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HSBC HOLDINGS PLC

Constant currency and underlying reconciliations
Use of non-GAAP financial measures

Use of non-GAAP financial measures

Our reported results are prepared in accordance
with IFRSs as detailed in the Financial Statements
starting on page 372 of the Annual Report and
Accounts 2012. There are times when we measure
our performance internally, using financial measures
which have been derived from our reported results,
in order to eliminate factors which distort year-on-
year comparisons so we can view our results on a
more like-for-like basis; these are considered non-
GAAP measures. ‘Constant currency’ and
‘underlying’ performance are non-GAAP measures
that we use throughout our Operating and Financial
Review and are described below. Other non-GAAP
financial measures are described and reconciled to
the closest reported financial measure when used.

Constant currency

The constant currency measure adjusts for the year-
on-year effects of foreign currency translation
differences by comparing reported results for 2012
with reported results for 2011 retranslated at 2012
exchange rates.

The foreign currency translation differences
reflect the movements of the US dollar against most
major currencies during 2012.

We exclude the translation differences when
monitoring progress against operating plans and past
results because management believes the like-for-
like basis of constant currency financial measures
more appropriately reflects changes due to operating
performance.

Constant currency

Constant currency comparatives for 2011 referred to in the
commentaries are computed by retranslating into US dollars
for non-US dollar branches, subsidiaries, joint ventures and
associates:

o the income statements for 2011 at the average rates of
exchange for 2012; and

o the balance sheet at 31 December 2011 at the prevailing
rates of exchange on 31 December 2012.

No adjustment has been made to the exchange rates used to
translate foreign currency denominated assets and liabilities
into the functional currencies of any HSBC branches,
subsidiaries, joint ventures or associates. When reference is
made to ‘constant currency’ in tables or commentaries,
comparative data reported in the functional currencies of
HSBC’s operations have been translated at the appropriate
exchange rates applied in the current period on the basis
described above.
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Constant currency and underlying reconciliations (continued)
Use of non-GAAP financial measures / Underlying performance

Reconciliation of reported and constant currency profit before tax

2012 compared with 2011

2011
Currency at 2012 Constant
2011 as  translation exchange 2012 as Reported currency
reported adjustment’ rates reported change’ change’
HSBC US$m US$m US$m US$m % %
Net interest inCOMe .........ooeeveeeeeenee 40,662 (1,151) 39,511 37,672 @) (5)
Net fee iInCOme .......cocveeveeereeereeennnne. 17,160 (436) 16,724 16,430 “) ?2)
Own credit spread® ...........ccoocovverenne. 3,933 35) 3,898 (5,215)
Gains on disposal of US branch
network, US cards business and
Ping An - - - 7,024
Other income* 10,525 (446) 10,079 12,419 18 23
Net operating income” ..................... 72,280 (2,068) 70,212 68,330 o) 3)
Loan impairment charges and
other credit risk provisions ............ (12,127) 277 (11,850) (8,311) 31 30
Net operating income ...................... 60,153 (1,791) 58,362 60,019 - 3
Operating eXpenses .........coceoecereeerene (41,545) 1,273 (40,272) (42,927) A3 )
Operating profit ...............ccccceeeee 18,608 (518) 18,090 17,092 3) (6)
Share of profit in associates
and joint VeNtures ...........ccccceceveeennene 3,264 55 3,319 3,557 9 7
Profit before tax ..............cccoveeenee 21,872 (463) 21,409 20,649 (6) ©))
By global business
Retail Banking and Wealth
Management ...........coceevevverienennenne 4,270 (71) 4,199 9,575 124 128
Commercial Banking ...........cccceveene 7,947 (180) 7,767 8,535 7 10
Global Banking and Markets ............. 7,049 (200) 6,849 8,520 21 24
Global Private Banking ..................... 944 @®) 936 1,009 7 8
Other ..ot 1,662 “@ 1,658 (6,990)
Profit before tax .........cccovveciecnnnnee 21,872 (463) 21,409 20,649 6) “)
By geographical region
EUrope .......cooooeeecininniiccccee 4,671 (130) 4,541 (3,414)
Hong Kong .....ccoeveveeeennnccvccnnnnee 5,823 20 5,843 7,582 30 30
Rest of Asia-Pacific .......... 7,471 (79) 7,392 10,448 40 41
Middle East and North Africa . 1,492 (@) 1,485 1,350 10) )
North America .....c.c.eeueueeeee. 100 (14) 86 2,299 2,199 2,573
Latin AMErica ......ccooeeevveeeveererieeenns 2,315 (253) 2,062 2,384 3 16
Profit before tax ........cccccoevvnnincneee 21,872 (463) 21,409 20,649 (6) “)
For footnotes, see page 28.
Underlying performance For disposals, acquisitions and changes of

ownership levels of subsidiaries, associates and
businesses, we eliminate the gain or loss on disposal
e adjusts for the year-on-year effects of foreign in the period incurred and remove the operating
currency translation; profit or loss of the acquired and disposed of
businesses from all periods presented. Previously,
this adjustment for the results of operations was
effected by removing the time-equivalent component
of operating profit or loss from the comparative
period. During 2012 we changed this adjustment to
better reflect the results of the ongoing business. Had

Underlying performance:

e climinates the fair value movements on our long-
term debt attributable to credit spread (‘own
credit spread’) where the net result of such
movements will be zero upon maturity of the
debt (see footnote 3 on page 28); and

e adjusts for acquisitions, disposals and changes of we maintained our previous approach, underlying
ownership levels of subsidiaries, associates and profit before tax would have been US$1.7bn higher
businesses (see footnote 7 on page 28). in 2012. This was mainly due to the elimination of
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Constant currency and underlying reconciliations (continued)
Underlying performance

the US Card and Retail Services business. explain year-on-year changes when the effect of fair
value movements on own debt, acquisitions,

We use underlying performance when . T
yIng p disposals or dilution is significant.

monitoring progress against operating plans and

past results because we believe that this basis more The following acquisitions, disposals and
appropriately reflects operating performance. We changes to ownership levels affected the underlying
use underlying performance in our commentaries to performance:

Disposal gains/(losses) affecting underlying performance

Disposal
Date gain/(loss)
USSm
HSBC Financial Services (Middle East) Limited’s disposal of majority stake in HSBC Private Equity
Middle EaSt LIMILEA........ceevirieieiietiieiiietit ettt ettt ettt ettt st e e s eseebesaesessese s esasesasesasessesensesensesas Jun 2011 (@)
Dilution gain on our holding in Ping An following the issue of share capital to a third party ....................... Jun 2011 181
Grupo Financiero HSBC, S.A. de C.V.’s disposal of HSBC Afore S.A. de C.V.% ..o, Aug 2011 83
Dilution gain as a result of the merger between HSBC Saudi Arabia Limited and SABB Securities
LIMIEEA ettt ettt et ettt b et e st e s e st et e st et e st e e he s e a et ettt et a et st s eneeneneenan Dec 2011 27
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 business® .............co.covvuerueerveereerrvereieeeeeeseeeeeesees e May 2012 3,148
HSBC Bank USA, N.A.’s disposal of 138 non-strategic branches® .............c.cccccovuevveeerrrerereseeeresiseesseninns May 2012 661
HSBC Argentina Holdings S.A.’s disposal of its general insurance manufacturing subsidiary® ................... May 2012 102
The Hongkong and Shanghai Banking Corporation Limited’s disposal of its private banking business
in Japan® Jun 2012 67
The Hongkong and Shanghai Banking Corporation Limited’s disposal of its shareholding in a property
company in the PhilIpPINes ..........cccooiiiiiiiiiiiiicc s Jun 2012 130
HSBC Bank USA, N.A.’s disposal of 57 non-strategic branches® ......................... Aug 2012 203
Hang Seng Bank Limited’s disposal of its general insurance manufacturing subsidiary” . Jul 2012 46
HSBC Asia Holdings B.V.’s investment 10ss on a SUbSIdiary® .............ccocouevveereerervererrensessseseseeessesessssnenns Aug 2012 (85)
HSBC Bank plc’s disposal of HSBC Securities SA ......cc.ocooieiriiiriiinienrerieeseeste e Aug 2012 (11)
HSBC Europe ( Netherlands) B.V.’s disposal of HSBC Credit Zrt ..........ccooveivieirieinieirieieeeeneesieeeieeens Aug 2012 ?2)
HSBC Europe ( Netherlands) B.V.’s disposal of HSBC Insurance (Ireland) Limited ..........ccccocevievrieinienenns Oct 2012 12)
HSBC Europe ( Netherlands) B.V.’s disposal of HSBC Reinsurance Limited ...........cccccceeenereeiccninnuenenne. Oct 2012 7
HSBC Private Bank (UK) Limited’s disposal of Property Vision Holdings Limited .........cccoceeeirninuencnene. Oct 2012 1)
HSBC Investment Bank Holdings Limited’s disposal of its stake in Havas Havalimanlari Yer Hizmetleri
Yatirim Holding Anonim SIrKEt ........c.cceeiiiriiieiiiiiieccce et Oct 2012 18
HSBC Insurance (Asia) Limited’s disposal of its general insurance portfolios® .............ccoccoovrrrrerrrrrrnenee. Nov 2012 117
HSBC Bank plc’s disposal of HSBC Shipping Services Limited .........ccccccovririeueirininineiirinininieieecerenieeenenes 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 ...........coo.oivoioooeeceeeeeeeee e Dec 2012 3,012
The Hongkong and Shanghai Banking Corporation Limited’s disposal of its shareholding in Global
Payments Asia-Pacific LIMIted® ............covvurverierieeiirieesiesises s Dec 2012 212

For footnote, see page 28.

