income statement on disposal of a
FOT@IZN OPETALION ...ttt (290) - (1,128)
— other exchange difference ..........coceieerieenieiieieee e (4,235) (392) 2,537
Items that will not be reclassified subsequently to profit or loss:
Remeasurement of defined benefit liability/asset ........c.coccceoerevrreerinnneccncnninnenes (959) (469) 274
— DEOre INCOME tAXES ...veviueeeiieeieieiieteieie ettt eseneenas (1,223) (619) 228
— IICOIMIE TAXES .vvvveneerenrereienereeneeteseeteseetesesseseeseeesessesesenessenessenesseneeseneesensesessenennas 264 150 46
Other comprehensive income/(expense) for the period, net of taX ......c..occcceeevereneeee (7,499) 1,064 5,470
Total comprehensive income for the period ............cocevverireneineineeeseeeee 3,847 10,172 11,696
Total comprehensive income for the period attributable to:
— shareholders of the parent company 3,072 9,515 10,940
— NON-CONTOIIING INTEIESES ...euvvieeiiieiiiieiiteieiet ettt 775 657 756
3,847 10,172 11,696

The accompanying notes on pages 216 to 263 form an integral part of these financial statements'.

For footnotes, see page 215.

209

Interim Management Report Overview

Directors

%
&
c
£
9
o
©
IS
(92}
©
3]
c
©
£
i

Additional Information



HSBC HOLDINGS PLC

Financial Statements (unaudited) (continued)

Consolidated balance sheet / Consolidated statement of cash flows

Consolidated balance sheet at 30 June 2013

Assets

Cash and balances at central banks ............ccceeeeieieiieierienereeese e
Items in the course of collection from other banks ............cccceeeveverineiennnnns
Hong Kong Government certificates of indebtedness .........c.coeeeerererinueneee
Trading ASSELS ..c.vevevevereeierieirieieereeeeee e

Financial assets designated at fair value ...

Derivatives .......ccceeveevveeniecenieeereeenne
Loans and advances t0 banks ...........ccccoveeieieeeieiiesieieiesese e
Loans and advances t0 CUSTOMETS .......ccceeieiereeieieieiieieniesiesiesaeseesteeneeneeneens
Financial INVESIMENTS .........cveivievirieiiieiiieieieietetetese et ere et ese e eesesaenas
ASSEts held fOT SALE ....ocveevieeieiieiiiicieceeeeec e
OLHET @SSELS .vevieviieieiietieiieieieterte et ste st e te e e e e st ese e e esae s e ssesbessessesbeeseeneeseeseans
CUITENE TAX ASSELS 1.veuvevireierierierieniesietesiestestestesteeteeseeseesteneesentensessesbesseesessesseans
Prepayments and accrued income .........
Interests in associates and joint ventures ..
Goodwill and intangible assets ...............
Property, plant and eqUIPMENL ...........ccceviereieueerininieiecerieeeeeeee e
Deferred taX ASSELS ....evviiirieieieieiieieietest ettt ettt saeereens

TOLAl ASSELS ..vevireeirerieienieieeetete ettt ettt ettt ese st ese st et e b ese b eseeseneeseneenan

Liabilities and equity

Liabilities

Hong Kong currency notes in circulation ............cccceeevevieeeercnenneiecninnenenenes
Deposits by banks ..........ccccccecerrereuceennes

CUStOMET ACCOUNLS ...vevvevrenienreieriesieneeseeereereeneeeeas
Items in the course of transmission to other banks .
Trading HaDIHES .....c.evveerieieieieieete e
Financial liabilities designated at fair value ..........cccocooeeneineinennenccne
DIETIVALIVES .vvvivieietenieiiietitetet ettt s et ese st ese s esa s se s sesseseeseneesas
Debt SECUTITIES TN ISSUE .vvevvevriieieieetieiesteereee ettt esaeseeseesessessessesbessesseerens
Liabilities of disposal groups held for sale
Other liabilities ...
Current tax liabilities ............ccceenen.

Liabilities under iNSUrance CONIACES .........coevveeeieiereerierierierienieseesieereeneeeeneens
Accruals and deferred INCOME ......ccoovevveviieririeirieeeicceeceeee e
PIOVISIONS ..viuviiviiiieiiieieiieteeteetestestesteste st e stesbeeseeaeeseeseeseessessesessebessessesseeseeseesnas
Deferred tax Habilities ........cccevvevierierierierieeieeceeeee ettt eeeens
Retirement benefit lIabilities .........cccoveeirieririiieiiieiieesi e
Subordinated HabIlities ...........ccccveieiieierieriereee et

TOtal HADIIIES ...veveveviieeiieiieicieteieteee ettt enas

Equity

Called up share Capital ..........ccooveirieirieirieieeieeeeee e
Share Premium ACCOUNT .......c.orveuirieuirieiiteiriere ettt
Other equity INStIUMENLS .....c.cvvrieveuiiiririeieieieerireeiei ettt
OFhET TESETVES ..vevviiniirieiiirieteteiei sttt ettt et bttt eaebenes
Retained Carnings ......c.cceveireeirieiiienieiere ettt ettt

Total Shareholders” EQUILY .......coevveerieirieirieiieeeeee e
NON-CONIOIING INEETESS ...eveuveriveiirieiiriesieteieteseee ettt seeeeeenees

TOtAl @QUILY .euveeeeteeeiireeteie ettt ettt ettt

Total equity and LHabilities ............ccccvreeiininniecineecce e

Notes

10
11

12
13

14
15
11

16

At At At

30 June 30 June 31 December
2013 2012 2012
US$m US$m US$m
148,285 147,911 141,532
8,416 11,075 7,303
24,275 21,283 22,743
432,601 391,371 408,811
35,318 32,310 33,582
299,213 355,934 357,450
185,122 182,191 152,546
969,382 974,985 997,623
404,214 393,736 421,101
20,377 12,383 19,269
45,135 47,115 54,716
1,207 1,312 515
9,781 9,736 9,502
15,676 23,790 17,834
28,537 28,916 29,853
10,572 10,642 10,588
7,205 7,644 7,570
2,645,316 2,652,334 2,692,538
24,275 21,283 22,742
110,023 123,553 107,429
1,316,182 1,278,489 1,340,014
9,364 11,321 7,138
342,432 308,564 304,563
84,254 87,593 87,720
293,669 355,952 358,386
109,389 125,543 119,461
19,519 12,599 5,018
33,511 35,119 33,862
1,586 3,462 1,452
69,771 62,861 68,195
11,292 11,727 13,184
4,787 5,259 5,252
864 1,585 1,109
3,216 3,962 3,905
28,821 29,696 29,479
2,462,955 2,478,568 2,509,409
9,313 9,081 9,238
11,071 9,841 10,084
5,851 5,851 5,851
23,503 24,806 29,722
124,332 116,266 120,347
174,070 165,845 175,242
8,291 7,921 7,887
182,361 173,766 183,129
2,645,316 2,652,334 2,692,538

The accompanying notes on pages 216 to 263 form an integral part of these financial statements'".

