BASE PROSPECTUS SUPPLEMENT

HSBC <

HSBC Bank plc

(A company incorporated with limited liability in England with registered number 14259)

as Issuer

This base prospectus supplement (the "Base Prospectus Supplement") is supplemental to and must be read in
conjunction with (i) the base prospectus dated 24 May 2013 relating to the Debt Issuance Programme and the
supplements thereto dated 22 August 2013 and 22 January 2014 (the "DIP Base Prospectus"); (ii) the base
prospectus dated 31 May 2013 relating to the Warrant and Certificate Programme and the supplements thereto
dated 22 August 2013 and 22 January 2014 (the "WCP Base Prospectus"); (iii) the base prospectus dated 24
June 2013 relating to the issuance of Fixed Rate Notes, Floating Rate Notes and Zero Coupon Notes under the
Programme for the Issuance of Notes and Warrants and the supplements thereto dated 22 August 2013 and 22
January 2014 (the "Vanilla Rates Base Prospectus"); (iv) the base prospectus dated 24 June 2013 relating to
the issuance of Preference Share-Linked Notes under the Programme for the Issuance of Notes and Warrants
and the supplements thereto dated 22 August 2013 and 22 January 2014 (the "Preference Share-Linked Base
Prospectus"); (v) the base prospectus dated 24 June 2013 relating to the issuance of Market Access Notes under
the Programme for the Issuance of Notes and Warrants and the supplements thereto dated 22 August 2013 and
22 January 2014 (the "Market Access Base Prospectus"); and (vi) the base prospectus dated 8 November 2013
relating to the issuance of Index-Linked Notes and Warrants under the Programme for the Issuance of Notes and
Warrants and the supplement thereto dated 22 January 2014 (the "Index-Linked Base Prospectus") (the DIP
Base Prospectus, the WCP Base Prospectus, the Vanilla Rates Base Prospectus, the Preference Share-Linked
Base Prospectus, the Market Access Base Prospectus and the Index-Linked Base Prospectus together being
hereafter referred to as the "Base Prospectuses") each prepared by HSBC Bank plc (the "Bank") in connection
with the applications made for Notes, Warrants or Certificates (as applicable) to be admitted to listing on the
Official List of the Financial Conduct Authority (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.

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 any of the Base Prospectuses 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, any of the Base Prospectuses, the statements in this Base
Prospectus Supplement will prevail.

The purpose of this Base Prospectus Supplement is to:

e disclose that on 24 February 2014, the Bank published its annual report and accounts for the year
ended 31 December 2013 (the "Annual Report and Accounts") and the additional financial
information document (the "Additional Information"), copies of which are annexed hereto in
Annex 6. Any document incorporated by reference into the Annual Report and Accounts or the
Additional Information does not form part of this Base Prospectus Supplement.

e update the risk factors relating to the Bank in each of the Base Prospectuses with the latest updated
information set out in the sections entitled “Principal Risks and Uncertainties” and “Regulation
and Supervision” on pages 20 to 25 and 79 to 81, respectively, of the Annual Report and Accounts.
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e update the Summary contained in each of the WCP Base Prospectus, the Vanilla Rates Base
Prospectus, the Preference Share-Linked Base Prospectus, the Market Access Base Prospectus and
the Index-Linked Base Prospectus (such revised Summaries being set out in Annexes 1, 2, 3, 4 and
5 hereto, respectively) with certain of the information disclosed in the Annual Report and
Accounts, namely:

= ypdated trend information relating to the economic outlook in the global economy, the
eurozone and the UK, as set out in Element B.4b (Trends);

= yupdated financial information relating to the 12 months ended 31 December 2013, as set
out in Elements B.5 (The Group) and B.12 (Key Financial Information); and

= updated key risks specific to the Bank, as set out in Element D.2 (Risks Specific to the
Issuer), principally:

e the Bank's current exposure to eurozone countries; and

e the impact on the Bank of certain significant developments in relation to
regulatory measures affecting it, including the implementation of the Capital
Requirements Directive IV, the passing of the Financial Services (Banking
Reform) Act 2013, the implementation of the European Market Infrastructure
Regulation and the revised Markets in Financial Instruments
Directive/Regulation and requirements flowing from arrangements for the
recovery and resolution of banks such as the Bank and its main operating entities.

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

In circumstances where Article 16(2) of the Prospectus Directive (as implemented in the United Kingdom by
Section 87Q(4) of the FSMA) applies, investors who have agreed to purchase or subscribe for any Notes,
Warrants or Certificates (as the case may be) prior to the publication of this Base Prospectus Supplement may
have the right to withdraw their acceptance. Investors wishing to exercise any such right should do so by giving
notice in writing to the person from whom they agreed to purchase or subscribe for such Notes, Warrants or
Certificates no later than 18 March 2014, which is the final date for the exercise of such right to withdraw.

The Bank accepts responsibility for the information contained in this Base Prospectus Supplement. To the best
of the knowledge and belief of the Bank (which has taken all reasonable care to ensure 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.

14 March 2014
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ANNEX 1
WCP BASE PROSPECTUS

SUMMARY

This section provides an overview of information included in this Base Prospectus. It includes blank
placeholders for options provided for under the Programme which will only be known at the time of each
issuance of Warrants. A completed summary of each individual issue will be annexed to the relevant Final
Terms.

Summaries are made up of disclosure requirements known as "Elements". These elements are numbered in
Sections A —E (A.1 —E.7).

This summary contains all the Elements required to be included in a summary for this type of securities and
issuer. Because some Elements are not required to be addressed, there may be gaps in the numbering sequence
of the Elements.

Even though an Element may be required to be inserted in the summary because of the type of securities and
issuer, it is possible that no relevant information can be given regarding the Element. In this case a short
description of the Element is included in the summary with the mention of "Not Applicable".

Section A — Introduction and Warnings

A.l Introduction: This summary must be read as an introduction to this prospectus and any
decision to invest in the Warrants should be based on a consideration of
this prospectus as a whole, including any information incorporated by
reference.

Where a claim relating to the information contained in this prospectus is
brought before a court in a Member State of the European Economic Area,
the claimant may, under the national legislation of the Member States, be
required to bear the costs of translating the prospectus before the legal
proceedings are initiated.

Civil liability attaches only to those persons who have tabled the summary
including any translation thereof, but only if the summary is misleading,
inaccurate or inconsistent when read together with the other parts of this
prospectus or it does not provide, when read together with the other parts
of this prospectus, key information in order to aid investors when
considering whether to invest in the Warrants.

A2 Consent: Not Applicable. This prospectus has been prepared solely in connection
with the admission of Warrants to trading on a regulated market pursuant
to Article 3(3) of the Prospectus Directive and there will be no public offer
of the Warrants.
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Section B — Issuer

B.1

Legal and commercial
name of the Issuer:

The legal name of the issuer is HSBC Bank plc (the "Issuer" or the
"Bank") and, for the purposes of advertising, the Issuer uses an
abbreviated version of its name, HSBC.

B.2

Domicile and legal form
of the Issuer:

The Issuer is a public limited company registered in England and Wales
under registration number 14259. The liability of its members is limited.
The Issuer was constituted by Deed of Settlement on 15 August 1836 and
in 1873, registered under the Companies Act 1862 as an unlimited
company and re-registered under the Companies Acts 1948 to 1980 as a
public limited company.

The Issuer is subject to primary and secondary legislation relating to
financial services and banking regulation in the United Kingdom,
including, inter alia, the Financial Services and Markets Act 2000 as
amended, for the purposes of which the Issuer is an authorised person
carrying on the business of financial services provision. In addition, as a
public limited company, the Issuer is subject to the UK Companies
Act 2006.

B.4b

Trends:

The Issuer expects global GDP growth to accelerate modestly in 2014.
This improvement reflects a shift from contraction to expansion in the
eurozone, a rise in growth in the US and the UK as well as rising emerging
markets growth.

The Issuer expects UK GDP to rise by 2.6 per cent in 2014 driven by
ongoing thawing in credit conditions, rising investment and household
consumption supported by loose monetary policy and a recovering
housing market.

Recent developments in the eurozone economy signal a recovery, although
its strength will likely be only gradual and dependent on global trade as
there remain significant headwinds to domestic demand. The provision of
credit is likely to remain weak which will in turn hinder investment and
consumption growth. The Issuer expects the eurozone GDP to grow by
only 0.8 per cent in 2014.

B.S

The Group:

The whole of the issued ordinary and preference share capital of the Issuer
is beneficially owned by HSBC Holdings plc ("HSBC Holdings",
together with its subsidiaries, the "HSBC Group"). The Issuer is the
HSBC Group's principal operating subsidiary undertaking in Europe.

The HSBC Group is one of the largest banking and financial services
organisations in the world. Its international network covers 75 countries
and territories in six geographical regions: Europe; Hong Kong; Rest of
Asia-Pacific; Middle East and North Africa; North America; and Latin
America. Its total assets as at 31 December 2013 were U.S.$2,671 billion.

B.9

Profit Forecast:

Not Applicable. There are no profit forecasts or estimates made in the
prospectus.

B.10

Audit Report
Qualifications:

Not Applicable. There are no qualifications in the audit reports on the
audited, consolidated financial statements of the Issuer and its subsidiary
undertakings for the financial years ended 31 December 2012 or 2013.
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B.12 | Key Financial The selected financial information set out below has been extracted
Information: without material adjustment from the audited consolidated financial
statements of the Issuer for the years ended 31 December 2012 and 31
December 2013.
Year Ended
31 December 31 December
2012 2013
For the period (£m)
Profit on ordinary activities before BAX L e 1,004 3,294
Total Operating INCOME.........ccueeruereeieiieienieeeeneeee e eeeste e e enee e eneeseeens 15,407 15,868
Net operating income before loan impairment charges and other credit
TISK PTOVISIONS ..uvievverieeirietieiesieetesttetestaesesseessesseessesseessesseessesssessessasssensens 12,488 12,840
Profit attributable to shareholders of the parent company .... 2,384 2,495
At period end (£m)
Total equity attributable to shareholders of the parent company................ 31,675 32,370
Risk Weighted aSSets.......couieiiriiiriiniieierieeieiee st 193,402 185,879
Loans and advances to customers (net of impairment allowances) ............ 282,685 305,032
CUSLOMET ACCOUILS .....vvvvviieeeeeireeeeeeeeeeiireeeeeeeeetrrreeeeeeeesareeeeeeeeeernneeeeeeans 324,886 390,017
Ratio of customer advances to customer accounts...........c.eeeveeeeerernennenn 87.0 78.2
Capital ratios (%)
COT TICT 1 TATIO .ottt 11.4 12.1
THET 1 TALIO..eeueetieiietiete sttt st se e 12.4 13.0
Total capital TALI0.......cecuerieeieriieierieete et 17.3 18.0
Performance and efficiency ratios (%)
Return on average shareholders' funds (equity) of the parent company®.... 3.5 7.9
COSt EFICIENCY TAHO® ... 82.0 66.8

! Excludes gain on sale of £1,265 million of HSBC Private Banking Holdings (Suisse) SA to HSBC Holdings plc in 2012.

% The return on average total shareholders’ equity is defined as profit attributable to shareholders of the parent company divided by the
average total shareholders’ equity.
3The cost efficiency ratio is defined as total operating expenses divided by net operating income before loan impairment charges and
other credit risk provisions.

There has been no material adverse change in the prospects of the Issuer
since 31 December 2013.

There has been no significant change in the financial or trading position of
the Issuer since 31 December 2013.

B.13 | Recent Events: Not Applicable. There have been no recent events particular to the Issuer
which are to a material extent relevant to the evaluation of its solvency.
B.14 | Dependence upon other | The Issuer is a wholly owned subsidiary of HSBC Holdings.
entities within the
Group: The Issuer and its subsidiaries form a UK-based group (the "Group").
The Issuer conducts part of its business through its subsidiaries and is
accordingly dependent upon those members of the Group.
B.15 | The Issuer’s Principal | The Group provides a comprehensive range of banking and related
Activities: financial services. The Group divides its activities into four business
segments: Retail Banking and Wealth Management, Commercial
Banking, Global Banking and Markets, and Global Private Banking.
B.16 | Controlling Persons: The whole of the issued ordinary and preference share capital of the Issuer

is owned directly by HSBC Holdings.
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Section C — Securities

C.1 Description of Type and
Class of Securities:

Issuance in series: Warrants will be issued in series which may comprise
one or more tranches issued on different issue dates. The Warrants of each
tranche of the same series will all be subject to identical terms, except for
the issue dates and/or issue prices of the respective tranches.

[The [Warrants][Certificates] being issued are Series [ |, Tranche [ ]
[Warrants/Certificates] linked to [ 1. The number of
[Warrants/Certificates] being issued is [ ]

All references to "Warrants" in this summary include Certificates where
applicable.

Form of Warrants:
[Warrants in book-entry form:

The Warrants will be issued in book-entry form and represented by a
global warrant. ]

[Warrants in registered form:

The Warrants will be issued in registered form and represented by
[a restricted global registered warrant which will be [deposited
with a custodian for, and registered in the name of a nominee for
the Depositary Trust Company ("DTC")][deposited with a
common depositary for, and registered in the name of a common
nominee for Euroclear Bank S.A/N.V. ("Euroclear") and
Clearstream Banking, sociét¢é anonyme ("Clearstream,
Luxembourg")]
[[an unrestricted global registered warrant] [a combined global
registered warrant] which will be deposited with a common
depositary for, and registered in the name of a common nominee
for Euroclear Bank S.A./N.V. ("Euroclear") and Clearstream
Banking, société anonyme ("Clearstream, Luxembourg")]

Security Identification Number(s):

The Warrants have been accepted for clearance through [Euroclear][,/and]
[Clearstream, Luxembourg] [and] [DTC].

The Warrants will be allocated the following Security Identification
Number([s]:

ISIN Code: [ ]
[Common Code: [ ]
[CUSIP:[ 1]
[Valoren Number: [ ]]

[SEDOL:[ ]

C.2 Currency of the

The Settlement Currency is [ ]
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Securities Issue:

Cs

Free Transferability:

The Warrants are freely transferable. However, there are restrictions on
the offer and sale of the Warrants and the Issuer and the Managers have
agreed restrictions on the offer, sale and delivery of Warrants and on
distribution of offering materials in the United States, the European
Economic Area, the United Kingdom, France, Australia, Kingdom of
Bahrain, Hong Kong, Japan, Singapore, India, Indonesia, Korea,
Malaysia, the People's Republic of China, Philippines, Russia,
Switzerland, Taiwan, Thailand, United Arab Emirates (excluding the
Dubai International Financial Centre) and Vietnam. In addition, investors
of the Warrants, by their purchase of the Warrants, will be deemed to have
given certain representations, warranties, undertakings,
acknowledgements and agreements.

C8

The Rights Attaching to
the Securities, including

Ranking
Limitations to
Rights:

and
those

Cash call options: Warrants give the holder rights, including the right to
receive a cash amount from the Issuer calculated by reference to the value
of [ ][, being the Reference Asset[s][, being the Reference Ind[ex][ices]].
Warrants create call options exercisable by the Warrantholder; there is no
obligation upon such Warrantholder to exercise its Warrant nor any
obligation upon the Issuer to pay any amount in respect of unexercised
Warrants.

Payment under the Warrants: [The Warrantholder will receive one type
of payment under the Warrants: the "Cash Settlement Amount"]. [There
are two types of payment a Warrantholder will receive under the
Warrants: the "Cash Settlement Amount” on exercise of the Warrant and
any "Additional Amounts" during the term of the Warrants.]

[(1)] Cash Settlement Amount:

[The Warrants are "Equity-Linked Warrants" and therefore the Cash
Settlement Amount payable is linked to [one security][a basket of
securities], namely [ ] (the "Reference Assets"). The Cash Settlement
Amount of each Equity-Linked Warrant is calculated by identifying the
"Realisable Sale Price" of the Reference Assets linked to one Warrant,
dividing such price by an exchange rate (embedding conversion costs) to
convert such price from the currenc[y/ies] in which the underlying[s]
[is][are] quoted on an exchange, namely [ ] (the "Reference Currency")
into the currency in which the Warrants are denominated, namely [ ] (the
"Settlement Currency") and subtracting a percentage fee retained by the
Managers or their affiliates.

The "Realisable Sale Price" will be determined][, taking into account the
weighting of each Reference Asset in the basket,] on a particular date or
dates by reference to payments which the Issuer or its designated Affiliate
receives in unwinding the arrangements it has entered into to hedge the
price risk and currency risk of the Reference Assets at the time of such
determination (for instance, selling equity securities, redeeming related
financial instruments or closing out of hedge transactions) or if no such
hedging has been entered into, a notional amount of what the Issuer would
have received if it had done so, as determined by the Calculation Agent,
less any other costs (including, for instance, brokers' fees, transaction
processing fees and actual or potential taxes, including those costs that
would be incurred by the Issuer and/or its designated Affiliates of
investing in the Reference Assets whether directly or synthetically).]

[In addition, a provision may be made for tax for [the][each] Reference
Asset in the PRC where the exact amount of tax payable is uncertain. The
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Issuer will reimburse the Warrantholder to the extent the provision made
turns out to be too high, or the Warrantholder will reimburse the Issuer to
the extent it is too low. If no tax is determined to be payable by a long-
stop date, the Issuer will reimburse the Warrantholder for the whole of the
provision, provided that the Warrantholder shall remain liable to the
Issuer if the amount of tax is clarified subsequent to the long-stop date.]

[The Warrants are "Index-Linked Warrants" and therefore the Cash
Settlement Amount payable is linked to [one index][several indices],
namely [MSCI [ ] Index] [FTSE [ ] Index] [TSWE [ ] Index]
[Kospi[ ]Index] [Hang Seng [ ] Index] [TOPIX[ ] Index] [S&P

[ JIndex][ 1]

The Cash Settlement Amount of each Index-Linked Warrant is calculated
by identifying the "Final Index Level" of [the Reference Index] [the
basket of Reference Indices] linked to the Warrant, and subtracting a
percentage fee retained by the Managers or their affiliates. The "Final
Index Level" is determined [, taking into account the weighting of each
Reference Index in the basket,] on a particular date or dates by reference
to: [payments which the Issuer or its designated Affiliate receives in
unwinding the arrangements it has entered into to hedge the final index
level and currency risk of [the][each] Reference Index (for instance,
selling equity securities underlying the Reference Index, selling futures or
options contracts relating to the Reference Index, redeeming related
financial instruments or closing out of hedge transactions) or if no such
hedging has been entered into, a notional amount of what the Issuer would
have received if it had done so, as determined by the Calculation Agent]
[official settlement prices disclosed on an exchange for settling futures or
options contracts] [the level of the Reference Index], as converted (where
applicable) into the currency in which the Warrants are denominated (the
"Settlement Currency") at an exchange rate embedding conversion costs,
and less any other costs incurred by the Issuer or its affiliates (including,
for instance, brokers' fees and taxes levied on securities held which
underlie the Reference Index).]

[(2) Additional Amounts:

This series of Warrants will entitle the Warrantholder to Additional
Amounts equal to distributions which would be payable to a notional
holder of a fixed amount of the [Reference Asset][Reference
Assets][Reference Index][Reference Indices] (such as dividends or
interest payments) which is an institution subject to the same laws as the
Issuer and/or its designated Affiliates. Such amounts will be payable in
cash converted from the Reference Currency into the Settlement Currency
at an exchange rate that would have been used in connection with such
conversion. ]

The Warrants do not bear interest.

No guarantee or security: The Warrants are the obligations of the Issuer
only and are unsecured.

Status of the Warrants: Warrants issued under the Programme will be
unsecured and unsubordinated obligations of the Issuer and will rank pari
passu and without preference among themselves and, at their date of
issue, with all other unsecured and unsubordinated obligations of the
Issuer (unless preferred by law).

No events of default: There are no events of default applicable to the
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Warrants.

Tax: Warrantholders will be liable for and/or subject to any taxes,
including withholding tax, payable in respect of the Warrants.

Modification and substitution: Modifications to the terms and
conditions of the Warrants (the "Conditions") may be made without the
consent of any Warrantholders to cure any ambiguity or manifest error or
correct or supplement any Conditions provided that it is not materially
prejudicial to the interest of Warrantholders, or is of a formal, minor or
technical nature or comply with mandatory provisions of the law of the
Issuer's jurisdiction of incorporation, or corrects inconsistency between
the final terms and the relevant termsheet relating to the Warrants. The
Warrants permit the substitution of the Issuer with its Affiliate without the
consent of any Warrantholder where the Issuer provides a guarantee of the
Affiliate's obligations.

Termination for Illegality: If the Calculation Agent determines that the
performance of the Issuer's obligations under any Warrants has become
unlawful or impractical in whole or in part for any reason, the Issuer may
terminate such Warrants early in accordance with the Conditions.

Governing Law: English law.

C.1

Listing and Trading:

Application has been made to admit Warrants issued under the
Programme to the Official List of the Financial Conduct Authority and to
trading on the regulated market of the London Stock Exchange plc.

[Application will be made for the Warrants to be admitted to listing on the
Official List and to trading on the London Stock Exchange effective on or
about [ 1.1

C.15

Effect of value of
underlying instruments:

[The Warrants can only be acquired for consideration of at least
EUR 100,000 per Warrant.] [The Warrants can be acquired for less than
EUR 100,000 per Warrant.

The Warrants are designed to track the price of [ ] [(the "Reference
Asset[s]")][(the "Reference Ind[ex][ices]")]. The Cash Settlement Amount
payable on exercise of any Warrant is linked to a [fixed amount of the
Reference Asset[s]][fixed level of the Reference Ind[ex/ices] by way of a
hedge in respect of such [fixed amount of the Reference Asset[s]][fixed
level of the Reference Ind[ex/ices] (whether directly or synthetically). In
general, as the value of the [Reference Asset[s]][Reference Ind[ex/ices]
increases or decreases, so will the Cash Settlement Amount payable in
respect of such Warrants.

[The quoted price of the Reference Asset[s]][The quoted level of the
Reference Ind[ex/ices] may diverge from the Cash Settlement Amount
payable under the Warrant owing to any disparity between the hedge and
the Reference Asset, and subject to the deduction of costs, such as,
amongst other things, brokers fees, transaction processing fees and actual
or potential taxes, and including those costs that would be incurred by the
Issuer and/or its designated Affiliates of investing in the Reference Assets
whether directly or synthetically, and a fee to be retained by the Issuer, the
Managers and/or their Affiliates.

C.16

Expiration or maturity
date:

The Expiry Date in respect of the Warrants is [ ] (the "Expiry Date").
The Warrants are:
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["American Style Warrants" and are therefore exercisable on any Business
Day during period beginning on (and including) [*] and ending on (and
including) the Expiry Date.

["European Style Warrants" and are therefore exercisable on the Expiry
Date]

["Bermudan Style Warrants" and therefore exercisable on [ ][and/or] [the
Expiry Date]]

C.17

Settlement procedure:

The Warrants will be cash-settled.

[Any Cash Settlement Amount or Additional Amount due to the
Warrantholder will be paid through [DTC][,/and] [Euroclear] [and]
[Clearstream, Luxembourg]

C.18

Return on securities:

The date on which the Cash Settlement Amount is scheduled for payment
is the [fifth] [ ] business day following [the last date on which an unwind
of any applicable underlying hedge transaction relating to the Warrants
has been achieved or which the Calculation Agent determines would have
been achievable by the Issuer and/or its designated Affiliates][the
valuation date or, if applicable, the last averaging date, on which an
official settlement price (or any applicable fallback) for settling one or
more exchange-traded contracts relating to the Warrants is
determined][the valuation date or, if applicable, the last averaging date, on
which the reference level of the Reference Index or Reference Indices
relating to the Warrants is determined].

[Unless exercised before the Expiry Date, the Warrants will be
automatically exercised on such date, at which time the Warrantholder
will be entitled to receive the Cash Settlement Amount (if any).]

[To be entitled to any Cash Settlement Amount, the Warrantholder will be
required to deliver an exercise notice to the Principal Warrant Agent
before 10.00 a.m. on the Expiry Date, otherwise the Warrant shall become
void.]

[The Additional Amount will be valued as at the date the Distribution is
notified as the record date for payment to the holders of the underlying
securities. Provided that the distribution falls within the period from [(but
excluding)] [and (including)] [*] to [(and including)] [(but excluding)] [*]
(the "Additional Payment Period") and the Issuer has determined a
Notional Holder would have received payment in full of a corresponding
amount had the Notional Holder held the Securities, the Additional
Amounts will be due from the Issuer on the next payment date for
payment of Additional Amounts.]

C.19

Exercise price or final
reference price of the
underlying:

On exercise of the Warrant, the Cash Settlement Amount will be
calculated by ascertaining a cash amount which [the Issuer has received
under the hedging arrangements it has entered into or the Issuer would
notionally receive had it hedged such a [fixed amount of the Reference
Asset] [fixed number of units in the Reference Index, averaged out over a
period] [correlates to the official settlement price of a futures or options
contract] [correlates to the level of an index]. The Calculation Agent then
deducts certain cost items (such as, amongst other things, brokers fees,
transaction processing fees and actual or potential taxes) and a fee to be
retained by the Issuer, the Managers and/or their Affiliates.
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C.20

Type of the underlying:

The Warrants are:

["Equity-Linked Warrants", being Warrants in relation to which the
Cash Settlement Amount is linked to [one security, namely][a basket of
securities, comprised of], [ ] (the "Securities"). The Securities are the
Reference Asset[s] to which the Warrants are linked.]

["Index-Linked Warrants", being Warrants in relation to which the Cash
Settlement Amount is linked to [one index, namely][a basket of indices,
comprised of] [MSCI [ ] Index] [FTSE [ ] Index] [TSWE [ ]
Index] [Kospi [ ] Index] [Hang Seng [ ] Index] [TOPIX [ ]
Index] [S&P[ JIndex][ 1]

References to ["Reference Asset"]["Reference Index"], either in the
singular or plural form, shall refer to any [Reference Asset] [Reference
Index] (as the case may be) applicable to a Series of Warrants.

[Information on the [Reference Assets/Reference Index] can be found [

1.
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Section D — Risks

D.2

Risks Specific to the
Issuer:

The Bank has exposure to counterparties in the eurozone which may
be affected by a sovereign or currency crisis: In spite of austerity
measures and structural reforms, peripheral eurozone countries continued
to exhibit a high ratio of sovereign debt to GDP or short to medium-term
maturity concentration of their liabilities. Although the Group’s exposure
to the peripheral eurozone countries is limited and reduced further in
2013, the Group is still exposed to counterparties in core European
countries which could be affected by any sovereign or currency crisis.