Acquisition gains/(losses) affecting the underlying performance

Fair value gain
Date  on acquisition

US$m

Our share of the loss recorded by Ping An on re-measurement of its previously held equity interest in Ping

An bank (formerly known as Shenzhen Development Bank) when Ping An took control and fully

consolidated PIng An BanK .........cocoiieiieiieieiseeeeee ettt ettt ettt sn e enen Jul 2011 (48)
Gain on the merger of Oman International Bank S.A.O.G. and the Omani operations of

HSBC Bank Middle East LImited .........c.cccoooiiiiiiiiiiiiiciieeesrceieeeees e 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 ..........cccccoooiiiiiinniiicciiiceccrne e Oct 2012 18
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Constant currency and underlying reconciliations (continued)
Underlying performance

The following table reconciles our reported to an underlying basis. We reconcile other reported
revenue, loan impairment charges, operating results to underlying results when doing so results in
expenses and profit before tax for 2012 and 2011 a more useful discussion of operating performance.

Reconciliation of reported and underlying’ items

2012 2011 Change’
US$m US$m %
Revenue’
REPOITEA TEVEIUE ...ttt 68,330 72,280 )
Currency translation adjustment’ (2,033)
Own credit spread® ............ccoccoooee.... . 5,215 (3,933)
Acquisitions, disposals and dilUtIONS ...........ccovcueueireeiniieineinieireeese e seseees (10,048) (6,976)
Underlying revenue 63,497 59,338 7
Loan impairment charges and other credit risk provisions (‘LIC’s)
REPOIEA LICS ..ottt (8,311) (12,127) 31
Currency translation adjustment’ ...............ccoo.covuromreeieeeeeeeeeeeeeeeeeeeee e 277
Acquisitions, disposals and dilUtioNS ...........ccccceerririreeiniieieeie et seeseans 338 1,619
UNAErlyINg LICS ....voveuiiiiieiiiciinietetcite ettt ettt ettt bttt et (7,973) (10,231) 22
Operating expenses
Reported OPerating EXPEISES ........cvrueriruerieuirieuirietiateieiert ettt sttt se et seesesteseebeneene (42,927) (41,545) 3)
Currency translation adjustment’ ...............ccoooovureereeeeeeeeeeeeeeeeeeeeee e eseeeeen 1,273
Acquisitions, disposals and dilUtioNs ............cccceeerriereeiniieeeie et seeseans 1,004 2,666
Underlying OPErating XPENSES .......c.euweueurrrrreaeresrereseeesriresesesessesesesesseesssesssstsssssessssssssessssessases (41,923) (37,606) (11)
Underlying cost efficiency Tatio .........ccceceeiririeueuiiininieieiecereeeetcere e 66.0% 63.4%
Profit before tax
Reported profit BEfOre taX ........cccocovireeiiinirieiee et 20,649 21,872 (6)
Currency translation adjustment' (428)
Own credit spread’ ............cooovunn.. . 5,215 (3,933)
Acquisitions, disposals and dilUtiONS ........c..ccceeueeeereeiniieineiniereeese et seseees 9,479) (3,650)
Underlying profit DEfOIe taX .........coveueeirririeieieiririeiee ettt 16,385 13,861 18
By global business
Retail Banking and Wealth Management ............cccccveoereireinieninenieeneenee et 4,001 871 359
Commercial BanKing ........ccccocieviieiiieiieirieisieeietee ettt esens 7,941 7,691 3
Global Banking and MAarkets ............ccccceveeueueienininieieiirieeeicieeee et seesesenene 8,371 6,735 24
Global Private Banking .... 954 945 1
Other ......cccccoevmmeenene (4,882) (2,381) (105)
Underlying profit DEfOre taX .........cooeeerirnirieieiiinirieieic ettt 16,385 13,861 18
By geographical region
EUTOPE ..ot 699 1,629 57
HONG KONG ..o 7,162 5,761 24
Rest of Asia-Pacific .......... 6,403 6,249 2
Middle East and North Africa . 1,380 1,417 3)
North America .......c.ccceveuene . (1,499) (3,076) 51
Latin AINETICA ...oooviiiuiiitiiciieceeeeee ettt ettt e et e et e et e et e eaaeeateeaaeeaeeeaseeaseenseeareens 2,240 1,881 19
Underlying profit BEfOre tax ........ccccceeoiieririnieinieere e 16,385 13,861 18
For footnotes, see page 28.
Reconciliation of reported and underlying average risk-weighted assets (‘'RWA’s)
Year ended 31 December
2012 2011 Change
USS$bn US$bn %
Average reported RWAS ..ottt 1,172 1,154 2
Currency translation adjustment’ ............cc..ccoooorveeroeereeereereereeeeeseeseee e eeeeeen - (7)
Acquisitions, disposals and dilUtiONS ..........ccceeeereueeeurierreeererrienree e reseeeeseeeneseeeennes (43) (70)
Average underlying RWAS .....ccoooiiiiiiriieeeee e 1,129 1,077 5
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Constant currency and underlying reconciliations (continued)

Global businesses

Global businesses

Retail Banking and Wealth Management

Reconciliation of reported and constant currency profit/(loss) before tax

Net interest inCOMe .......cecevverereerenene
Net fee iINCOmMe .......cceevevvevreriererienenns
Gains on disposal of US branch
network and cards business ...........
Other income®

Net operating income® ...................

Loan impairment charges and other
credit risk provisions ..........c.coc.....

Net operating income ......................
Operating eXpenses ............ccocoeeeueueae
Operating profit ................c.c.coccccce.
Income from associates ...............c....

Profit before tax

For footnotes, see page 28.

2011
Currency at2012
2011 as translation exchange 2012 as
reported adjustment’ rates reported
US$m US$m US$m US$m
24,101 (702) 23,399 20,298
8,226 (187) 8,039 7,205
- - - 3,735
1,206 (100) 1,106 2,623
33,533 (989) 32,544 33,861
(9,319) 181 (9,138) (5,515)
24,214 (808) 23,406 28,346
(21,202) 712 (20,490) (19,769)
3,012 (96) 2,916 8,577
1,258 25 1,283 998
4,270 (71) 4,199 9,575

Reported
change’
%

(16)
(12)

117
1

41
17
7
185

@1
124

Constant
currency
change
%

13)
10)

2

137
4

40
21
4
194
(22)
128
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Constant currency and underlying reconciliations (continued)
Global businesses

Reconciliation of reported and underlying’ items

Year ended 31 December

2012 2011 Change®

US$m US$m %
Revenue’
REPOIEA TEVENUR ...ovveviiiiiieiietiieteeee ettt se st eseseesens 33,861 33,533 1
Currency translation adjustment’ . (989)
Acquisitions, disposals and dilUtionS ...........ccceeeereeeineerieinieenerrereeeeeescseseieseeseens (6,164) (6,427)
UNAETTYING TEVEIUE .....euiiiiiiiiiieieieieereetetet ettt ettt ettt es 27,697 26,117 6
Loan impairment charges and other credit risk provisions (‘LIC’s)
REPOIEA LICS ...ttt et (5,515) (9,319) 41
Currency translation adjustment’ ...............ccoo.oorvorooreeeeeeeeeeeeeeeeeeeeeee e 181
Acquisitions, disposals and dilUtions ...........cceeevreeireenieinierernieneeeeeeseeeeeeeeesesenes 339 1,616
UNderlying LICS ....c.cciriririiueiinininieccereeteee ettt ettt ettt ee (5,176) (7,522) 31
Operating expenses
Reported operating EXPEISEs ........coueueueuerirurueueueererierereseeneeeeseseseseseeseeseesseseseseseeees (19,769) (21,202) 7
Currency translation adjustment’ ............cc..cocoorveereereeereeeeereeeeeseeeeee s 712
Acquisitions, disposals and dilUtions .............cceeeeereirirerinieeeieeeeeseee s 873 2,429
Underlying Operating eXPEeNSES .........c.cocrrueuerererirerreuerererensruereretsssseseseseessssesesesensnsns (18,896) (18,061) %)
Underlying cost effiCiency ratio ..........cccoeeeueerirenieuerinirineicceneeeeieeeee e 68.2% 69.2%
Profit before tax
Reported profit before tax ........ 9,575 4,270 124
Currency translation adjustment’ ... . (71)
Acquisitions, disposals and dilUtions ...........ccceceereueineinieiniesneiriereeeeeeseeeeeeeeesesens (5,574) (3,328)
Underlying profit DefOre tax .........coeeeoirririeueenirinieieicereneetceeeseneereieees et eeneene 4,001 871 359

For footnotes, see page 28.

Retail Banking and Wealth Management — HSBC Finance
Reconciliation of reported and underlying’ items

Year ended 31 December

2012 2011 Change’

US$m US$m %
Revenue’
Reported revenue 7,251 7,216 -
Acquisitions, disposals and dilutions (4,830) (5,462)
UNAETTYING TEVEIUE .....euiiiiiiiiiiieieictrietetet ettt ettt ettt ee 2,421 1,754 38
Profit/(loss) before tax
Reported profit/(10ss) Before tax ...........cooeeeeriririecicininreccreeceeee e 2,443 (2,405)
Acquisitions, disposals and dilUtions ...........c.eceeeeuerirceeiernceer e (3,916) (2,061)
Underlying 1088 DEfOre taX .......cccovurueveiririnieieieiniririeieic ettt (1,473) (4,466) 67)

For footnote, see page 28.