For footnote, see page 215.
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Consolidated statement of cash flows for the half-year to 30 June 2013

Half-year to
30 June 30 June 31 December
Notes 2013 2012 2012
USSm USSm USSm 2
>
Cash flows from operating activities EJ
Profit DEfOre tAX ...ooviveieiieeieeieiicieecc ettt 14,071 12,737 7,912 (@)

Adjustments for:
— net gain from inVesting aCtiVIties ........oceverveerieirieirieerieieeeee e (1,435) (1,481) (613)

— share of profit in associates and joint ventures (1,214) (1,843) (1,714)
— gain on disposal of US branch network, US cards business
and Ping An Insurance (Group) Company of China, Ltd (‘Ping An’).... - (3,809) (3,215)
— other non-cash items included in profit before tax .........ccccevereeneens 20 5,091 10,420 9,358 hud
— change in OPerating aSSELS .......c.covurvereueriririeeerereenereeieieseere st seeeeene 20 20,921 (47,658) (68,863) 8_
— change in operating Habilities ...........cccocevirierirerireieeieeeeeeeeseee 20 (21,070) 40,766 48,304 EGEJ
— elimination of exchange differences® 4,877 3,504 (7,130) =
— dividends received from associates .......... . 665 278 211 )
— contributions paid to defined benefit plans .. . (494) (437) (296) GE_,
= 18X PAIA ettt et (2,125) (2,304) (3,283) =
Net cash generated from operating activities ............c.covvvereuerennnrerecrerenenene 19,287 10,173 (19,329) ‘;5
Cash flows from investing activities £
Purchase of financial iINVEStMENTS ........c..ccvvveiereieriieierieeieeeee e (171,175) (177,427) (165,547) 'q:)
Proceeds from the sale and maturity of financial investments ...................... 181,706 188,242 141,684 e
Purchase of property, plant and equipment ............cccoceceruenene (1,155) (683) (635) -
Proceeds from the sale of property, plant and equipment .. 164 76 165
Proceeds from the sale of loan portfolios ...........ccceceu.. . 3,193 - -
Net purchase of intangible aSSEtS ...........cceevrereiirieirieenierereeeeee e (416) (507) (501)
Net cash inflow from disposal of US branch network and cards business ..... - 23,484 (2,579)
Net cash inflow/(outflow) from disposal of other subsidiaries and
DUSINESSES ....vviiiiccicc s 287 (1,537) 674 »
Net cash inflow/(outflow) from acquisition of or increase in stake of o
ASSOCIALES .vevvvevrevenieierienirienenas . (25) (13) (1,791) §
Proceeds from disposal of Ping An .........cccveivenncncccnecne .20 7,413 - 1,954 a
Proceeds from disposal of other associates and joint ventures ..........c.c.c....... 367 288 306
Net cash generated from/(used in) investing activities ...........cccevereeerererennens 20,359 31,923 (26,270)
Cash flows from financing activities
Issue of ordinary share capital ...........ccocovveirieinieineiiseeeeeee e 169 263 331
Net sales/(purchases) of own shares for market-making and investment
PULPOSES cevevenitentetitettteteteststest ettt betebese st saest et seeseseebe e eaeseeseseesenneneane 33) 25 (50)
Subordinated loan capital issued . . - - 37 @
Subordinated loan capital repaid ........c..cccccec.e . (45) (1,453) (301) <
Net cash outflow from change in stake in subsidiaries ............c.coeevevererennnnee 1 - (14) g
Dividends paid to ordinary shareholders of the parent company ................... (2,799) (3,161) (2,764) 9
Dividends paid to non-controlling interests ..........c.ceceveereeerrerrereeereeneenne (331) (325) (247) o
Dividends paid to holders of other equity instruments ...........cococeceeererruenencne. (286) (286) (287) 9
[
Net cash used in financing aCtivities .........owvveeeeerereererreenreeereeesesreresnenees (3,324) (4,937) (3,295) °
Net increase/(decrease) in cash and cash equivalents .....................c......... 36,322 37,159 (48,894) _E
i
Cash and cash equivalents at the beginning of the period ...........cccccoevenneee. 315,308 325,449 359,007
Exchange differences in respect of cash and cash equivalents ...................... (8,259) (3,601) 5,195
Cash and cash equivalents at the end of the period .........cccecvveviriciverirennne. 20 343,371 359,007 315,308

The accompanying notes on pages 216 to 263 form an integral part of these financial statements'".

For footnotes, see page 215.
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Consolidated statement of changes in equity for the half-year to 30 June 2013

Half-year to 30 June 2013
Other reserves
Other Available- Total
Called up equity Retained for-sale Cash flow Foreign share- Non-
share Share instru- earnings fair value hedging exchange  Merger holders’ controlling Total
capital  premium® ments e reserve reserve’ reserve reserve>® equity  interests equity
USSm US$Sm US$m USSm US$Sm US$Sm US$m US$Sm US$m US$m US$Sm
At 1 January 2013 ..o 9,238 10,084 5,851 120,347 1,649 13 752 27,308 175,242 7,887 183,129
Profit for the period .........c.cocvveeiinnnieeinecceeeeene - - - 10,284 - - - - 10,284 1,062 11,346
Other comprehensive income (net of tax) .......c..cceceeerevveeencns - - — (993) (1,635) (197) (4,387) - (7,212) (287) (7,499)
Available-for-sale iInVeStmMents ..........ccoceeevveerieerieenreenerennens - - - - (1,635) - - - (1,635) (183) (1,818)
Cash flow hedges .......ccccooeveeneineincreeeee - - - - - 197) - - 197) @ (198)
Remeasurement of defined benefit liability/asset .................... - - - 994) - - - - (994) 35 959)
Share of other comprehensive income of associates
and JOINE VENTUTES ......ocveveveueuiiiriereieieieieeeeeeeeneeneieeeeeeenenes - - - 1 - - - - 1 - 1
Exchange differences ..........cocveveueenninieicierinnneeccneeieenens - — — - - — (4,387) - (4,387) (138) (4,525)
Total comprehensive income for the period ..........c.cocecvveueenee - - - 9,291 (1,635) a197) (4,387) - 3,072 775 3,847
Shares issued under employee remuneration and share plans . 50 1,012 - (893) - - - - 169 - 169
Shares issued in lieu of dividends and amounts arising
thereon® ..........cooveoooeeeeeeeeeeee e 25 25) - 707 - - - = 707 - 707
Dividends to shareholders ..............cocoveeueeeeeereeeeerseeeesees - - - (5,487) - - - - (5,487) (400) (5,887)
Tax credits on diStributions ..........c.coeeeveceennnerccrcnnneeeeens - - - 54 - - - - 54 - 54
Own shares adjustment ...........c.ccccecervreeieucereninnereeeeneneeeens - - - 36) - - - - (36) - (36)
Cost of share-based payment arrangements ............coccceeeeenene - - - 355 - - - - 355 - 355
Income taxes on share-based payments ... - - - 9 - - - - 9 - 9
Other MOVEMENLS ......oeeuueuiiririeieieiieseeieeeiee sttt nenenens - - - 1s) - - - - as) 22 7
Acquisition and disposal of subsidiaries ..........c..ccceceveereennns - - - - - - - - - 6 6
Changes in ownership interests in subsidiaries that did
not result in 10ss 0f CONIol ........ccvverieeirieireeereee - - — - - - — - - 1 1
At30June 2013 L. 9,313 11,071 5,851 124,332 14 (184) (3,635) 27,308 174,070 8,291 182,361
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Consolidated statement of changes in equity for the half-year to 30 June 2012 (continued)