The Bank has significant exposure to counterparty risk both within
the financial sector and to other risk concentrations: Financial
institutions are necessarily interdependent because of trading, clearing,
counterparty or other relationships, which could affect its funding and its
ability to manage the risks of its business.

Liquidity, or ready access to funds, is essential to the Bank's business:
If the Bank is unable to raise funds, its liquidity position could be
adversely affected and the Bank might be unable to meet deposit
withdrawals or obligations under committed financing facilities, to fund
new investments or to repay borrowings as they mature.

The Bank's operations are highly dependent on its information
technology systems: The reliability and security of the Bank's
information and technology infrastructure and the Bank's customer
databases are crucial to maintaining the service availability of banking
applications and processes and to protecting the HSBC brand. Critical
systems failure, prolonged loss of service, internet crime or fraud or a
material breach of security could lead to financial loss and cause damage
to the Bank's business and brand.

The Bank faces a number of regulatory and supervisory risks and
challenges: Financial service providers face increasingly stringent and
costly regulatory and supervisory requirements, particularly in the areas of
capital and liquidity management, operational structures, conduct of
business and the integrity of financial services delivery.

In particular the following regulatory initiatives may affect the manner in
which the Group conducts its activities and structures itself, with the
potential to both increase the costs of doing business and curtail the types
of business carried out, with the risk of decreased profitability: (i) the
introduction of the Capital Requirements Directive IV ("CRD IV") which
implements in the EU the Basel III measures, the publication by the
Prudential Regulatory Authority ("PRA") of its final rules on
implementing CRD IV and the forthcoming ECB Asset Quality Review,
each of which relates to the quality and quantity of capital that eurozone
banks must hold, (ii) finalisation of the Financial Services (Banking
Reform) Act 2013 which gives effect to the recommendations of the
Independent Commission on Banking in relation to the future ring-fencing
of the UK retail banking business from wholesale banking activities, (iii)
changes in the regime for the operation of capital markets including the
introduction of central clearing, reporting and margin requirements
through the European Market Infrastructure Regulation and the revised
Markets in Financial Instruments Directive/Regulation and (iv)
requirements flowing from arrangements for the recovery and resolution
of the Bank and its main operating entities.
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In addition, the regulatory structure within the UK comprising the
Financial Policy Committee ("FPC"), the PRA and the Financial Conduct
Authority ("FCA") and the granting to the European Central Bank of
supervisory powers, may affect the Bank and the Group and their
activities. In particular, the FPC has the ability to seek additional capital
for lending to sectors perceived as higher risk and to increase the amount
of capital that banks are required to hold when threats to financial stability
are judged to be emerging and 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. In conjunction with this focus, the UK regulators are making
increasing use of existing and new powers of intervention and
enforcement. This may lead to significant costs and liabilities for the
Bank.

Regulatory proceedings: The Group remains subject to a number of
regulatory proceedings involving investigations and reviews by various
regulatory, competition and enforcement authorities. These regulatory
proceedings include investigations into the possible mis-selling in the UK
of certain products, including Payment Protection Insurance and interest
rate hedging products and in relation to 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 and in relation to alleged anti-competitive behaviour in the
credit derivative market. It is difficult to predict the outcome of regulatory
proceedings involving the Group’s businesses. Unfavorable outcomes
may have a material adverse effect on the Group’s reputation, brand and
results.

In 2013, HSBC Holdings entered into agreements with US and UK
government agencies to comply with certain forward-looking obligations
with respect to anti-money laundering and sanctions requirements over a
five-year term. Failure to comply with the terms of such agreements may
have an adverse effect on the Group.

D.6

Risks specific to the
securities:

Credit risk: The Warrants are direct, unsubordinated and unsecured
obligations of the Issuer and not of any other person. If the Issuer's
financial position were to deteriorate, there could be a risk that the Issuer
would not be able to meet its obligations under the Warrants (the Issuer's
credit risk). If the Issuer were insolvent or defaulted on its obligations
under the Warrants, in the worst case scenario, investors in the Warrants
could lose all of their invested amounts.

The Warrants are unsecured obligations: The Warrants are not secured
and so investors would not have recourse to the Reference Assets or
securities underlying the Reference Index (as applicable) or any other
security or collateral. If the Issuer becomes unable to pay amounts owed
to investors under the Warrants, such investor does not have any recourse
to any assets and may not receive any payments under the Warrants.

The Warrants are not ordinary debt securities: The Warrants do not
pay interest and, upon expiry or upon exercise, may return less than the
amount invested or nothing. Warrants are designed to track the price of
the Reference Assets or level of the Reference Index (as applicable). If
the performance of such underlying does not move in the anticipated
direction or if the issuer thereof becomes insolvent, the Warrants will be
adversely affected and, in a worst case scenario, may become worthless.
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Payments under the Warrants may be delayed: Payments to
Warrantholders which are calculated by reference to hedging
arrangements will only be due if the proceeds would have been received
by an investor outside the jurisdiction where the Reference Assets or
securities underlying a Reference Index are listed or quoted. There is a
risk that limitations on the importation and withdrawal of funds in such
jurisdiction could lead to potential delays in payments under the Warrant
or, in the worst case, the Warrants becoming worthless.

No ownership rights: The Warrants do not confer any legal or beneficial
interest or any voting or dividend rights in the Reference Asset or the
securities underlying the Reference Index.

There may be no active trading market or secondary market for
liquidity for Warrants: Any series of Warrants may not be widely
distributed and there may not be an active trading market, nor is there
assurance as to the development of an active trading market. If there is no
liquid market, investors may not be able to realise their investment in the
Warrants until the expiry of such Warrants or may not realise a return that
equals or exceeds the purchase price of their Warrants.

Certain factors affecting the value and trading price of Warrants: The
Cash Settlement Amount payable under the Warrants may be affected by
fluctuation in value of the Reference Asset or Reference Index (as
applicable), changes in interest rates, volatility of the Reference Asset or
Reference Index, time remaining to expiry, dividend rates on the
Reference Asset or the securities underlying a Reference Index or, where
applicable, the number and type of underlying Reference Assets or
Reference Indices included in a basket to which the relevant Warrants
relate.

Conlflicts of interest may arise between the interests of the Issuer or
its affiliates and those of the Warrantholders: The Issuer or its
affiliates may enter into hedging or other transactions (i) relating to
Reference Assets or securities underlying a Reference Index (as
applicable) or (ii) with issuers of Reference Assets or securities
underlying a Reference Index (as applicable). The Issuer or its affiliates
may also publish research or other reports relating to Reference Assets or
securities underlying a Reference Index (as applicable). Any such
activities may have a negative effect on the value of Warrants relating to
such Reference Assets or Reference Indices. In addition, the Issuer may
assume roles as hedging party, service providers in respect of Reference
Assets which are funds, calculation agent under the Warrants or publisher
of research reports. In respect of any of these roles the Issuer may have
interests that conflict with the interests of Warrantholders.

Commission and cost of hedging: The issue price of the Warrants may
include commissions charged by Issuer or its affiliates and expected costs
of hedging the Issuer's obligations under the Warrants. Accordingly, there
is a risk that, upon issue, the market price of Warrants may be lower than
original issue price of the Warrants. Also, fees, commission and hedging
costs may be deducted from the Cash Settlement Amount.
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[Exchange rate risks and exchange control risks: The Issuer will pay
amounts in respect of the Warrants in the Settlement Currency. Where the
Reference Currency is not the same as the Settlement Currency, amounts
payable under the Warrants may be affected by multiple currency
conversion costs which may be passed on to investors. Where the
Settlement Currency is not the same as the investor's home currency, the
realisable value of the investment in the investor's home currency may be
at risk from fluctuations in the exchange rate. Government and monetary
authorities may impose or modify exchange controls that could adversely
affect an applicable exchange rate or transfer of funds in and out of the
country. As a result of such restrictions and controls the Issuer may
suspend its obligations to make any payment under any Warrants if and
for as long as such exchange controls have occurred and are continuing.
Warrantholders shall not be entitled to any interest or other compensation
in respect of any such suspension.]

[Market Disruption Events and Additional Disruption Events: In the
case of early closure of the relevant exchange, disruption of such
exchange or suspension of trading on such exchange ("Market
Disruption Events") or a hedging disruption, a change in applicable laws,
an increased cost of hedging, where applicable, an insolvency filing of the
issuer of the Reference Asset or a foreign exchange disruption event
("Additional Disruption Events"), postponement or adjustment of
valuations in case of a Market Disruption Event or adjustment of terms or
termination of the Warrants in case of a Additional Disruption Event in
respect of such Warrants may have an adverse effect on the value of such
Warrants and/or the Cash Settlement Amount.]

Illegality may cause the Issuer's obligations under the Warrants to be
terminated early: If the Calculation Agent determines the performance
of the Issuer's obligations under any Warrants shall have become unlawful
or impracticable, the Issuer may terminate its obligations under the
Warrants and pay a sum representing the fair value of the Warrants. As a
result Warrantholders will forego any future appreciation in the relevant
Reference Asset or securities underlying the relevant Reference Index (as
applicable), may suffer a loss of some or all of their investments and lose
the ability to exercise the Warrants on the relevant exercise date(s) (if
applicable).

Considerations regarding hedging: The value of the Warrants may not
exactly correlate with the value of the [Reference Asset[s]] [Reference
Ind[ex][ices], [ ], to which the Warrant relates.]

Tax risks: The amount of a payment to the investor under the Warrants
may be decreased to take into account the effect of taxes on an investment
in the Reference Assets or securities underlying a Reference Index. There
is a risk that tax law or practice will change in the future resulting in the
imposition of or increase in tax on an investment in, or disposition of,
Reference Assets or securities underlying a Reference Index. This will
result in a decrease of the amounts payable under the Warrants. Also,
investors in the Warrants will be obliged to pay all taxes payable in
connection with the subscription, purchase or exercise of such Warrant
and the delivery of the Cash Settlement Amount and/or any Additional
Amount.
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[Specific risks relating to Index-Linked Warrants: The sponsor of a
Reference Index may amend rules applicable to the determination of the
level of such index, replace such index with a successor index or cancel
such index. Such actions may give rise to an adjustment to the terms of
the Warrants or early termination of the Warrants. As a result hereof the
value of the Warrants may adversely affected and/or investors may loss
some or all of their invested amount in the Warrants.

[Specific risks relating to Equity-Linked Warrants: If a Potential
Adjustment Event occurs and dilutes the theoretical value of the
Reference Asset or an Extraordinary Event occurs, the Calculation Agent
may make corresponding adjustments to the conditions of the Warrants
which may adversely affect the Cash Settlement Amount payable or (in
the case of Extraordinary Events) may terminate the Warrants; as a result
the Warrantholder may lose some or all of its investment.]J[As the
Reference Assets are units in a fund, the investor will be exposed to the
risks of specific regulation affecting funds, risk relating to the fund's
management and internal rules and, where the fund is a synthetic fund,
also from counterparty risk from the swap counterparty].

[Emerging market risks: Investors in Warrants relating to [Reference
Assets] [securities underlying a Reference Index] which are issued in or
located in or listed on an exchange in an emerging market should be
aware that investment in emerging markets are subject to greater risks
than well-developed western markets. Institutions relied upon for the
efficient functioning of capital markets, such as stock exchanges,
economic, legal and regulatory institutions, systems for the clearing,
settlement and registration of securities, may be less developed.
Disclosure standards may be less onerous on issuers and accountancy
practices may differ from those which are internationally accepted.
Political conditions in certain geographic locations where the issuers of
Reference Assets may operate may be volatile or unstable, and there could
be increased price volatility. ]

[RMB risks: There are restrictions on the conversion of RMB into other
currencies. The amount of offshore RMB deliverable outside PRC may be
limited, which may affect the liquidity of offshore RMB linked Warrants.
The market for offshore RMB is a different market to that of RMB
deliverable in PRC. The offshore RMB exchange rate may be influenced
by the onshore RMB exchange rate. The offshore RMB market may
become illiquid or offshore RMB may become inconvertible or non-
transferable. In such circumstances the Issuer may settle payments under
the Warrants in another currency. In addition, interest rates are
government-controlled in PRC and changes therein may affect the
offshore RMB interest rate which may cause the value of the Warrants to
fluctuate.]

Investors may lose the value of their entire investment or part of it, as
the case may be.
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Section E — Offer

E.2b

Reasons for the Offer
and Use of Proceeds:

Not Applicable. This prospectus has been prepared solely in connection
with the admission of Warrants to trading on a regulated market pursuant
to Article 3(3) of the Prospectus Directive. There will be no public offer
of the Warrants and thus reasons for the offer and use of proceeds are not
required.

E.3

Terms and Conditions
of the Offer:

Not Applicable. This prospectus has been prepared solely in connection
with the admission of Warrants to trading on a regulated market pursuant
to Article 3(3) of the Prospectus Directive. There will be no public offer
of the Warrants and thus a description of the terms and conditions of the
offer is not required.

E4

Interests Material to the
Issue:

The Issuer or its Affiliates may engage in transactions involving
Reference Assets or Reference Index which may have a positive or
negative effect on the value of such Reference Assets or Reference Index
and therefore on the value of any Warrants to which they relate. Certain
Affiliates of the Issuer may also be the counterparty to the hedge of the
Issuer's obligations under an issue of Warrants [and [ ] is the Calculation
Agent responsible for making determinations and calculations in
connection with the Warrants] [and may be a service provider in respect
of Reference Assets which are funds]. The Issuer or its Affiliates may
from time to time advise the issuer or obligors of, or publish research
reports relating to, Reference Assets. The views or advice may have a
positive or negative effect on the value of the [Reference Assets]
[Reference Indices] and may be inconsistent with purchasing or holding
the Warrants relating to the [Reference Assets] [Reference Index].

[Fees [are][may be] payable by the Issuer to the Manager(s) acting as
underwriter(s) of issues of the Warrants. ]

Save as disclosed above, no person involved in the issue of the Warrants
has an interest material to the issue.

E.7

Estimated Expenses:

Not Applicable. This prospectus has been prepared solely in connection
with the admission of Warrants to trading on a regulated market pursuant
to Article 3(3) of the Prospectus Directive. There will be no public offer
of the Warrants and expenses in respect of the listing of Warrants are not
charged directly by the Issuer or Managers to the investor.
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ANNEX 2
VANILLA RATES BASE PROSPECTUS
SUMMARY

This section provides an overview of information included in this Base Prospectus. It includes blank
placeholders for options provided for under the Programme which will only be known at the time of each
issuance of Notes. A completed summary for each individual issuance of Notes will be annexed to the relevant
Final Terms.

Summaries are made up of disclosure requirements known as "Elements". These elements are numbered in
Sections A —E (A.1 —E.7).

This summary contains all the Elements required to be included in a summary for this type of securities and
issuer. Because some Elements are not required to be addressed, there may be gaps in the numbering sequence
of the Elements.

Even though an Element may be required to be inserted in the summary because of the type of securities and
issuer, it is possible that no relevant information can be given regarding the Element. In this case a short

description of the Element is included in the summary with the mention of "Not Applicable".

Section A — Introduction and Warnings

A.l

Introduction:

This summary must be read as an introduction to this prospectus and any
decision to invest in the Notes should be based on a consideration of this
prospectus as a whole by the investor, including any information incorporated by
reference.

Where a claim relating to the information contained in this prospectus is brought
before a court in a Member State of the European Economic Area, the claimant
might, under the national legislation of the Member States, be required to bear
the costs of translating this prospectus before the legal proceedings are initiated.

Civil liability attaches only to those persons who have tabled this summary
including any translation thereof, but only if this summary is misleading,
inaccurate or inconsistent when read together with the other parts of this
prospectus or it does not provide, when read together with the other parts of this
prospectus, key information in order to aid investors when considering whether
to invest in such Notes.

A2

Consent by the
issuer for the use
of the prospectus
for subsequent
resale or final
placement of
securities by
financial
intermediaries, an
indication of the
offer period for
which consent is
given, and any
other clear and
objective
conditions
attached to such
consent:

[The Issuer expressly consents to the use of this prospectus in connection with an
offer of Notes in circumstances where there is no exemption from the obligation
under the Prospectus Directive to publish a prospectus (a "Public Offer") of the
Notes by the Dealer[s] [and [ ]] ("Authorised Offeror") during the period from
and including [ ] to but excluding [ ] (the "Offer Period") and in [Austria]
[Germany] [Luxembourg] [The Netherlands] [the United Kingdom] only (the
"Public Offer Jurisdiction[s]") [provided that the relevant Authorised Offeror
is authorised to make such offers under the Markets in Financial Instruments
Directive (Directive 2004/39/EC) and any other applicable laws [and the
relevant Authorised Offeror must satisfy the following conditions: [ ]]. The
Issuer also accepts responsibility for the content of this prospectus with respect
to the subsequent resale or final placement of the Notes by the Authorised
Offeror.]

[The Issuer reserves its right to consent to the use of this prospectus after the
date of filing of the relevant final terms (the "Final Terms") in connection with
an offer of Notes in circumstances where there is no exemption from the
obligation under the Prospectus Directive to publish a prospectus (a "Public
Offer") of the Notes during the period from and including [ ] to but excluding [
] (the "Offer Period") in [Austria] [Germany] [Luxembourg] [The Netherlands]
[the United Kingdom] only (the "Public Offer Jurisdiction[s]") by identifying
financial intermediaries who will be acting as authorised offerors ("Authorised
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Offeror") in respect of the Notes on its website www.hsbc.com (following links
to 'Investor relations', 'Fixed income securities', 'Issuance programmes), [subject
to the condition that [ ] and] on the condition that the relevant Authorised
Offeror is authorised to make such offers under the Markets in Financial
Instruments Directive (Directive 2004/39/EC) and any other applicable laws.

[The Authorised Offeror will provide information to investors on the terms
and conditions of the Public Offer of the relevant Notes at the time such
Public Offer is made by the Authorised Offeror to the investors.]

[Not Applicable. The Issuer does not consent to the use of this prospectus in
circumstances where there is no exemption from the obligation under the
Prospectus Directive to publish a prospectus (a "Public Offer") as the Notes will
not be publicly offered.]

Section B — Issuer

B.1

Legal and
commercial name
of the issuer:

The legal name of the issuer is HSBC Bank plc (the "Issuer") and, for the
purposes of advertising, the Issuer uses an abbreviated version of its name,
HSBC.

B.2

Domicile and legal
form of the issuer:

The Issuer is a public limited company registered in England and Wales under
registration number 14259. The liability of its members is limited. The Issuer
was constituted by Deed of Settlement on 15 August 1836 and in 1873,
registered under the Companies Act 1862 as an unlimited company and re-
registered under the Companies Acts 1948 to 1980 as a public limited company.

The Issuer is subject to primary and secondary legislation relating to financial
services and banking regulation in the United Kingdom, including, inter alia, the
UK Financial Services and Markets Act 2000, as amended, for the purposes of
which the Issuer is an authorised person carrying on the business of financial
services provision. In addition, as a public limited company, the Issuer is subject
to the UK Companies Act 2006.

B.4b

Trends:

The Issuer expects global GDP growth to accelerate modestly in 2014. This
improvement reflects a shift from contraction to expansion in the eurozone, a
rise in growth in the US and the UK as well as rising emerging markets growth.

The Issuer expects UK GDP to rise by 2.6 per cent in 2014 driven by ongoing
thawing in credit conditions, rising investment and household consumption
supported by loose monetary policy and a recovering housing market.

Recent developments in the eurozone economy signal a recovery, although its
strength will likely be only gradual and dependent on global trade as there
remain significant headwinds to domestic demand. The provision of credit is
likely to remain weak which will in turn hinder investment and consumption
growth. The Issuer expects the eurozone GDP to grow by only 0.8 per cent in
2014.

B.5

The group:

The whole of the issued ordinary and preference share capital of the Issuer is
beneficially owned by HSBC Holdings plc ("HSBC Holdings", together with its
subsidiaries, the "HSBC Group"). The Issuer is the HSBC Group's principal
operating subsidiary undertaking in Europe.

The HSBC Group is one of the largest banking and financial services
organisations in the world. Its international network covers 75 countries and
territories in six geographical regions: Europe; Hong Kong; Rest of Asia-Pacific;
Middle East and North Africa; North America; and Latin America. Its total
assets as at 31 December 2013 were U.S.$2,671 billion.
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B.9 Profit forecast: Not Applicable. There are no profit forecasts or estimates made in this
prospectus.
B.10 | Audit report Not Applicable. There are no qualifications in the audit reports on the audited,
qualifications: consolidated financial statements of the Issuer and its subsidiary undertakings
for the financial years ended 31 December 2012 or 2013.
B.12 | Key financial The selected financial information set out below has been extracted without
information: material adjustment from the audited consolidated financial statements of the
Issuer for the years ended 31 December 2012 and 31 December 2013.
Year Ended
31 31
December December
2012 2013
For the period (£m)
Profit on ordinary activities before tax'.............oceveveviiviveererereeeeeeeiennens 1,004 3,294
Total Operating IMNCOME........ceoververiirieiieieieeiesie ettt 15,407 15,868
Net operating income before loan impairment charges and other credit
TISK PIOVISIONS ...viiuveiieniiniieiesteeteettetesteetesteetesteentesteensesseeneenseensesseensennes 12,488 12,840
Profit attributable to shareholders of the parent company ...............cu..... 2,384 2,495
At period end (£m)
Total equity attributable to shareholders of the parent company ............... 31,675 32,370
Risk weighted assets........cuevirieriirieriiiieniececeeee e 193,402 185,879
Loans and advances to customers (net of impairment allowances) ........... 282,685 305,032
CUSLOMET ACCOUINLS .....vvvvvieeeeeeeiiireeeeeeeeiirreeeeeeeeeianreeeeeeeeearreeeeeeeeennnnes 324,886 390,017
Ratio of customer advances to cuStomer aCCOUNtS.........c..ccveeeererenrennennes 87.0 78.2
Capital ratios (%)
COT TICT 1 TATIO .ttt ettt 11.4 12.1
Tier 1 ratio............ 12.4 13.0
Total capital TatI0.......cccuerueeieiieierieeiecet et 17.3 18.0
Performance and efficiency ratios (%)
Return on average shareholders' funds (equity) of the parent company?... 3.5 7.9
CO8t €fFICIENCY TAHO™ ......ovooeeoveeeeeeee e 82.0 66.8

! Excludes gain on sale of £1,265 million of HSBC Private Banking Holdings (Suisse) SA to HSBC Holdings plc in 2012.

% The return on average total shareholders’ equity is defined as profit attributable to shareholders of the parent company divided by
the average total shareholders’ equity.

*The cost efficiency ratio is defined as total operating expenses divided by net operating income before loan impairment charges and
other credit risk provisions.

There has been no material adverse change in the prospects of the Issuer since 31
December 2013.

There has been no significant change in the financial or trading position of the
Issuer since 31 December 2013.

B.13 | Recent events: Not Applicable. There have been no recent events particular to the Issuer which
are to a material extent relevant to the evaluation of its solvency.
B.14 | Dependence upon | The Issuer is a wholly owned subsidiary of HSBC Holdings.

other entities
within the group:

The Issuer and its subsidiaries form a UK-based group (the "Group"). The
Issuer conducts part of its business through its subsidiaries and is accordingly
dependent upon those members of the Group.
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B.15 | The issuer's | [The Group provides a comprehensive range of banking and related financial
principal services. The Group divides its activities into four business segments: UK Retail
activities: Banking; Continental Europe Retail Banking; Global Banking and Markets; and

Global Private Banking].

B.16 | Controlling The whole of the issued ordinary and preference share capital of the Issuer is
persons: owned directly by HSBC Holdings.

B.17 | Credit ratings: The Issuer has been assigned the following long term credit ratings: AA- by

Standard & Poor's Credit Market Services Europe Limited ("Standard &
Poor's"); Aa3 by Moody's Investors Service Limited ("Moody's"); and AA- by
Fitch Ratings Limited ("Fitch").

The Notes to be issued [have [not] been] [are expected on issue to be] rated[./:]
[Standard & Poor's: [ 1

[Moody's: [ 1

[Fitch: [ 1

Section C — Securities
C1 Description of Issuance in series:

type and class of
securities:

Notes will be issued in series ("Series") which may comprise one or more
tranches ("Tranches"). Each Tranche issued under a Series will have identical
terms, except that different Tranches may comprise Notes in bearer form
("Bearer Notes"), registered form ("Registered Notes") or uncertificated
registered form ("Uncertificated Registered Notes"). The issue dates, issue
prices and amount of first interest payments under different Tranches may also

vary.

The [Bearer] [Registered] [Uncertificated Registered] Notes being issued are
Tranche [ ] Notes (the "Notes") [and are to be consolidated and form a single
series with [ ] issued on [ ] with ISIN: [ ] and Common Code: [ ] [and
Valoren Number: [ ]] [and SEDOL: [ ]][and WKN: [ 1] [(the "Original
Issue Security Identification Number[s]")]].

Form of Notes:
[Bearer Notes in definitive form:

Bearer Notes will be issued in definitive form and each definitive Bearer Note
will carry a unique serial number. Bearer Notes are negotiable instruments and
legal title to each will pass by physical delivery.]

[Bearer Notes in global form:

[Bearer Notes will initially be issued as temporary global Notes exchangeable
for permanent global Notes which are exchangeable for definitive Bearer Notes,
or registered Notes in definitive form in certain limited circumstances.]

[Bearer Notes will be issued in global form and deposited with a [common
depositary] [common safekeeper] for Euroclear Bank SA/NV ("Euroclear")
and/or Clearstream Banking, société anonyme ("Clearstream, Luxembourg").
Changes in beneficial interests in such Bearer Notes will be recorded as book-
entries in the accounts of Euroclear and/or Clearstream, Luxembourg.]
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[Registered Notes in definitive form:

[Registered Notes will be issued in registered form as certificates and each
certificate will carry a unique serial number. Registered Notes are not negotiable
instruments and legal title to each will pass by registration of the unique serial
number against a Noteholder's name in a register maintained by HSBC Bank plc
in its capacity as registrar (the "Registrar").]