HSBC HOLDINGS PLC

Constant currency and underlying reconciliations (continued)

Global businesses

Commercial Banking

Reconciliation of reported and constant currency profit/(loss) before tax

2011
Currency at2012 Constant
2011 as translation exchange 2012 as Reported currency
reported adjustment’ rates reported change’ change’
US$m US$m US$m US$Sm % %
Net interest inCOMe .......cecevverereerenene 9,931 (381) 9,550 10,361 4 8
Net fee income .......ccoeeveeeererereeennne. 4,291 (132) 4,159 4,470 4 7
Gains on disposal of US branch
NEtWOIK ...oveveiiviereiccireecccnee - - 277
Other income* .........ccooovrvvvrrvrerres 1,389 (58) 1,331 1,443 4 8
Net operating income® ..o 15,611 (571) 15,040 16,551 6 10
Loan impairment charges and other
credit risk provisions ..........c.ccceee.. (1,738) 81 (1,657) (2,099) (21) 27
Net operating income ...................... 13,873 (490) 13,383 14,452 4 8
Operating eXpenses .........ceceoeereeeneene (7,221) 288 (6,933) (7,598) Q) (10)
Operating profit ... 6,652 (202) 6,450 6,854 3 6
Income from associates ...........c.c..... 1,295 22 1,317 1,681 30 28
Profit before tax .............cccoveeenne 7,947 (180) 7,767 8,535 7 10
For footnotes, see page 28.
Reconciliation of reported and underlying’ items
Year ended 31 December
2012 2011 Change’
US$m US$m %
Revenue’
REPOItEd TEVENUE ...c.uiiiiiiiiiiitee ettt 16,551 15,611 6
Currency translation adjustment! ............ccccoooeveivrveeeeeeeeeeeeeee e seseeees (571)
Acquisitions, disposals and dilUtions .............cceceeeerrercrerineeeeeeereees s (605) (232)
UNAEILYINgG TEVEIUE .....c.oviviiiiiiiieicicicrieteetcicteee ettt ee 15,946 14,808 8
Loan impairment charges and other credit risk provisions (‘LIC’s)
REPOITEA LICS .ttt (2,099) (1,738) (21)
Currency translation adjustment’ 81
Acquisitions, disposals and dilutions (€)) 3
UNAEIIYING LICS ..ttt ettt esebenan (2,100) (1,654) (27)
Operating expenses
Reported Operating EXPENSES ........eveverieirieirieieieieteeereeeseseeseeseeeseseesessesessesesseseesenes (7,598) (7,221) 5)
Currency translation adjustment’ ...........ccc.covververiereereeeriereeeseeseee s senes 288
Acquisitions, disposals and dilUtions ...........c.ecceeuerirccierceerceere e 100 162
Underlying Operating EXPEeNSES .........c.cerurueuereretreruruereserenessesesertsssseseseseessssesesesensssens (7,498) (6,771) (11)
Underlying cost effiCiency ratio ..........covveueueerininieieriininineice e 47.0% 45.7%
Profit before tax
Reported profit BefOre taX ........ccooeueueiririnieicicirirriecceee e 8,535 7,947 7
Currency translation adjustment' ... (180)
Acquisitions, disposals and dilutions (594) (76)
Underlying profit Before tax .......c.coceeerirririeueeninirieieiecrerseie et 7,941 7,691 3

For footnotes, see page 28.
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Constant currency and underlying reconciliations (continued)

Global businesses

Global Banking and Markets

Reconciliation of reported and constant currency profit/(loss) before tax

Net interest inCOMe .......cecevverereerenene
Net fee iNCOme .......ccoevvevvevieriererieenenns
Net trading income .........cccoeeeveeenenene.
Other income® ........ccccoooevvvrervernennn,

Net operating income® ...................
Loan impairment charges and other
credit risk provisions ...........c........

Net operating income ......................
Operating eXpenses ............coceveveuenne
Operating profit ...............cccocceeene
Income from associates ............c........

Profit before tax ............cccccoeevenenene

For footnotes, see page 28.

2011
Currency at2012
2011 as translation exchange 2012 as
reported adjustment’ rates reported
US$m US$m US$m US$m
7,263 197 7,066 6,960
3,227 92) 3,135 3,329
5,204 (116) 5,088 5,690
1,363 (26) 1,337 2,294
17,057 (431) 16,626 18,273
(984) 14 (970) (670)
16,073 (417) 15,656 17,603
(9,722) 208 9,514) 9,907)
6,351 (209) 6,142 7,696
698 9 707 824
7,049 (200) 6,849 8,520

Reported
change’
%

@
3
9

68

7

32
10
@
21
18
21

Constant
currency

change’
%

()]
6

12

72

10

31
12
@
25
17
24

Reconciliation of reported and constant currency management view of total operating income of Global Banking and

Markets

Foreign Exchange
Equities ...............
Securities Services
Asset and Structured Finance ........

Global Banking .........ccceceeueevineneucnne
Financing and Equity Capital
Markets ......coceeererireeieeinininines
Payments and Cash
Management® ...........c..ccoocooo......
Other transaction services'™ ...........

Balance Sheet Management'' ............
Principal Investments ...........cccccoeune.
Debit valuation adjustment ................
Other' ...

Total operating income ............coo......

For footnotes, see page 28.

2011
Currency at 2012

2011 as translation exchange 2012 as
reported adjustment’ rates reported
US$m US$m US$m US$m
8,098 (206) 7,892 8,733
335 ) 326 779
1,341 (14 1,327 1,771
3,272 a7 3,195 3,215
961 36) 925 679
1,673 (43) 1,630 1,663
516 27 489 626
5,401 (132) 5,269 5,568
3,233 87 3,146 3,071
1,534 19) 1,515 1,744
634 (26) 608 753
3,488 74 3,414 3,738
209 ®) 201 125

- - - 518
(139) (1 (150) (409)
17,057 (431) 16,626 18,273

Reported
change’
%

8
133
32
@
@9)
a
21

3

®

14
19

(40

(194)

Constant
currency
change
%

11
139
33
1

@7
2
28

6

2

2

15
24

(3%

(173)
10
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Constant currency and underlying reconciliations (continued)

Global businesses

Reconciliation of reported and underlying’ items

Revenue’

REPOIEA TEVENUR ...ovveviiiiiieiietiieteeee ettt se st eseseesens
Currency translation adjustment'
Acquisitions, disposals and dilUtionS ...........ccceeeereeeineerieinieenerrereeeeeescseseieseeseens

UNAETTYING TEVEIUE .....euiiiiiiiiiieieieieereetetet ettt ettt ettt es

Loan impairment charges and other credit risk provisions (‘LIC’s)
REPOIEA LICS ...ttt et
Currency translation adjustment’ ................coooovuoruoreeeoeeeeeeeeeeeeeeeeeeeee e

UNErlying LICS ...cc.oviuiiiiirieiricieicetee ettt

Operating expenses

Reported operating expenses ...
Currency translation adjustment
Acquisitions, disposals and dilUtions ...........ccceceereereneenieineeenerniereeeeeiseeeseieeeeeesens

Underlying Operating EXPEeNSES .........c.cereruruererertreruruereserenersesesetsssseseseseessssesesesensssens
Underlying cost effiCiency ratio ..........cocvveueueerininirieririninineiccersieeeeeeeeeie e

Profit before tax

Reported profit DEOre taX ........cccceveeerieirieirieieieeee s
Currency translation adjustment’ ................coo.oovvoroerooeoeeeeeeeee e
Acquisitions, disposals and dilUtions .............ccoeeeereirireriineeeeeeesee s

Underlying profit BefOre taX ........coceviverireieieieeieeriee et ne

For footnotes, see page 28.

Year ended 31 December

2012 2011
US$m USS$m
18,273 17,057
431)

(107) (81)
18,166 16,545
(670) (984)
14

(670) (970)
(9,907) (9,722)
208

21 34
(9,886) (9,480)
54.4% 57.3%
8,520 7,049

(200)

(149) (114)
8,371 6,735

Change®
%

10
32

31

@

“

21

24



HSBC HOLDINGS PLC

Constant currency and underlying reconciliations (continued)

Global businesses

Global Private Banking

Reconciliation of reported and constant currency profit/(loss) before tax

2011
Currency at 2012 Constant
2011 as translation exchange 2012 as Reported currency
reported adjustment' rates reported change’ change’
US$m US$m US$m US$m % %
Net interest inCOMe ........ceevvvevreeneenene. 1,439 (12) 1,427 1,294 (10) (&)
Net fee iNCOMe .......cceeveveieeevierienenns 1,382 (19) 1,363 1,232 an 10)
Other income® .........cccoovvvevveverninnn. 471 (4) 467 646 37 38
Net operating income” ..................... 3,292 (35) 3,257 3,172 “4) A3
Loan impairment charges and other
credit risk provisions ...........coe..... (86) 1 (85) (27) 69 68
Net operating income ...................... 3,206 (34) 3,172 3,145 ?2) (€))
Operating eXpenses ..........c.coceveevevenens (2,266) 26 (2,240) (2,143) 5 4
Operating profit ................c.c.coccccce. 940 (8) 932 1,002 7 8
Income from associates .........c.c.ccc.... 4 - 4 7 75 75
Profit before tax ................ccccoevevenn. 944 (8) 936 1,009 7 8
For footnotes, see page 28.
Reconciliation of reported and underlying’ items
Year ended 31 December
2012 2011 Change®
US$m US$m %
Revenue’
REPOIEA TEVEIUE ...o.voviieiieiiiieteieteieee ettt et se st es s esens 3,172 3,292 4)
Currency translation adjustment’ ... - (35)
Acquisitions, disposals and dilutions (65) (28)
UNAETTYING TEVEIUE .....euiuiiiiiiiirieieieieertetetetet ettt ettt ettt es 3,107 3,229 4
Loan impairment charges and other credit risk provisions (‘LIC’s)
REPOTEA LICS .ttt sttt se s s sens 27) (86) 69
Currency translation adjustment’ ...............ccoooovuoruereeeeeeeeeeeeeeeeeeeee e 1
UNErlying LICS ...cc.oiiuiiiiirieiicieieete ettt (27) (85) 68
Operating expenses
Reported Operating EXPENSES ......c.eveverieirieririeiereeeieeeteeeseseeseeseeeseseesesesessesesseseesenes (2,143) (2,266) 5
Currency translation adjustment’ ...........coo.ovuorveriereereeerisereeseesee s 26
Acquisitions, disposals and dilUtions ...........coeceeeuerirceiernceerccereeee e 10 37
Underlying Operating EXPEeNSES .........c.cererueuerereererieuerererenesseseseressssesesesesessssesesesensssens (2,133) (2,203) 3
Underlying cost efficiency ratio ............ccccoveiiicieiiiiinininiiccceeieeeeecceeenenas 68.7% 68.2%
Profit before tax
Reported profit before taX .........cooeeeeiiirinieiciciirrecccee e 1,009 944 7
Currency translation adjustment’ ................coooovvorooreoreeeeeeeeeeeeeeeee e ®)
Acquisitions, disposals and dilUtions ...........ccceceureeeeneirieirieeneinieireeeieeeeeeeeeeesesenes (55) 9
Underlying profit Before tax .........coeeererrireuieriririeieecrrre ettt 954 945 1