Half-year to 30 June 2012

Other reserves
Other Available- Total
Called up equity  Retained for-sale  Cash flow Foreign share- Non-
share Share instru-  earnings fair value hedging  exchange Merger holders’ controlling Total
capital  premium® ments 56 reserve reserve’ reserve reserve™® equity interests equity
US$m US$m US$m US$m US$m US$m US$m US$m US$m US$m US$m
At 1 January 2012 ..o 8,934 8,457 5,851 111,868 (3,361) 95) (237) 27,308 158,725 7,368 166,093
Profit for the period .........cocoveeernnnieirecccccee - - - 8,438 - - - - 8,438 670 9,108
Other comprehensive income (net of tax) ..........cccocvvveveerenennne — — — (114) 1,562 (7) (364) — 1,077 (13) 1,064
Available-for-sale INVEStMENLS ..........cceeeeveereeieierierieieereeeenins - - - 1,562 - - - 1,562 31 1,593
Cash flow hedges ........cccoeeerirnnierecccnrciccne - - - - (7) - - (7) 1 (6)
Actuarial gains/(losses) on defined benefit plans .................... - - - (452) - - - - (452) 17) (469)
Share of other comprehensive income of associates
and JOINt VENTUTES .......cocueveueirerieiercieinneieteieesine e eseeseenene - - - 338 - - - 338 - 338
Exchange differences .........cococeeoerenneieecnnnececcnnecceneen — — — — — — (364) — (364) (28) (392)
Total comprehensive income for the period ..........cccoceoeeneuene - - - 8,324 1,562 7 (364) - 9,515 657 10,172
Shares issued under employee share plans ...........ccccceveeerenenne. 84 1,447 - (1,268) - - - - 263 - 263
Shares issued in lieu of dividends and amounts arising
hETEON? ....oveoeeeeeeeeee e 63 (63) - 1,007 - - - - 1,007 - 1,007
Dividends to shareholders’ ............coccoouoruerurreeereeeeeereeeeeeenns - - - (4,454) - - - - (4,454) (398) (4,852)
Tax credits on diStributions ..........c.coeeeeccrennnerccrinneieeeens - - - 59 - - - - 59 59
Own shares adjustment ...........c.ccceeeveeeeueueererennereeeeeneeeenens - - - 32 - - - - 32 - 32
Cost of share-based payment arrangements ............coceeeeeeeeuene - - - 541 - - - - 541 - 541
Income taxes on share-based payments .... - - - 5) - - — - %) - 5)
Other MOVEMENLS .......c.cueuiiriieieieiiieieieieere e - - - 119 - - - - 119 (11) 108
Acquisition and disposal of subsidiaries ..........c..cccecereereennne - - - - - - - - - 376 376
Changes in ownership interests in subsidiaries that did
not result in 10ss 0f coNtrol ..........c.cccoevvieeciinnnccicnnee - - - 43 - — - - 43 (71) (28)
At 30 June 2012 ..o 9,081 9,841 5,851 116,266 (1,799) (102) (601) 27,308 165,845 7,921 173,766
Additional Information Directors Interim Management Report Overview
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Half-year to 31 December 2012

Other reserves

Other Available- Total
Called up equity Retained for-sale  Cash flow Foreign share- Non-
share Share instru- earnings  fair value hedging  exchange Merger holders’ controlling Total
capital premium* ments R reserve reserve’ reserve reserve®® equity interests equity
US$m US$m US$m US$m US$m US$m US$m US$m US$m US$m US$m
At 1 July 2012 (o 9,081 9,841 5,851 116,266 (1,799) (102) (601) 27,308 165,845 7,921 173,766
Profit for the period ... - - - 5,589 - - - - 5,589 637 6,226
Other comprehensive income (net of tax) .........coceeeveereennnes - — - 435 3,448 115 1,353 - 5,351 119 5,470
Available-for-sale inVeStmMents ............coccevevveerieerieinreesreeenens - - - - 3,448 - - - 3,448 29 3,477
Cash flow hedges ......ccoovvveieiiieieeeeceeee e - - - - - 115 - - 115 - 115
Actuarial losses on defined benefit plans ...........c.ccccccceevnnneee - - - 240 - - - - 240 34 274
Share of other comprehensive income of associates
and joint ventures - - - 195 - - - - 195 - 195
Exchange differences — - — - - - 1,353 — 1,353 56 1,409
Total comprehensive income for period ..........ccccveeveereennnene. - - - 6,024 3,448 115 1,353 - 10,940 756 11,696
Shares issued under employee share plans ...........cccoecueueenne. 35 365 - (69) - - - - 331 - 331
Shares issued in lieu of dividends and amounts
arising thereon* ............. 122 (122) - 1,422 - - - - 1,422 - 1,422
Dividends to shareholders’ ... - - - (3,588) - - - - (3,588) (309) (3,897)
Tax credits on distributions ...........c.ccecevviiiceeeennnccenee - - - 27) - - - - (27) - (27)
Own shares adjustment ...........c.cccoeceeereeueucecreninnereeieneeeeens - - - (30) - - - - (30) - 30)
Cost of share-based payment arrangements ............coceceeeenene - - - 447 - - - - 447 - 447
Income taxes on share based payments ............cccccceveenieurunnee - - - 47 - - - - 47 - 47
Other MOVeMENtS ........cceeueeeereeeruerencnenne - - - (145) - - - - (145) ) (154)
Acquisition and disposal of subsidiaries - - - - - - - - - (484) (484)
Changes in ownership interests in subsidiaries that did
not result in 10ss 0f coNtrol ..........cccoeevvieiecrnnnecccicnnnnenee - - - - - - - - - 12 12
At 31 December 2012 ......cceueieieininniiccicieieees e 9,238 10,084 5,851 120,347 1,649 13 752 27,308 175,242 7,887 183,129

The accompanying notes on pages 216 to 263 form an integral part of these financial statements'.