[Registered Notes in global form:

Registered Notes will be issued in global form and deposited with and registered
in the name of a [common safekeeper] [common depositary] (or its nominee) for
Euroclear Bank SA/NV ("Euroclear") and/or Clearstream Banking, société
anonyme ("Clearstream, Luxembourg"). Changes in beneficial interests in
such Registered Notes will be recorded as book-entries in the accounts of
Euroclear and/or Clearstream, Luxembourg. |

[Uncertificated Registered Notes:

Uncertificated Registered Notes will be issued in uncertificated registered form
and deposited with CREST Co. Ltd ("CREST"). Legal title to Uncertificated
Registered Notes is recorded by CREST on the Operator register of corporate
securities (the "Operator Register") and will pass by registration of a transfer of
ownership in the Operator Register. CREST will maintain in a record of
uncertified corporate securities which reflects the Operator Register.]

Security Identification Number[s]:

The [Bearer] [Registered] [Uncertificated Registered] Notes have been accepted
for clearance through [Euroclear and/or Clearstream, Luxembourg] [CREST]
and will be allocated the following Security Identification Number[s] [to be
consolidated with the Original Issue Security Identification Number[s]]:

ISIN Code: [ ]
Common Code: [ ]
[Valoren Number: [ 1]
[SEDOL: [ 1
[WKN: [ 1
C.2 Currency of the | The settlement currency of the Notes is [ ] (the "Settlement Currency").
securities issue:
CS Free The Notes are freely transferable. However, there are restrictions on the offer
transferability: and sale of the Notes and the Issuer and [ ] (the "Dealer|[s]") have agreed
restrictions on the offer, sale and delivery of the Notes and on distribution of
offering materials in the Dubai International Financial Centre, the European
Economic Area, France, Hong Kong, Italy, Japan, the Kingdom of Bahrain, The
Netherlands, Norway, the People's Republic of China, Russia, Singapore, Spain,
Switzerland, Taiwan, the United Arab Emirates (excluding the Dubai
International Financial Centre), the United Kingdom and the United States of
America.
C.8 The rights | Status of the Notes:
attaching to the
securities, The Notes will be direct, unsecured and unsubordinated obligations of the Issuer

including ranking
and limitations to
those rights:

and will rank equally and without preference among themselves and, at their date
of issue, with all other unsecured and unsubordinated obligations of the Issuer
(unless preferred by law).
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Payments at maturity:

The Notes will have a final redemption amount which is equal to [ ] per cent. of
their principal amount (the "Final Redemption Amount").

Interest Payments:

[The Notes bear interest at [a] [fixed rate[s] ("Fixed Rate Notes")] [floating
rate[s] ("Floating Rate Notes").] [The Notes do not bear interest ("Zero
Coupon Notes").]

Early redemption for illegality:

If the Calculation Agent determines that the performance of the Issuer's
obligations has become unlawful or impracticable in whole or in part for any
reason, the Issuer will be entitled to redeem the Notes early and pay the relevant
investor an amount per Note equal to the fair market value of such Note or such
other amount specified in the relevant final terms ("Final Terms") ("Early
Redemption Amount").

Early redemption for taxation reasons:

If the Issuer were required under the terms and conditions of the Notes (the
"Conditions") to pay additional amounts in respect of tax, the Issuer may subject
to prior notice to the Noteholders, redeem all, but not some only, of such Notes
and pay the relevant investor the Early Redemption Amount.

[Call Option:

The Issuer has the right to redeem the Notes in whole or in part by giving [ ]
days notice [at any time] [on [ ]] at a redemption amount equal to [ ] per cent.
of their principal amount.]

[Put Option:

Noteholders have the right to have all of their Notes redeemed by giving [ ] days
notice [at any time] [on [ ]] at a redemption amount equal to [ ] per cent. of
their principal amount.]

Modification and substitution:

Modifications to the Conditions may be made without the consent of any
Noteholders to cure any ambiguity or manifest error or correct or supplement
any Conditions provided that: (i) the modification is not materially prejudicial to
the interest of Noteholders; (ii) the modification is of a formal, minor or
technical nature or to comply with mandatory provisions of the law of the
Issuer’s jurisdiction of incorporation; or (iii) the modification corrects
inconsistency between the Final Terms and the relevant termsheet relating to the
Notes. The Notes permit the substitution of the Issuer with its affiliates without
the consent of any Noteholders where the Issuer provides an irrevocable
guarantee of the affiliate’s obligations.

Events of default:

The following events constitute events of default (each, an "Event of Default")
under the Notes and would entitle the Noteholder to accelerate the Notes: (i) a
continuing default in the repayment of any principal or interest due on the Notes
for more than 14 days, provided that the reason for non-payment is not
compliance with any fiscal or other law or regulation or court order, or that there
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is doubt as to the validity of such law, regulation or order in accordance with
independent legal advice from advisers which is acceptable to HSBC Bank plc,
acting in its capacity as principal paying agent (the Principal Paying Agent");
or (i) the passing of a winding-up order in relation to the Issuer. On an Event of
Default the Notes will be redeemed against payment of an amount per Note
equal to [the fair market value of such Note] [ ].

Meetings of Noteholders

The Conditions contain provisions for calling meetings of Noteholders to
consider matters affecting their interests generally. These provisions permit
defined majorities to bind all Noteholders including Noteholders who did not
attend and vote at the relevant meeting and Noteholders who voted in a manner
contrary to the majority.

No guarantee or security:

The Notes are the obligations of the Issuer only and are unsecured.

Taxation:

All payments by the Issuer of principal and interest in respect of the Notes will
be made without deduction of any United Kingdom taxes unless the Issuer is
required by law to withhold or deduct any such taxes. Therefore, Noteholders
will be liable for and/or subject to any taxes, including withholding tax, stamp
duty, stamp duty reserve tax and/or similar transfer taxes, payable in respect of
the Notes.

Governing Law:

English law.

C9

The rights
attaching to the
securities, the
nominal interest
rate, the date
from which
interest becomes

payable and due
dates for interest,
where the rate is

not fixed a
description of the
underlying on

which it is based,
maturity date and
arrangements for
amortisation of
the loan including
repayment
procedures, an
indication of yield
and the name of
the representative
of debt security
holders:

The Notes will be issued on [ ] (the "Issue Date") at [
aggregate principal amount (the "Issue Price").

] per cent. of their

Interest rate:

The Notes will [not] be interest bearing. [Interest payable on the Notes will
accrue from [ ] (the "Interest Commencement Date") and interest payments
on the Notes will be made on [ ] (the "Interest Payment Date[s]") [subject to
adjustment to account for the applicable business day convention in the relevant
business centre(s)].]

[Fixed Rate Notes:

[The interest rate payable on the Notes is [ ] per cent. per annum (the "Interest
Rate").]

[The interest rate payable on the Notes is [ ] per cent. per annum in respect of

the period from the Interest Commencement Date until [ ] [and [ ] per cent.
per annum in respect of the period from [ Juntil [ ] [first] [ ] Interest
Payment Date[s] [and] [ ] per cent. per annum in respect of the [ ] Interest

Payment Date[s]] and [ ] per cent. per annum in respect of the last Interest
Payment Date (each, an "Interest Rate") [and in each case subject to
adjustments to account for fractional amounts payable].]

[Floating Rate Notes:

The interest rate payable on the Notes is a variable percentage per annum (the
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"Interest Rate") [subject to adjustments to account for fractional amounts
payable]. [The Interest Rate will be limited to [a minimum of [ ] per cent. per
annum ("Minimum Interest Rate")] [and] [a maximum of [ ] per cent. per
annum ("Maximum Interest Rate")].] The Interest Rate will be equal to the
sum of a specified margin percentage rate (if any) [being [ ] per cent. per
annum [in respect of the period from the Interest Commencement Date until [ ]
and [ ] per cent. per annum in respect of the period from [ Juntil[ ]] and [a
rate [ ] [per annum] calculated by reference to quotations provided
electronically by banks in the relevant financial centre] [the floating rate under a
notional interest rate on a swap transaction in the Settlement Currency governed
by an agreement incorporating the 2006 ISDA Definitions, as published by the
International Swaps and Derivatives Association, Inc.] [, subject to the
[Minimum Interest Rate] [and] [Maximum Interest Rate]].]

[Zero Coupon Notes:

The Notes are Zero Coupon Notes and do not bear interest. However, an accrual
yield of [ ] per cent. per annum (the "Accrual Yield") is used for calculating
the amount payable in respect of the Notes in case of their early redemption. ]

Redemption at Maturity:

The maturity date of the Notes is [ ] (the "Maturity Date") [subject to
adjustment to account for the applicable business day convention in the relevant
business centre(s)].

[Redemption of [Fixed Rate] [Floating Rate] Notes:

Unless previously redeemed or purchased or cancelled, each Note will be
redeemed by the Issuer at [its par value] [[ ] per cent. of its par value] in the
Settlement Currency on the Maturity Date.]

[Redemption of Instalment Notes:

Unless previously redeemed or purchased or cancelled, each Note will be
redeemed in the Settlement Currency in instalments of [ Jon [ ] by the Issuer,
with the last payment due on the Maturity Date (the "Instalment Amount").]

[Redemption of Zero Coupon Notes:

Unless previously redeemed or purchased or cancelled, each Note will be
redeemed by the Issuer at par value plus the Accrual Yield on the Maturity
Date.]

Early redemption:
Early redemption for illegality:

If the Calculation Agent determines that the performance of the Issuer's
obligations has become unlawful or impracticable in whole or in part for any
reason, the Issuer will be entitled to redeem the Notes early and pay the relevant
investor the Early Redemption Amount.

Early redemption for an Event of Default:

The following events constitute Events of Default under the Notes and would
entitle the Noteholder to accelerate the Notes: (i) a continuing default in the
repayment of any principal or interest due on the Notes for more than 14 days,
provided that the reason for non-payment is not compliance with any fiscal or
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other law or regulation or court order, or that there is doubt as to the validity of
such law, regulation or order in accordance with independent legal advice from
advisers which is acceptable to the Principal Paying Agent; or (ii) the passing of
a winding-up order in relation to the Issuer. On an Event of Default the Notes
will be redeemed against payment of the Early Redemption Amount.

[Issuer's optional redemption (Call Option):

The Notes will be redeemable at the option ("Call Option") of the Issuer on [any
Interest Payment Date] [ ], subject to [no less than five and no more than 30] [
] days' irrevocable notice of the exercise of the Call Option, at a redemption
amount equal to [ ] per cent. of their par value on [any Interest Payment Date] [
]. The Issuer may redeem [all] [some only] of the Notes outstanding at that time.
The redemption amount payable will be calculated by the Issuer, and will
include interest accrued but unpaid on such Notes.]

[Noteholder's optional redemption (Put Option):

The Notes will be redeemable at the option ("Put Option") of the Noteholder, at
a redemption amount equal to [ ] per cent. of their par value on [any Interest
Payment Date] [ ], subject to irrevocable notice being given to the Issuer and
HSBC Bank plc, acting in its capacity as issue agent (the "Issue Agent"). The
redemption amount payable on the amount of Notes over which the Noteholder
has exercised its option will be calculated by the Issuer and will include interest
accrued but unpaid on such Notes.]

Early redemption for taxation reasons:

If the Issuer were required under the Conditions to pay additional amounts in
respect of tax, the Issuer may subject to prior notice to the Noteholders, redeem
all, but not some only, of such Notes and pay the relevant investor the Early
Redemption Amount.

[Early redemption of Zero Coupon Notes:

If a Zero Coupon Note is redeemed prior to the Maturity Date, the Early
Redemption Amount in respect of such Note shall be the sum of (1) [ ] (the
"Zero Coupon Note Reference Price") and (2) the product of the Accrual Yield
(compounded annually) applied to the Zero Coupon Note Reference Price from
(and including) the Issue Date to (but excluding) the date upon which the Notes
become due and payable subject to [Actual/Actual (ISDA)] [Actual/365 (Fixed)]
[Actual/365 (Sterling)] [Actual/360] [30/360] [Actual/Actual (ICMA)]
[30E/360] [30E/360 (ISDA)] (the "Day Count Fraction")].

[Conversion:

[Any relevant amount payable in respect of the Notes shall be converted into the
Settlement Currency by using the relevant Conversion Rate. [The Conversion
Rateis[ ].]]

Yield:

The yield of the Notes will be calculated on the Issue Date with reference to the
Issue Price. Each such calculation of the yield of the Notes will not be an
indication of future yield.

The yield of the Notes is [ ]

Representative of the Noteholders: Not Applicable. There is no representative
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appointed to act on behalf of the Noteholders.

C.10 | Derivative Not Applicable. There is no derivative component in calculating the interest
component in the | payable under the Notes.
interest payment:

C.11 | Listing and | [Application [has been] [will be] made to admit the Notes to the Official List of
trading: the United Kingdom Financial Conduct Authority and to trading on the regulated

market of the London Stock Exchange plc.] [Not Applicable. The Notes will not
be admitted to trading on any regulated market. ]

[Not Applicable. The Notes have a denomination of more than EUR100,000 (or
its equivalent in any other currency) per Note. ]

C.21 | Indication of the | [Application [has been] [will be] made for the Notes to be admitted to trading on
market where the | the regulated market of the London Stock Exchange plc.] [Not Applicable. The
securities will be | Notes will not be admitted to trading on any regulated market.]
traded and for
which the | [Not Applicable. The Notes have a denomination of less than EUR100,000 (or
prospectus has | its equivalent in any other currency) per Note.]
been published:

Section D — Risks
D.2 Key risks specific | The Issuer has exposure to counterparties in the eurozone which may be

to the issuer:

affected by a sovereign or currency crisis: In spite of austerity measures and
structural reforms, peripheral eurozone countries continued to exhibit a high
ratio of sovereign debt to GDP or short to medium-term maturity concentration
of their liabilities. Although the Group’s exposure to the peripheral eurozone
countries is limited and reduced further in 2013, the Group is still exposed to
counterparties in core European countries which could be affected by any
sovereign or currency crisis.

The Issuer has significant exposure to counterparty risk both within the
financial sector and to other risk concentrations: Financial institutions are
necessarily interdependent because of trading, clearing, counterparty or other
relationships, which could affect its funding and its ability to manage the risks of
its business.

Liquidity, or ready access to funds, is essential to the Issuer's business: If the
Issuer is unable to raise funds, its liquidity position could be adversely affected
and the Issuer might be unable to meet deposit withdrawals or obligations under
committed financing facilities, to fund new investments or to repay borrowings
as they mature.

The Issuer's operations are highly dependent on its information technology
systems: The reliability and security of the Issuer's information and technology
infrastructure and the Issuer's customer databases are crucial to maintaining the
service availability of banking applications and processes and to protecting the
HSBC brand. Critical systems failure, prolonged loss of service, internet crime
or fraud or a material breach of security could lead to financial loss and cause
damage to the Issuer's business and brand.

The Issuer faces a number of regulatory and supervisory risks and
challenges: Financial service providers face increasingly stringent and costly
regulatory and supervisory requirements, particularly in the areas of capital and
liquidity management, operational structures, conduct of business and the
integrity of financial services delivery.
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In particular the following regulatory initiatives may affect the manner in which
the Group conducts its activities and structures itself, with the potential to both
increase the costs of doing business and curtail the types of business carried out,
with the risk of decreased profitability: (i) the introduction of the Capital
Requirements Directive IV ("CRD IV") which implements in the EU the Basel
IIT measures, the publication by the Prudential Regulatory Authority ("PRA") of
its final rules on implementing CRD IV and the forthcoming ECB Asset Quality
Review, each of which relates to the quality and quantity of capital that eurozone
banks must hold, (ii) finalisation of the Financial Services (Banking Reform) Act
2013 which gives effect to the recommendations of the Independent Commission
on Banking in relation to the future ring-fencing of the UK retail banking
business from wholesale banking activities, (iii) changes in the regime for the
operation of capital markets including the introduction of central clearing,
reporting and margin requirements through the European Market Infrastructure
Regulation and the revised Markets in Financial Instruments
Directive/Regulation and (iv) requirements flowing from arrangements for the
recovery and resolution of the Issuer and its main operating entities.

In addition, the regulatory structure within the UK comprising the Financial
Policy Committee ("FPC"), the PRA and the Financial Conduct Authority
("FCA") and the granting to the European Central Bank of supervisory powers,
may affect the Issuer and the Group and their activities. In particular, the FPC
has the ability to seek additional capital for lending to sectors perceived as
higher risk and to increase the amount of capital that banks are required to hold
when threats to financial stability are judged to be emerging and 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. In conjunction with this focus, the UK
regulators are making increasing use of existing and new powers of intervention
and enforcement. This may lead to significant costs and liabilities for the Issuer.

Regulatory proceedings: The Group remains subject to a number of regulatory
proceedings involving investigations and reviews by various regulatory,
competition and enforcement authorities. These regulatory proceedings include
investigations into the possible mis-selling in the UK of certain products,
including Payment Protection Insurance and interest rate hedging products and
in relation to 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 and in relation to alleged anti-
competitive behaviour in the credit derivative market. It is difficult to predict the
outcome of regulatory proceedings involving the Group’s businesses.
Unfavorable outcomes may have a material adverse effect on the Group’s
reputation, brand and results.

In 2013, HSBC Holdings entered into agreements with US and UK government
agencies to comply with certain forward-looking obligations with respect to anti-
money laundering and sanctions requirements over a five-year term. Failure to
comply with the terms of such agreements may have an adverse effect on the
Group.

D.3

Key risks specific
to the securities:

Credit risk: The Notes are direct, unsecured and unsubordinated obligations of
the Issuer and not of any other person. If the Issuer's financial position were to
deteriorate, there could be a risk that the Issuer would not be able to meet its
obligations under the Notes (the Issuer's credit risk). If the Issuer becomes
insolvent or defaults on its obligations under the Notes, in the worst case
scenario, investors in the Notes could lose all of their invested amounts.

The Notes are unsecured obligations: The Notes are not secured over any
asset. Therefore, the investor would not be able to enforce security as a method
of recouping payments due under the Notes if the Issuer were to become
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insolvent and cease to be able to pay such amounts.

There may be no active trading market or secondary market for liquidity for
Notes: Any Series of Notes may not be widely distributed and there may not be
an active trading market, nor is there assurance as to the development of an
active trading market. If there is no liquid market, investors may not be able to
realise their investment in the Notes until maturity of such Notes or may not
realise a return that equals or exceeds the purchase price of their Notes.

Illegality or changes in tax law may cause the Issuer’s obligations under the
Notes to be redeemed early: If the Calculation Agent determines the
performance of the Issuer's obligations under any Notes shall have become
unlawful or impracticable, or if the Issuer determines that it has become liable
for, or payments under the Notes have become subject to, any taxes, the Issuer
may redeem the Notes and [pay a sum representing the fair market value of the
Notes] [and pay par value for the Notes]. [As a result, Noteholders will suffer a
loss of some or all of their investments.] [[Furthermore,] [As a result,]
Noteholders will forgo further interest payments. ]

Taxation: All payments under the Notes will be made without deduction of
United Kingdom taxes unless otherwise required. Investors should therefore be
aware that they may be subject to taxes in respect of transactions involving
Notes depending, amongst other things, upon the status of the potential
purchaser and laws relating to transfer and registration taxes.

Capital risks relating to Notes:  Unless the relevant Series of Notes is fully
principal protected, the repayment of any amount invested in Notes and any
return on investment is not fully guaranteed. As a result the investors' capital
can fall below the amount initially invested. Unlike a savings account or similar
investment, an investment in the Notes is not covered by the UK Financial
Services Compensation Scheme.

Calculation Agent's discretion and valuations: Calculation of amounts payable
in respect of redemption of the Notes and any interest payments, if applicable,
may be made by reference to specified screen rates and, in the absence of such
display, at an amount determined by the Calculation Agent at its sole and
absolute discretion acting in good faith. The Calculation Agent may be permitted
to use its proprietary models to set the terms of adjustments which may be made
under the Notes which may be difficult to verify without expertise in valuation
models.

Exchange control risks: Government and monetary authorities may impose or
modify exchange controls that could adversely affect an applicable exchange
rate or transfer of funds in and out of the country. As a result of such restrictions,
the Issuer may make payments under the Notes in U.S. dollars or another
currency than the Settlement Currency. As a result, investors will forego any
future appreciation of the Settlement Currency.

Exchange rate risks: The Issuer will pay amounts in respect of the Notes in the
Settlement Currency. Where the Settlement Currency is not the same as the
investor's preferred currency, the realisable value of the investment in the
investor's preferred currency may be at risk from fluctuations in the exchange
rate.

[Emerging markets currency risks:
Notes issued may settle in an emerging markets currency. Investors in such

Notes should be aware that these markets are subject to greater risks than well
developed markets. Currencies of emerging markets countries may be volatile
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and subject to exchange controls. If the Settlement Currency is an emerging
markets currency, the Notes may provide that the Issuer is entitled to make
payments in an alternative payment currency if it is not possible or impracticable
for the Issuer to make payments in the Settlement Currency due to such
emerging markets currency risks.]

Conflicts of Interest may arise between the interests of the Issuer or its
affiliates and those of the Noteholders: The Issuer may assume roles as
hedging party and calculation agent under the Notes. In respect of any of these
roles the Issuer may have interests that conflict with the interests of Noteholders.

Commission and cost of hedging: The Issue Price of the Notes may include the
distribution commission or fee charged by Issuer or its affiliates and the cost or
expected costs of hedging the Issuer's obligations under the Notes (if any).
Accordingly, there is a risk that, upon issue the price of Notes in the secondary
market would be lower than the original Issue Price of the Notes.

[Specific risks relating to Floating Rate Notes: The rate of interest is not fixed
and is tied to the performance of an underlying benchmark [subject to a
[Maximum Interest Rate] [and] [Minimum Interest Rate]]. The rate of interest
can periodically go down and therefore return on the Notes is not guaranteed and
may in a worst case scenario become zero. [Investors should be aware that in
respect of Floating Rate Notes which are subject to a Maximum Interest Rate
return on the Notes is limited to such Maximum Interest Rate and therefore
investors will not benefit from any further increases of the underlying
benchmark above such Maximum Interest Rate.]]

[Specific risk relating to Fixed Rate Notes: The rate of interest is fixed during
the term of the Notes. Therefore, investors in Fixed Rate Notes will not benefit
from any increases in market interest rates.]

[Effect of economic conditions: The value of Notes are influenced by economic
and market conditions, interest rates, currency exchange rates and inflation rates
as such conditions may cause market volatility and this could have an adverse
affect on the value, price or income on the Notes. ]

Section E — Offer

E.2b | Reasons for the [The net proceeds from each issue of Notes will be used by the Issuer for [profit
offer and use of making or risk hedging] [ ] purposes.]
proceeds:
[Not Applicable. The Notes have a denomination of more than EUR100,000 (or
its equivalent in any other currency) per Note. ]
E.3 Terms and [An investor intending to acquire or acquiring Notes from an offeror authorised

conditions of the
offer:

by the Issuer, will do so, and the offer and sale of Notes to an investor by such
Authorised Offeror will be made, in accordance with arrangements agreed
between such Authorised Offeror and such investor including as to price,
allocations and settlement arrangements.
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Offer Price: [Issue Price] [ ]
Total amount of the issue/offer; if the [ ][Not Applicable]
amount is not fixed, description of the

arrangements and time for announcing to

the public the definitive amount of the

offer:

The time period, including any possible [ ][Not Applicable]
amendments, during which the offer will

be open:

Conditions to which the offer is subject: [ ][Not Applicable]

-30- 70-40386402




Description of the application process:
Description of possibility to reduce
subscriptions and manner for refunding
excess amount paid by applicants:

Details of the minimum and/or maximum
amount of application:

Details of the method and time limits for
paying up the securities and delivering of
the securities:

Manner in and date on which results of
the offer are to be made public:

Procedure for exercise of any right of
pre-emption, negotiability of subscription
rights and treatment of subscription rights
not exercised:

Whether tranche(s) have been reserved
for certain countries:

Process for notification to applicants of
the amount allotted and the indication
whether dealing may begin before
notification is made:

Amount of any expenses and taxes
specifically charged to the subscriber or
purchaser:

Name(s) and address(es), to the extent
known to the Issuer, of the placers in the
various countries where the offer takes
place:

Name and address of any paying agents
and depositary agents in each country:
Name and address if the entities which
have a firm commitment to act as
intermediaries in secondary trading,
providing liquidity through bid and offer
rates and description of the main terms of
their commitment:

] [Not Applicable]
] [Not Applicable]

] [Not Applicable]

] [Not Applicable]

] [Not Applicable]

] [Not Applicable]

] [Not Applicable]

] [Not Applicable]

] [Not Applicable]

] [Not Applicable]

] [Not Applicable]

] [Not Applicable]]

[Not Applicable. The Notes will not be publicly offered.]

[Not Applicable. The Notes have a denomination of more than EUR100,000 (or
its equivalent in any other currency) per Note. |

E.4 Interests material | [Fees [are] [may be] payable by the Issuer to the Dealer[s] acting as
to the issue/offer underwriter(s) of issues of the Notes.]
:}l;‘cllnut(;r;% :onﬂlcts [[Save as disclosed above, no] [No] person involved in the offer of the Notes has
) an interest material to the offer.] [The following additional interest(s) are
material to issues of the Notes: [ ].]]
E.7 Estimated [Not Applicable. [Expenses in respect of the Notes are not charged directly by

expenses charged
to the investor by
the issuer or the
offeror:

the Issuer to the investor.] [No commission in respect of the offer of the Notes
will be payable by the investor.]]

[The expenses charged to the investor by the Issuer will consist of [ ] per cent.
commission in respect of the offer of the Notes, which will be [included in the
Issue Price of the Notes] [payable by the investor].]
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ANNEX 3
PREFERENCE SHARE-LINKED BASE PROSPECTUS
SUMMARY

This section provides an overview of information included in this Base Prospectus. It includes blank placeholders for options
provided for under the Programme which will only be known at the time of each issuance of Notes. A completed summary for each
individual issuance of Notes will be annexed to the relevant Final Terms.

Summaries are made up of disclosure requirements known as "Elements". These elements are numbered in Sections A — E (4.1 —
E.7).

This summary contains all the Elements required to be included in a summary for this type of securities and issuer. Because some
Elements are not required to be addressed, there may be gaps in the numbering sequence of the Elements.

Even though an Element may be required to be inserted in the summary because of the type of securities and issuer, it is possible
that no relevant information can be given regarding the Element. In this case a short description of the Element is included in the

summary with the mention of "Not Applicable".