For footnotes, see page 28.
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HSBC HOLDINGS PLC

Constant currency and underlying reconciliations (continued)
Global businesses

Other

Reconciliation of reported and constant currency profit/(loss) before tax

2011
Currency at2012 Constant
2011 as translation exchange 2012 as Reported currency
reported adjustment’ rates reported change’ change’
US$m US$m US$m US$Sm % %
Net interest inCOmMe ........ceevvereeervennns 911) 35 (876) (730) 20 17
Net fee inCome .......ccoeeeeerereereeenenne 34 (6) 28 194 471 593
Own credit spread® ...........ccoocorverrnne. 3,933 (35) 3,898 (5,215)
Gains on disposal of Ping An ............ - - - 3,012
Other income® ..........cccccoovvvvvrvern. 6,089 (119) 5,970 5,071 an 1s)
Net operating income® ................... 9,145 (125) 9,020 2,332 (74) (74)
Loan impairment charges and other
credit risk provisions ...........c.cee.. - - - =
Net operating income ...................... 9,145 (125) 9,020 2,332 (74) (74)
Operating eXpenses .........c.eoeereeernne (7,492) 122 (7,370) (9,369) (25) 27)
Operating profit/(loss) .................... 1,653 3) 1,650 (7,037)
Income from associates ..................... 9 (1) 8 47 422 488
Profit/(loss) before tax ..................... 1,662 4) 1,658 (6,990)
For footnotes, see page 28.
Reconciliation of reported and underlying’ items
Year ended 31 December
2012 2011 Change’
US$m US$m %
Revenue’
REPOItEd TEVENUE ...c.uiiiiiiiiiiitee ettt 2,332 9,145 (74)
Currency translation adjustment! ...........ccccoooovevvrveeeeeeeeseeeee s (90)
OWnN credit SPread’ ............ovmmrrrevvvveeseseeeeeeseesssssseeessssesss 5,215 (3,933)
Acquisitions, disposals and dilUtions ...........cceceeeuerirceierneeerceereeees e 3,107) (208)
UNAETTYING TEVEIUE .....euiiiviiiiiieieieieerirtetetet ettt ettt bttt es 4,440 4,914 (10)
Operating expenses
Reported OPerating EXPENSES ......c.eveveriererieirieieieieteeeteeeseseeseeseseeseseesessesessesesseseesenes 9,369) (7,492) (25)
Currency translation adjustment' 122
Acquisitions, disposals and dilUtions ...........ccceceureeeeneirieirieeneinieireeeieeeeeeeeeeesesenes - 4
Underlying Operating €XPEeNSES .........c.coererueuererertreriruerererenessesesetssssesesesesessssesesesensssens (9,369) (7,366) (27)
Underlying cost effiCIenCy ratio .......cocevvvveieierieirieerieeseieeeee e 211.0% 149.9%
Profit/(loss) before tax
Reported profit/(10ss) DEfOre taX ......ccoeivueirieirieieerie e (6,990) 1,662
Currency translation adjustment’ ............c...coooorveeruereeereereereeeeeseeeeee s 31
OWN CIEAit SPIEAU’ .......vveeceeeeeeeeeeeees e sse s ssssse s ssss s ssses s ssssssses 5,215 (3,933)
Acquisitions, disposals and dilUtiONS ...........cceeeereueereurierreeeerrieireeeie s (3,107) (141)
Underlying 1088 DEfOre taX ........cccoeivieirieiiiiniiiieiee e (4,882) (2,381) (105)

For footnotes, see page 28.
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HSBC HOLDINGS PLC

Constant currency and underlying reconciliations (continued)
Geographical regions

Geographical regions
Europe

Reconciliation of reported and constant currency profit/(loss) before tax

2011
Currency at2012 Constant
2011 as translation exchange 2012 as Reported currency
reported adjustment’ rates reported change’ change’
US$m US$m US$m US$m % %
Net interest inCOMe .......cecevverereerenene 11,001 (325) 10,676 10,394 6) A3)
Net fee income ........ 6,236 (205) 6,031 6,169 1) 2
Own credit spread” .. 2,947 (35) 2,912 4,110)
Other income® ..........ccoooovvvrvrrrrrenns 4,062 17 4,045 5,155 27 27
Net operating income® ................... 24,246 (582) 23,664 17,608 27 (26)
Loan impairment charges and other
credit risk provisions ............c....... (2,512) 54 (2,458) (1,921) 24 22
Net operating income ..................... 21,734 (528) 21,206 15,687 (28) (26)
Operating eXpenses ............cocevevevenne (17,069) 406 (16,663) (19,095) 12) as)
Operating profit/(10ss) ..........c.c..c..... 4,665 (122) 4,543 (3,408)
Income/(loss) from associates ........... 6 (8) 2) (6) (200)
Profit/(loss) before tax .................... 4,671 (130) 4,541 (3,414)
For footnotes, see page 28.
Reconciliation of reported and underlying’ items
Year ended 31 December
2012 2011 Change’
US$m US$m %
Revenue’
REPOIEd TEVENUE ...c..cuiiiiiiiiiiietee ettt 17,608 24,246 27
Currency translation adjustment’ ...........c...coo.orveeruereeereereereeeeeseeeeeeeee e (547)
OWN Credit SPrEad’ .........ovuveveeeveeeeeeeeie e seeeen 4,110 (2,947)
Acquisitions, disposals and dilUtions ...........cceceeeuerirccieninceere e 3 -
Underlying reVENUE .........cccooiiiiiiuiiiiiiiiiicicicieecteec e 21,721 20,752 5

Loan impairment charges and other credit risk provisions (‘LIC’s)
Reported LICS .......covueuiiiiiiiiiiiiiiicccicnccces (1,921) (2,512) 24
Currency translation adjustment' 54

Underlying LICS ....c.ccoioiriiiiieiiirieieecereeteeec ettt (1,921) (2,458) 22

Operating expenses
Reported Operating EXPEnSEs ........covveveveiririrueteueiririeierestereeeereseeseseeseseseessesesesescees (19,095) (17,069) (12)

Currency translation adjustment’ 406

Underlying Operating €XPENSES .........c.ccceueueueueueermrueueremeresssuesesesesssseseseneessssesesesessssns (19,095) (16,663) (15)
Underlying cost effiCIENCYy ratio ........ccccovueueueeririnieieiierinieiceeseeeeeeeeeeee e 87.9% 80.3%

Profit/(loss) before tax

Reported profit/(loss) before tax (3,414) 4,671

Currency translation adjustment’ (95)

Own credit SPread’ .............oovmmrerevvvveresesereeeresessssnnee. 4,110 (2,947)

Acquisitions, disposals and dilUtions ...........cceceereueereeneeinieerniereeeieesceeeeeeeesesenes 3 -

Underlying profit Defore tax .......cocoeeerirririeuieniririeieetrerree et 699 1,629 (57)

For footnotes, see page 28.
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HSBC HOLDINGS PLC

Constant currency and underlying reconciliations (continued)
Geographical regions

Hong Kong

Reconciliation of reported and constant currency profit/(loss) before tax

2011
Currency at2012 Constant
2011 as translation exchange 2012 as Reported currency
reported adjustment’ rates reported change’ change’
US$m US$m US$m US$Sm % %
Net interest inCOME .........ccveevvenneenee.. 4,691 20 4,711 5,316 13 13
Net fee inCome .......occeeverireereenenennnn 3,097 11 3,108 3,335 8 7
Other income® ..........ccoocovververrerenan. 2,894 8 2,902 3,771 30 30
Net operating income” ..................... 10,682 39 10,721 12,422 16 16
Loan impairment charges and other
credit risk provisions ..........c.cc...... (156) (1) (157) (74) 53 53
Net operating income ...................... 10,526 38 10,564 12,348 17 17
Operating eXpenses .........c.coeeeeereenens (4,758) (18) (4,776) (4,848) ?2) 2)
Operating profit ...............cccceeeee 5,768 20 5,788 7,500 30 30
Income from associates .........c.c.ec.... 55 - 55 82 49 49
Profit before tax ............................. 5,823 20 5,843 7,582 30 30
For footnotes, see page 28.
Reconciliation of reported and underlying’ items
Year ended 31 December
2012 2011 Change’
US$m US$m %
Revenue’
REPOTEA TEVENUE ...ouveviieiiieiietiieteeee ettt sseseesens 12,422 10,682 16
Currency translation adjustment’ .............co..coo.oruoroereeeeeeeeeeeeeeeeeeeee e 39
Acquisitions, disposals and dilUtions ...........ccecereeeieereenieeneiniereeceeeseeeseeeeeeeesenes (445) (109)
UNAETTYING TEVEIUE .....euiuiitiiiiiieieieieiirteteietei ettt ettt ee 11,977 10,612 13
Loan impairment charges and other credit risk provisions (‘LIC’s)
REPOIEA LICS ..ottt (74) (156) 53
Currency translation adjustment’ ...............ccoooovuoruereoeeeeeeeeeeeeeeeeee e (1)
UNAErlying LICS ....cucueuiiiiieieiiiirieieieiereteiee ettt ettt (74) (157) 53
Operating expenses
Reported OPerating EXPENSES ......c.eveverieerieirieriereieieeereeeseseesesseseeseseesesesessesesseseesenes (4,848) (4,758) 2)
Currency translation adjustment' (18)
Acquisitions, disposals and dilUtions ...........ccceceereeeeinieeriernerniereeeeeesceeeieseeeesenes 34 40
Underlying Operating €XPEeNSES .........c.cerurueuererertreriruerererenesseseseesssseseseseessssesesesensssens (4,814) (4,736) 2)
Underlying cost effiCIeNnCY Tatio .......ccocevivveieierieirieirieeeeeeeeieee et ne 40.2% 44.6%
Profit before tax
Reported profit Before taX .........cooeueueiiiriniriciciirrecceee e 7,582 5,823 30
Currency translation adjustment’ ... . 20
Acquisitions, disposals and dilUtions ..............ceeeeereirireriineeeeeeseee e (420) (82)
Underlying profit BefOre taX ........cooeciveireieieieeieeriee et ns 7,162 5,761 24