For footnotes, see page 215.
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Footnotes to Financial Statements

1 The tables: ‘Maximum exposure to credit risk’ (page 115), ‘Gross loans and advances to customers by industry sector and by
geographical region’ (page 142), ‘Movement in impairment allowances on loans and advances to customers and banks’ (page 138),
and the Composition of regulatory capital within ‘Capital structure’ (page 186) also form an integral part of these financial statements.

2 Fair value gains in available-for-sale investments relating to the investment in Ping An classified as assets held for sale were nil
(31 December 2012: US$737m).

3 Adjustment to bring changes between opening and closing balance sheet amounts to average rates. This is not done on a line-by-line
basis, as details cannot be determined without unreasonable expense.

4 Share premium includes no deduction in respect of issuance costs incurred during the period (30 June 2012: nil; 31 December 2012:
nil).

5 Cumulative goodwill amounting to US$5,138m has been charged against reserves in respect of acquisitions of subsidiaries prior to
1 January 1998, including US33,469m charged against the merger reserve arising on the acquisition of HSBC Bank plc. The balance
of US81,669m was charged against retained earnings.

6 Retained earnings include 85,561,934 (US$930m) of own shares held within HSBC'’s insurance business, retirement funds for the
benefit of policyholders or beneficiaries within employee trusts for the settlement of shares expected to be delivered under employee
share schemes or bonus plans, and the market-making activities in Global Markets (30 June 2012:83,578,031 (US35,719m);

31 December 2012:86,394,826(US3874m)).

7 Amounts transferred to the income statement in respect of cash flow hedges for the half-year to 30 June 2013 include US$116m gain
(30 June 2012: US812m loss; 31 December 2012: US$55m gain) taken to ‘Net interest income’ and US$140m gain (30 June 2012:
US$232m loss; 31 December 2012: US$612m gain) taken to ‘Net trading income’.

8 Statutory share premium relief under Section 131 of the Companies Act 1985 (the ‘Act’) was taken in respect of the acquisition
of HSBC Bank in 1992, HSBC France in 2000 and HSBC Finance in 2003 and the shares issued were recorded at their nominal
value only. In HSBC's consolidated financial statements the fair value differences of US$8,290m in respect of HSBC France and
US$12,768m in respect of HSBC Finance were recognised in the merger reserve. The merger reserve created on the acquisition of
HSBC Finance subsequently became attached to HSBC Overseas Holdings (UK) Limited (‘HOHU"), following a number of intra-
Group reorganisations. During 2009, pursuant to Section 131 of the Companies Act 1985, statutory share premium relief was taken
in respect of the rights issue and US$15,796m was recognised in the merger reserve. The merger reserve includes the deduction of
US8614m in respect of costs relating to the rights issue, of which US$149m was subsequently transferred to the income statement. Of
this US$149m, US$121m was a loss arising from accounting for the agreement with the underwriters as a contingent forward contract.
The merger reserve excludes the loss of US$344m on a forward foreign exchange contract associated with hedging the proceeds of the
rights issue.

9 Including distributions paid on preference shares and capital securities classified as equity.
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HSBC HOLDINGS PLC

Notes on the Financial Statements (unaudited)

1 - Basis of preparation

Note
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Basis of preparation ... 216 14 Trading liabilities 242
Accounting poliCies ...........ccveerecueueieieinnninnne 219 15 Financial liabilities designated at fair value ...... 242
Dividends .....c.ooeeeveireireeeeee e 219 16 PrOVISIONS ..o.covveveeeeieiieieieieieesieieieeee e 243
Earnings per share ...........ccocevveevieieneenieinieenns 219 17 Maturity analysis of assets and liabilities .......... 245
Post-employment benefits . .. 220 18 Offsetting of financial assets and financial
TAX oo 221 HbAHES vvvvvresrssrsssssssrssrssmssssnssrssnsns 250
Trading assets ........ccccevvveericceeennriecenens 223 19 Assets charged as security for‘liabilities and

) o ) collateral accepted as security for assets ....... 252
a0 20 Notes on the statement of cash flows 253
Fair values of financial instruments not 21 Continge_nt liabilities, contractual

carried at fair value ........cooececnnnecicncnnenne 233 commitments and guarantees . - 264
Financial assets designated at fair value .......... 235 22 Segmental analysis .........cccccoovvvrinicieenennnnn. 254
Derivatives 236 23 Goodwill impairment ..........coceueeeueerenneuerccnennne 255
Financial investments 239 24 Legal proceedings and regulatory matters ........ 255
Assets held for sale ........ccovveecnnnincccncnnen 241 25 Events after the balance sheet date ..........oo..... 262

26 Interim Report 2013 and statutory accounts ..... 263

1 Basis of preparation

(a)

Compliance with International Financial Reporting Standards

The interim consolidated financial statements of HSBC have been prepared in accordance with the Disclosure
Rules and Transparency Rules of the Financial Conduct Authority and IAS 34 ‘Interim Financial Reporting’
(‘IAS 34’) as issued by the International Accounting Standards Board (‘IASB’) and as endorsed by the EU.

The consolidated financial statements of HSBC at 31 December 2012 were prepared in accordance with
International Financial Reporting Standards (‘IFRSs’) as issued by the IASB and as endorsed by the EU.
EU-endorsed IFRSs may differ from IFRSs as issued by the IASB if, at any point in time, new or amended
IFRSs have not been endorsed by the EU. At 31 December 2012, there were no unendorsed standards effective
for the year ended 31 December 2012 affecting the consolidated financial statements at that date, and there was
no difference between IFRSs endorsed by the EU and IFRSs issued by the IASB in terms of their application to
HSBC. Accordingly, HSBC’s financial statements for the year ended 31 December 2012 were prepared in
accordance with IFRSs as issued by the IASB.

At 30 June 2013, there were no unendorsed standards effective for the period ended 30 June 2013 affecting these
interim consolidated financial statements, and there was no difference between IFRSs endorsed by the EU and
IFRSs issued by the IASB in terms of their application to HSBC.

Standards adopted during the period ended 30 June 2013

On 1 January 2013, HSBC adopted the following significant new standards and revisions to standards for which
the financial effect is insignificant to these interim consolidated financial statements:

e JFRS 10 ‘Consolidated Financial Statements,” IFRS 11 ‘Joint Arrangements’, IFRS 12 ‘Disclosure of
Interests in Other Entities” and amendments to IFRS 10, IFRS 11 and IFRS 12 ‘Transition Guidance’. IFRSs
10 and 11 are required to be applied retrospectively.

Under IFRS 10, there is one approach for determining consolidation for all entities, based on the concepts
of power, variability of returns and their linkage. This replaces the approach which applied to previous
financial statements which emphasised legal control or exposure to risks and rewards, depending on the
nature of the entity. HSBC controls and consequently consolidates an entity when it is exposed, or has
rights, to variable returns from its involvement with the entity and has the ability to affect those returns
through its power over the entity.