Section A — Introduction and Warnings

Al

Introduction:

This summary must be read as an introduction to this prospectus and any decision to invest in the
Notes should be based on a consideration of this prospectus as a whole by the investor, including any
information incorporated by reference.

Where a claim relating to the information contained in this prospectus is brought before a court in a
Member State of the European Economic Area, the claimant might, under the national legislation of the
Member States, be required to bear the costs of translating this prospectus before the legal proceedings
are initiated.

Civil liability attaches only to those persons who have tabled this summary including any translation
thereof, but only if this summary is misleading, inaccurate or inconsistent when read together with the
other parts of this prospectus or it does not provide, when read together with the other parts of this
prospectus, key information in order to aid investors when considering whether to invest in such Notes.

A2

Consent by the
issuer for the
use of the
prospectus for
subsequent
resale or final
placement of
securities by

[The Issuer expressly consents to the use of this prospectus in connection with an offer of Notes in
circumstances where there is no exemption from the obligation under the Prospectus Directive to
publish a prospectus (a "Public Offer") of the Notes by the Dealer[s] [and [ ]] ("Authorised
Offeror") during the period from and including [ ] to but excluding [ ] (the "Offer Period") and in
the United Kingdom only (the "Public Offer Jurisdiction") [provided that the relevant Authorised
Offeror is authorised to make such offers under the Markets in Financial Instruments Directive
(Directive 2004/39/EC) and any other applicable laws [and the relevant Authorised Offeror must
satisfy the following conditions: [ ]]. The Issuer also accepts responsibility for the content of this

financial prospectus with respect to the subsequent resale or final placement of the Notes by the Authorised
intermediaries, | Offeror.]

an indication

of the offer [The Issuer reserves its right to consent to the use of this prospectus after the date of filing of the
period for relevant final terms (the "Final Terms") in connection with an offer of Notes in circumstances where

which consent
is given, and
any other clear
and objective
conditions
attached to
such consent:

there is no exemption from the obligation under the Prospectus Directive to publish a prospectus (a
"Public Offer") of the Notes during the period from and including [ ] to but excluding [ ] (the
"Offer Period") and in the United Kingdom only (the "Public Offer Jurisdiction") by identifying
financial intermediaries who will be acting as authorised offerors (" Authorised Offeror") in respect of
the Notes on its website www.hsbe.com (following links to 'Investor relations', 'Fixed income
securities', 'Issuance programmes), [subject to the condition that [ ] and] on the condition that the
relevant Authorised Offeror is authorised to make such offers under the Markets in Financial
Instruments Directive (Directive 2004/39/EC) and any other applicable laws.]

[The Authorised Offeror will provide information to investors on the terms and conditions of the
Public Offer of the relevant Notes at the time such Public Offer is made by the Authorised
Offeror to the investors.]

[Not Applicable. The Issuer does not consent to the use of this prospectus in circumstances where there
is no exemption from the obligation under the Prospectus Directive to publish a prospectus (a "Public
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Offer") as the Notes will not be publicly offered.]

Section B — Issuer

B.1

Legal and
commercial
name of the
issuer:

The legal name of the issuer is HSBC Bank plc (the "Issuer") and, for the purposes of advertising, the
Issuer uses an abbreviated version of its name, HSBC.

B.2

Domicile and
legal form of
the issuer:

The Issuer is a public limited company registered in England and Wales under registration number
14259. The liability of its members is limited. The Issuer was constituted by Deed of Settlement on 15
August 1836 and in 1873, registered under the Companies Act 1862 as an unlimited company and re-
registered under the Companies Acts 1948 to 1980 as a public limited company.

The Issuer is subject to primary and secondary legislation relating to financial services and banking
regulation in the United Kingdom, including, inter alia, the UK Financial Services and Markets Act
2000, as amended, for the purposes of which the Issuer is an authorised person carrying on the business
of financial services provision. In addition, as a public limited company, the Issuer is subject to the UK
Companies Act 2006.

B.4b

Trends:

The Issuer expects global GDP growth to accelerate modestly in 2014. This improvement reflects a
shift from contraction to expansion in the eurozone, a rise in growth in the US and the UK as well as
rising emerging markets growth.

The Issuer expects UK GDP to rise by 2.6 per cent in 2014 driven by ongoing thawing in credit
conditions, rising investment and household consumption supported by loose monetary policy and a
recovering housing market.

Recent developments in the eurozone economy signal a recovery, although its strength will likely be
only gradual and dependent on global trade as there remain significant headwinds to domestic demand.
The provision of credit is likely to remain weak which will in turn hinder investment and consumption
growth. The Issuer expects the eurozone GDP to grow by only 0.8 per cent in 2014.

B.S

The group:

The whole of the issued ordinary and preference share capital of the Issuer is beneficially owned by
HSBC Holdings plc ("HSBC Holdings", together with its subsidiaries, the "HSBC Group"). The
Issuer is the HSBC Group's principal operating subsidiary undertaking in Europe.

The HSBC Group is one of the largest banking and financial services organisations in the world. Its
international network covers 75 countries and territories in six geographical regions: Europe; Hong
Kong; Rest of Asia-Pacific; Middle East and North Africa; North America; and Latin America. Its
total assets as at 31 December 2013 were U.S.$2,671 billion.

B.9

Profit forecast:

Not Applicable. There are no profit forecasts or estimates made in this prospectus.

B.10

Audit report
qualifications:

Not Applicable. There are no qualifications in the audit reports on the audited, consolidated financial
statements of the Issuer and its subsidiary undertakings for the financial years ended 31 December
2012 or 2013.

B.12

Key financial
information:

The selected financial information set out below has been extracted without material adjustment from
the audited consolidated financial statements of the Issuer for the years ended 31 December 2012 and
31 December 2013
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Year Ended
31 December 31 December

2012 2013
For the period (£m)
Profit on ordinary activities before tax'...........c.ococoeveivieicieiieiiieiieees 1,004 3,294
Total OpPerating INCOME ......ccveruieverierieriieierieeiesteeterie et ie e sse e saeseeeneens 15,407 15,868
Net operating income before loan impairment charges and other credit
TISK PIOVISIONS ...vieviivieiieitieeiesiieiesieeetesteetesseestessesesesseessessesssesseessensesssensenn: 12,488 12,840
Profit attributable to shareholders of the parent company ...........c...ccceneee 2,384 2,495
At period end (£m)
Total equity attributable to shareholders of the parent company................. 31,675 32,370
Risk Weighted aSSets .......ceevuerieiieriieieiieieseeiee e 193,402 185,879
Loans and advances to customers (net of impairment allowances)............. 282,685 305,032
CUSLOIMET ACCOUNLS ....vvvvviieeeeeeiireeeeeeeeeereeeeeeeeeeearreeeeeeeeearnreeeeeseennarreeeeeeeenns 324,886 390,017
Ratio of customer advances to cUStOmer aCCOUNLS ........cc.evveuvererrerereeriennenn 87.0 78.2
Capital ratios (%)
COTE TIET 1 TALIO....uiiciieiieeiieciieeiee e et ettt e et steeeteesebeeteeebeessaeebeenans 11.4 12.1
Tier 1 ratio .............. 12.4 13.0
Total capital ratio 17.3 18.0
Performance and efficiency ratios (%)
Return on average shareholders' funds (equity) of the parent company?..... 3.5 7.9
COSt EFfICIENICY TAHO ... eeeenes 82.0 66.8

! Excludes gain on sale of £1,265 million of HSBC Private Banking Holdings (Suisse) SA to HSBC Holdings plc in 2012.

2 The return on average total shareholders’ equity is defined as profit attributable to shareholders of the parent company divided by the
average total shareholders’ equity.

3The cost efficiency ratio is defined as total operating expenses divided by net operating income before loan impairment charges and
other credit risk provisions.

There has been no material adverse change in the prospects of the Issuer since 31 December 2013.

There has been no significant change in the financial or trading position of the Issuer since 31
December 2013.

B.13 | Recent events: | Not Applicable. There have been no recent events particular to the Issuer which are to a material extent

relevant to the evaluation of its solvency.

B.14 | Dependence The Issuer is a wholly owned subsidiary of HSBC Holdings.
upon other
entities within | The Issuer and its subsidiaries form a UK-based group (the "Group"). The Issuer conducts part of its
the group: business through its subsidiaries and is accordingly dependent upon those members of the Group.

B.15 | The issuer's | [The Group provides a comprehensive range of banking and related financial services. The Group
principal divides its activities into four business segments: UK Retail Banking; Continental Europe Retail
activities: Banking; Global Banking and Markets; and Global Private Banking.]

B.16 | Controlling The whole of the issued ordinary and preference share capital of the Issuer is owned directly by HSBC
persons: Holdings.

B.17 | Credit ratings: | The Issuer has been assigned the following long term credit ratings: AA- by Standard & Poor's Credit

Market Services Europe Limited ("Standard & Poor's"); Aa3 by Moody's Investors Service Limited
("Moody's"); and AA- by Fitch Ratings Limited ("Fitch").

The Notes to be issued [have [not] been] [are expected on issue to be] rated[./:]

[Standard & Poor's: [ 1
[Moody's: [ I
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[Fitch: [ 1]

Section C — Securities

Cl1

Description of
type and class
of securities:

Issuance in series:

Notes will be issued in series ("Series") which may comprise one or more tranches ("Tranches").
Each Tranche issued under a Series will have identical terms, except that different Tranches may
comprise Notes in bearer form ("Bearer Notes"), registered form ("Registered Notes") or
uncertificated registered form ("Uncertificated Registered Notes"). The issue dates and issue prices
of different Tranches may also vary.

The [Bearer] [Registered] [Uncertificated Registered] Notes being issued are Tranche [ ] Notes (the
"Notes") [and are to be consolidated and form a single series with [ ] issued on [ ] with ISIN: [ ]
and Common Code: [ ] [and SEDOL: [ ]] (the "Original Issue Security Identification
Number(s]")]].

Form of Notes:
[Bearer Notes in definitive form:

Bearer Notes will be issued in definitive form and each definitive Bearer Note will carry a unique serial
number. Bearer Notes are negotiable instruments and legal title to each will pass by physical delivery.]

[Bearer Notes in global form:

[Bearer Notes will initially be issued as temporary global Notes exchangeable for permanent global
Notes which are exchangeable for definitive Bearer Notes, or registered Notes in definitive form in
certain limited circumstances.]

[Bearer Notes will be issued in global note form and deposited with a common depositary for
Euroclear Bank SA/NV ("Euroclear") and/or Clearstream Banking, société anonyme ("Clearstream,
Luxembourg"). Changes in beneficial interests in such Bearer Notes will be recorded as book-entries
in the accounts of Euroclear and/or Clearstream, Luxembourg.]

[Registered Notes in definitive form:

[Registered Notes will be issued in registered form as certificates and each certificate will carry a
unique serial number. Registered Notes are not negotiable instruments and legal title to each will pass
by registration of the unique serial number against a Noteholder's name in a register maintained by
HSBC Bank plc in its capacity as registrar (the "Registrar").]

[Registered Notes in global form:

Registered Notes will be issued in global note form and deposited with and registered in the name of a
common depositary (or its nominee) for Euroclear Bank SA/NV ("Euroclear") and/or Clearstream
Banking, société anonyme ("Clearstream, Luxembourg"). Changes in beneficial interests in such
Registered Notes will be recorded as book-entries in the accounts of Euroclear and/or Clearstream,
Luxembourg. |

[Uncertificated Registered Notes:

Uncertificated Registered Notes will be issued in uncertificated registered form and deposited with
CREST Co. Ltd ("CREST"). Legal title to Uncertificated Registered Notes is recorded by CREST on
the Operator register of corporate securities (the "Operator Register") and will pass by registration of
a transfer of ownership in the Operator Register. CREST will maintain in a record of uncertified
corporate securities which reflects the Operator Register.]
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Security Identification Number[s]:

The [Bearer] [Registered] [Uncertificated Registered] Notes have been accepted for clearance through
[Euroclear and/or Clearstream, Luxembourg] [CREST] and will be allocated the following Security
Identification Number[s] [to be consolidated with the Original Issue Security Identification

Number([s]]:
ISIN Code: [ ]
Common Code: [ 1]
[SEDOL: [ 1
C.2 Currency  of | The settlement currency of the Notes is [ ] (the "Settlement Currency").
the securities
issue:
CS Free The Notes are freely transferable. However, there are restrictions on the offer and sale of the Notes and
transferability: | the Issuer and [ ] (the "Dealer[s]") have agreed restrictions on the offer, sale and delivery of the Notes
and on distribution of offering materials in the European Economic Area, the United Kingdom and the
United States of America.
C.8 The rights | Status of the Notes:

attaching to
the securities,
including
ranking and
limitations to
those rights:

The Notes issued will be direct, unsecured and unsubordinated obligations of the Issuer and will rank
equally and without preference among themselves and, at their date of issue, with all other unsecured
and unsubordinated obligations of the Issuer (unless preferred by law).

Interest Payments:

The Notes will not be interest-bearing.

Redemption of the Notes at Maturity:

The Notes will be redeemed on their maturity date.

Early redemption of the Notes:

In addition the Notes may be redeemed prior to their started maturity in the following circumstances:

For illegality: at the option of the Issuer if the Calculation Agent determines that the performance of
the Issuer's obligations has become unlawful or impracticable in whole or in part for any reason.

For taxation reasons: at the option of the Issuer if the Issuer were required under the terms and
conditions of the Notes (the "Conditions") to pay additional amounts in respect of tax.

For a Preference Share Early Redemption Event: following the receipt by the Issuer or any of its
affiliates of a notice from Eukairos Investments Limited (the "Preference Share Issuer") that one or
more series of preference shares issued by the Preference Share Issuer (the "Preference Shares") are
to be redeemed early.

For an Extraordinary Event and/or Additional Disruption Event: at the option of the Issuer if the
Calculation Agent determines that a merger event, tender offer or insolvency (each, an "Extraordinary
Event") and/or change in law or insolvency filing (each, an "Additional Disruption Event") has
occurred in relation to the Preference Shares and/or the Preference Share Issuer.

For an Event of Default: at the option of the Noteholder in the following circumstances: (i) a
continuing default in the repayment of any amount due on the Notes for more than 14 days, provided
that the reason for non-payment is not compliance with any fiscal or other law or regulation or court
order, or that there is doubt as to the validity of such law, regulation or order in accordance with
independent legal advice from advisers which is acceptable to HSBC Bank plc, acting in its capacity as
principal paying agent (the Principal Paying Agent"); or (ii) the passing of a winding-up order in
relation to the Issuer.
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Payments of Principal: Payments of principal in respect of Notes will in all cases be calculated by
reference to the percentage change in value of one or more Preference Shares issued by the Preference
Share Issuer in respect of the relevant series of Notes. The terms of each series of Preference Shares
will be contained in the Articles of Eukairos Investments Limited and the Preference Share terms and
conditions relating to such series, which will be annexed to the Final Terms.

The redemption price of each class of Preference Shares will be calculated by reference to an index or a
basket of indices (the "Underlying"). The Underlying for the Notes is [an index/a basket of indices].

Modification and substitution:

Modifications to the Conditions may be made without the consent of any Noteholders to cure any
ambiguity or manifest error or correct or supplement any Conditions provided that: (i) the modification
is not materially prejudicial to the interest of Noteholders; (ii) the modification is of a formal, minor or
technical nature or to comply with mandatory provisions of the law of the Issuer’s jurisdiction of
incorporation; or (iii) the modification corrects inconsistency between the Final Terms and the relevant
termsheet relating to the Notes. The Notes permit the substitution of the Issuer with its affiliates
without the consent of any Noteholders where the Issuer provides an irrevocable guarantee of the
affiliate’s obligations.

Meetings of Noteholders

The Conditions contain provisions for calling meetings of Noteholders to consider matters affecting
their interests generally. These provisions permit defined majorities to bind all Noteholders including
Noteholders who did not attend and vote at the relevant meeting and Noteholders who voted in a
manner contrary to the majority.

No guarantee or security:

The Notes are the obligations of the Issuer only and are unsecured.

Taxation:

All payments by the Issuer of any amount in respect of the Notes will be made without deduction of
any United Kingdom taxes unless the Issuer is required by law to withhold or deduct any such taxes.
Therefore, Noteholders will be liable for and/or subject to any taxes, including withholding tax, stamp
duty, stamp duty reserve tax and/or similar transfer taxes, payable in respect of the Notes.

Governing Law:

English law.

C9

The rights
attaching  to
the securities,
the nominal
interest rate,
the date from
which interest
becomes
payable  and
due dates for
interest, where
the rate is not
fixed a
description of
the underlying
on which it is
based,
maturity date
and
arrangements

The Notes will be issued on [ ] (the "Issue Date™) at [ ] per cent. of their aggregate principal amount
(the "Issue Price"). The Notes will not be interest-bearing.

Representative of the Noteholders:

Not Applicable. There is no representative appointed to act on behalf of the Noteholders.
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for
amortisation of
the loan
including
repayment
procedures, an
indication of
yield and the

name of the
representative
of debt security
holders:
C.10 | Derivative Not Applicable. The Notes will not be interest-bearing.
components in
interest
payment:
C.11 | Listing and | [Application [has been] [will be] made to admit the Notes to the Official List of the United Kingdom
trading: Financial Conduct Authority and to trading on the regulated market of the London Stock Exchange
plc.] [Not Applicable. The Notes will not be admitted to trading on any regulated market.]
C.15 | Effect of value | The performance of an Underlying determines the redemption price and final value of a series of

of underlying
instruments on
the value of the
investment:

Preference Shares issued by Eukairos Investments Limited, a company incorporated in England which
is independent of the Issuer and whose business consists of the issuance of Preference Shares.

The percentage change in the final value of the relevant Preference Share compared to its issue price is
then used to calculate the value and return on the Notes.

As a result, the potential effect of the value of the Underlying on the return on the Notes means
that investors may lose some or all of their investment.

For the avoidance of doubt, the Notes are not backed by or secured on the Preference Shares and,
accordingly, only a nominal amount of the Preference Shares may be issued by Eukairos Investments
Limited regardless of the principal amount of the Notes issued by the Issuer.

In this section, for ease of explanation rather than refer to the Notes being linked to the value of the
Preference Share which is in turn linked to the Underlying, the Notes (including the return on the
Notes) are described as being linked to the Underlying.

The redemption amount of the Notes is linked to the performance of the [
indices ("Indices")] specified below:

] ["Index"] [a basket of

Index

An investor will be entitled to the following cash amounts in respect of each Note, namely:
. if the Notes are redeemed on their stated maturity date, a "Final Redemption Amount"[; and

[ as the Notes are "Autocallable Redemption Notes", if the Notes are redeemed prior to their
stated maturity in the circumstances described below, an "Early Redemption Amount"].

The basis for calculating the Final Redemption Amount is:

["Booster Redemption Notes". Accordingly, an investor is entitled to an amount per Note equal to the
principal amount of the Note multiplied by the following:
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If [Index Performance] [Worst Performing Index Performance] is equal to or greater than the Barrier
Level, then:

[100% + MIN [Cap; Participation x MAX [0, Index Performance — 100%)]]] [100% + MIN [Cap;
Participation x MAX [0, Worst Performing Index Performance — 100%)]1]]

If [Index Performance] [Worst Performing Index Performance] is less than the Barrier Level, [Index
Performance]/[Worst Performing Index Performance]].

["Airbag Redemption Notes". Accordingly, an investor is entitled to an amount per Note equal to the
principal amount of the Note multiplied by the following:

If [Index Performance] [Worst Performing Index Performance] is equal to or greater than the Barrier
Level, then:

[100% + Participation x MAX [0, (Index Performance — 100%)]]
[100% + Participation x MAX [0, (Worst Performing Index Performance — 100%)]]

If [Index Performance] [Worst Performing Index Performance] is less than the Barrier Level, [Index
Performance] [Worst Performing Index Performance]].

["Bonus Redemption Notes". Accordingly, an investor is entitled to an amount per Note equal to the
principal amount of the Note multiplied by the following:

If [Index Performance] [Worst Performing Index Performance] is equal to or greater than the Barrier
Level, then:

100% +Bonus Amount

If [Index Performance] [Worst Performing Index Performance] is less than the Barrier Level, [Index
Performance] [ Worst Performing Index Performance ] + Bonus Amount.

The Bonus Amount is determined by the Calculation Agent as the sum of each of the Bonus Amount
Percentages. Each Bonus Amount Percentage which will be determined in accordance with the
following provisions.

If on an observation date the [Index Performance] [Worst Performing Index Performance] in respect of
such observation date is equal to or greater than the Bonus Level, [ 1%.

If on an observation date the [Index Performance] [Worst Performing Index Performance] in respect of
such observation date is less than the Bonus Level, 0%.]

["Autocallable Redemption Notes". Accordingly, an investor is entitled to an amount per Note equal to
the principal amount of the Note multiplied by the following:

If [Index Performance] [Worst Performing Index Performance] is equal to or greater than the Final
Trigger Level, then [ 1%

If [Index Performance] [Worst Performing Index Performance] is less than the Final Trigger Level, and

e [Final Index Level] [Final Index Level of each of the Indices] is equal to or greater than the Barrier
Level, then 100%

e [Final Index Level] [Final Index Level of each of the Indices] is less than the Barrier Level, then
[Index Performance] [Worst Performing Index Performance]

For the purposes of the above:

["Barrier Level" means [ ]%, being the percentage against which the performance of the [Index]
[Index which is the worst performing of the Indices comprised in a basket of Indices] will be measured
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in order to determine the Final Redemption Amount.]

["Bonus Amount" means the sum of the Bonus Amount Percentages, being a fixed percentage increase
in the principal amount of the Note which expresses an enhanced return following an appreciation of
the [Index] [Index which is the worst performing of the Indices comprised in a basket of Indices].]

["Bonus Level" means [ %, being the percentage against which the performance of the [Index] [Index
which is the worst performing of the Indices comprised in a basket of Indices] will be measured in
order to determine the Bonus Amount.]

["Bonus Amount Percentage" means either 0% or [ ]% depending on appreciation or depreciation of
the level of the [Index] [Index which is the worst performing of the Indices comprised in a basket of
Indices].]

["Cap" means [ ]%, being a percentage that expresses the maximum appreciation of the [Index] [Index
which is the worst performing of the Indices comprised in a basket of Indices] that will be considered
when determining the Final Redemption Amount.]

["Final Trigger Level" means [ ]%, being a percentage against which the performance of the [Index]
[Index which is the worst performing of the Indices comprised in a basket of Indices] will be measured
in order to determine the Final Redemption Amount]

["Participation” means [ %, being a percentage that expresses the increase in the principal amount of
a Note if there is an appreciation of the [Index] [Index which is the worst performing of the Indices
comprised in a basket of Indices].]

["Index Performance" means in respect of an Index [the percentage appreciation or depreciation of
level of such Index compared to the initial index level for such Index which is specified in the relevant
Final Terms] [the percentage average appreciation or depreciation in the level of such Index as
determined by reference to a fixed number of observation dates (as specified in the relevant Final
Terms) compared to the initial index level for such Index which is specified in the relevant Final
Terms].]

["Worst Performing Index Performance" means the lowest Index Performance determined in
accordance with the definition of "Index Performance" above.]

["Initial Index Level" means in respect of an Index the initial level of such Index as specified in the
relevant Final Terms.]

["Final Index Level" means in respect of an Index [the final level of such Index on the valuation date]
[the arithmetic average of the levels of such Index determined on a fixed number of observation
dates].]

[In addition, as the Notes are Autocallable Redemption Notes, they may be redeemed in the following
circumstances and investors would then receive an Early Redemption Amount calculated as follows:

If on an Auto-Call Valuation Date, the [Index Performance] [Worst Performing Index Performance] is
equal to or greater than the Auto-Call Trigger Level specified below, then the investor would be
entitled to a cash amount equal to the principal amount of the Note multiplied by the Auto-Call Trigger
Rate, specified below.

For these purposes:

"Auto-Call Trigger Level" means each of the percentages set out below which will trigger redemption
of the Notes and entitles investors in the Notes to the Early Redemption Amount; and

"Auto-Call Trigger Rate" means each of the percentages set out below, being in each case a fixed
percentage of the principal amount of a Note which an investor will receive in the event of an Early
Redemption for Autocallable Redemption Notes.
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Auto-Call Auto-Call Auto-Call
Valuation Trigger Level Trigger Rate
Date*
[*] [*] []
[*] [*] []
(] (] (]

[*Provided that if the Auto-Call Valuation Date is not a Scheduled Trading Day, the immediately
following Scheduled Trading Day shall be the Auto-Call Valuation Date.]

C.16 | Maturity date | The maturity date of the Notes is [ ] (the "Maturity Date").
of derivative
securities:

C.17 | Settlement All payments to Noteholders will be paid through [Euroclear] [and/or] [Clearstream, Luxembourg]
procedure: [CREST].

C.18 | Return on The Notes do not bear interest.
securities:

The Notes entitle holders to cash payments and do not entitle an investor to physical delivery of
Preference Shares.

Unless redeemed early, the Notes will be automatically redeemed on the Maturity Date, at which time
the investor will be entitled to receive the Final Redemption Amount (if any).

C.19 | Exercise price | The performance of an underlying index or the worst performing index in a basket of indices
or final | determines the redemption price of a series of Preference Shares. Such redemption price is used to
reference price | calculate the final value of such Preference Shares. The percentage change in the final value of the
of the | Preference Shares compared to its issue price is then used to calculate the return on the Notes. As a
underlying: result, the potential effect of the value of the Index or Indices on the return on the Notes means

that investors may lose some or all of their investment.

The calculations which are required to be made to calculate the Final Redemption Amount and any
early redemption amount, will be based on the level of the Index or the level of the worst performing of
the Indices comprised in a basket of Indices (the "Index Level") determined by the Calculation Agent
being [HSBC Bank plc] [HSBC France]. The Calculation Agent will determine the Index Level by
reference to the level of the relevant Index quoted on a particular exchange or quotation system at a
valuation time.

C.20 | Type of the | [The underlying for the Notes is [one index, namely [ ]] [a basket of indices, comprised of] [ ]].
underlying: [Information on the [Index] [Indices] can be found at [ ]].