For footnotes, see page 28.
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HSBC HOLDINGS PLC

Constant currency and underlying reconciliations (continued)
Geographical regions

Rest of Asia-Pacific

Reconciliation of reported and constant currency profit/(loss) before tax

2011
Currency at2012 Constant
2011 as translation exchange 2012 as Reported currency
reported adjustment’ rates reported change’ change’
US$m US$m US$m US$m % %
Net interest inCOME .........cccoeevveveenens 5,102 (111) 4,991 5,391 6
Net fee income ........ 2,111 (57) 2,054 2,083 @ 1
Own credit spread’ 2 - 2 3
Gains on disposal of Ping An ............ - - - 3,012
Other income* .........cooooonrrvnriirriinnnns 3,498 (148) 3,350 3,101 11 @)
Net operating income® ................... 10,713 (316) 10,397 13,584 27 31
Loan impairment charges and other
credit risk provisions ..........c.cc..e.... (267) 1 (266) (436) (63) (64)
Net operating income ...................... 10,446 (315) 10,131 13,148 26 30
Operating eXpenses ............coceeevevenns (5,806) 173 (5,633) (5,806) - A3)
Operating profit ...............ccccceeeee 4,640 (142) 4,498 7,342 58 63
Income from associates ..................... 2,831 63 2,894 3,106 10 7
Profit before tax ..............cccccceueeee 7,471 (79) 7,392 10,448 40 41
For footnotes, see page 28.
Reconciliation of reported and underlying’ items
Year ended 31 December
2012 2011 Change’
US$m US$m %
Revenue’
REPOIEA TEVEIUE ...ttt 13,584 10,713 27
Currency translation adjustment' (316)
Own credit spread’ ..........ccoco....... . 3 2)
Acquisitions, disposals and dilUtions ..............cecceeuerrerirerinieeeee e (3,342) (295)
UNderlying FEVENUE ......cc.ccerveiriiiiitiieieiitesieertee ettt 10,245 10,100 1
Loan impairment charges and other credit risk provisions (‘LIC’s)
REPOTEA LICS ..ttt (436) (267) (63)
Currency translation adjustment’ ............coc.coovorververeereeereseseeeseeseee s 1
Acquisitions, disposals and dilUtions ...........c.eceeeeuerirceierceer e 2) 4
UnNderlying LICS ...c.c.oviiiiiiiiicieininirinitcicieieteie ettt (438) (262) 67)
Operating expenses
Reported OPerating EXPENSES ........eveverieerieririeieieiereieseeeseseesesseseeseseesessesessesessesessenes (5,806) (5,806) -
Currency translation adjustment’ ............coo.coovovververeereeereereeseeseee s 173
Acquisitions, disposals and dilutions ... 60 96
Underlying Operating €XPEeNSES .........c.cereruruererertreriruerererenerseseserestsseseseseessssesesesensssens (5,746) (5,537) 4)
Underlying cost efficiency ratio ............ccccoveeiicieiiiiinininiiiecceieeeesecceeeienas 56.1% 54.8%
Profit before tax
Reported profit Before taX .........cooeueeeiiiririeiciciirrecctee e 10,448 7,471 40
Currency translation adjustment’ ...............ccoooovuorooreoeeeeeeeeeeee e (79)
Own credit spread® ...........ccooooerneee.. 3 2)
Acquisitions, disposals and dilutions (4,048) (1,141)
Underlying profit before tax .........ccccceeerrrieuienirnieicceeeeeiceesereeee e 6,403 6,249 2

For footnotes, see page 28.
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HSBC HOLDINGS PLC

Constant currency and underlying reconciliations (continued)
Geographical regions

Middle East and North Africa

Reconciliation of reported and constant currency profit/(loss) before tax

2011
Currency at2012 Constant
2011 as translation exchange 2012 as Reported currency
reported adjustment’ rates reported change’ change’
US$m US$m US$m US$Sm % %
Net interest iNCOME .........cceeveeevennns 1,432 ) 1,423 1,470 3 3
Net fee income ........ 627 4) 623 595 Q) “4)
Own credit spread” .. 14 - 14 12)
Other income® .........ccoocooververrern. 534 1) 533 377 29) 29)
Net operating income” ..................... 2,607 (14) 2,593 2,430 (@) 6)
Loan impairment charges and other
credit risk provisions .........c.c.e..... (293) 1 (292) (286) 2 2
Net operating income ...................... 2,314 (13) 2,301 2,144 (@) (@)
Operating eXpenses ..........c.coceveereveucns (1,159) 6 (1,153) (1,166) 1) 1)
Operating profit ... 1,155 7 1,148 978 as) 15)
Income from associates .............cc.... 337 - 337 372 10 10
Profit before tax ............ccccoveeenne 1,492 (7) 1,485 1,350 (10) )
For footnotes, see page 28.
Reconciliation of reported and underlying’ items
Year ended 31 December
2012 2011 Change®
US$m US$m %
Revenue’
REPOIEA TEVENUE ...oueoviieiiieiietiietee ettt se st sbeseesens 2,430 2,607 7)
Currency translation adjustment’ ...........coc.covuervereereerieeriereee s (14)
Own credit spread® ...........ccooooerneee.. 12 (14)
Acquisitions, disposals and dilutions 3 (79)
UNAETLYING TEVEIUE .....cvvvveiiiiiieieieicirteteietct ettt ettt et ea e es 2,445 2,500 2)
Loan impairment charges and other credit risk provisions (‘LIC’s)
REPOIEA LICS ...ttt (286) (293) 2
Currency translation adjustment’ ............cc..coooorveeruereeereereereeeeeseeeeee s 1
UNderlying LICS ....c.ccoiriririiieiinirieieicicerieteee ettt ettt ettt ee (286) (292) 2
Operating expenses
Reported operating expenses .... (1,166) (1,159) (1)
Currency translation adjustment 6
Acquisitions, disposals and dilUtions ..............coeeeeeeirireriiseeeeee s 15 25
Underlying Operating €XPeNSES .........c.cccerueuerererererueuereeerensruerereesssseseseseessssesesesensssns (1,151) (1,128) 2)
Underlying cost effiCIency ratio ........cccoeueueueeriririeieiierinieeieeeeeeeeeeee e 47.1% 45.1%
Profit before tax
Reported profit DEfOre taxX .........coeovereirieinieneee s 1,350 1,492 (10)
Currency translation adjustment’ ............cc..coooorveereereeereereereeeeeseeeeeeeee s (7)
OWN CTEit SPIEAM’ ......oveovveeeeeeeeeee e 12 (14)
Acquisitions, disposals and dilUtions ...........c.eceeeuerirccierecer e 18 (54)
Underlying profit DEfOre taxX .........ccceeeireriiiniinieieie e 1,380 1,417 3)

For footnotes, see page 28.
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HSBC HOLDINGS PLC

Constant currency and underlying reconciliations (continued)
Geographical regions

North America

Reconciliation of reported and constant currency profit/(loss) before tax

2011
Currency at2012 Constant
2011 as translation exchange 2012 as Reported currency
reported adjustment’ rates reported change’ change’
US$m US$m US$m US$Sm % %
Net interest inCOME ........ccevvereervenenne. 11,480 (17) 11,463 8,117 29) 29)
Net fee income ........ 3,308 (7) 3,301 2,513 (24) (24)
Own credit spread’ 970 - 970 (1,090)
Gains on disposal of US branch
network and cards business ........... - - - 4,012
Other income* ..........ccocoovvvververe. 242 - 242 1,141 371 371
Net operating income® ................... 16,000 24) 15,976 14,693 ®) @®)
Loan impairment charges and other
credit risk provisions ..........c.ccceeee. (7,016) 1 (7,015) (3,457) 51 51
Net operating income ...................... 8,984 (23) 8,961 11,236 25 25
Operating eXpenses .........ccooeereeernne (8,919) 9 (8,910) (8,940) - -
Operating profit ..............cccccenenne 65 (14) 51 2,296 3,432 4,402
Income from associates ..................... 35 - 35 3 1) “1)
Profit before tax .............cccoveeenne 100 (14) 86 2,299 2,199 2,573
For footnotes, see page 28.
Reconciliation of reported and underlying’ items
Year ended 31 December
2012 2011 Change’
US$m US$m %
Revenue’
REPOIEA TEVEIUE ...ttt 14,693 16,000 ®)
Currency translation adjustment' (24)
Own credit spread’ ..............ccooommrrnenen. . 1,090 (970)
Acquisitions, disposals and dilUtions ...........cceceereueereeneeinieerniereeeieesceeeeeeeesesenes (5,924) (6,001)
UNAETTYING TEVEIUE .....euiiiiiiiiiieieieieerietetet ettt ettt ettt es 9,859 9,005 9
Loan impairment charges and other credit risk provisions (‘LIC’s)
REPOIEA LICS ...ttt (3,457) (7,016) 51
Currency translation adjustment’ ...............ccoooovuoruoreoeoeeeeeeeeeeeeeeeeeeeeeee e 1
Acquisitions, disposals and dilUtions ...........ccceceereeeineirieinierineinereeeieeseee e 324 1,599
UNAEILYING LICS ..viiiiiiieieiiieteieteie ettt ettt senaesenes (3,133) (5,416) 42
Operating expenses
Reported operating EXPEISES ..........oueueueuerieirueueueeririeeereaeeseeeeseseseseseeseeseesseseseseseens (8,940) (8,919) -
Currency translation adjustment’ ............c...coooorveeruereeereereereeeeeseeeeee s 9
Acquisitions, disposals and dilutions ..............coeeeuerririrerinieieeieeee e 712 2,210
Underlying Operating eXPEeNSES .........c.cocerueuerererererueuerererensruereresesssseseseseensesesesesessnsens (8,228) (6,700) (23)
Underlying cost effiCIEnCy ratio ........ccccoeueueueeriririeieiierinieieeesereeeeeeeeee e 83.5% 74.4%
Profit/(loss) before tax
Reported profit DEfOre taxX .........coeovereirieinieneee s 2,299 100 2,199
Currency translation adjustment’ ............cc..cooooorveeruereeeriereereeeeeseee s (14)
Own credit spread’ . 1,090 (970)
Acquisitions, disposals and dilUtions ...........cceceeeeueirircecierccerceereees e (4,888) (2,192)
Underlying 1088 DEfOre taX ........cccoeivieirieiiieniiiieiec e (1,499) (3,076) 51