IFRS 11 places more focus on the investors’ rights and obligations than on the structure of the arrangement
when determining the type of joint arrangement in which HSBC is involved, unlike the previous approach,
and introduces the concept of a joint operation.
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(c)

IFRS 12 is a comprehensive standard on disclosure requirements for all forms of interests in other entities,
including for unconsolidated structured entities.

e JFRS 13 ‘Fair Value Measurement’ establishes a single framework for measuring fair value and introduces
new requirements for disclosure of fair value measurements. IFRS 13 is required to be applied prospectively
from the beginning of the first annual period in which it is applied. The disclosure requirements of IFRS 13
do not require comparative information to be provided for periods prior to initial application. New
disclosures and enhancements to existing disclosures are provided in Note 8.

e Amendments to IFRS 7 ‘Disclosures — Offsetting Financial Assets and Financial Liabilities’ which requires
disclosure of the effect or potential effects of netting arrangements on an entity’s financial position. The
amendment requires disclosure of recognised financial instruments that are subject to an enforceable master
netting arrangement or similar agreement. The amendments have been applied retrospectively. New
disclosures are provided in Note 18.

e Amendments to IAS 19 ‘Employee Benefits’ (‘IAS 19 revised’). IAS 19 revised is required to be applied
retrospectively. IAS 19 revised replaces the interest cost on the plan liability and expected return on plan
assets with a finance cost comprising the net interest on the net defined benefit liability or asset. This finance
cost is determined by applying to the net defined benefit liability or asset the same discount rate used to
measure the defined benefit obligation. The difference between the actual return on plan assets and the
return included in the finance cost component reflected in the income statement is presented in other
comprehensive income. The effect of this change is to increase or decrease the pension expense by the
difference between the current expected return on plan assets and the return calculated by applying the
relevant discount rate.

IFRSs comprise accounting standards issued by the TASB and its predecessor body as well as interpretations
issued by the IFRS Interpretations Committee (‘IFRIC’) and its predecessor body.

During the period ended 30 June 2013, HSBC also adopted an interpretation and amendments to standards which
had an insignificant effect on these interim consolidated financial statements.

Presentation of information

In accordance with HSBC’s policy to provide meaningful disclosures that help investors and other stakeholders
understand the Group’s performance, financial position and changes thereto, the information provided in the
Notes on the Financial Statements and the Interim Management Report goes beyond the minimum levels
required by accounting standards, statutory and regulatory requirements and listing rules. In particular, HSBC
has adopted the British Bankers’ Association Code for Financial Reporting Disclosure (‘the BBA Code’). The
BBA Code aims to increase the quality and comparability of banks’ disclosures and sets out five disclosure
principles together with supporting guidance. In line with the principles of the BBA Code, HSBC assesses the
applicability and relevance of good practice recommendations issued from time to time by relevant regulators
and standard setters, enhancing disclosures where appropriate.

HSBC'’s consolidated financial statements are presented in US dollars. HSBC Holdings’ functional currency is
also the US dollar because the US dollar and currencies linked to it are the most significant currencies relevant
to the underlying transactions, events and conditions of its subsidiaries, as well as representing a significant
proportion of its funds generated from financing activities. HSBC uses the US dollar as its presentation currency
in its consolidated financial statements because the US dollar and currencies linked to it form the major currency
bloc in which HSBC transacts and funds its business.

Use of estimates and assumptions

The preparation of financial information requires the use of estimates and assumptions about future conditions.
The use of available information and the application of judgement are inherent in the formation of estimates;
actual results in the future may differ from those reported. Management believes that HSBC’s critical accounting
policies where judgement is necessarily applied are those which relate to impairment of loans and advances,
goodwill impairment, the valuation of financial instruments, deferred tax assets and provisions for liabilities.
These critical accounting policies are described on page 54 of the Annual Report and Accounts 2012.

217

Interim Management Report Overview

Directors

%
&
c
£
9
o
©
IS
(92}
©
3]
c
©
£
i

Additional Information



HSBC HOLDINGS PLC

Notes on the Financial Statements (unaudited) (continued)

1 - Basis of preparation / 2 — Accounting policies / 3 — Dividends / 4 — Earnings per share

(d) Consolidation

The interim consolidated financial statements of HSBC comprise the financial statements of HSBC Holdings and
its subsidiaries. The method adopted by HSBC to consolidate its subsidiaries is described on page 384 of the
Annual Report and Accounts 2012. The previous accounting policy on special purpose entities that reflected
guidance under SIC 12 ‘Consolidation — Special purpose entities’ is no longer applicable as a result of the
adoption of IFRS 10.

Future accounting developments

In addition to the projects to complete financial instrument accounting, discussed below, the IASB is continuing
to work on projects on insurance, revenue recognition and lease accounting which could represent significant
changes to accounting requirements in the future.

Amendments issued by the IASB and endorsed by the EU

In December 2011, the TASB issued amendments to IAS 32 ‘Offsetting Financial Assets and Financial
Liabilities’ which clarified the requirements for offsetting financial instruments and addressed inconsistencies
in current practice when applying the offsetting criteria in IAS 32 ‘Financial Instruments: Presentation’. The
amendments are effective for annual periods beginning on or after 1 January 2014 with early adoption permitted
and are required to be applied retrospectively.

Based on the assessment performed to date, we do not expect the amendments to IAS 32 to have a material effect
on HSBC'’s financial statements.

Amendments issued by the IASB but not endorsed by the EU

During 2012 and 2013, the IASB issued various amendments to IFRS that are effective from 1 January 2014 and
which are expected to have an insignificant effect on the consolidated financial statements of HSBC.

Standards applicable in 2015

In November 2009, the IASB issued IFRS 9 ‘Financial Instruments’ which introduced new requirements for the
classification and measurement of financial assets. In October 2010, the IASB issued an amendment to IFRS 9
incorporating requirements for financial liabilities. Together, these changes represent the first phase in the
IASB’s planned replacement of IAS 39 ‘Financial Instruments: Recognition and Measurement.’

The second and third phases in the IASB’s project to replace IAS 39 will address the impairment of financial
assets and general hedge accounting. Macro hedging is not included in the IFRS 9 project and will be addressed
separately.

Following the IASB’s decision in December 2011 to defer the effective date, the existing version of IFRS 9

is effective for annual periods beginning on or after 1 January 2015. IFRS 9 is required to be applied
retrospectively but prior periods need not be restated. However, as a result of the [ASB’s decision that all
phases of IFRS 9 will be applied from the same effective date and it now seems unlikely that the final standard
will be issued in 2013, we expect that the mandatory effective date of IFRS 9 will be deferred at least until 1
January 2016. In November 2012, the IASB issued proposed amendments to IFRS9 in respect of classification
and measurement. Since the final requirements for classification and measurement are uncertain, it remains
impracticable to quantify the effect of the existing IFRS 9 as at the date of the publication of these financial
statements.