In this section, for ease of explanation rather than refer to the Notes being linked to the value of the
Preference Share which is in turn linked to the [Index] [Indices]. Notes (including the return on the
Notes) are described as being linked to the [Index] [Indices].
Section D — Risks
D.2 Key risks | The Issuer has exposure to counterparties in the eurozone which may be affected by a sovereign

specific to the
issuer:

or currency crisis: In spite of austerity measures and structural reforms, peripheral eurozone countries
continued to exhibit a high ratio of sovereign debt to GDP or short to medium-term maturity
concentration of their liabilities. Although the Group’s exposure to the peripheral eurozone countries is
limited and reduced further in 2013, the Group is still exposed to counterparties in core European
countries which could be affected by any sovereign or currency crisis.

The Issuer has significant exposure to counterparty risk both within the financial sector and to
other risk concentrations: Financial institutions are necessarily interdependent because of trading,
clearing, counterparty or other relationships, which could affect its funding and its ability to manage
the risks of its business.
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Liquidity, or ready access to funds, is essential to the Issuer's business: If the Issuer is unable to
raise funds, its liquidity position could be adversely affected and the Issuer might be unable to meet
deposit withdrawals or obligations under committed financing facilities, to fund new investments or to
repay borrowings as they mature.

The Issuer's operations are highly dependent on its information technology systems: The
reliability and security of the Issuer's information and technology infrastructure and the Issuer's
customer databases are crucial to maintaining the service availability of banking applications and
processes and to protecting the HSBC brand. Critical systems failure, prolonged loss of service,
internet crime or fraud or a material breach of security could lead to financial loss and cause damage to
the Issuer's business and brand.

The Issuer faces a number of regulatory and supervisory risks and challenges: Financial service
providers face increasingly stringent and costly regulatory and supervisory requirements, particularly
in the areas of capital and liquidity management, operational structures, conduct of business and the
integrity of financial services delivery.

In particular the following regulatory initiatives may affect the manner in which the Group conducts its
activities and structures itself, with the potential to both increase the costs of doing business and curtail
the types of business carried out, with the risk of decreased profitability: (i) the introduction of the
Capital Requirements Directive IV ("CRD IV") which implements in the EU the Basel III measures,
the publication by the Prudential Regulatory Authority ("PRA") of its final rules on implementing
CRD 1V and the forthcoming ECB Asset Quality Review, each of which relates to the quality and
quantity of capital that eurozone banks must hold, (ii) finalisation of the Financial Services (Banking
Reform) Act 2013 which gives effect to the recommendations of the Independent Commission on
Banking in relation to the future ring-fencing of the UK retail banking business from wholesale
banking activities, (iii) changes in the regime for the operation of capital markets including the
introduction of central clearing, reporting and margin requirements through the European Market
Infrastructure Regulation and the revised Markets in Financial Instruments Directive/Regulation and
(iv) requirements flowing from arrangements for the recovery and resolution of the Issuer and its main
operating entities.

In addition, the regulatory structure within the UK comprising the Financial Policy Committee
("FPC"), the PRA and the Financial Conduct Authority ("FCA") and the granting to the European
Central Bank of supervisory powers, may affect the Issuer and the Group and their activities. In
particular, the FPC has the ability to seek additional capital for lending to sectors perceived as higher
risk and to increase the amount of capital that banks are required to hold when threats to financial
stability are judged to be emerging and 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. In conjunction with this focus, the UK regulators are making
increasing use of existing and new powers of intervention and enforcement. This may lead to
significant costs and liabilities for the Issuer.

Regulatory proceedings: The Group remains subject to a number of regulatory proceedings involving
investigations and reviews by various regulatory, competition and enforcement authorities. These
regulatory proceedings include investigations into the possible mis-selling in the UK of certain
products, including Payment Protection Insurance and interest rate hedging products and in relation to
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 and in relation to
alleged anti-competitive behaviour in the credit derivative market. It is difficult to predict the outcome
of regulatory proceedings involving the Group’s businesses. Unfavorable outcomes may have a
material adverse effect on the Group’s reputation, brand and results.

In 2013, HSBC Holdings entered into agreements with US and UK government agencies to comply
with certain forward-looking obligations with respect to anti-money laundering and sanctions
requirements over a five-year term. Failure to comply with the terms of such agreements may have an
adverse effect on the Group.

D.3

Key risks
specific to the
securities:

Credit risk: The Notes are direct, unsecured and unsubordinated obligations of the Issuer and not of
any other person. If the Issuer's financial position were to deteriorate, there could be a risk that the
Issuer would not be able to meet its obligations under the Notes (the Issuer's credit risk). If the Issuer
becomes insolvent or defaults on its obligations under the Notes, in the worst case scenario, investors
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in the Notes could lose all of their invested amounts. In addition, the Notes are also subject to the
credit risk of the Preference Share Issuer. If the Preference Share Issuer becomes insolvent there could
be a risk that the Preference Shares are redeemed worthless and therefore the value of the Notes would
become zero as well. In such worst case scenario investors would lose all of their invested amount.

The Notes are unsecured obligations: The Notes are not secured over any asset. Therefore, the
investor would not be able to enforce security as a method of recouping payments due under the Notes
if the Issuer were to become insolvent and cease to be able to pay such amounts.

The Notes are not ordinary debt securities: The Notes do not pay interest, and, upon redemption,
either the Notes may return less than the amount invested or nothing.

No ownership rights: The Notes do not confer any legal or beneficial interest or any voting or dividend
rights in the Preference Shares or the securities underlying the Index or Indices.

There may be no active trading market or secondary market for liquidity for Notes: Any Series of
Notes may not be widely distributed and there may not be an active trading market, nor is there
assurance as to the development of an active trading market. If there is no liquid market, investors may
not be able to realise their investment in the Notes until maturity of such Notes or may not realise a
return that equals or exceeds the purchase price of their Notes.

Illegality or changes in tax law may cause the Issuer's obligations under the Notes to be redeemed
early: If the Calculation Agent determines the performance of the Issuer's obligations under any Notes
shall have become unlawful or impracticable, or if the Issuer determines that it has become liable for,
or payments under the Notes have become subject to, any taxes, the Issuer may redeem the Notes and
pay a sum determined by reference to the value of the Preference Shares at the time of such
redemption. As a result, Noteholders will forgo any future appreciation in the underlying Index or
Indices and may suffer a loss of some or all of their investments.

Taxation: All payments under the Notes will be made without deduction of United Kingdom taxes
unless otherwise required. Investors should therefore be aware that they may be subject to taxes in
respect of transactions involving Notes depending, amongst other things, upon the status of the
potential purchaser and laws relating to transfer and registration taxes.

Capital risks relating to Notes: The Notes are not principal protected and accordingly the repayment
of any amount invested in Notes and any return on investment is not guaranteed. As a result the
investors' capital can fall below the amount initially invested. Unlike a savings account or similar
investment, an investment in the Notes is not covered by the UK Financial Services Compensation
Scheme.

Certain factors affecting the value and trading price of Notes: Amounts payable under the Notes may
be affected by fluctuation in value of the Index or securities underlying an Index, changes in interest
rates, time remaining to redemption and dividend rates on the securities underlying an Index.

Conflicts of Interest may arise between the Issuer or its affiliates and the Noteholders: The Issuer or
its affiliates may enter into hedging or other transactions (i) relating an Index or to securities
underlying an Index or (ii) with issuers of securities underlying an Index. The Issuer or its affiliates
may also publish research or other reports relating to Indices or securities underlying an Index. Any
such activities may have a positive or negative effect on the value of Notes relating to such Indices. In
addition, the Issuer may assume roles as hedging counterparty or calculation agent under the Notes. In
respect of any of these roles the Issuer may have interests that conflict with the interests of
Noteholders.

Furthermore, HSBC Bank plc or HSBC France is the calculation agent in respect of Notes and also acts
as calculation agent in respect of the Preference Shares. As a result of this relationship, potential
conflicts of interest may arise for HSBC Bank plc and HSBC France in acting in their respective
capacities. HSBC France or HSBC Bank plc may contract with the Preference Share Issuer and/or
enter into transactions, including hedging transactions, which relate to the Preference Share Issuer or
the Preference Shares. In respect of any of these roles HSBC Bank plc and HSBC France may have
interests that conflict with the interests of Noteholders.

Calculation Agent's discretion and valuations: Calculation of amounts payable in respect of
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redemption of the Notes may be made by reference to levels published on exchanges or other quotation
systems and, in the absence of such display, at an amount determined by the Calculation Agent at its
sole and absolute discretion acting in good faith. The Calculation Agent may be permitted to use its
proprietary models to set the terms of adjustments which may be made under the Notes which may be
difficult to verify without expertise in valuation models.

[Commission and cost of hedging: The Issue Price of the Notes may include the distribution
commission or fee charged by Issuer and/or its affiliates and the cost or expected costs of hedging the
Issuer's obligations under the Notes (if any). Accordingly, there is a risk that, upon issue the price of
Notes in the secondary market would be lower than the original Issue Price of the Notes. ]

Exchange rate risks: The Issuer will pay amounts in respect of the Notes in the Settlement Currency.
Where the Settlement Currency is not the same as the investor's preferred currency, the realisable value
of the investment in the investor's preferred currency may be at risk from fluctuations in the exchange
rate.

Market Disruption Events and Additional Disruption Events: In the case of early closure of the
relevant exchange, disruption of such exchange or suspension of trading on such exchange ("Market
Disruption Events") or a hedging disruption, a change in applicable laws, an increased cost of hedging
("Additional Disruption Events") or in case of an index cancellation or modification or disruption in
the publication of the index (each, an "Index Adjustment Event"), postponement or adjustment of
valuations in case of a Market Disruption Event or adjustment of terms or redemption of the Notes in
case of an Additional Disruption Event or Index Adjustment Event in respect of such Notes may have
an adverse effect on the value of such Notes.
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D.6 Key risks
specific to the
securities and
risk warning to
investors:

Credit risk: The Notes are direct, unsecured and unsubordinated obligations of the Issuer and not of
any other person. If the Issuer's financial position were to deteriorate, there could be a risk that the
Issuer would not be able to meet its obligations under the Notes (the Issuer's credit risk). If the Issuer
becomes insolvent or defaults on its obligations under the Notes, in the worst case scenario, investors
in the Notes could lose all of their invested amounts. In addition, the Notes are also subject to the
credit risk of the Preference Share Issuer. If the Preference Share Issuer becomes insolvent there could
be a risk that the Preference Shares are redeemed worthless and therefore the value of the Notes would
become zero as well. In such worst case scenario investors would lose all of their invested amount.

The Notes are unsecured obligations: The Notes are not secured over any asset. Therefore, the
investor would not be able to enforce security as a method of recouping payments due under the Notes
if the Issuer were to become insolvent and cease to be able to pay such amounts.

The Notes are not ordinary debt securities: The Notes do not pay interest, and, upon redemption,
either the Notes may return less than the amount invested or nothing.

No ownership rights: The Notes do not confer any legal or beneficial interest or any voting or dividend
rights in the Preference Shares or the securities underlying the Index or Indices.

There may be no active trading market or secondary market for liquidity for Notes: Any Series of
Notes may not be widely distributed and there may not be an active trading market, nor is there
assurance as to the development of an active trading market. If there is no liquid market, investors may
not be able to realise their investment in the Notes until maturity of such Notes or may not realise a
return that equals or exceeds the purchase price of their Notes.

Illegality or changes in tax law may cause the Issuer's obligations under the Notes to be redeemed
early: If the Calculation Agent determines the performance of the Issuer's obligations under any Notes
shall have become unlawful or impracticable, or if the Issuer determines that it has become liable for,
or payments under the Notes have become subject to, any taxes, the Issuer may redeem the Notes and
pay a sum determined by reference to the value of the Preference Shares at the time of such
redemption. As a result, Noteholders will forgo any future appreciation in the underlying Index or
Indices and may suffer a loss of some or all of their investments.

Taxation: All payments under the Notes will be made without deduction of United Kingdom taxes
unless otherwise required. Investors should therefore be aware that they may be subject to taxes in
respect of transactions involving Notes depending, amongst other things, upon the status of the
potential purchaser and laws relating to transfer and registration taxes.

Capital risks relating to Notes: The Notes are not principal protected and accordingly the repayment
of any amount invested in Notes and any return on investment is not guaranteed. As a result the
investors' capital can fall below the amount initially invested. Unlike a savings account or similar
investment, an investment in the Notes is not covered by the UK Financial Services Compensation
Scheme.

Certain factors affecting the value and trading price of Notes: Amounts payable under the Notes may
be affected by fluctuation in value of the Index or securities underlying an Index, changes in interest
rates, time remaining to redemption and dividend rates on the securities underlying an Index.

Conflicts of Interest may arise between the Issuer or its affiliates and the Noteholders: The Issuer or
its affiliates may enter into hedging or other transactions (i) relating an Index or to securities
underlying an Index or (ii) with issuers of securities underlying an Index. The Issuer or its affiliates
may also publish research or other reports relating to Indices or securities underlying an Index. Any
such activities may have a positive or negative effect on the value of Notes relating to such Indices. In
addition, the Issuer may assume roles as hedging counterparty or calculation agent under the Notes. In
respect of any of these roles the Issuer may have interests that conflict with the interests of
Noteholders.

Furthermore, HSBC Bank plc or HSBC France is the calculation agent in respect of Notes and also acts
as calculation agent in respect of the Preference Shares. As a result of this relationship, potential
conflicts of interest may arise for HSBC Bank plc and HSBC France in acting in their respective
capacities. HSBC France or HSBC Bank plc may contract with the Preference Share Issuer and/or
enter into transactions, including hedging transactions, which relate to the Preference Share Issuer or
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the Preference Shares. In respect of any of these roles HSBC Bank plc and HSBC France may have
interests that conflict with the interests of Noteholders.

Calculation Agent's discretion and valuations: Calculation of amounts payable in respect of
redemption of the Notes may be made by reference to levels published on exchanges or other quotation
systems and, in the absence of such display, at an amount determined by the Calculation Agent at its
sole and absolute discretion acting in good faith. The Calculation Agent may be permitted to use its
proprietary models to set the terms of adjustments which may be made under the Notes which may be
difficult to verify without expertise in valuation models.

[Commission and cost of hedging: The Issue Price of the Notes may include the distribution
commission or fee charged by Issuer and/or its affiliates and the cost or expected costs of hedging the
Issuer's obligations under the Notes (if any). Accordingly, there is a risk that, upon issue the price of
Notes in the secondary market would be lower than the original Issue Price of the Notes.]

Exchange rate risks: The Issuer will pay amounts in respect of the Notes in the Settlement Currency.
Where the Settlement Currency is not the same as the investor's preferred currency, the realisable value
of the investment in the investor's preferred currency may be at risk from fluctuations in the exchange
rate.

Market Disruption Events and Additional Disruption Events: In the case of early closure of the
relevant exchange, disruption of such exchange or suspension of trading on such exchange ("Market
Disruption Events") or a hedging disruption, a change in applicable laws, an increased cost of hedging
("Additional Disruption Events") or in case of an index cancellation or modification or disruption in
the publication of the index (each, an "Index Adjustment Event"), postponement or adjustment of
valuations in case of a Market Disruption Event or adjustment of terms or redemption of the Notes in
case of an Additional Disruption Event or Index Adjustment Event in respect of such Notes may have
an adverse effect on the value of such Notes.

Investors may lose the value of their entire investment or part of it, as the case may be.
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Section E — Offer

E.2b | Reasons for the | The net proceeds from each issue of Notes will be used by the Issuer for [profit making or risk
offer and use hedging] [ ] purposes.
of proceeds:

E.3 Terms and [An investor intending to acquire or acquiring Notes from an offeror authorised by the Issuer, will do
conditions of so, and the offer and sale of Notes to an investor by such Authorised Offeror will be made, in
the offer: accordance with arrangements agreed between such Authorised Offeror and such investor including as
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to price, allocations and settlement arrangements.
Offer Price:

Total amount of the issue/offer; if the amount is not fixed,
description of the arrangements and time for announcing to
the public the definitive amount of the offer:

The time period, including any possible amendments,
during which the offer will be open:

Conditions to which the offer is subject:
Description of the application process:

Description of possibility to reduce subscriptions and
manner for refunding excess amount paid by applicants:

Details of the minimum and/or maximum amount of
application:

Details of the method and time limits for paying up the
securities and delivering of the securities:

Manner in and date on which results of the offer are to be
made public:

Procedure for exercise of any right of pre-emption,
negotiability of subscription rights and treatment of
subscription rights not exercised:

Whether tranche(s) have been reserved for -certain
countries:

Process for notification to applicants of the amount allotted
and the indication whether dealing may begin before
notification is made:

Amount of any expenses and taxes specifically charged to
the subscriber or purchaser:

Name(s) and address(es), to the extent known to the Issuer,
of the placers in the various countries where the offer takes
place:

Name and address of any paying agents and depositary
agents in each country:

Name and address if the entities which have a firm

commitment to act as intermediaries in secondary trading,
providing liquidity through bid and offer rates and

-47-

[Issue Price] [ ]

[ ][Not Applicable]

[ 1[Not Applicable]
[ 1[Not Applicable]

[ 1[Not Applicable]

[ 1[Not Applicable]

[ 1[Not Applicable]

[ 1[Not Applicable]

[ 1[Not Applicable]

[ ]1[Not Applicable]

[ 1[Not Applicable]

[ 1[Not Applicable]

[ 1[Not Applicable]

[ ]1[Not Applicable]

[ 1[Not Applicable]
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description of the main terms of their commitment:

[Not Applicable. The Notes will not be publicly offered.] [ ][Not Applicable]]

E4 Interests The Issuer or its affiliates may engage in hedging or other transactions involving the relevant [Index]
material to the | [Indices] which may have a positive or negative effect on the value of such [Indices] [Index] and
issue/offer therefore on the value of any Notes to which they relate. Certain affiliates of the Issuer may also be the
including counterparty to the hedge of the Issuer's obligations under an issue of Notes and the Calculation Agent
conflicts of is responsible for making determinations and calculations in connection with the Notes in its sole and
interest: absolute discretion acting in good faith. The Issuer or its affiliates may from time to time advise the

issuer or obligors of, or publish research reports relating to, the [Indices] [Index]. The views or advice
may have a positive or negative effect on the value of the [Indices] [Index] and may be inconsistent
with purchasing or holding the Notes relating to the [Indices] [Index].

Furthermore, HSBC Bank plc or HSBC France is the calculation agent in respect of Notes and also acts
as calculation agent in respect of the Preference Shares. As a result of this relationship, potential
conflicts of interest may arise for HSBC Bank plc and HSBC France in acting in their respective
capacities.

[Fees [are] [may be] payable by the Issuer to the Dealer[s] acting as underwriter(s) of issues of the
Notes.]

[[Save as disclosed above no,] [No] person involved in the offer of the Notes has an interest material to
the offer.] [The following additional interest(s) are material to issues of the Notes: [ ].]]

E.7 Estimated [The expenses charged to the investor by the Issuer will consist of [ ] per cent. commission in respect
expenses of the offer of the Notes which will be [included in the Issue Price of the Notes] [payable by the
charged to the | investor].]

investor by the
issuer or the
offeror:

[Not Applicable. [Expenses in respect of the Notes are not charged directly by the Issuer to the
investor.] [No commission in respect of the offer of the Notes will be payable by the investor.]]
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ANNEX 4
MARKET ACCESS BASE PROSPECTUS
SUMMARY

This section provides an overview of information included in this Base Prospectus. It includes blank placeholders for options
provided for under the Programme which will only be known at the time of each issuance of Notes. A completed summary for each
individual issuance of Notes will be annexed to the relevant Final Terms.

Summaries are made up of disclosure requirements known as "Elements". These elements are numbered in Sections A — E (4.1 —
E.7).

This summary contains all the Elements required to be included in a summary for this type of securities and issuer. Because some
Elements are not required to be addressed, there may be gaps in the numbering sequence of the Elements.

Even though an Element may be required to be inserted in the summary because of the type of securities and issuer, it is possible
that no relevant information can be given regarding the Element. In this case a short description of the Element is included in the

summary with the mention of "Not Applicable".

Section A — Introduction and Warnings

Al Introduction: This summary must be read as an introduction to this prospectus and any decision to invest in
the Notes should be based on a consideration of this prospectus as a whole by the investor,
including any information incorporated by reference.

Where a claim relating to the information contained in this prospectus is brought before a court
in a Member State of the European Economic Area, the claimant might, under the national
legislation of the Member States, be required to bear the costs of translating this prospectus
before the legal proceedings are initiated.

Civil liability attaches only to those persons who have tabled this summary including any
translation thereof, but only if this summary is misleading, inaccurate or inconsistent when read
together with the other parts of this prospectus or it does not provide, when read together with
the other parts of this prospectus, key information in order to aid investors when considering
whether to invest in such Notes.

A2 Consent by the issuer | Not Applicable. This prospectus has been prepared solely in connection with the admission of
for the use of the Notes to trading on a regulated market pursuant to Article 3(3) of the Prospectus Directive and
prospectus for there will be no public offer of the Notes.
subsequent resale or
final placement of
securities by
financial
intermediaries, an
indication of the
offer period for
which consent is
given, and any other
clear and objective
conditions attached
to such consent:

Section B — Issuer

B.1 Legal and The legal name of the issuer is HSBC Bank plc (the "Issuer") and, for the purposes of
commercial name of | advertising, the Issuer uses an abbreviated version of its name, HSBC.
the issuer:

B.2 Domicile and legal The Issuer is a public limited company registered in England and Wales under registration
form of the issuer: number 14259. The liability of its members is limited. The Issuer was constituted by Deed of

Settlement on 15 August 1836 and in 1873, registered under the Companies Act 1862 as an
unlimited company and re-registered under the Companies Acts 1948 to 1980 as a public
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limited company.

The Issuer is subject to primary and secondary legislation relating to financial services and
banking regulation in the United Kingdom, including, inter alia, the UK Financial Services and
Markets Act 2000, as amended, for the purposes of which the Issuer is an authorised person
carrying on the business of financial services provision. In addition, as a public limited
company, the Issuer is subject to the UK Companies Act 2006.

B.4b

Trends:

The Issuer expects global GDP growth to accelerate modestly in 2014. This improvement
reflects a shift from contraction to expansion in the eurozone, a rise in growth in the US and the
UK as well as rising emerging markets growth.

The Issuer expects UK GDP to rise by 2.6 per cent in 2014 driven by ongoing thawing in credit
conditions, rising investment and household consumption supported by loose monetary policy
and a recovering housing market.

Recent developments in the eurozone economy signal a recovery, although its strength will
likely be only gradual and dependent on global trade as there remain significant headwinds to
domestic demand. The provision of credit is likely to remain weak which will in turn hinder
investment and consumption growth. The Issuer expects the eurozone GDP to grow by only 0.8
per cent in 2014.

B.5

The group:

The whole of the issued ordinary and preference share capital of the Issuer is beneficially
owned by HSBC Holdings plc ("HSBC Holdings", together with its subsidiaries, the "HSBC
Group"). The Issuer is the HSBC Group's principal operating subsidiary undertaking in
Europe.

The HSBC Group is one of the largest banking and financial services organisations in the
world. Its international network covers 75 countries and territories in six geographical regions:
Europe; Hong Kong; Rest of Asia-Pacific; Middle East and North Africa; North America; and
Latin America. Its total assets as at 31 December 2013 were U.S.$2,671 billion.

B.9

Profit forecast:

Not Applicable. There are no profit forecasts or estimates made in this prospectus.

B.10

Audit report
qualifications:

Not Applicable. There are no qualifications in the audit reports on the audited, consolidated
financial statements of the Issuer and its subsidiary undertakings for the financial years ended
31 December 2012 or 2013.

B.12

Key financial
information:

The selected financial information set out below has been extracted without material
adjustment from the audited consolidated financial statements of the Issuer for the years ended
31 December 2012 and 31 December 2013.
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Year Ended
31 December 31 December

2012 2013
For the period (£m)
Profit on ordinary activities before tax' 1,004 3,294
Total OpPerating INCOME ......ccveveeeuieiieiiiterteieeeeeeee ettt 15,407 15,868
Net operating income before loan impairment charges and other credit
TISK PIOVISIONS ..vevientieiieiieiietieitesie ettt ettt ettt et st e b e e 12,488 12,840
Profit attributable to shareholders of the parent company.............ccceeuvnnen. 2,384 2,495
At period end (£m)
Total equity attributable to shareholders of the parent company................. 31,675 32,370
Risk Weighted aSSEts ....c.cceeveruieiierieierieie et 193,402 185,879
Loans and advances to customers (net of impairment allowances) 282,685 305,032
CUSTOMET ACCOUNLES ....uvviiiiiiieeetieeeeeieeeeetteeeeteeeeeteeeeeteeeeeseeeeeareeeeeasesenrnens 324,886 390,017
Ratio of customer advances to CUStOMET ACCOUNLS .........cevverereruereeeneereennenn, 87.0 78.2
Capital ratios (%)
COore TIET 1 TALIO..eeuieiiiiiiiiiericcete ettt 11.4 12.1
THEE 1 TALIO ettt 12.4 13.0
Total CAPItAl TALIO ..vvevieeieceeeeeeeii ettt ettt s sae e e e 17.3 18.0
Performance and efficiency ratios (%)
Return on average shareholders' funds (equity) of the parent company?..... 3.5 7.9
Cost efficiency ratio’. ...........coouviiiiiieie e 82.0 66.8

! Excludes gain on sale of £1,265 million of HSBC Private Banking Holdings (Suisse) SA to HSBC Holdings plc in 2012.
% The return on average total shareholders’ equity is defined as profit attributable to shareholders of the parent company divided by the

average total shareholders’ equity.

3The cost efficiency ratio is defined as total operating expenses divided by net operating income before loan impairment charges and

other credit risk provisions.

There has been no material adverse change in the prospects of the Issuer since 31 December
2013.

There has been no significant change in the financial or trading position of the Issuer since 31
December 2013.

B.13 Recent events:

Not Applicable. There have been no recent events particular to the Issuer which are to a
material extent relevant to the evaluation of its solvency.

B.14 Dependence upon
other entities within
the group:

The Issuer is a wholly owned subsidiary of HSBC Holdings.

The Issuer and its subsidiaries form a UK-based group (the "Group"). The Issuer conducts part
of its business through its subsidiaries and is accordingly dependent upon those members of the
Group.

B.15 The issuer's principal
activities:

[The Group provides a comprehensive range of banking and related financial services. The
Group divides its activities into four business segments: UK Retail Banking; Continental
Europe Retail Banking; Global Banking and Markets; and Global Private Banking.]

B.16 Controlling persons:

The whole of the issued ordinary and preference share capital of the Issuer is owned directly by
HSBC Holdings.