For footnotes, see page 28.
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HSBC HOLDINGS PLC

Constant currency and underlying reconciliations (continued)

Geographical regions

Latin America

Reconciliation of reported and constant currency profit/(loss) before tax

2011
Currency at2012 Constant
2011 as translation exchange 2012 as Reported currency
reported adjustment’ rates reported change’ change’
US$m US$m US$m US$Sm % %
Net interest iNCOME .........cceeveeevennns 6,956 (709) 6,247 6,984 - 12
Net fee income 1,781 (174) 1,607 1,735 A3) 8
Other income* 2,716 (333) 2,383 2,232 18) (6)
Net operating income’ ................... 11,453 (1,216) 10,237 10,951 (@) 7
Loan impairment charges and other
credit risk provisions ............c........ (1,883) 221 (1,662) (2,137) 13) 29)
Net operating income ...................... 9,570 (995) 8,575 8,814 ®) 3
Operating eXpenses .........ccceoeeereeenenne (7,255) 742 (6,513) (6,430) 11 1
Operating profit ................cccccevenne 2,315 (253) 2,062 2,384 3 16
Income from associates ............c.c..... - - - - -
Profit before tax .............cccoveeenne 2,315 (253) 2,062 2,384 3 16
For footnotes, see page 28.
Reconciliation of reported and underlying’ items
Year ended 31 December
2012 2011 Change’
US$m US$m %
Revenue’
REPOIEA TEVEIUE ...ttt 10,951 11,453 “4)
Currency translation adjustment! .............ccccoooevervveveeeeereeeseseee e seseeees (1,216)
Acquisitions, disposals and dilUtiONS ...........cceeeureeeereurierreeeerrienreeese e eeeseeeneseeeenes (343) (492)
UNderlying FEVENUE ......cc.ccerueiriiiriiieieiitesieestee ettt 10,608 9,745 9
Loan impairment charges and other credit risk provisions (‘LIC’s)
Reported LICs (2,137) (1,883) (13)
Currency translation adjustment’ ... 221
Acquisitions, disposals and dilUtions ...........cceceeeeuerenccierceereceeeees e 16 16
UnNderlying LICS ...c.c.oviiiiiiiiicieininirinitcicieieteie ettt (2,121) (1,646) 29)
Operating expenses
Reported OPerating EXPENSES ........eveverieerieririeieieiereieseeeseseesesseseeseseesessesessesessesessenes (6,430) (7,255) 11
Currency translation adjustment’ ... 742
Acquisitions, disposals and dilutions 183 295
Underlying Operating €XPEeNSES .........c.cereruruererertreriruerererenerseseserestsseseseseessssesesesensssens (6,247) (6,218) -
Underlying cost efficiency ratio ............ccccoveeiicieiiiiinininiiiecceieeeesecceeeienas 58.9% 63.8%
Profit before tax
Reported profit Before taX .........cooeueeeiiiririeiciciirrecctee e 2,384 2,315 3
Currency translation adjustment’ ................coooorvoruereoreeeeeeeeeeeeeeeeeeee e (253)
Acquisitions, disposals and dilUtions ...........ccceceereurieirieeniereiriereeeieesceeseieeeeeesenes (144) (181)
Underlying profit DefOre tax .........coeeeoirririeueenirinieieicereneetceeeseneereieees et eeneene 2,240 1,881 19

For footnotes, see page 28.
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Constant currency and underlying reconciliations (continued)

Countries

Reconciliation of reported and underlying’ profit before tax (‘PBT’) — country highlights

Reported
PBT at
31 Dec 2012
Country US$Sm
Hong Kong and Rest of Asia-Pacific
Hong Kong .....ccocooviiiiiiiiiiiiiccicicccees 7,582
INAIA oo 809
China HSBC" .....oiriireieeeeeeeseeeeseesesneeees 792
Singapore ......... . 668
Malaysia .... 564
Indonesia ... . 306
TAIWAN ..ttt eae e enaenes 234
AUSHTALIA . 275
VICINAM ..ottt 120
Europe
FIance ....occoooooeiiiiececeeee e 578
GEIMANY .ttt 344
TUTKEY vevveeeieiiietteeee e 144
Switzerland .........cccccoeeveieieiieieeeeeee s 136
UK ettt (5,056)
Middle East and North Africa
UAE oottt 464
Saudi ATabia ......occeeieeieieieieieee e 377
EGYPL oo 290
North America
CaANAAA ...oovevivice s 1,081
USA e 1,215
Latin America
BIrazil ....ooooovieiiiiciceeeeeeeee e 1,123
MEXICO veuviririieeetieeeeneesieteseestessesaesteeteeseeseeseeseessessensenes 699
ATZENTINA .ot 506

18

Acquisitions,
disposals,
and dilutions
USSm

(420)

21

(83)
(4,805)

(122)

Own
credit
spread’
US$m

29
1,061

Underlying
PBT at

31 Dec 2012
US$Sm

7,162
809
792
668
564
306
234
278
120

730
344
144
136
(1,084)

455
377
290

1,027
(2,529)

1,123
699
384

Change’
%

24
14
10
12

28
12
©)

23)

1,337

@)
(38)
(253)

19)
13
31

39

47
39
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Constant currency and underlying reconciliations (continued)
Countries

Reconciliation of reported and underlying profit’ before tax (‘PBT’) — country highlights (continued)

Reported Currency  Acquisitions, Own Underlying
PBT at translation disposals, credit PBT at
31 Dec 2011 adjustment'  and dilutions spread® 31 Dec 2011
Country US$m US$m US$m US$m US$m
Hong Kong and Rest of Asia-Pacific
HONG KONG ..o 5,823 20 (82) - 5,761
INAI oo 813 (103) - - 710
China HSBC" .....covoeirrrvvveeeeecereeeeeeessnessereesssneaanseen 706 14 - - 720
Singapore ......... . 595 4 - - 599
Malaysia ... 529 7 - - 522
Indonesia ... . 259 (19) - - 240
TAIWAN ettt 210 1) - - 209
AUSHALIA . 307 1 - 2) 306
VICINAIM ..ot 154 1 - — 155
Europe
France ..o 101 12 - (172) (59)
GEIMANY .ttt 352 27 - - 325
TUIKEY oottt 158 (13) - - 145
Switzerland ..........cocovieiiii e 217 3 - - 220
UK ettt 3,521 39) - (2,775) 707
Middle East and North Africa
UAE o 575 - - 14) 561
Saudi Arabia .....cocoevieiiiiccc e 361 - (27) - 334
EYP o 225 “ - - 221
North America
Canada .....coooiiii e 965 (13) 16 an 957
USA ettt (998) - (2,208) (959) (4,165)
Latin America
Brazil ......coocciiiiiiiicc e 1,230 (170) - - 1,060
MEXICO vttt 626 47 (104) - 475
ATZENING .t 344 (36) 31 - 277

For footnote, see page 28.
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Constant currency and underlying reconciliations (continued)
Global businesses

Reconciliation of reported to underlying average risk-weighted assets

Global businesses

Retail Banking and Wealth Management

2012 2011 Change?
US$bn USS$bn %
Average 1epOrted RWAS ....c.cucuiviiiiiiciiiriiee ettt 313.8 356.1 (12)
Currency translation adjustment’ (1.9)
Acquisitions, disposals and dilutions (25.2) (58.5)
Average underlying RWAS ......ccocoviiriimiireeteeesee ettt 288.6 295.7 2)
Commercial Banking
2012 2011 Change’
US$bn USS$bn %
Average 1eported RWAS .....coouiieiiieiieiceeieeee ettt 396.8 360.2 10
Currency translation adjustment' . . (2.0)
Acquisitions, disposals and dilUtions ...........cccecereeeieinieinieeerniereeeteeseeeseeeeeeeesenes (15.9) (9.3)
Average underlying RWAS .......cooiieiiriniiiieiiieeccrce et 380.9 348.9 9
Global Banking and Markets
2012 2011 Change’
US$bn US$bn %
Average reported RWAS ......ccccooiiiiiiiiiieccccce et 412.4 382.2 8
Currency translation adjustment’ .............co..coo.oorvoruoreeeeeeeeeeeeeeeeeeee e (2.7)
Acquisitions, disposals and dilUtions .............ccoeeeuereirirerinieeeeiee e 2.2) (1.1)
Average Underlying RWAS .......c.cvrieiireiriieieieesieesie ettt sse s s 410.2 378.4 8
Global Private Banking
2012 2011 Change®
US$bn US$bn %
Average 1eported RWAS ......cooouiiiiiiiiiiiiece e 22.1 23.9 ®)
Currency translation adjustment’ ............co..oooorveeriereeereereereeeeeseeseee e -
Acquisitions, disposals and dilUtiONS ..........ccceeeureueereurierreeererrieireeeiereseeeeseeeneeeesennes (0.1) (0.5)
Average underlying RWAS .......cooiiiiiniiiiiiiiccereeeeee e 22.0 23.4 (6)
Other
2012 2011 Change’
US$bn USS$bn %
Average 1epOrted RWAS ....c.cuiuiiriieieiiiiiee ettt 27.3 31.5 (13)
Currency translation adjustment! ............c..cocoovevevveeveeeeeeeseseeeee s 0.2)
Acquisitions, disposals and dilUtions ...........c.ceceeeuerercecierccere e 0.2) (0.6)
Average underlying RWAS ......ccocoviiiiiniieeeeee ettt et 27.1 30.7 (12)