Changes in composition of the Group

Except as discussed in Note 13 there were no material changes in the composition of the Group.
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Accounting policies

The accounting policies adopted by HSBC for these interim consolidated financial statements are consistent with
those described on pages 387 to 405 of the Annual Report and Accounts 2012, except as discussed in Note 1. The
methods of computation applied by HSBC for these interim consolidated financial statements are consistent with
those applied for the Annual Report and Accounts 2012.

Overview

Dividends

The Directors declared after the end of the period a second interim dividend in respect of the financial year ending
31 December 2013 of US$0.10 per ordinary share, a distribution of approximately US$1,864m which will be payable
on 9 October 2013. No liability is recorded in the financial statements in respect of this dividend.

Dividends to shareholders of the parent company

Half-year to
30 June 2013 30 June 2012 31 December 2012
Per Settled Per Settled Per Settled
share Total in scrip share Total in scrip share Total in scrip

US$ USSm US$m US$ US$m  USSm US$ US$m  US$m
Dividends declared on ordinary shares
In respect of previous year:

Interim Management Report

— fourth interim dividend ............cccoevenenee. 0.18 3,339 540 0.14 2,535 259 - - -
In respect of current year:

— first interim dividend .............coccoevevinennne. 0.10 1,861 167 0.09 1,633 748 - - -
— second interim dividend ...........c..ccoeenn. - - - - - - 0.09 1,646 783
— third interim dividend ...........cccevvevenene. — — — — — — 0.09 1,655 639

0.28 5,200 707 0.23 4,168 1,007 0.18 3,301 1,422

Quarterly dividends on preference
shares classified as equity

March dividend ........ccoceveviiiriererciinennen 15.50 22 15.50 22 - - "
June dividend .........cocoevieieiiiiiiieeee, 15.50 23 15.50 23 - - 5
September dividend ..........cooveeeninnnnne. - - - - 15.50 22 B
December dividend .........ccceevveirenieiiinee - - - - 15.50 23 .G:J

31.00 45 31.00 45 31.00 45 -

Quarterly coupons on capital
securities classified as equity'

January coupon ...........ccccceeeeiiiineniiieennn 0.508 45 0.508 44 - -
March coupon .......c.cccoveeeeerenenincicecnenn 0.500 76 0.500 76 - -
ATl COUPON .. 0.508 45 0.508 45 - -
June coupon 0.500 76 0.500 76 - -
July coupon - - - - 0.508 45
September coupon ........ccceevruevcevirenniennee - - - - 0.500 76
October coupon ...... . - - - - 0.508 45
December coupon - - - - 0.500 76

2.016 242 2.016 241 2.016 242

1 HSBC Holdings issued Perpetual Subordinated Capital Securities of US$3,800m in June 2010 and US$2,200m in April 2008, which are
classified as equity under IFRSs.
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On 11 July 2013, HSBC paid a further coupon on the capital securities of US$0.508 per security, a distribution of
US$45m. No liability is recorded in the financial statements in respect of this coupon payment.

Earnings per share

Basic earnings per ordinary share were calculated by dividing the profit attributable to ordinary shareholders of the
parent company by the weighted average number of ordinary shares outstanding, excluding own shares held. Diluted
earnings per ordinary share were calculated by dividing the basic earnings, which require no adjustment for the
effects of dilutive potential ordinary shares, by the weighted average number of ordinary shares outstanding,
excluding own shares held, plus the weighted average number of ordinary shares that would be issued on conversion
of dilutive potential ordinary shares.

Additional Information
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HSBC HOLDINGS PLC

Notes on the Financial Statements (unaudited) (continued)
5 —Post-employment benefits / 6 — Tax

Profit attributable to ordinary shareholders of the parent company

Half-year to
30 June 30 June 31 December
2013 2012 2012
US$m US$m US$m
Profit attributable to shareholders of the parent company ............ccoceceeeeeeereeereeenns 10,284 8,438 5,589
Dividend payable on preference shares classified as equity ..........cccoceeeereeincnnenee 45) (45) (45)
Coupon payable on capital securities classified as €quity ........cccoceveerevreecirnnnnee (241) (241) (242)
Profit attributable to ordinary shareholders of the parent company ........c..c.cocceeeuenee 9,998 8,152 5,302
Basic and diluted earnings per share
Half-year to 30 June 2013 Half-year to 30 June 2012 Half-year to 31 December 2012
Number Amount Number  Amount Number ~ Amount
Profit of shares per share Profit  of shares per share Profit of shares per share
US$m (millions) US$ US$m (millions) Us$ US$m (millions) Us$
Basic' ..o 9,998 18,467 0.54 8,152 17,983 0.45 5,302 18,267 0.29
Effect of dilutive potential
ordinary shares ............. 156 158 153
Diluted” .....oovoerrerrerreane 9,998 18,623 0.54 8,152 18,141 0.45 5,302 18,420 0.29

1 Weighted average number of ordinary shares outstanding.
2 Weighted average number of ordinary shares outstanding assuming dilution.

5 Post-employment benefits

Included within ‘Employee compensation and benefits’ are components of net periodic benefit cost related to
HSBC'’s defined benefit pension plans and other post-employment benefits, as follows:

Half-year to

30 June 30 June 31 December

2013 2012 2012

USSm US$m US$m

Defined benefit pension plans

CUITENE SETVICE COST ...vviuiiiiiiiiiiiicteicici et 255 259 244
Net interest income on the net defined benefit liability/asset ...........ccccevvrveirienennen (15) (66) (83)
Past service cost and (gains)/losses on settlements ...........coceeeeveeeerucrecenneenenes (407) 3 27
Administrative costs and taxes paid by plan' ............c.ccoocoorooriereeeeeeeeeeeenan 7 17 26
(160) 213 214

Defined benefit healthcare plans ...........cccoecveoineiniiienice e 34 20 29
Total (INCOME)/EXPEISE ....veuvvereeiirieriteiirtenirtert ettt ettt ettt ettt sbe e s e (126) 233 243

1 Amounts previously disclosed within current service cost disclosed separately under the requirements of IAS 19 revised.