Section C — Securities

C1 Description of type
and class of
securities:

Issuance in series:

Notes will be issued in series ("Series") which may comprise one or more tranches
("Tranches"). Each Tranche issued under a Series will have identical terms, except that
different Tranches may comprise Notes in bearer form ("Bearer Notes") or registered form
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("Registered Notes"). The issue dates and issue prices under different Tranches may also vary.

The [Bearer] [Registered] Notes being issued are Tranche [ ] Notes (the "Notes") [and are to
be consolidated and form a single series with [ ]issued on [ ] with ISIN: [ ]and Common
Code: [ ][and CUSIP: [ 1]][and SEDOL.: [ ]] [(the "Original Issue Security Identification
Number([s]")]].

Form of Notes:
[Bearer Notes in definitive form:

Bearer Notes will be issued in definitive form and each definitive Bearer Note will carry a
unique serial number. Bearer Notes are negotiable instruments and legal title to each will pass
by physical delivery.]

[Bearer Notes in global form:

[Bearer Notes will initially be issued as temporary global Notes exchangeable for permanent
global Notes which are exchangeable for definitive Bearer Notes, or registered Notes in
definitive form in certain limited circumstances. |

[Bearer Notes will be issued in global form and deposited with a common depositary for
Euroclear Bank SA/NV ("Euroclear") and/or Clearstream Banking, société anonyme
("Clearstream, Luxembourg"). Changes in beneficial interests in such Bearer Notes will be
recorded as book-entries in the accounts of Euroclear and/or Clearstream, Luxembourg. ]

[Registered Notes in definitive form:

[Registered Notes will be issued in registered form as certificates and each certificate will carry
a unique serial number. Registered Notes are not negotiable instruments and legal title to each
will pass by registration of the unique serial number against a Noteholder's name in a register
maintained by [HSBC Bank plc] [HSBC Bank USA, National Association] in its capacity as
registrar (the "Registrar").]

[Registered Notes in global form:

Registered Notes will be issued in global form and [a Rule 144 A global registered note will be
deposited with a custodian for, and registered in the name of a nominee for, the Depositary
Trust Company ("DTC")] [a restricted global registered note will be [deposited with a
custodian for, and registered in the name of a nominee for, the Depositary Trust Company
("DTC")] [deposited with and registered in the name of a common depositary (or its nominee)
for Euroclear Bank SA/NV ("Euroclear") and/or Clearstream Banking, société anonyme
("Clearstream, Luxembourg")] [[an unrestricted global registered note] [a combined global
registered note] will be deposited with and registered in the name of a common depositary (or
its nominee) for Euroclear Bank SA/NV ("Euroclear") and/or Clearstream Banking, société
anonyme ("Clearstream, Luxembourg")].]

Security Identification Number][s]:
The [Bearer] [Registered] Notes have been accepted for clearance through [Euroclear and/or

Clearstream, Luxembourg] [DTC] and will be allocated the following Security Identification
Number[s] [to be consolidated with the Original Issue Security Identification Number[s]]:

ISIN Code: [ ]
Common Code: [ ]
[CUSIP: [ 1
[SEDOL: [ 1
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C.2

Currency of the
securities issue:

The settlement currency of the Notes is [ ] (the "Settlement Currency").

Cs

Free transferability:

The Notes are freely transferable. However, there are restrictions on the offer and sale of the
Notes. The Issuer and [ ] (the "Dealer[s]") have agreed restrictions on the offer, sale and
delivery of the Notes and on distribution of offering materials in Australia, the Dubai
International Financial Centre, the European Economic Area, France, Hong Kong, India,
Indonesia, Italy, Japan, the Kingdom of Bahrain, Korea, Malaysia, Mexico, New Zealand,
Norway, the People's Republic of China, Philippines, Russia, Saudi Arabia, Singapore, Spain,
Switzerland, Taiwan, Thailand, The Netherlands, the United Arab Emirates (excluding the
Dubai International Financial Centre), the United Kingdom, the United States of America and
Vietnam. In addition, investors of the Notes, by their purchase of the Notes, will be deemed to
have given certain representations, warranties, undertakings, acknowledgements and
agreements.

C8

The rights attaching
to the securities,
including ranking
and limitations to
those rights:

Status of the Notes:

The Notes will be direct, unsecured and unsubordinated obligations of the Issuer and will rank
equally and without preference among themselves and, at their date of issue, with all other
unsecured and unsubordinated obligations of the Issuer (unless preferred by law).

Payments at maturity

The Notes will have a final redemption amount which is equal to the greater of 0.03 per cent. of
their principal amount and the value or level at maturity of the underlying to which the Notes
are linked (the "Final Redemption Amount") which will be calculated in a different manner
depending on whether the Notes are Underlying ETF-Linked Notes, Underlying Fund-Linked
Notes, Underlying Index-Linked Notes or Underlying Security-Linked Notes.

[The Notes are [Underlying ETF-Linked Notes] [Underlying Security-Linked Notes] and
accordingly the Final Redemption Amount will be the greater of 0.03 per cent. of the issue
price per Note and the value at maturity of the underlying assets of each Note [(shares)]
[(exchange-traded funds)] ("Realisable Sale Price Per Note"). The Realisable Sale Price per
Note will be equal to:

L if the Issuer or any of its affiliate(s) hold the underlying assets and dispose of them,
the amount per Note received from such disposal, less any costs and converted into the
currency of the Note (if applicable);

o if the Issuer or any of its affiliate(s) do not hold the underlying assets but is party to a
hedge or other arrangement relating to the Notes being redeemed, the effective price at
which such hedge or other arrangement was realised or unwound, less any costs and
converted into the currency of the Note (if applicable); or

o if the Issuer nor any of its affiliate(s) do not hold the underlying assets nor are party to
a hedge or other arrangement relating to the Notes being redeemed, the amount per
Note a notional, direct holder of the underlying assets of the Notes would receive from
disposing of them on maturity, less any costs and converted into the currency of the
Note (if applicable).]

[The Notes are Underlying Fund-Linked Notes and accordingly the Final Redemption Amount
will be the greater of 0.03 per cent. of the issue price per Note and the aggregate of the net
redemption proceeds per share in the Underlying Fund a hypothetical investor in shares in the
Underlying Fund would have received on the maturity date, converted into the currency of the
Note (if applicable).]

[The Notes are Underlying Index-Linked Notes and accordingly the Final Redemption Amount
will be the greater of 0.03 per cent. of the issue price per Note and the value at maturity of any
hedge or of the securities underlying the Underlying Index or Indices of each Note ("Realisable
Sale Price Per Note"). The Realisable Sale Price per Note will be equal to:
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J if the Issuer or its affiliate(s) is party to a hedge or other arrangement relating to the
Notes being redeemed, the amount per Note received from realising or unwinding
such hedge or other arrangement, less any costs and converted into the currency of the
Note (if applicable); or

J if the Issuer nor its affiliate(s) are not party to a hedge or other arrangement relating to
the Notes being redeemed, the amount per Note a notional, direct holder of the
underlying assets of the Notes would receive from disposing of them on maturity, less
any costs and converted into the currency of the Note (if applicable).]

If the actual or notional amounts received need to be converted into the currency of the Note,
the rate of exchange used will be either:

J if the Issuer or its affiliate(s) has an exchange transaction (whether implicit as part of a
hedge or other arrangement for the underlying assets or as part of a separate
arrangement), the rate of exchange obtained under that arrangement; or

J if the Issuer or its affiliate(s) has not entered into an exchange transaction the rate of
exchange which a notional, direct holder of the underlying assets of the Notes would
be able to obtain.

Additional Payments

If the Notes are Underlying Security-Linked Notes or Underlying ETF-Linked Notes, then
Noteholders will also potentially be entitled to Additional Payments.

[The Notes are [Underlying ETF-Linked Notes] [Underlying Security-Linked Notes] and the
Additional Payments payable to Noteholders will be:

J if the Issuer or its affiliate(s) hold the appropriate underlying assets (that is, the shares
or exchange-traded funds), the aggregate amount of the net cash dividend or
distribution received;

J if the Issuer or its affiliate(s) hold a hedge or other arrangement for the purposes of
performing its obligations under the Notes, the net cash dividend or distribution
equivalent payment received under the hedge or other arrangement;

o if the Issuer or its affiliate(s) do not hold any the underlying assets nor are party to a
hedge or other arrangement relating to the Notes, the net amount a notional, direct
holder of the underlying assets of the Notes would receive by way of cash dividend or
distribution; or

o if a non-cash dividend or distribution is made, the net cash value of such non-cash
dividend or distribution or, if the Issuer or its affiliate(s) holds a hedge or other
arrangement relating to the Notes, the net cash adjustment or settlement received in
respect of such non-cash dividend or distribution under such hedge or other
arrangement,

in all cases, less any costs and converted into the currency of the Note (if applicable).

If the actual or notional amounts need to be converted into the currency of the Note, the rate of
exchange used is either:

J if the Issuer or its affiliate(s) has an exchange transaction (whether implicit as part of a
hedge or other arrangement for the underlying assets or as part of a separate
arrangement), the rate of exchange obtained under that arrangement; or

J if the Issuer or its affiliate(s) has not entered into an exchange transaction, that which a
notional, direct holder of the underlying assets of the Notes would be able to obtain.]
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[Additional Payments do not apply to [Underlying Index-Linked Notes] [Underlying Fund-
Linked Notes].]

Interest Payments:
The Notes do not bear interest.
Early redemption for illegality:

If the Calculation Agent determines that the performance of the Issuer's obligations has become
unlawful or impracticable in whole or in part for any reason, the Issuer will be entitled to
redeem the Notes early and pay the relevant investor an amount per Note equal to the fair
market value of such Note or such other amount specified in the relevant final terms ("Final
Terms").

Early redemption for taxation reasons:

If the Issuer were required under the terms and conditions of the Notes (the "Conditions") to
pay additional amounts in respect of tax, the Issuer may subject to prior notice to the
Noteholders, redeem all, but not some only, of such Notes and pay the relevant investor an
amount per Note equal to the fair market value of such Note or such other amount specified in
the relevant Final Terms.

Modification and substitution:

Modifications to the Conditions may be made without the consent of any Noteholders to cure
any ambiguity or manifest error or correct or supplement any Conditions provided that: (i) the
modification is not materially prejudicial to the interest of Noteholders; (ii) the modification is
of a formal, minor or technical nature or is to correct a manifest error or is to comply with
mandatory provisions of the law of the Issuer’s jurisdiction of incorporation; or (iii) the
modification corrects inconsistency between the Conditions and the relevant termsheet relating
to the Notes. The Notes permit the substitution of the Issuer with its affiliates without the
consent of any Noteholders where the Issuer provides an irrevocable guarantee of the affiliate’s
obligations.

Events of default:

The following events constitute events of default (each, an "Event of Default") under the Notes
and would entitle the Noteholder to accelerate the Notes: (i) a continuing default in the
repayment of any principal due on the Notes for more than 14 days, provided that the reason for
non-payment is not compliance with any fiscal or other law or regulation or court order, or that
there is doubt as to the validity of such law, regulation or order in accordance with independent
legal advice from advisers which is acceptable to HSBC Bank plc, acting in its capacity as
principal paying agent (the Principal Paying Agent"); or (ii) the passing of a winding-up order
in relation to the Issuer. On an Event of Default the Notes will be redeemed against payment of
an amount per Note equal to [the fair market value of such Note] [ ].

Meetings of Noteholders

The Conditions contain provisions for calling meetings of Noteholders to consider matters
affecting their interests generally. These provisions permit defined majorities to bind all
Noteholders including Noteholders who did not attend and vote at the relevant meeting and
Noteholders who voted in a manner contrary to the majority.

No guarantee or security:

The Notes are the obligations of the Issuer only and are unsecured.

Taxation:

All payments by the Issuer in respect of the Notes will be made without deduction of any
United Kingdom taxes unless the Issuer is required by law to withhold or deduct any such
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taxes. Therefore, Noteholders will be liable for and/or subject to any taxes, including
withholding tax, stamp duty, stamp duty reserve tax and/or similar transfer taxes, payable in
respect of the Notes.

Governing Law:

English law.

C.11 Listing and trading: | Application [has been] [will be] made to admit the Notes to the Official List of the United
Kingdom Financial Conduct Authority and to trading on the regulated market of the London
Stock Exchange plc.

C.15 Effect of value of | The Notes are designed to track the price of [ ] (the "Underlying") converted into the currency
underlying of the Note (if applicable). The Final Redemption Amount payable on redemption of any Note
instruments on the | is linked to a fixed [amount] [level] of the Underlying by way of a hedge in respect of such
value of the | fixed [amount] [number] of the Underlying (whether directly or synthetically). In general, as
investment: the [level] [price] of the Underlying increases or decreases, so will the Final Redemption

Amount payable in respect of such Notes. Similarly, changes in the value of the relevant
currency rate will change the value of the Notes.

The quoted [price] [level] of the Underlying converted into the currency of the Note (if
applicable) may diverge from the Final Redemption Amount payable under the Note owing to
disparity between any hedge and the Underlying, and to the deduction of costs, such as,
amongst other things, brokers fees, transaction processing fees and actual or potential taxes,
and including those costs that would be incurred by the Issuer and/or its designated affiliates of
hedging the Underlying whether directly or synthetically, and a fee to be retained by the Issuer,
the Dealer(s) and/or their affiliates.

[Not Applicable. The Notes can only be acquired for consideration of at least EUR 100,000 per
Note.]

C.16 Expiration or | The maturity date of the Notes is [ | (the "Maturity Date").
maturity date of
derivative securities:

C.17 Settlement The Notes will be cash-settled.
procedure: ) )

All payments to Noteholders will be paid through [DTC][,/and] [Euroclear] [and/or]
[Clearstream, Luxembourg].
C.18 Return on securities: | The Notes are ["Underlying Security-Linked Notes"] ["Underlying ETF-Linked Notes"]

["Underlying Fund-Linked Notes"] ["Underlying Index-Linked Notes"] and are linked to a
[single underlying security] [basket of underlying securities] [single underlying ETF] [basket of
underlying ETFs] [single underlying fund] [basket of underlying funds] (the "Underlying").

The Notes are market access products, which are designed for investors who wish to be
exposed to fluctuations in the price of the Underlying, but who do not wish to or are not able to
hold the relevant Underlying itself. In addition, the Notes are designed to allow investors to get
exposure to the Underlying even though it may be priced locally in a less accessible currency or
currencies.

Payments at maturity

The Notes will have a Final Redemption Amount which will be calculated in a different manner
depending on whether the Notes are Underlying ETF-Linked Notes, Underlying Fund-Linked
Notes, Underlying Index-Linked Notes or Underlying Security-Linked Notes.

[The Notes are [Underlying ETF-Linked Notes] [Underlying Security-Linked Notes] and
accordingly the Final Redemption Amount will be the greater of 0.03 per cent. of the issue
price per Note and the Realisable Sale Price. The Realisable Sale Price per Note will be equal
to:
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J if the Issuer or any of its affiliate(s) hold the underlying assets and dispose of them,
the amount per Note received from such disposal, less any costs and converted into the
currency of the Note (if applicable);

o if the Issuer or any of its affiliate(s) do not hold the underlying assets but is party to a
hedge or other arrangement relating to the Notes being redeemed, the effective price at
which such hedge or other arrangement was realised or unwound, less any costs and
converted into the currency of the Note (if applicable); or

o if the Issuer nor any of its affiliate(s) do not hold the underlying assets nor are party to
a hedge or other arrangement relating to the Notes being redeemed, the amount per
Note a notional, direct holder of the underlying assets of the Notes would receive from
disposing of them on maturity, less any costs and converted into the currency of the
Note (if applicable).]

[The Notes are Underlying Fund-Linked Notes and accordingly the Final Redemption Amount
will be the greater of 0.03 per cent. of the issue price per Note and the aggregate of the net
redemption proceeds per share in the Underlying Fund a hypothetical investor in shares in the
Underlying Fund would have received on the maturity date, converted into the currency of the
Note (if applicable).]

[The Notes are Underlying Index-Linked Notes and accordingly the Final Redemption Amount
will be the greater of 0.03 per cent. of the issue price per Note and the value at maturity of any
hedge or of the securities underlying the Underlying Index or Indices of each Note ("Realisable
Sale Price Per Note"). The Realisable Sale Price per Note will be equal to:

o if the Issuer or its affiliate(s) is party to a hedge or other arrangement relating to the
Notes being redeemed, the amount per Note received from realising or unwinding
such hedge or other arrangement, less any costs and converted into the currency of the
Note (if applicable); or

o if the Issuer nor its affiliate(s) are not party to a hedge or other arrangement relating to
the Notes being redeemed, the amount per Note a notional, direct holder of the
underlying assets of the Notes would receive from disposing of them on maturity, less
any costs and converted into the currency of the Note (if applicable).]

If the actual or notional amounts received need to be converted into the currency of the Note,
the rate of exchange used will be either:

o if the Issuer or its affiliate(s) has an exchange transaction (whether implicit as part of a
hedge or other arrangement for the underlying assets or as part of a separate
arrangement), the rate of exchange obtained under that arrangement; or

L if the Issuer or its affiliate(s) has not entered into an exchange transaction the rate of
exchange which a notional, direct holder of the underlying assets of the Notes would
be able to obtain.

Additional Payments

If the Notes are Underlying Security-Linked Notes or Underlying ETF-Linked Notes, then
Noteholders will also potentially be entitled to Additional Payments.

[The Notes are [Underlying ETF-Linked Notes] [Underlying Security-Linked Notes] and the
Additional Payments payable to Noteholders will be:

o if the Issuer or its affiliate(s) hold the appropriate underlying assets (that is, the shares
or exchange-traded funds), the aggregate amount of the net cash dividend or
distribution received;

° if the Issuer or its affiliate(s) hold a hedge or other arrangement for the purposes of
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performing its obligations under the Notes, the net cash dividend or distribution
equivalent payment received under the hedge or other arrangement;

J if the Issuer or its affiliate(s) do not hold any the underlying assets nor are party to a
hedge or other arrangement relating to the Notes, the net amount a notional, direct
holder of the underlying assets of the Notes would receive by way of cash dividend or
distribution; or

° if a non-cash dividend or distribution is made, the net cash value of such non-cash
dividend or distribution or, if the Issuer or its affiliate(s) holds a hedge or other
arrangement relating to the Notes, the net cash adjustment or settlement received in
respect of such non-cash dividend or distribution under such hedge or other
arrangement,

in all cases, less any costs and converted into the currency of the Note (if applicable).

If the actual or notional amounts need to be converted into the currency of the Note, the rate of
exchange used is either:

J if the Issuer or its affiliate(s) has an exchange transaction (whether implicit as part of a
hedge or other arrangement for the underlying assets or as part of a separate
arrangement), the rate of exchange obtained under that arrangement; or

. if the Issuer or its affiliate(s) has not entered into an exchange transaction, that which a
notional, direct holder of the underlying assets of the Notes would be able to obtain.]

[Additional Payments do not apply to [Underlying Index-Linked Notes] [Underlying Fund-
Linked Notes].]

Interest Payments:

The Notes do not bear interest.

C.19

Exercise price or
final reference price
of the underlying:

The calculations which are required to be made to calculate the Final Redemption Amount will
be based on the value of the [Underlying] [basket of Underlyings] determined by the
Calculation Agent being HSBC Bank plc. The Calculation Agent will determine the value of
the [Underlying] [basket of Underlyings] by reference to the actual or notional value upon
disposal or realisation of the [Underlying] [basket of Underlyings] or the value of realising or
unwinding a hedge or other arrangement in respect of such [Underlying] [basket of
Underlyings], in all cases deducting costs and converting into the currency of the Note (if
applicable).

C.20

Type of the
underlying:

Each Series of Notes is linked to the performance of one of the following:

a security or basket of securities (together, the "Underlying Securities" and each, an
"Underlying Security") issued by a company or companies (together, the
"Underlying Companies" and each, an "Underlying Company") which is/are listed
and/or admitted to trading on one or more stock exchanges (such Notes are referred to
as, "Underlying Security-Linked Notes"); or

an index or basket of indices (together, the "Underlying Indices" and each, an
"Underlying Index") being composed of certain securities (together, the "Reference
Securities" and each, a "Reference Security") (such Notes are referred to as,
"Underlying Index-Linked Notes"); or

a fund or basket of funds (together, the "Underlying Funds" and each, an
"Underlying Fund") (such Notes are referred to as, "Underlying Fund-Linked
Notes"); or

an exchange-traded fund or a basket of funds (together, the "Underlying ETFs" and
each, an "Underlying ETF") which is/are listed and/or admitted to trading on one or
more stock exchanges (such Notes are referred to as, "Underlying ETF-Linked
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Notes").

The Notes are

["Underlying [Security-/Fund-/ETF-]Linked Notes", being Notes in relation to
which the Final Redemption Amount is linked to [one security/fund/exchange-traded
fund, namely][a basket of securities/funds/exchange-traded funds, comprised of] [ ]
such [security/fund/exchange-traded fund] [Security/Fund/Exchange-Traded Fund]
[is/are] the Underlying [Security/Securities/Fund/Funds/Exchange-Traded
Fund/Exchange-Traded Funds] to which the Notes are linked. Underlying [Security-
/Fund-/ETF-]Linked Notes are also referred to in the prospectus as "Underlying
Equity-Linked Notes".

["Underlying Index-Linked Notes", being Notes in relation to which the Final
Redemption Amount is linked to [one index, namely] [a basket of indices, comprised
of] [MSCI[ ]Index] [FTSE[ ]Index] [TSWE[ ]Index][Kospi[ ] Index]
[Hang Seng [ ] Index] [TOPIX [ ] Index] [S&P [ ] Index] [ ]]. Such
[index/basket of indices] [is/are] the Underlying [Index/Indices] to which the Notes
are linked.]

References to "Underlying", either in the singular or plural form, shall refer to any Underlying
applicable to a Series of Notes.

[Information on the Underlying can be found on [ ].]

Section D — Risks

D.2

Key risks specific to
the issuer:

The Issuer has exposure to counterparties in the eurozone which may be affected by a
sovereign or currency crisis: In spite of austerity measures and structural reforms, peripheral
eurozone countries continued to exhibit a high ratio of sovereign debt to GDP or short to
medium-term maturity concentration of their liabilities. Although the Group’s exposure to the
peripheral eurozone countries is limited and reduced further in 2013, the Group is still exposed
to counterparties in core European countries which could be affected by any sovereign or
currency crisis.

The Issuer has significant exposure to counterparty risk both within the financial sector
and to other risk concentrations: Financial institutions are necessarily interdependent because
of trading, clearing, counterparty or other relationships, which could affect its funding and its
ability to manage the risks of its business.

Liquidity, or ready access to funds, is essential to the Issuer's business: If the Issuer is
unable to raise funds, its liquidity position could be adversely affected and the Issuer might be
unable to meet deposit withdrawals or obligations under committed financing facilities, to fund
new investments or to repay borrowings as they mature.

The Issuer's operations are highly dependent on its information technology systems: The
reliability and security of the Issuer's information and technology infrastructure and the Issuer's
customer databases are crucial to maintaining the service availability of banking applications
and processes and to protecting the HSBC brand. Critical systems failure, prolonged loss of
service, internet crime or fraud or a material breach of security could lead to financial loss and
cause damage to the Issuer's business and brand.

The Issuer faces a number of regulatory and supervisory risks and challenges: Financial
service providers face increasingly stringent and costly regulatory and supervisory
requirements, particularly in the areas of capital and liquidity management, operational
structures, conduct of business and the integrity of financial services delivery.

In particular the following regulatory initiatives may affect the manner in which the Group
conducts its activities and structures itself, with the potential to both increase the costs of doing
business and curtail the types of business carried out, with the risk of decreased profitability: (i)
the introduction of the Capital Requirements Directive IV ("CRD IV") which implements in the
EU the Basel III measures, the publication by the Prudential Regulatory Authority ("PRA") of
its final rules on implementing CRD IV and the forthcoming ECB Asset Quality Review, each
of which relates to the quality and quantity of capital that eurozone banks must hold, (ii)
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finalisation of the Financial Services (Banking Reform) Act 2013 which gives effect to the
recommendations of the Independent Commission on Banking in relation to the future ring-
fencing of the UK retail banking business from wholesale banking activities, (iii) changes in the
regime for the operation of capital markets including the introduction of central clearing,
reporting and margin requirements through the European Market Infrastructure Regulation and
the revised Markets in Financial Instruments Directive/Regulation and (iv) requirements
flowing from arrangements for the recovery and resolution of the Issuer and its main operating
entities.

In addition, the regulatory structure within the UK comprising the Financial Policy Committee
("FPC"), the PRA and the Financial Conduct Authority ("FCA") and the granting to the
European Central Bank of supervisory powers, may affect the Issuer and the Group and their
activities. In particular, the FPC has the ability to seek additional capital for lending to sectors
perceived as higher risk and to increase the amount of capital that banks are required to hold
when threats to financial stability are judged to be emerging and 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. In
conjunction with this focus, the UK regulators are making increasing use of existing and new
powers of intervention and enforcement. This may lead to significant costs and liabilities for
the Issuer.

Regulatory proceedings: The Group remains subject to a number of regulatory proceedings
involving investigations and reviews by various regulatory, competition and enforcement
authorities. These regulatory proceedings include investigations into the possible mis-selling in
the UK of certain products, including Payment Protection Insurance and interest rate hedging
products and in relation to 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 and in relation to alleged anti-competitive behaviour in the credit
derivative market. It is difficult to predict the outcome of regulatory proceedings involving the
Group’s businesses. Unfavorable outcomes may have a material adverse effect on the Group’s
reputation, brand and results.

In 2013, HSBC Holdings entered into agreements with US and UK government agencies to
comply with certain forward-looking obligations with respect to anti-money laundering and
sanctions requirements over a five-year term. Failure to comply with the terms of such
agreements may have an adverse effect on the Group.

D.6

Key risks specific to
the securities and
risk  warning to
investors:

Credit risk: The Notes are direct, unsecured and unsubordinated obligations of the Issuer and
not of any other person. If the Issuer's financial position were to deteriorate, there could be a
risk that the Issuer would not be able to meet its obligations under the Notes (the Issuer's credit
risk). If the Issuer becomes insolvent or defaults on its obligations under the Notes, in the worst
case scenario, investors in the Notes could lose all of their invested amounts.