For footnotes, see page 28.
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Constant currency and underlying reconciliations (continued)
Geographical regions

Geographical regions

Europe
2012 2011 Change
USSbn USSbn %
Average reported RWAS ......cccooiiiiiiiiiieccccee et 329.8 317.0 4
Currency translation adjustmentl (1.8)
Acquisitions, disposals and dilUtions ...........cceeeureeeieireeinierineeniereeeeeeseeeseieeeeeesenes - —
Average Underlying RWAS .......ccoivieiiieireieieieeseesie ettt ns 329.8 315.2 5
Hong Kong
2012 2011 Change
US$bn US$bn %
Average reported RWAs ....... 107.9 109.4 (1)
Currency translation adjustment . 0.3
Acquisitions, disposals and dilutions .............cceeeeereirirerinieeeeee s - —
Average underlying RWAS .......cooiiiiiniiiiiiiecceeeeeee e 107.9 109.7 2)
Rest of Asia-Pacific
2012 2011 Change
USS$bn US$bn %
Average 1epOrted RWAS ....c.cueuiiiiiiieiiiriiiee ettt 298.9 242.7 23
Currency translation adjustment' . . 1.0
Acquisitions, disposals and dilUtiONS ..........ccceeeureueereurierreeeeurienreeese e eeeseeeneeeesenes (18.6) (10.0)
Average underlying RWAS ......ccoooriiiiiniineeeeene ettt e 280.3 233.7 20
Middle East and North Africa
2012 2011 Change
USS$bn USS$bn %
Average 1eported RWAS .....c.oouiieiiieiieiceeieeeeee ettt ne 61.2 56.9 8
Currency translation adjustment . . 0.3)
Acquisitions, disposals and dilUtions ...........c.eceeeuerincecierneeerceere e (0.7) (1.1)
Average underlying RWAS .......coooiieiiriniiiieicieeccree ettt 60.5 55.5 9
North America
2012 2011 Change
USSbn USSbn %
Average reported RWAS ......c.ccooiiiiiiiiiiieccccce e 293.3 331.5 (12)
Currency translation adjustment’ ............co..coo.oruorooroeeeeeeeeeeeeeeeeeeee e - 0.1)
Acquisitions, disposals and dilUtions ...........cceceureeeieireenieneiniereeeeeeseeeseeeeeesesenes (21.3) (54.9)
Average Underlying RWAS .......ccoovieiiieieeieieieeseesie ettt aese s 272.0 276.5 2)
Latin America
2012 2011 Change
US$bn US$bn %
Average 1eported RWAS .....c.oouiiiiiiiiiiiiceee et 101.2 102.5 (1)
Currency translation adjustment’ ............co..coooorveeroeereeereereereereeseeseee e 6.1)
Acquisitions, disposals and dilUtions ............ccceeeeerririrerinieeeeeee e 3.0 (4.0)
Average underlying RWAS .......cooiiiiiiiiieiiiecccreeeee e 98.2 92.4 6
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Constant currency and underlying reconciliations (continued)
Basel lll and its implementation in Europe

Basel lll and its implementation in
Europe

In July 2011, the European Commission published
proposals for a new Regulation and Directive,
known collectively as CRD IV, to give effect to the
Basel III framework in the EU. The majority of the
Basel 111 proposals are in the Regulation, removing
national discretion. However, capital buffers such
as those for countercyclical and capital conservation
are in the Directive and are subject to transposition
into national law by member states. CRD IV
implementation has been delayed and the timetable
for finalisation is uncertain.

In October 2012, the FSA wrote to large firms to
set out the disclosures they are required to make of
capital resources on a first year transitional basis
under CRD IV. We have made these disclosures in
appendix III of the Pillar 3 Disclosures 2012 report.

Following the FSA’s setting of a Capital
Resources Floor, and in order to manage our
transition to Basel III under CRD IV, we provide
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below some insight for investors of the possible
effects of these rules on our capital position. We have
estimated our pro-forma CET]1 ratio by applying

our interpretation of the CRD IV draft July 2011

text post the transition period (end point CRD IV)

to our balance sheet position at 31 December 2012.

In managing our capital position to meet our
internal CET1 target, we consider management
actions resulting from our six filters strategy that
we either have already taken or would take, if the
CRD IV rules were to be finalised in the July 2011
form. These are reflected in the table below under
‘Estimated regulatory impact of management
actions’. Other management actions could be taken
depending upon the finalised rules and timing of
implementation but, as such, have not been included.

The application of the CRD IV rules on this
basis would translate into an estimated CET1 ratio
0f 9.0% before management actions and 10.3% after
such actions, as detailed in the table below.
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Constant currency and underlying reconciliations (continued)
Basel lll and its implementation in Europe

Estimated effect of CRD IV end point rules applied to the 31 December 2012 position

At 31 December 2012

RWAs Capital
US$m US$m
Reported core tier 1 capital under the CUITent TEZIME ........cc.euerueirieirieieieieieeeree et 138,789
Regulatory adjustments applied to core tier 1 in respect of amounts subject to CRD IV treatment
Investments in own shares through the holding of composite products of which HSBC is a component
(exchange traded funds, derivatives, and indeX StOCK).........cccvveveirieinieiirieisieeeeeee e (1,322)
Surplus non-controlling interest disallowed in CET1 ......c.cccccooiiiiiiiiiininieiicineccccreeeeeee e (2,299)
Removal of filters under current regime
— Unrealised gains/(losses) on available-for-sale debt SECUTtIESs .........cccevererieerieirieineieeeeeeeee (1,223)
— Unrealised gains on available-for-sale @qUItIEs ............cccoeviriririeueueirinieieieeirire e eaene 2,088
— Reserves arising from revaluation of ProOPerty ..........cccoeoeirrireineiineieeeeree et 1,202
— Defined benefit pension fund HaDIIIHES ..........cccveirieiirieinieirieireeeeeee e (1,596)
Excess of expected losses over impairment allowances deducted 100% from CET1 ..........ccccccoevneneucaene (3,084)
Removal of 50% of tax credit adjustment for expected 10SSES ...........ccccivriiiiiiiniiiiciiiicccecae (€8 0))
Securitisations positions risk-weighted under CRD IV ..ot 1,776
Deferred tax liabilities on intangibles 267
Deferred tax assets that rely on future profitability (excluding those arising from temporary differences) (456)
Additional valuation adjustment (referred t0 s PVA) ....ccoovioieiieiiecece e (1,720)
Debit valuation adjustment (372)

Individually immaterial holdings in CET1 capital of banks, financial institutions and insurance in
aggregate above 10% Of HSBC CET1 ...ococioieiiieiieieeeteeteeese ettt snene (5,994)
Deductions under threshold approach
Amount exceeding the 10% threshold:

— Significant investments in CET1 capital of banks, financial institutions and insurance ...................... (6,697)

Amount in aggregate exceeding the 15% threshold:

— Significant investments in CET1 capital of banks, financial institutions and insurance ............c......... (2,265)

— Deferred tax assets (1,532)
Estimated CET1 capital under CRD IV ...ttt 115,451
RepOrted t0tal RWAS ...ttt ettt bbbt sttt bt 1,123,943
Changes to capital requirements introduced by CRD IV

Credit valuation adjUSTIMENT ........c.eeeiriiirieiiiiriietee ettt ettt ettt sttt ettt sesens 60,360

Counterparty credit risk (other than credit valuation adjustment) 25,682

Amounts in aggregate below 15% threshold and therefore subject to 250% risk weight ......................... 43,295

Securitisation positions and free deliveries risk-weighted under CRD IV .....c.ccciinninciiinniiccene 44,513

Investments in commercial entities NOW risk-Weighted ..........cccocoeeiiirinniicciininicccecceeee e 393

Deferred tax assets moved to threshold deduction under CRD IV .....ccocveiiiiiiiiniiiiiicieeeeee e (8,976)
Estimated total RWAs under CRD IV ..o 1,289,210
Estimated CETT ratio ... s 9.0%
Estimated regulatory impact of management actions
Management actions completed in 2013:

Dilution of our shareholding in Industrial Bank and the subsequent change in accounting treatment ... (38,880) (2,150)

Completion of the second tranche of the sale 0f PINg AN .......cccceuiieiiiiniiiiiinncccieeeeeee e 3,522 9,393
Estimated total after management actions completed in 2013 ..o 1,253,852 122,694
Estimated CET1 ratio after management actions completed in 2013 9.8%
Planned short-term management actions if rules are finalised in their current form:

Mitigation of immaterial hoIdings™ ..............ccooooivoioeceeceecee e 2,645 7,052
Estimated total after planned management ACtIONS ..........ccevvevirieirieirieieieieteieeee ettt seene s 1,256,497 129,746
Estimated CET1 ratio after planned management actions ...............ccccccoveneniniininininieeeeeese e 10.3%

For footnotes, see page 28.
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Constant currency and underlying reconciliations (continued)
Basel lll and its implementation in Europe

For the detailed basis of preparation, see
page 298 of the Appendix to Capital in the Annual
Report and Accounts 2012.