In June 2013, following consultation on various employee benefit proposals, HSBC announced to employees in the
UK that the future service accrual for active members of the Defined Benefit Section (‘DBS’) would cease with
effect from 30 June 2015. As a result, defined benefit pensions based on service to 30 June 2015 will continue to be
linked to final salary on retirement (underpinned by increases in CPI) but all active members of the DBS will become
members of the Defined Contribution Section from 1 July 2015. As part of these amendments, the HSBC Bank (UK)
Pension Scheme (‘the Scheme”) will cease to deliver ill-health benefits to active members of the DBS, and these
benefits will, instead, be covered via insurance policies from 1 January 2015, consistent with other UK employees.
This resulted in a reduction in the defined benefit obligation of the Scheme and a corresponding gain of US$430m,
recorded in ‘Past service cost and (gains)/losses on settlements’ in the presentation above.
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Tax

Half-year to
30 June 30 June 31 December
2013 2012 2012
US$m US$m US$m
Current tax
UK cOorporation taX CharZe ........ccecvverieerierinieisieesieeeieeeteseeseseeseseesessesessesessesesnens (107) 100 150
OVETSEAS TAX' .oeeooiieennieesneees ettt ettt 1,868 3,549 2,011
1,761 3,649 2,161
Deferred tax
Origination and reversal of temporary differences ............ccoocovevvieneinccnceennens 964 (20) (475)
TAX EXPEIISE ..euveviriiriieiteuietetente st est et ste et eat et et et e st e be st e sbesbe e bt e st e st e st et e b et et e saenbeebesaes 2,725 3,629 1,686
EffECHIVE TAX TALE .oveevierieiieieieiecteete ettt ettt st testeebe et eneeseeseeneenaenbensenees 19.4% 28.5% 21.3%

1 Overseas tax included Hong Kong profits tax of US$607m (first half of 2012: US$476m; second half of 2012: US$573m). Subsidiaries
in Hong Kong provided for Hong Kong profits tax at the rate of 16.5% (2012: 16.5%) on the profits for the period assessable in Hong
Kong. Other overseas subsidiaries and overseas branches provided for taxation at the appropriate rates in the countries in which they
operate.

Tax reconciliation

The tax charged to the income statement differs to the tax charge that would apply if all profits had been taxed at the
UK corporation tax rate as follows:

Half-year to
30 June 2013 30 June 2012 31 December 2012

US$m % US$m % US$m %
Profit before tax .........ccoovvieiieiieieeeeee e 14,071 12,737 7,912
Tax at 23.25% (2012: 24.5%) .c.ccuemvevrniccccceeene 3,272 23.25 3,122 24.5 1,935 24.5
Effect of differently taxed overseas profits ... (181) 1.3) 265 2.1 (322) (4.0)
Adjustments in respect of prior period liabilities ............ 7 - 479 3.7 (442) (5.6)
Deferred tax temporary differences not recognised/

(previously not recognised) ..........coverveveverinririereeenns ) (0.1) 2 - 372 4.7
Effect of profit in associates and joint ventures .............. (281) (2.0) (459) (3.6) (413) (5.2)
Tax effect of disposal of PIng An .......ccceevevieincincnnnns {ain (0.8) - - (204) (2.8)
Tax effect of reclassification of Industrial Bank ............. (317) 2.3) - - - -
Non-taxable income and gains ..........c.cceeveuevccrrerueucnnes 377) 2.7) (280) (2.2) (262) (3.3)
Permanent disallowables ...........coccoveneinnineicnecncee. 308 2272 405 32 687 8.7
Change in tax rates . as) (0.1) (18) (0.1) 96 1.2
Local taxes and overseas withholding tax ..........cccccvuunnee. 266 1.9 205 1.6 376 4.8
Other IteMS .....c.cuvveieiiiririicccieieetee et 163 1.3 92) 0.7) 137) 1.7
Total tax charged to the income statement ...................... 2,725 19.4 3,629 28.5 1,686 21.3

The effective tax rate for the first half of 2013 was 19.4% compared with 28.5% for the first half of 2012. The
effective tax rate for the first half of 2013 benefited from the non-taxable gain on the reclassification of Industrial
Bank as a financial investment and the Ping An disposal. The effective tax rate in 2012 was higher because of the US
tax charge arising on the disposal of the US branch network and cards business and an adjustment to prior period
liabilities.

The UK Government announced that the main rate of corporation tax for the year beginning 1 April 2013 will reduce
from 24% to 23% to be followed by further a 2% reduction to 21% for the year beginning 1 April 2014 and a 1%
reduction to 20% for the year beginning 1 April 2015. The reduction in the corporate tax rate to 23% was enacted
through the 2012 Finance Act and this results in a weighted average of 23.25% for 2013 (2012: 24.5%). The
reductions to 21% and 20% that were announced in the 2012 Autumn Statement and the 2013 Budget respectively
became enacted through the 2013 Finance Act on 17 July 2013. It is not expected that the future rate reductions will
have a significant effect on the net UK deferred tax asset at 30 June 2013 of US$0.5bn.

The Group’s legal entities are subject to routine review and audit by tax authorities in the territories in which the
Group operates. The Group provides for potential tax liabilities that may arise on the basis of the amounts expected
to be paid to the tax authorities. The amounts ultimately paid may differ materially from the amounts provided
depending on the ultimate resolution of such matters.
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HSBC HOLDINGS PLC

Notes on the Financial Statements (unaudited) (continued)
6 — Tax / 7 — Trading assets

Deferred taxation

The net deferred tax assets totalled US$6.3bn at 30 June 2013 (30 June 2012: US$6.1bn; 31 December 2012:
US$6.5bn). The main items to note were as follows:

UsS

The net deferred tax asset relating to HSBC’s operations in the US was US$4.3bn (30 June 2012: US$5.0bn;

31 December 2012: US$4.6bn). The deferred tax assets included in this total reflected the carry forward of tax losses
and tax credits of US$0.2bn (30 June 2012: US$0.2bn; 31 December 2012: nil), deductible temporary differences in
respect of loan impairment allowances of US$1.5bn (30 June 2012: US$2.5bn; 31 December 2012: US$2.0bn) and
other temporary differences of US$2.6bn (30 June 2012: US$2.3bn; 31 December 2012: US$2.6bn).

Deductions for loan impairments for US tax purposes generally occur when the impaired loan is charged off, often in
the period subsequent to that in which the impairment is recognised for accounting purposes. As a result, the amount
of the associated deferred tax asset should generally move in line with the impairment allowance balance.

On the evidence available, including historical levels of profitability, management projections of future income and
HSBC Holdings’ commitment to continue to invest sufficient capital in North America to recover the deferred tax
asset, it is expected there will be sufficient taxable income generated by the business to realise these assets.
Management projections of profits from the US operations are prepared for a 10-year period and include assumptions
about future house prices and US economic conditions, including unemployment levels.

Management projections of profits from the US operations currently indicate that tax losses and tax credits will be
fully recovered by 2015. The current level of the deferred tax asset in respect of loan impairment allowances is
projected to reduce over the 10-year period.

As there has been a recent history of losses in HSBC’s US operations, management’s analysis of the recognition of
these deferred tax assets significantly discounts any future expected profits from the US operations and relies to a
greater extent on capital support from HSBC Holdings, including tax planning strategies implemented in relation to
such support. The principal strategy involves generating future taxable profits through the retention of capital in the
US in excess of normal regulatory requirements in order to reduce deductible funding expenses or otherwise deploy
such capital to increase levels of taxable income. As financial performance in our US operations improves it is
anticipated that projected future profits will be considered in the evaluation of the recognition of the deferred tax
asset.