The Notes are unsecured obligations: The Notes are not secured over any asset. Therefore,
the investor would not be able to enforce security as a method of recouping payments due
under the Notes if the Issuer were to become insolvent and cease to be able to pay such
amounts.

The Notes are not ordinary debt securities: The Notes do not pay interest and, upon
redemption, may return less than the amount invested or nothing. Notes are designed to track
the price or level of the Underlying. If the performance of such Underlying does not move in
the anticipated direction or if the issuer thereof becomes insolvent, the Notes will be adversely
affected and, in a worst case scenario, may become worthless.

Payments under the Notes may be delayed: Payments to Noteholders which are calculated by
reference to hedging arrangements will only be due if the proceeds would have been received
by an investor outside the jurisdiction where the Underlying is listed or quoted. There is a risk
that limitations on the importation and withdrawal of funds in such jurisdiction could lead to
potential delays in payments under the Notes or, in the worst case, the Notes becoming
worthless.

No ownership rights: The Notes do not confer any legal or beneficial interest or any voting or
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dividend rights in the Underlying or the Reference Securities.

There may be no active trading market or secondary market for liquidity for Notes: Any
Series of Notes may not be widely distributed and there may not be an active trading market,
nor is there assurance as to the development of an active trading market. If there is no liquid
market, investors may not be able to realise their investment in the Notes until maturity of such
Notes or may not realise a return that equals or exceeds the purchase price of their Notes.
Notwithstanding the foregoing, the Issuer may issue Notes which provide for certain
circumstances where the Issuer and/or Dealer may buy-back such Notes from the Noteholders.

Certain factors affecting the value and trading price of Notes: The Final Redemption Amount
payable under the Notes may be affected by fluctuation in value of the Underlying or the
Reference Securities, changes in currency exchange rates or, where applicable, the number and
type of Underlyings included in a basket to which the relevant Notes relate.

Conflicts of interest may arise between the interests of the Issuer or its affiliates and those of
the Noteholders: The Issuer or its affiliates may enter into hedging or other transactions (i)
relating to Underlyings or the Reference Securities or (ii) with issuers of Underlyings or the
Reference Securities. The Issuer or its affiliates may also publish research or other reports
relating to Underlyings or the Reference Securities. Any such activities may have a negative
effect on the value of Notes relating to such Underlyings. In addition, the Issuer may assume
roles as hedging party, service providers or calculation agent in respect of Underlyings which
are funds, calculation agent under the Notes or publisher of research reports. In respect of any
of these roles the Issuer may have interests that conflict with the interests of Noteholders.

Commission and cost of hedging: The issue price of the Notes may include the distribution
commission or fee charged by Issuer or its affiliates and the cost or expected costs of hedging
the Issuer's obligations under the Notes (if any). Accordingly, there is a risk that, upon issue,
the market price of Notes may be lower than original issue price of the Notes. Also, fees,
commission and hedging costs may be deducted from the Final Redemption Amount.

[Exchange rate risks and exchange control risks: The Issuer will pay amounts in respect of
the Notes in the Settlement Currency. Since the Underlying is referenced in [ ] (the
"Underlying Currency"), amounts payable under the Notes may be affected by multiple
currency conversion costs which may be passed on to investors. Where the Settlement
Currency is not the same as the investor's home currency, the realisable value of the investment
in the investor's home currency may be at risk from fluctuations in the exchange rate.
Government and monetary authorities may impose or modify exchange controls that could
adversely affect an applicable exchange rate or transfer of funds in and out of the country. As a
result of such restrictions and controls the Issuer may suspend its obligations to make any
payment under any Notes if and for as long as such exchange controls have occurred and are
continuing. Noteholders shall not be entitled to any interest or other compensation in respect of
any such suspension.]

[Market Disruption Events and Additional Disruption Events: In the case of early closure of
the relevant exchange, disruption of such exchange or suspension of trading on such exchange
("Market Disruption Events") or a change in applicable laws, hedging disruption, increased
costs of hedging, where applicable, an insolvency filing of the issuer of the Underlying or a
currency event ("Additional Disruption Events"), postponement or adjustment of valuations
in case of a Market Disruption Event or adjustment of terms or redemption of the Notes in case
of an Additional Disruption Event in respect of such Notes may have an adverse effect on the
value of such Notes and/or the Final Redemption Amount.

Illegality or changes in tax law may cause the Issuer's obligations under the Notes to be
redeemed early: If the Calculation Agent determines in its sole and absolute discretion acting
in good faith that the performance of the Issuer's obligations under any Notes shall have
become unlawful or impracticable, or if the Issuer determines that it has become liable for, or
payments under the Notes have become subject to, any taxes, the Issuer may redeem the Notes
and pay a sum representing the fair market value of the Notes. As a result Noteholders will
forgo any future appreciation in the relevant Underlying, may suffer a loss of some or all of
their investments.
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Considerations regarding hedging: The value of the Note may not exactly correlate with the
value of the Underlying to which the Note relates.

Tax risks: The amount of a payment to the investor under the Notes may be decreased to take
into account the effect of taxes on an investment in the Underlying. There is a risk that tax law
or practice will change in the future resulting in the imposition of or increase in tax on an
investment in, or disposition of the Underlying. This will result in a decrease of the amounts
payable under the Notes. Also, investors in the Notes will be obliged to pay all taxes payable in
connection with the subscription, purchase or holding of such Note and the payment of the
Final Redemption Amount and/or any Additional Payment.

[Emerging market risks: Investors in Notes relating to Underlyings which are issued in or
located in or listed on an exchange in an emerging market, namely [ ], should be aware that
investments in emerging markets, and specifically [ ], are subject to greater risks than well-
developed western markets. Institutions relied upon for the efficient functioning of capital
markets, such as stock exchanges, economic, legal and regulatory institutions, systems for the
clearing, settlement and registration of securities, may be less developed. Disclosure standards
may be less onerous on issuers and accountancy practices may differ from those which are
internationally accepted. Political conditions in certain geographic locations where the issuers
of Underlyings may operate may be volatile or unstable, and there could be increased price
volatility.]

[Specific risks relating to Underlying Index-Linked Notes: The sponsor of [the/an] Underlying
Index, namely [ ], may amend the rules applicable to the determination of the level of such
index, replace such index with a successor index or cancel such index. Such actions may give
rise to an adjustment to the terms of the Notes or early redemption of the Notes. As a result
hereof the value of the Notes may be adversely affected and/or investors may loss some or all
of their invested amount in the Notes.]

[Specific risks relating to Underlying Equity-Linked Notes: If a Potential Adjustment Event
occurs and dilutes the theoretical value of the Underlying or an Extraordinary Event occurs, the
Calculation Agent may make corresponding adjustments to the conditions of the Notes which
may adversely affect the Final Redemption Amount payable or (in the case of Extraordinary
Events) may redeem the Notes; as a result the Noteholder may lose some or all of its
investment.] [As the Underlying are units in a fund, the investor will be exposed to the risks of
specific regulation affecting funds, risk relating to the fund's management and internal rules
and, where the fund is a synthetic fund, also from counterparty risk from the swap

counterparty. |

[RMB risks: There are restrictions on the conversion of RMB into other currencies. The
amount of Offshore RMB deliverable outside PRC may be limited, which may affect the
liquidity of Offshore RMB linked Notes. The market for Offshore RMB is a different market to
that of RMB deliverable in PRC. The Offshore RMB exchange rate may be influenced by the
onshore RMB exchange rate. The Offshore RMB market may become illiquid or Offshore
RMB may become inconvertible or non-transferable. In such circumstances the Issuer may
settle payments under the Notes in U.S. dollar, if practicable or Noteholders may suffer a loss
of some or all of their investments. In addition, interest rates are government-controlled in PRC
and changes therein may affect the Offshore RMB interest rate which may cause the value of
the Notes to fluctuate.

Investors may lose the value of their entire investment or part of it, as the case may be.

Section E — Offer

E.2b Reasons for the offer | Not Applicable. This prospectus has been prepared solely in connection with the admission of
and use of proceeds: | Notes to trading on a regulated market pursuant to Article 3(3) of the Prospectus Directive.
There will be no public offer of the Notes and thus reasons for the offer and use of proceeds are
not required.
E.3 Terms and Not Applicable. This prospectus has been prepared solely in connection with the admission of

conditions of the
offer:

Notes to trading on a regulated market pursuant to Article 3(3) of the Prospectus Directive.
There will be no public offer of the Notes and thus a description of the terms and conditions of
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the offer is not required.

E4

Interests material to
the issue/offer
including conflicts of
interest:

The Issuer or its affiliates may engage in hedging or other transactions involving the relevant
Underlying which may have a positive or negative effect on the value of such Underlying and
therefore on the value of any Notes to which they relate. Certain affiliates of the Issuer may
also be the counterparty to the hedge of the Issuer's obligations under an issue of Notes and the
Calculation Agent is responsible for making determinations and calculations in connection with
the Notes in its sole and absolute discretion acting in good faith [and may be a service provider
in respect of Underlyings which are funds]. The Issuer or its affiliates may from time to time
advise the issuer or obligors of, or publish research reports relating to, an Underlying. The
views or advice may have a positive or negative effect on the value of an Underlying and may
be inconsistent with purchasing or holding the Notes relating to such an Underlying.

[Fees [are] [may be] payable by the Issuer to the Dealer[s] acting as underwriter(s) of issues of
the Notes.]

[[Save as disclosed above, no] [No] person involved in the issue of the Notes has an interest
material to the issue.] [The following additional interest(s) are material to issues of the Notes:

[ 1]

E.7

Estimated expenses
charged to the
investor by the issuer
or the offeror:

Not Applicable. This prospectus has been prepared solely in connection with the admission of
Notes to trading on a regulated market pursuant to Article 3(3) of the Prospectus Directive.
There will be no public offer of the Notes and expenses in respect of the listing of Notes are not
charged directly by the Issuer or Dealer(s) to the investor.
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ANNEX 5
INDEX-LINKED PROSPECTUS
SUMMARY

Summaries are made up of disclosure requirements known as "Elements". These elements are numbered in Sections A — E (4.1 —

E7).

This summary contains all the Elements required to be included in a summary for this type of securities and issuer. Because some
Elements are not required to be addressed, there may be gaps in the numbering sequence of the Elements.

Even though an Element may be required to be inserted in the summary because of the type of securities and issuer, it is possible
that no relevant information can be given regarding the Element. In this case a short description of the Element is included in the
summary with the mention of "Not Applicable".

Section A — Introduction and Warnings

A.l

Introduction:

This summary must be read as an introduction to this prospectus and any decision to invest in
the Notes or Warrants should be based on a consideration of this prospectus as a whole by the
investor, including any information incorporated by reference.

Where a claim relating to the information contained in this prospectus is brought before a
court in a Member State of the European Economic Area, the claimant might, under the
national legislation of the Member States, be required to bear the costs of translating this
prospectus before the legal proceedings are initiated.

Civil liability attaches only to those persons who have tabled this summary including any
translation thereof, but only if this summary is misleading, inaccurate or inconsistent when
read together with the other parts of this prospectus or it does not provide, when read together
with the other parts of this prospectus, key information in order to aid investors when
considering whether to invest in such Notes or Warrants.

A2

Consent by the issuer for
the use of the prospectus
for subsequent resale or
final placement of
securities by financial
intermediaries, an
indication of the offer
period for which consent
is given, and any other
clear and objective
conditions attached to
such consent:

The Issuer may or may not provide its consent to the use of this prospectus in connection with
public offers of the Notes and Warrants. If provided, such consent may be subject to
conditions which are relevant for the use of this prospectus.

[The Issuer expressly consents to the use of this prospectus in connection with a public offer
of [Notes] [Warrants] (a "Public Offer") by the [Dealer[s]] [Manager[s]] [and [ ]] ([each, an]
"Authorised Offeror") during the period from and including [ ] to but excluding [ ] (the
"Offer Period") and in the United Kingdom only (the "Public Offer Jurisdiction") [provided
that: the relevant Authorised Offeror is authorised to make such offers under the Markets in
Financial Instruments Directive (Directive 2004/39/EC) and any other applicable laws [and the
relevant Authorised Offeror must satisfy the following conditions: [ ]]. The Issuer also
accepts responsibility for the content of this prospectus with respect to the subsequent resale or
final placement of the [Notes] [Warrants] by the Authorised Offeror.]

[The Issuer reserves its right to consent to the use of this prospectus after the date of filing of
the relevant final terms (the "Final Terms") in connection with a public offer of the [Notes]
[Warrants] (a "Public Offer") during the period from and including [ ] to but excluding [ ]
(the "Offer Period") and in the United Kingdom only (the "Public Offer Jurisdiction") by
identifying financial intermediaries who will be acting as authorised offerors ([each, an]
"Authorised Offeror") in respect of the [Notes] [Warrants] on its website www.hsbc.com
(following links to 'Investor relations', 'Fixed income securities', 'Issuance programmes),
[subject to the condition that [ ] and] on the condition that the relevant Authorised Offeror is
authorised to make such offers under the Markets in Financial Instruments Directive (Directive
2004/39/EC) and any other applicable laws.]

[The Authorised Offeror will provide information to investors on the terms and
conditions of the Public Offer of the relevant Notes at the time such Public Offer is made
by the Authorised Offeror to the investors.|

[Not Applicable. The Issuer does not consent to the use of this prospectus in connection with a
public offer of the [Notes] [Warrants] (a "Public Offer") as the [Notes] [Warrants] will not be
publicly offered.]
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Section B — Issuer

B.1

Legal and commercial
name of the issuer:

The legal name of the issuer is HSBC Bank plc (the "Issuer") and, for the purposes of
advertising, the Issuer uses an abbreviated version of its name, HSBC.

B.2

Domicile and legal form
of the issuer:

The Issuer is a public limited company registered in England and Wales under registration
number 14259. The liability of its members is limited. The Issuer was constituted by Deed of
Settlement on 15 August 1836 and in 1873, registered under the Companies Act 1862 as an
unlimited company and re-registered under the Companies Acts 1948 to 1980 as a public
limited company.

The Issuer is subject to primary and secondary legislation relating to financial services and
banking regulation in the United Kingdom, including, inter alia, the UK Financial Services
and Markets Act 2000, as amended for the purposes of which the Issuer is an authorised
person carrying on the business of financial services provision. In addition, as a public limited
company, the Issuer is subject to the UK Companies Act 2006.

B.4b

Trends:

The Issuer expects global GDP growth to accelerate modestly in 2014. This improvement
reflects a shift from contraction to expansion in the eurozone, a rise in growth in the US and
the UK as well as rising emerging markets growth.

The Issuer expects UK GDP to rise by 2.6 per cent in 2014 driven by ongoing thawing in
credit conditions, rising investment and household consumption supported by loose monetary
policy and a recovering housing market.

Recent developments in the eurozone economy signal a recovery, although its strength will
likely be only gradual and dependent on global trade as there remain significant headwinds to
domestic demand. The provision of credit is likely to remain weak which will in turn hinder
investment and consumption growth. The Issuer expects the eurozone GDP to grow by only
0.8 per cent in 2014,

B.5

The group:

The whole of the issued ordinary and preference share capital of the Issuer is beneficially
owned by HSBC Holdings plc ("HSBC Holdings", together with its subsidiaries, the "HSBC
Group"). The Issuer is the HSBC Group's principal operating subsidiary undertaking in
Europe.

The HSBC Group is one of the largest banking and financial services organisations in the
world. Its international network covers 75 countries and territories in six geographical
regions: Europe; Hong Kong; Rest of Asia-Pacific; Middle East and North Africa; North
America; and Latin America. Its total assets as at 31 December 2013 were U.S.$2,671
billion.]

B.9

Profit forecast:

Not Applicable. There are no profit forecasts or estimates made in this prospectus.

B.10

Audit report
qualifications:

Not Applicable. There are no qualifications in the audit reports on the audited, consolidated
financial statements of the Issuer and its subsidiary undertakings for the financial years ended
31 December 2012 or 2013.

B.12

Key financial
information:

The selected financial information set out below has been extracted without material
adjustment from the audited consolidated financial statements of the Issuer for the years ended
31 December 2012 and 31 December 2013.
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Year Ended

31 December 2012 31 December 2013

For the period (£m)

Profit on ordinary activities before tax'...........c.ccccoeveveeiiieieieeeeceeee e 1,004 3,294
Total OPErating INCOME ......cveruieierieeieriieeeieeterieeeeteesteaeseeesesseessesseessesseesessaens 15,407 15,868
Net operating income before loan impairment charges and other credit risk

PIOVISIONS .uteninteuintetieeteatitestetetesteue et sbes ettt s ebe sttt eb st sae bt s ebe et seenesesaenennene 12,488 12,840
Profit attributable to shareholders of the parent company ............cccceeceereeieriennene 2,384 2,495
At period end (£m)

Total equity attributable to shareholders of the parent company..............ccoeeuennenne 31,675 32,370
RisK WEIGNtEd @SSELS ...cvveiieeiiiieiiesieeieii ettt e et se e b eseesseseaens 193,402 185,879
Loans and advances to customers (net of impairment allowances)...........c........... 282,685 305,032
CUSTOMET ACCOUNLES ....uviieeeiiiieeeiteeeeteeeeeieeeeetteeeetreeeeteeeestaeeeeesseeaessseeeasseseasseeaanns 324,886 390,017
Ratio of customer advances t0 CUStOMET ACCOUNLS .......c.veverevererreeerrerereerinnerenennenes 87.0 78.2
Capital ratios (%)

COre TICT 1 TALIO ....viuiiiiiieiiiiiicee s 11.4 12.1
THEE 1 TALIO ..t 12.4 13.0
TOtal CAPILAL TALIO ..vveveeeieieeieeiieie ettt ettt e et e eseesbeesaessessaesseessesessnenseas 17.3 18.0
Performance and efficiency ratios (%)

Return on average shareholders' funds (equity) of the parent company”.................. 3.5 7.9
Cost efficiency Tatio’. ... ....ooviiiii e 82.0 66.8

' Excludes gain on sale of £1,265 million of HSBC Private Banking Holdings (Suisse) SA to
HSBC Holdings plc in 2012.

% The return on average total shareholders’ equity is defined as profit attributable to
shareholders of the parent company divided by the average total shareholders’ equity.

*The cost efficiency ratio is defined as total operating expenses divided by net operating income
before loan impairment charges and other credit risk provisions.

There has been no material adverse change in the prospects of the Issuer since 31 December
2013.

There has been no significant change in the financial or trading position of the Issuer since 31
December 2013.

B.13 Recent events: Not Applicable. There have been no recent events particular to the Issuer which are to a
material extent relevant to the evaluation of its solvency.
B.14 Dependence upon The Issuer is a wholly owned subsidiary of HSBC Holdings.
:)ltlterr(ej?ltlfles within The Issuer and its subsidiaries form a UK-based group (the "Group"). The Issuer conducts
group: part of its business through its subsidiaries and is accordingly dependent upon those members
of the Group.
B.15 The issuer’s principal | The Group provides a comprehensive range of banking and related financial services. The

activities:

Group divides its activities into four business segments: UK Retail Banking; Continental
Europe Retail Banking; Global Banking and Markets; and Global Private Banking.
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B.16 Controlling persons: The whole of the issued ordinary and preference share capital of the Issuer is owned directly
by HSBC Holdings.
B.17 | Credit ratings: The Issuer has been assigned the following long term credit ratings: AA- by Standard &
Poor's Credit Market Services Europe Limited ("Standard & Poor's"); Aa3 by Moody's
Investors Service Limited ("Moody's"); and AA- by Fitch Ratings Limited ("Fitch").
[The Notes to be issued [have [not] been] [are expected on issue to be] rated[./:]
[Standard & Poor's: [ 11
[Moody's: [ 1
[Fitch: [ 1M
[Not Applicable. The Notes are derivative securities. ]
Section C — Securities
C.1 Description of type Notes and Warrants are derivative securities linked to the performance of a specified index or

and class of securities:

a basket of indices.

Notes may or may not bear interest and Warrants do not bear interest. If Notes are interest-
bearing, they will either bear interest at either a fixed or floating rate, or depending on the
performance of a specified index.

If Notes and Warrants are not redeemed or exercised early they will be redeemed or exercised
on the scheduled maturity or exercise date and threge amount payable will be an amount
linked to the performance of a specified index or the performances of specified indices. Notes
and Warrants may also be redeemed or exercised early in certain circumstances.

Issuance in series: [Notes] [Warrants] will be issued in series ("Series") which may comprise
one or more tranches ("Tranches").

Each Tranche issued under a Series will have identical terms, except that different Tranches
may comprise:

[Notes in bearer form ("Bearer Notes"), registered form ("Registered Notes") or
uncertificated registered form ("Uncertificated Registered Notes").]

Warrants which are in registered form ("Registered Warrants") and uncertificated registered
form ("Uncertificated Registered Warrants").]

The issue dates, issue prices and amount of first interest payments under different Tranches
may also vary.

[The [Bearer] [Registered] [Uncertificated Registered] Notes being issued are Tranche [ ]
Notes linked to [ ] (the "Notes")] [The [Registered] [Uncertificated Registered] Warrants
being issued are Tranche | ] Warrants linked to [  ](the "Warrants")] [and are to be
consolidated and form a single series with [ ] issued on [ ] with ISIN: [ ]and Common
Code: [ ] [and Valoren Number: [ ]] [and SEDOL: [ ]] (the "Original Issue Security
Identification Number[s]")].

[Form of Notes: [Bearer Notes in definitive form: Bearer Notes will be issued in definitive
form and each definitive Bearer Note will carry a unique serial number. Bearer Notes are
negotiable instruments and legal title to each will pass by physical delivery.]

[Bearer Notes in global form: [Bearer Notes will initially be issued as temporary global Notes
exchangeable for permanent global Notes which are exchangeable for definitive Bearer Notes,
or registered Notes in definitive form in certain limited circumstances. ]

[Bearer Notes will be issued in global form and deposited with a common depositary for
Euroclear Bank SA/NV ("Euroclear") and/or Clearstream Banking, sociét¢é anonyme
("Clearstream, Luxembourg"). Changes in beneficial interests in such Bearer Notes will be
recorded as book-entries in the accounts of Euroclear and/or Clearstream, Luxembourg.]

[Registered Notes in definitive form: [Registered Notes will be issued in registered form as
certificates and each certificate will carry a unique serial number. Registered Notes are not
negotiable instruments and legal title to each will pass by registration of the unique serial
number against a Noteholder's name in a register maintained by HSBC Bank plc in its capacity
as registrar (the "Registrar").]
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[Registered Notes in global form: Registered Notes will be issued in global form and deposited
with and registered in the name of a common depositary (or its nominee) for Euroclear Bank
SA/NV ("Euroclear") and/or Clearstream Banking, sociét¢ anonyme ("Clearstream,
Luxembourg"). Changes in beneficial interests in such Registered Notes will be recorded as
book-entries in the accounts of Euroclear and/or Clearstream, Luxembourg. ]

[Uncertificated Registered Notes: Uncertificated Registered Notes will be issued in
uncertificated registered form and deposited with CREST Co. Ltd ("CREST"). Legal title to
Uncertificated Registered Notes is recorded by CREST on the Operator register of corporate
securities (the "Operator Register") and will pass by registration of a transfer of ownership in
the Operator Register. CREST will maintain in a record of uncertified corporate securities
which reflects the Operator Register.]]

[Form of Warrants: [Registered Warrants: Registered Warrants will be issued in registered
form as certificates and each certificate will carry a unique serial number. Legal title to
Registered Warrants will pass by registration of the unique serial number against a
Warrantholder's name in a register maintained by, and subject to the regulations of HSBC
Bank plc in its capacity as registrar (the "Warrant Registrar").]

[Uncertificated Registered Warrants: Uncertificated Registered Warrants will be issued in
uncertificated registered form and deposited with CREST Co. Ltd ("CREST"). Legal title to
Uncertificated Registered Warrants is recorded by CREST on the Operator register of
corporate securities (the "Operator Register") and will pass by registration of a transfer of
ownership in the Operator Register. CREST will maintain in a record of uncertified corporate
securities which reflects the Operator Register.]]

Security ldentification Number[s]: The [[Bearer] [Registered] [Uncertificated Registered]
Notes] [[Registered] [Uncertificated Registered] Warrants] have been accepted for clearance
through [Euroclear and/or Clearstream, Luxembourg] [CREST] and will be allocated the
following Security Identification Number[s] [to be consolidated with the Original Issue
Security Identification Number[s]]:

ISIN Code: [ ]
Common Code: [ ]
[Valoren Number: [ 1]
[SEDOL: [ 1

C.2

Currency of the
securities issue:

Subject to compliance with all applicable laws and regulations, Notes and Warrants may be
issued in any currency.

The settlement currency of the [Notes] [Warrants] is [ ] (the "Settlement Currency").

Cs

Free transferability:

Subject to restrictions on the offer and sale of Notes and Warrants in any relevant jurisdiction,
the Notes and Warrants will be freely transferable.

The [Notes] [Warrants] are freely transferable. However, there are restrictions on the offer
and sale of the [Notes] [Warrants] and the Issuer and [ ] [(the "Dealer[s]")] [(the
"Manager|[s]")] have agreed restrictions on the offer, sale and delivery of the [Notes]
[Warrants] and on distribution of offering materials in the Dubai International Financial
Centre, the European Economic Area, France, Hong Kong, Italy, Japan, the Kingdom of
Bahrain, The Netherlands, Norway, the People's Republic of China, Russia, Singapore, Spain,
Switzerland, Taiwan, the United Arab Emirates (excluding the Dubai International Financial
Centre), the United Kingdom and the United States of America.

C.8

The rights attaching to
the securities,
including ranking and
limitations to those
rights:

Notes and Warrants are derivative securities linked to the performance of a specified index or
the performances of specified indices.

Notes may or may not bear interest and Warrants do not bear interest. If Notes are interest-
bearing, they will either bear interest at either a fixed or floating rate, or depending on the
performance of a specified index.

If Notes and Warrants are not redeemed or exercised early they will be redeemed or exercised
on the scheduled maturity or exercise date and the amount payable will be an amount linked to
the performance of a specified index or the performances of specified indices. Notes and
Warrants may also be redeemed or exercised early in certain circumstances.