The table above presents a reconciliation of our
reported core tier 1 capital and RWAs position at
31 December 2012 to the pro-forma estimated
CET!1 end point capital and estimated RWAs based
on our interpretation of the July 2011 draft CRD IV
regulation, supplemented by FSA guidance and, in
lieu of guidance, our expectation of how these draft
rules will be updated following EU negotiations.

CRD IV is not yet in law and its provisions are
subject to ongoing negotiation and amendment. As
such, the finalised rules could have a materially
different effect on CET1 and RWAs.

The CRD 1V rule changes introduce a revised
definition of regulatory capital, primarily focused
on CET] capital as the predominant form of going
concern capital, with a greater quantum to be held
by banks. There are increased capital deductions and
new regulatory adjustments affecting this higher tier
of capital. The new rules also introduce increased
RWA requirements, mainly for CCR.

The largest impact on our CET1 capital is the
deduction of unconsolidated significant investments
in banks, financial institutions and insurance entities
of US$9.0bn (shown as US$6.7bn and US$2.3bn in
the table above). This results from a reallocation of
current deductions to this higher tier of capital and
new rules for calculating the amounts to be
deducted.

Adding to the above, the regulatory treatment
applied to immaterial unconsolidated investments in
banks, financial institutions and insurance entities,
whereby a maturity restriction does not recognise the
netting of long and short positions when the short
position is less than one year residual maturity,
even though they are hedged from a market risk
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perspective. This results in an estimated deduction
of US$6.0bn. The effect on capital is exacerbated
by its impact on the threshold for other deductions.

The rules are currently in draft and subject to
ongoing negotiation. If they were to be finalised in
their current form, the holdings of such positions
would generate a disproportionate capital cost and
potentially the relevant business could be curtailed,
closed or our hedging would be adjusted to negate
the impact.

Capital management initiatives and management
actions already adopted by the Group, in accordance
with our six filters strategic framework, have
contributed to mitigating the effect of the future
rules. In 2012, this included the continuing run-off
of capital intensive portfolios including the US
CML and the GB&M legacy credit portfolios and
the sale of the Card and Retail Services business.
Post year-end, we sold our remaining investment
in Ping An and reduced our percentage holding
in Industrial Bank following a private placement
by the company.

Although the effect of the future CRD IV rules
is shown above on an end point basis, the rules allow
for a transition period of six years to phase in the
new deductions and regulatory adjustments. On a
CRD 1V first year transitional basis, our CET]1 ratio,
if applied to our year-end 2012 position, would be
11.5% before management actions.

As a result of the capital resources floor, we
currently manage our capital position to meet an
internal target CET1 ratio on an end point basis for
year end 2013. We will continue to manage our
capital position to ensure that it exceeds current
regulatory requirements and is well placed to meet
expected future regulatory requirements. We will
review our capital target ratios on an ongoing basis,
reflecting any changes in the regulatory environment
as they develop.



HSBC HOLDINGS PLC

Constant currency and underlying reconciliations (continued)
Basis of preparation of the estimated effect of the CRD IV end point applied to the 31 December 2012 position

Basis of preparation of the estimated effect of the CRD IV end point applied to the 31 December
2012 position.

The table on page 23 presents a reconciliation of our reported core tier 1 and RWA position at 31 December 2012 to
the pro-forma estimated CET1 and estimated RWAs based on the Group’s interpretation of the draft July 2011

CRD 1V legislation and/or guidance provided by the FSA and, in lieu of guidance, our current expectation of how
these draft 2011 rules will be updated by subsequent EU deliberations.

CRD IV has not yet become law and its provisions are subject to on-going negotiation and amendment. In addition,
formal 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. Despite the uncertainty around a number of areas

in the rules, our disclosures are based on the draft July 2011 CRD IV text. Pending finalisation of CRD IV, we have
not definitively upgraded the models and systems used to calculate capital numbers in a CRD IV environment which,
as a consequence, are subject to change. Consequently, the final CRD IV impact on the Group’s CET1 and RWAs
may be different from our current estimates.

The detailed basis of preparation is described below for items that are different from our current treatment under
Basel II. For individual immaterial holdings in banks, financial institutions and insurance that are, in aggregate,
above 10% of the Group’s CET1 capital, we have included specific short term management actions that could be
taken to negate the capital deduction. For other CRD IV proposals, additional management actions could also be
taken dependent upon the finalised rules and timing of implementation but, as such, have not been included.

Regulatory adjustments applied to core tier 1 in respect of amounts subject to CRD IV treatment

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, deduction comprises not only
direct but also indirect, 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 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 on the amounts already deducted under IFRS rules.

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 a minimum of 7% of the CET1 of the
relevant subsidiary is not allowable in the Group’s CET]1 to the extent it is attributable to minority shareholders.
Under current rules, there is no regulatory restriction applied to these items.

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. Under current FSA rules, these
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 FSA 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: the amount of retirement benefit liabilities as reported on the balance sheet
is fully recognised in CET]1 rather than being replaced by any committed funding plans as current FSA rules permit.

Excess of expected losses over impairment allowances deducted 100% from CET1: the amount of excess
expected loss over impairment allowance is deducted 100% from CET1. Under current FSA rules, this amount is
deducted 50% from CT1 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
FSA rules, any related tax credit offset is recognised 50% in CT1 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
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Constant currency and underlying reconciliations (continued)
Basis of preparation of the estimated effect of the CRD IV end point applied to the 31 December 2012 position

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 FSA
rules, banks are required to comply with requirements for prudent and reliable valuation of any balance sheet position
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 (‘CVA’).

Where the accounting fair value calculated under IFRS 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 common equity tier 1 capital.

Following FSA direction, we have included an estimate of the impact of PVA, although there is guidance outstanding
following a recent consultation on a related EBA draft regulatory technical standard issued on 13 November 2012.
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 gains and losses on OTC derivative liabilities that results from
changes to our own credit spread are derecognised from CET1.

Individually immaterial holdings in CET1 capital of banks, financial institutions and insurance in aggregate
above 10% of HSBC CET1: under CRD 1V, the investments in CET1 instruments of banks, financial institutions
and insurance 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 follows the draft July 2011 CRD IV rules and guidance provided by the FSA, which impose
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.

While rules are in draft and this aspect is still being debated, we have disclosed the impact of the rules as written.
However, a range of management actions from adjustment to the hedging strategy, curtailment or closure of the
business could be applied to mitigate the capital deduction.

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 were allowed to be
deducted 100% from total capital.

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: 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 referred to as a regulatory CVA risk capital
charge.
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Basis of preparation of the estimated effect of the CRD IV end point applied to the 31 December 2012 position

We have estimated our regulatory CVA risk capital charge based on the draft July 2011 CRD IV text, calculated on a
full range of OTC derivative counterparties without exemptions that may be available under the final CRD IV text.
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.

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 amount included for CCPs, we have assumed that all our CCPs are ‘qualifying’ under the
requirements of CRD IV, although this will ultimately depend on confirmation from the competent regulatory
authority of the CCP in question that the CCP complies with all the recommendations for CCPs published by the
Committee on payment and settlement systems and by the technical committee of the International Organisation of
Securities Commissions. 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 CRDIV investments in commercial entities that are
not 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 shall continue to be risk weighted.
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Footnotes

Footnotes

1 “‘Currency translation on adjustment’is the effect of translating the results of subsidiaries and associates for the previous year at the
average rates of exchange applicable in the current year.

2 Positive numbers are favourable: negative numbers are unfavourable.

3 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 spread on structured notes issued, derivatives and other hybrid instruments included within trading liabilities.

4 Other income in this context comprises where applicable 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’.

In addition, the operating results of these disposals were removed from underlying profits.

Underlying performance eliminates the effects of acquisitions, disposals and changes of ownership levels of subsidiaries, associates

and businesses so we can view results on a like-for-like basis. We achieve this by eliminating gains and losses on disposal or dilution in

the year incurred and by removing material results of operations from all the years presented. For example, if a disposal was made in
the current year after four months of operations, the results of the disposed of business would be removed from the results of the current
year and the previous year as if the disposed of business did not exist in those years.

In 2012, Global Markets included an adverse fair value movement of US$629m on the widening of credit spreads on structured

liabilities (2011: favourable fair value movement of US3458m).

Total income earned on payments and cash management products in the Group amounted to US$6.2bn (2011: US$5.6bn), of which

US$4.5bn was in CMB (2011: US$4.0bn) and US$1.7bn was in GB&M (2011: US$1.5bn).

10 Total income earned on other transaction services in the Group amounted to US$3.5bn (2011: US$3.2bn), of which US$2.8bn was in

CMB relating to trade and receivables finance (2011: US$2.6bn) and US$753m was in GB&M of which US$738m related to trade and

receivables finance (2011: US$601m) and US$15m related to banknotes and other (2011: US$33m).

In each Group entity, Balance Sheet Management is responsible for managing liquidity and funding under the supervision of the local

Asset and Liability Management Committee. Balance Sheet Management also manages the structural interest rate position of the entity

within a Global Markets limit structure. Balance Sheet Management revenues include notional tax credits on income earned from tax-

exempt investments of US$116m in 2012 and US385m in 2011, which are offset within ‘Other’.

12 ‘Other’in GB&M includes net interest earned on free capital held in the global business not assigned to products allocated funding
costs and gains resulting from business disposals. Within the management view of total operating income, notional tax credits are
allocated to the businesses to reflect the economic benefit generated by certain activities which is not reflected within operating income,
for example notional credits on income earned from tax-exempt investments where the economic benefit of the activity is reflected in tax
expense. In order to reflect the total operating income on an IFRS basis, the offset to these tax credits are included within ‘Other’.

13 ‘China HSBC' is referred to as ‘other Mainland China’ on page 94 in the Annual Report and Accounts 2012.

14 This management action potentially arises only under rules on a CRD IV basis and has therefore not been included in the composition
of regulatory capital table, which is drawn up on the basis of the current rules.
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