Brazil

The net deferred tax asset relating to HSBC’s operations in Brazil was US$1.1bn at 30 June 2013 (30 June 2012:
US$0.7bn; 31 December 2012: US$0.9bn). The deferred tax assets included in this total arose primarily in relation
to deductible temporary differences in respect of loan impairment allowances.

Deductions for loan impairments for Brazil tax purposes generally occur when the impaired loan is charged off, often
in the period subsequent to that in which the impairment is recognised for accounting purposes. As a result, the
amount of the associated deferred tax asset should generally move in line with the impairment allowance balance.

Loan impairment deductions are recognised for tax purposes typically within 24 months of accounting recognition.
On the evidence available, including historical levels of profitability, management projections of income and the state
of the Brazilian economy, it is anticipated there will be sufficient taxable income generated by the business to realise
these assets when deductible for tax purposes.

There are no material carried forward tax losses or tax credits recognised within the Group’s deferred tax assets in
Brazil.

Mexico

The net deferred tax asset relating to HSBC’s operations in Mexico was US$0.4bn at 30 June 2013 (30 June 2012:
US$0.5bn; 31 December 2012: US$0.6bn). The deferred tax assets included in this total related primarily to
deductible temporary differences in respect of accounting provisions for impaired loans. The annual deduction for
loan impairments is capped under Mexican legislation at 2.5% of the average qualifying loan portfolio. The balance
is carried forward to future years without expiry but with annual deduction subject to the 2.5% cap.
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Following the clarification of tax law by the Mexican fiscal authority during the second quarter of 2013 which led to
a write down of the deferred tax assets on loan impairments of US$0.3bn, management’s analysis of the recognition
of these deferred tax assets now relies on the primary strategy of selling certain loan portfolios, the losses on which
are deductible for tax in Mexico when sold. Any such deductions for tax would lead to the reversal of the carried
forward loan impairment provision recognised for deferred tax purposes.

On the evidence available, including historical and projected levels of loan portfolio sales and profitability, it is
expected that the business will now realise these assets over a shorter period, within the next 10 years, than originally
was the case under the previous strategy of projecting loan portfolio growth, loan impairment rates and profitability,
which expected that the assets would be realised within the next 15 years.

Overview

There are no material carried forward tax losses or tax credits recognised within the Group’s deferred tax assets in
Mexico.

UK

The net deferred tax asset relating to HSBC’s operations in the UK was US$0.5bn (30 June 2012: net liability
US$0.3bn; 31 December 2012: net asset US$0.3bn). The deferred tax assets included in this total reflected the carry
forward of tax losses and tax credits of US$0.1bn (30 June 2012: nil; 31 December 2012: US$0.3bn) and other
temporary differences of US$0.4bn (30 June 2012: net liability US$0.3bn; 31 December 2012: nil).

On the evidence available, including historical levels of profitability and management projections of future income it
is expected that there will be sufficient taxable income generated by the business to recover the deferred tax asset for
tax losses within the current period.

Interim Management Report

Trading assets

At At At
30 June 30 June 31 December
2013 2012 2012

US$m US$m US$m o

Trading assets: 9

— not subject to repledge or resale by counterparties ..........c.c.coeceeeererereereerennnenn 310,395 296,042 305,312 =

— which may be repledged or resold by counterparties ..........c.coceceeererreererereneenn 122,206 95,329 103,499 5
432,601 391,371 408,811
Treasury and other eligible Bills ..........cccoeeiiniiiiciiiiircccccceeecee 19,188 30,098 26,282
Debt securities ..........cocevuenene . 147,568 131,563 144,677
EQUILY SECUTIHIES ....ucueuiitieiieiieteieieiee ettt 51,477 30,019 41,634
Trading securities valued at fair value ... 218,233 191,680 212,593
Loans and advances to banks . 96,748 94,830 78,271

Loans and advances t0 CUSTOMETS .........c..ccuieerieereeirieereeereeereeeteeeteeeteeereeeseeereeereeeseeenens 117,620 104,861 117,947 @

&

432,601 391,371 408,811 %

-

Trading securities valued at fair value' T

n

At At At =

30 June 30 June 31 December S

2013 2012 2012 =

US$m US$m US$m £

ic
US Treasury and US GOVErNMeENt agenCies” .............cocovueveererveiesssereeessssesssessesseseens 30,202 21,369 28,405
UK GOVernment ..........cccceeeeeereeereeereeereens . 11,171 11,043 11,688
Hong Kong Government . 7,151 6,684 6,228
Other government .......... . 82,782 87,798 91,498
Asset-backed securities® . 2,725 2,805 2,896
Corporate debt and Other SECUTILIES .........covverieirieiirieirierer e 32,725 31,962 30,244
EQUILY SECUTTLIES ..vvviuietiieiiienieieiieiesieteteest ettt sttt st esesaeseese e beseebeneesenseseneas 51,477 30,019 41,634
218,233 191,680 212,593

1 Included within these figures are debt securities issued by banks and other financial institutions of US$21,653m (30 June 2012:
US822,285m; 31 December 2012: US$20,274m), of which US$3,262m (30 June 2012: US$3,981m; 31 December 2012: US$3,469m)
are guaranteed by various governments.

2 Includes securities that are supported by an explicit guarantee issued by the US Government.

3 Excludes asset-backed securities included under US Treasury and US Government agencies.
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HSBC HOLDINGS PLC

Notes on the Financial Statements (unaudited) (continued)

8 — Fair values of financial instruments carried at fair value

Trading securities listed on a recognised exchange and unlisted

Treasury
and other Debt Equity
eligible bills securities securities Total
US$m US$m US$m US$m
Fair value at 30 June 2013
Listed on a recognised exchangel ................................................. 2,447 83,220 50,332 135,999
Unlisted® 16,741 64,348 1,145 82,234
19,188 147,568 51,477 218,233
Fair value at 30 June 2012
Listed on a recognised exchange' ............ccocccocueverrererrerererrenann 1,055 75,928 29,295 106,278
UNBSEEA .o sseensennas 29,043 55,635 724 85,402
30,098 131,563 30,019 191,680
Fair value at 31 December 2012
Listed on a recognised exchangel ................................................... 606 82,732 39,945 123,283
UNBSTEA oo seeen 25,676 61,945 1,689 89,310
26,282 144,677 41,634 212,593

1 Included within listed securities are US$3,508m (30 June 2012: US$2,648m, 31 December 2012: US$2,828m) of investments listed in
Hong Kong.

2 Unlisted treasury and other eligible bills primarily comprise treasury bills not listed on a recognised exchange but for which there is a
liquid market.

8 Fair values of financial instruments carried at fair value

The accounting policies which determine the classification of financial instruments and the use of assumptions and
estimation in valuing them are described on pages 387 to 405 and page 56, respectively, of the Annual Report and
Accounts 2012. The fair value of financial instruments is generally measured on the basis of the individual financial
instrument. However, in cases where HSBC manages a group of financial assets and financ