[An investor will be entitled to the following cash amounts in respect of each Note, namely:
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« if the Notes are redeemed on their stated maturity date, a "Final Redemption Amount"[; and]

[+ as the "Early Redemption for Autocallable Notes" provisions apply in respect of the Notes,
if the Notes are redeemed prior to their stated maturity in the circumstances described below,
an "Early Redemption Amount"][; and]

[+as the "Coupon Trigger Event" provisions apply in respect of the Notes, the "Coupon
Trigger Amount", may be payable in respect of the Notes as described below][; and]

[+ as the "Fixed Rate Note provisions" apply in respect of the Notes, a fixed rate of interest will
be paid as described below, an "Interest Amount". ]

[+as the "Floating Rate Note provisions" apply in respect of the Notes, a floating rate of
interest will be paid as described below, an "Interest Amount".]

[An investor will be entitled to the following cash amounts in respect of each Warrant,
namely:

* an amount on exercise of the Warrant as described below, a "Cash Settlement Amount".]

[Final Redemption Amount for Notes: Unless a Note has been redeemed (i.e. repaid) early,
each Note will be redeemed on [ ] ("Maturity Date").

The Final Redemption Amount will depend on the performance of the [basket of indices
comprising the] [ ] ["Index"] ["Indices" or "Index Basket"].

The basis for calculating the Final Redemption Amount is:
["Booster Redemption". Accordingly,

+ If the Relevant Final Performance is equal to or greater than the Barrier Level of [ ], the
Final Redemption Amount is the specified calculation amount of the Note (the "Calculation
Amount") multiplied by:

00% + MIN [Cap of [ ]; Participation of [ ] x MAX [0; Relevant Final Performance - 100%]]

» If the Relevant Final Performance is less than the Barrier Level of [ ], the Final
Redemption Amount is the Calculation Amount multiplied by the Relevant Final
Performance.]

["Airbag Redemption". Accordingly,

« If the Relevant Final Performance is equal to or greater than the Barrier Level of [ ], the
Final Redemption Amount is the specified calculation amount of the Note (the "Calculation
Amount") multiplied by:

100% + Participation of [ ] x MAX [0; Relevant Final Performance -100%]

+ If the Relevant Final Performance is less than the Barrier Level of [ ], the Final
Redemption Amount is the Calculation Amount multiplied by the Relevant Final
Performance.]

["Autocallable Redemption". Accordingly,

+ If the Relevant Final Performance [of the worst performing Index in the Index Basket] is
equal to or greater than the Final Trigger Level of [ ], the Final Redemption Amount is the
specified calculation amount of the Note (the "Calculation Amount") multiplied by the
Redemption Rate of [ ].

« If the Relevant Final Performance [of the worst performing Index in the Index Basket] is
less than the Final Trigger Level of [ ], but the Relevant Final Performance [of the worst
performing Index in the Index Basket] equal to or greater than the Barrier Level of [ ], the
Final Redemption Amount is the Calculation Amount.

+ If the Relevant Final Performance [of the worst performing Index in the Index Basket] is
less than the Final Trigger Level of [ ], and the Relevant Final Performance [of the worst
performing Index in the Index Basket] is less than the Barrier Level of [ ], the Final
Redemption Amount is the Calculation Amount multiplied by the Relevant Final Performance
[of the worst performing Index of the Indices comprised in the Index Basket].]

""Reverse Convertible Redemption". Accordingly,

+ If the Relevant Final Performance [of each Index in the Index Basket] is equal to or greater
than the Barrier Level of [ ], the Final Redemption Amount is to the specified calculation
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amount of the Note (the "Calculation Amount™).

+ If the Relevant Final Performance [of the worst performing Index in the Index Basket] is
less than the Barrier Level of [ ], the Final Redemption Amount is the Calculation Amount
multiplied by the Relevant Final Performance [of the worst performing Index of the Indices
comprised in the Index Basket].]

["'100% Protected Growth Redemption". Accordingly,

The Final Redemption Amount is the specified calculation amount of the Note (the
"Calculation Amount") multiplied by:

100% + Participation of [ ] x MAX [0; Relevant Final Performance - 100%]]
["'100% Protected Capped Growth Redemption". Accordingly,

The Final Redemption Amount is the specified calculation amount of the Note (the
"Calculation Amount") multiplied by:

100% + MIN [Cap of [ ]; Participation of [ ] x MAX [0; Relevant Final Performance -
100%]1]

["Partially Protected Growth Redemption". Accordingly,

« If the Relevant Final Performance is equal to or greater than 100%, the Final Redemption
Amount is the specified calculation amount of the Note (the "Calculation Amount")
multiplied by:

100% + Participation of [ ] x [Relevant Final Performance - 100%]

+ If the Relevant Final Performance is less than 100%, the Final Redemption Amount is the
Calculation Amount multiplied by:

MAX [Protection Level of [ ]; Relevant Final Performance]
["Partially Protected Capped Growth Redemption". Accordingly,

« If the Relevant Final Performance is equal to or greater than 100%, the Final Redemption
Amount is the specified calculation amount of the Note (the "Calculation Amount")
multiplied by:

100% + MIN [Cap of [ ]; Participation of [ ] x [Relevant Final Performance - 100%]]

« If the Relevant Final Performance is less than 100%, the Final Redemption Amount is the
Calculation Amount multiplied by:

MAX [Protection Level of [ ]; Relevant Final Performance]]
["Digital Redemption". Accordingly,

+ If the Relevant Final Performance is equal to or greater than 100%, the Final Redemption
Amount is the specified nominal amount of the Note (the "Calculation Amount") multiplied
by:

100% + Digital Amount of [ ]

+ If the Relevant Final Performance is less than 100%, the Final Redemption Amount is the
Calculation Amount multiplied by:

MAX [Protection Level of [ ]; Relevant Final Performance]]

For the purposes of making the above calculations:

[The Indices [have equal weighting] [have the following weightings: [ ]].]
The "Initial Index Level[s]" of the [Index is [ ]] [Indices are as follows].

[Index] [Initial Index Level]
[] []

The "Relevant Level" of [the] [each] [Index] [in the Index Basket] is used to determine the
performance of [such] [the] [worst performing] [Index] [in the Index Basket] and is calculated
using the [Final Index Level] [Average Index Level] [of [each] such Index]. Accordingly, the
Calculation Agent will [determine the closing level of the Index on the specified "Valuation
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Date"] [determine the arithmetic average of the closing levels of the Index on the specified
"Averaging Dates"] [determine the closing level of each of the Indices in the Index Basket on
the specified "Valuation Date"] [determine the arithmetic average of the closing levels of
each of the Indices in the Index Basket on each of the specified "Averaging Dates"].

The "Relevant Final Performance" is used to determine the amount payable on maturity and
is equal to [the Relevant Level [of an Index comprised in the Index Basket] divided by the
Initial Index Level of [such Index]] [the weighted arithmetic average of the performances of
the Indices in the Index Basket which in respect of each Index is determined by the Relevant
Level for such Index divided by the Initial Index Level of such Index] and expressed as a
percentage.

[Automatic Early Redemption Amount for Notes: [In addition, the "Early Redemption for
Autocallable Notes" provisions apply to the Note. Accordingly:

e if on a specified Automatic Early Redemption Valuation Date, the Observation Index Level
Performance [of the worst performing Index in the Index Basket] is equal or greater than the
relevant Automatic Early Redemption Percentage corresponding to such Automatic Early
Redemption Valuation Date and specified in the table below, the Note will be redeemed for
the Calculation Amount of the Note multiplied by the relevant Automatic Early Redemption
Rate corresponding to such Automatic Early Redemption Valuation Date and specified in the
table below.

e if on a specified Automatic Early Redemption Valuation Date, the Observation Index Level
Performance [of the worst performing Index in the Index Basket] is less than the Automatic
Early Redemption Percentage corresponding to such Automatic Early Redemption Valuation
Date and specified in the table below, the Note will not be redeemed at that time but will
continue until the next Automatic Early Redemption Valuation Date (if any).

Automatic Early | Automatic Early | Automatic Early Redemption
Redemption Valuation | Redemption Percentage Rate
Date

[ ] [ ] [ ]

For the purposes of making the above calculations, the Observation Index Level Performance
[of an Index in the Index Basket] is the Relevant Level [of such Index] on a specified
Automatic Early Redemption Valuation Date divided by the Initial Index Level [of such
Index] and expressed as a percentage.]]

[Interest Payments for Notes: [The "Fixed Rate Note provisions" apply to the Notes.

Accordingly, the "Rate of Interest" on the Notes is [[ ] per [annum] [ ]][[ ] for each fixed
period of [ ]I

The interest on the Notes will be paid on specified "Interest Payment Dates". The "Interest
Amount" payable on each Interest Payment Date will be in respect of a period from the last
Interest Payment Date (or the Interest Commencement Date on [ ]) until the Interest Payment
Date in question (each, an "Interest Period").

The Interest Amount for an Interest Period is the Rate of Interest of [ ] multiplied by a
specified calculation amount of the Notes (the "Calculation Amount"), and the product is
multiplied by the specified "Day Count Fraction". The Day Count Fraction reflects the
number of days in the period for which interest is being calculated.

[[In addition, t][T]he Notes specify that a "Fixed Coupon Amount" of [ ] is payable in
respect of [each Interest Period] [the first Interest Period] [the last Interest Period] [ ]. The
Fixed Coupon Amount will be paid on [each] [the] [Interest Payment Date] relating to [ ]
[that] [those] [Interest Period] [Interest Periods].]]

[The "Floating Rate Note provisions" apply to the Notes.

Accordingly, the "Rate of Interest" on the Notes is a variable percentage rate [per [annum] [
1] [for each fixed period of [ ]].

The interest on the Notes will be paid on the specified "Interest Payment Dates". The
"Interest Amount" payable on each Interest Payment Date will be in respect of a period from
the last Interest Payment Date (or the Interest Commencement Date on [ ]) until the Interest
Payment Date in question (each, an "Interest Period").
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The Rate of Interest for Floating Rate Notes for a given Interest Period is [determined on the
basis of quotations provided electronically by banks in [ ], being the "Relevant Financial
Centre"] [a notional interest rate on a swap transaction in the Settlement Currency of [ ]
[with the addition of an additional percentage rate per [annum] [ ] (known as the "Margin")].

The Interest Amount for an Interest Period is the Rate of Interest multiplied by a specified
calculation amount of the Notes (the "Calculation Amount"), and the product is multiplied by
the specified "Day Count Fraction". The Day Count Fraction reflects the number of days in
the period for which interest is being calculated.

[The Rate of Interest will not fall below the "Minimum Interest Rate" of [ ].]
[The Rate of Interest will not exceed the "Maximum Interest Rate" of [ ].]]]

[Coupon Trigger Amounts for Notes: In addition, the "Coupon Trigger Event" provisions
apply to the Notes.

Accordingly:

e if on a specified Coupon Trigger Valuation Date, the Observation Index Level Performance
[of the worst performing Index in the Index Basket] is equal or greater than the relevant
Coupon Trigger Level corresponding to such Coupon Trigger Valuation Date and specified in
the table below, the Note will provide for a Coupon Trigger Amount equal to the Calculation
Amount of the Note multiplied by the relevant Coupon Trigger Rate corresponding to such
Coupon Trigger Valuation Date and specified in the table below.

e if on a specified Coupon Trigger Valuation Date, the Observation Index Level Performance
[of the worst performing Index in the Index Basket] is less than the relevant Coupon Trigger
Level corresponding to such Coupon Trigger Valuation Date and specified in the table below,
no Coupon Trigger Amount will be payable in respect of such Coupon Trigger Valuation
Date.

Coupon Trigger Valuation Date | Coupon Trigger Level | Coupon Trigger Rate
[ ] [ ] [ ]

For the purposes of making the above calculations, the [Observation Index Level
Performance] [of an Index in the Index Basket] is the Relevant Level [of such Index] on a
specified Coupon Trigger Valuation Date divided by the Initial Index Level [of such Index]
and expressed as a percentage.]]

[Cash Settlement Amounts for Warrants: Unless a Warrant has been terminated earlier, a
Warrant must be exercised by [ ] ("Expiry Date").

The amount receivable by an investor on exercise (the "Cash Settlement Amount") will
depend on the performance of the [basket of indices comprising the] [ ] ["Index"] ["Indices"
or "Index Basket"].

The basis for calculating the Cash Settlement Amount is:

["Protection Cash Settlement Put Warrant". Accordingly:

The Cash Settlement Amount is the face value of the Warrant ("Face Value") multiplied by:
1/90% x MIN [90%; MAX [0; 100% - Relevant Final Performance]]]

["Growth Cash Settlement Call Warrant". Accordingly:

The Cash Settlement Amount is the face value of the Warrant ("Face Value") multiplied by:

1/90% x MIN [90%; MAX [0; Relevant Final Performance - 10%] + Participation of [ ] x
MAX [0; Relevant Final Performance - 100%]]]

["Capped Growth Cash Settlement Call Warrant". Accordingly:
The Cash Settlement Amount is the face value of the Warrant ("Face Value") multiplied by:

1/90% x MIN [90%; MAX [0; Relevant Final Performance - 10%] + MIN [Cap of [ ];
Participation of [ ] x MAX [0; Relevant Final Performance - 100%]]]

["Partially Protected Cash Settlement Put Warrant". Accordingly:

The Cash Settlement Amount is the face value of the Warrant ("Face Value") multiplied by:
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1/90% x MIN [90%; MAX [0; 100% - Relevant Final Performance]] - MIN [100% -
Protection Level of [ ]; MAX [0; 100% - Relevant Final Performance]]]

["Conditional Growth Cash Settlement Call Warrant". Accordingly:

« If the Relevant Final Performance is equal to or greater than 100%, the Cash Settlement
Amount is the face value of the Warrant ("Face Value") multiplied by:

1/90% x MIN [90%; MAX [0;Relevant Final Performance - 10%]] + Participation of [ ] x
[Relevant Final Performance - 100%]

 If the Relevant Final Performance is less than 100%, the Cash Settlement Amount is the
Face Value multiplied by:

1/90% x MIN [90%; MAX [0; Relevant Final Performance - 10%]]]
["Conditional Capped Growth Cash Settlement Call Warrant". Accordingly:

* If the Relevant Final Performance is equal to or greater than 100%, the Cash Settlement
Amount is the face value of the Warrant ("Face Value") multiplied by:

1/90% x MIN [90%; MAX [0; Relevant Final Performance - 10%]] + MIN [Cap of [ ];
Participation of [ ] x [Relevant Final Performance - 100%]]

 If the Relevant Final Performance is less than 100%, the Cash Settlement Amount is the
Face Value multiplied by:

1/90% x MIN [90%; MAX [0; Relevant Final Performance - 10%]]
["Digital Cash Settlement Put Warrant". Accordingly:
The Cash Settlement Amount is the face value of the Warrant ("Face Value") multiplied by:

1/90% x MIN [90%; MAX [0; 100% - Relevant Final Performance]] - MIN [100% -
Protection Level of [ ]; MAX [0; 100% - Relevant Final Performance]]]

["Digital Cash Settlement Call Warrant". Accordingly:

* If the Relevant Final Performance is equal to or greater than 100%, the Cash Settlement
Amount is the face value of the Warrant ("Face Value") multiplied by:

1/90% x MIN [90%; MAX [0; Relevant Final Performance - 10%]] + Digital Amount of [ ]

« If the Relevant Final Performance is less than 100%, the Cash Settlement Amount is the
Face Value multiplied by:

1/90% x MIN [90%; MAX [0; Relevant Final Performance - 10%]]]

[This Warrant is a Put Warrant which provides full or partial protection against a downwards
movement of the Index or Indices during the term of the Warrant. [It is issued as part of a pair
with a Call Warrant. The Call Warrant provides exposure to positive movement of the Index
or Indices during the term of the Warrants. If held as a pair this Warrant is exercisable
independently of the Call Warrant in the pair.]

[Together, this Warrant and the Call Warrant provide full or partial protection against
depreciation of the [Index] [Indices] and exposure to the appreciation of the [Index] [Indices]
[subject to a Cap of [ ]] [and] [multiplied by a Participation of [ ]]. In all pair combinations,
if both Warrants in a pair are exercised at the same time, the sum of the Cash Settlement
Amounts for both Warrants will be a minimum of [100%] [the Protection Level of [ ]] of the
Face Value of a Warrant.]|

[This Warrant is a Call Warrant which provides exposure to positive movement of the Index or
Indices during the term of the Warrant. [It is issued as part of a pair with a Put Warrant. The
Put Warrant provides full or partial protection against a downwards movement of the Index or
Indices during the term of the Warrant. This Warrant is exercisable independently of the Put
Warrant in the pair.]

[Together, this Warrant and the Put Warrant provide full or partial protection against
depreciation of the [Index] [Indices] and exposure to the appreciation of the [Index] [Indices]
[subject to a Cap of [ ]] [and] [multiplied by a Participation of [ ]]. In all pair combinations,
if both Warrants in a pair are exercised at the same time, the sum of the Cash Settlement
Amounts for both Warrants will be a minimum of [100%] [the Protection Level of [ ]] of the
Face Value of a Warrant.]]
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For the purposes of making the above calculations:
[The Indices [have equal weighting] [have the following weightings: [ ]].]
The "Initial Index Level[s]" of the [Index is [ ]] [Indices are as follows].
[Index] [Initial Index Level]

[] []

The "Relevant Level" of [the] [each] [Index] [in the Index Basket] is used to determine the
performance of [such] [the] [Index] and is calculated using the [Final Index Level] [Average
Index Level] [of such Index]. Accordingly, the Calculation Agent will [determine the closing
level of the Index on the specified "Valuation Date"] [determine the arithmetic average of the
closing levels of the Index on the specified "Averaging Dates"] [determine the closing level
of each of the Indices in the Index Basket on the specified "Valuation Date"] [determine the
arithmetic average of the closing levels of each of the Indices in the Index Basket on each of
the specified "Averaging Dates"].

The "Relevant Final Performance" is used to determine the amount payable on expiry and is
equal to [the Relevant Level [of an Index comprised in the Index Basket] divided by the Initial
Index Level [of such Index]] [the weighted arithmetic average of the performances of the
Indices in the Index Basket which in respect of each Index is determined by the Relevant
Level for such Index divided by the Initial Index Level of such Index] and expressed as a
percentage.

Status of the Notes and Warrants: The Notes and Warrants issued will be direct, unsecured
and unsubordinated obligations of the Issuer and will rank equally and without preference
among themselves and, at their date of issue, with all other unsecured and unsubordinated
obligations of the Issuer (unless preferred by law).

Early redemption for illegality: If the Calculation Agent determines that the performance of
the Issuer's obligations has become unlawful or impracticable in whole or in part for any
reason, the Issuer will be entitled to [redeem the Notes] [terminate the Warrants] early and pay
the relevant investor an amount per [Note] [Warrant] equal to [the fair market value of such]
[ ] per] [Note] [Warrant].

Early redemption for taxation reasons: If the Issuer were required under the terms and
conditions of the Notes or Warrants (the "Conditions") to pay additional amounts in respect of
tax, the Issuer may subject to prior notice to the Noteholders or Warrantholders, redeem or
terminate (as applicable) all, but not some only, of such Notes or Warrants and pay the
relevant investor an amount per Note or Warrant equal to [the fair market value of such]
1) ] per] [Note] [Warrant].

Modification and substitution: Modifications to the Conditions may be made without the
consent of any Noteholders or Warrantholders to cure any ambiguity or manifest error or
correct or supplement any Conditions provided that: (i) the modification is not materially
prejudicial to the interest of Noteholders and Warrantholders; (ii) the modification is of a
formal, minor or technical nature or is to comply with mandatory provisions of the law of the
Issuer's jurisdiction of incorporation; or (iii) the modification corrects inconsistency between
the Final Terms and the relevant termsheet relating to the Notes or Warrants. The Notes or
Warrants permit the substitution of the Issuer with its affiliates without the consent of any
Noteholders or Warrantholders where the Issuer provides an irrevocable guarantee of the
affiliate's obligations.

[Events of default: The following events constitute events of default (each, an "Event of
Default") under the Notes and would entitle the Noteholder to accelerate the Notes: (i) a
continuing default in the repayment of any principal or interest due on the Notes for more than
14 days, provided that the reason for non-payment is not compliance with any fiscal or other
law or regulation or court order, or that there is doubt as to the validity of such law, regulation
or order in accordance with independent legal advice from advisers which is acceptable to
HSBC Bank plc, acting in its capacity as principal paying agent (the "Principal Paying
Agent"); or (ii) the passing of a winding-up order in relation to the Issuer. On an Event of
Default the Notes will be redeemed against payment of an amount per Note equal to [the fair
market value of such] [[ ] per] [Note] [Warrant].]

[Meetings of Noteholders: The Conditions contain provisions for calling meetings of
Noteholders to consider matters affecting their interests generally. These provisions permit
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defined majorities to bind all Noteholders including Noteholders who did not attend and vote
at the relevant meeting and Noteholders who voted in a manner contrary to the majority.]

No guarantee or security: The Notes and Warrants are the obligations of the Issuer only and
are unsecured.

Taxation: All payments by the Issuer in respect of the Notes and Warrants will be made
without deduction of any United Kingdom taxes unless the Issuer is required by law to
withhold or deduct any such taxes. Therefore, Noteholders and Warrantholders will be liable
for and/or subject to any taxes, including withholding tax, stamp duty, stamp duty reserve tax
and/or similar transfer taxes, payable in respect of the Notes and Warrants (as applicable).

Governing Law: English law.

C9I

The rights attaching to
the securities, the
nominal interest rate,
the date from which
interest becomes
payable and due dates
for interest, where the
rate is not fixed a
description of the
underlying on which it
is based, maturity date
and arrangements for
amortisation of the
loan including
repayment
procedures, an
indication of yield and
the name of the
representative of debt
security holders:

Notes and Warrants are derivative securities linked to the performance of a specified index or
the performances of specified indices.

Notes may or may not bear interest and Warrants do not bear interest. If Notes are interest-
bearing, they will either bear interest at either a fixed or floating rate, or depending on the
performance of a specified index.

If Notes and Warrants are not redeemed or exercised early they will be redeemed or exercised
on the scheduled maturity or exercise date and the amount payable will be an amount linked to
the performance of a specified index or the performances of specified indices. Notes and
Warrants may also be redeemed or exercised early in certain circumstances.

[Not Applicable. The [Notes] [Warrants] are derivative securities. ]

The [Notes] [Warrants] will be issued on [ ] (the "Issue Date") [at [ ] per cent. of their
aggregate principal amount] [at [ ] per [Call] [Put] Warrant] (the "Issue Price").

[Interest Payments for Notes: [The "Fixed Rate Note provisions" apply to the Notes.

Accordingly, the Rate of Interest on the Notes is [[ ] for each fixed

period of [ ]].

] per [annum] [ ]] [[

The interest on the Notes will be paid on specified Interest Payment Dates. The Interest
Amount payable on each Interest Payment Date will be in respect of an Interest Period from
the last Interest Payment Date (or the Interest Commencement Date on [ ]) until the Interest
Payment Date in question.

The Interest Amount for an Interest Period is the Rate of Interest of [ ] multiplied by the
Calculation Amount, and the product is multiplied by the specified Day Count Fraction. The
Day Count Fraction reflects the number of days in the period for which interest is being
calculated.

[[In addition, t] [TThe Notes specify that a Fixed Coupon Amount of [ ] is payable in respect
of [each Interest Period] [the first Interest Period] [the last Interest Period] [ ]. The Fixed
Coupon Amount will be paid on [each] [the] [Interest Payment Date] relating to [ ] [that]
[those] [Interest Period] [Interest Periods].]]

[The "Floating Rate Note provisions" apply to the Notes. Accordingly, the Rate of Interest on
the Notes is a variable percentage rate [per [annum] [ ]] [for each fixed period of [ ]].

The interest on the Notes will be paid on the specified Interest Payment Dates. The Interest
Amount payable on each Interest Payment Date will be in respect of an Interest Period from
the last Interest Payment Date (or the Interest Commencement Date on [ ]) until the Interest
Payment Date in question.

The Rate of Interest for Floating Rate Notes for a given Interest Period is [determined on the
basis of quotations provided electronically by banks in [ ], being the Relevant Financial
Centre] [a notional interest rate on a swap transaction in the Settlement Currency of [ ]] [with
the addition of an additional percentage rate per [annum] [ | (known as the Margin)].

The Interest Amount for the Interest Period is the Rate of Interest multiplied by the
Calculation Amount, which is a specified nominal amount of the Notes, and the product is
multiplied by a specified Day Count Fraction. The Day Count Fraction reflects the number of
days in the period for which the interest is being calculated.

[The Rate of Interest will not fall below the Minimum Interest Rate of [ ].]
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[The Rate of Interest will not exceed the Maximum Interest Rate of [ ].]]]

[Coupon Trigger Amounts for Notes: In addition, the "Coupon Trigger Event" provisions
apply to the Notes.

Accordingly:

e if on a specified Coupon Trigger Valuation Date, the Observation Index Level Performance
[of the worst performing Index in the Index Basket] is equal or greater than the relevant
Coupon Trigger Level corresponding to such Coupon Trigger Valuation Date and specified in
the table below, the Note will provide for a Coupon Trigger Amount equal to the Calculation
Amount of the Note multiplied by the relevant Coupon Trigger Rate corresponding to such
Coupon Trigger Valuation Date and specified in the table below.

e if on a specified Coupon Trigger Valuation Date, the Observation Index Level Performance
[of the worst performing Index in the Index Basket] is less than the relevant Coupon Trigger
Level corresponding to such Coupon Trigger Valuation Date and specified in the table below,
no Coupon Trigger Amount will be payable in respect of such Coupon Trigger Valuation
Date.

Coupon  Trigger Valuation | Coupon Trigger Level | Coupon Trigger Rate
Date

[ ] [ ] [ ]

For the purposes of making the above calculations, the Observation Index Level Performance
[of an Index in the Index Basket] is the Relevant Level [of such Index] on a specified Coupon
Trigger Valuation Date divided by the Initial Index Level [of such Index] and expressed as a
percentage.]]

[Representative of the [Noteholders] [Warrantholders]: Not Applicable. There is no
representative appointed to act on behalf of the [Noteholders] [Warrantholders].]

C.10

Derivative components
in interest payment:

Notes may or may not have a derivative component in the interest payment. Notes which have
a derivative component in the interest payment will accrue interest according to the
performance of a specified index or performances of specified indices. Warrants do not bear
interest.

[The interest payable on the Notes has a derivative component as follows:
The "Coupon Trigger Event" provisions apply to the Notes. Accordingly:

o if on a specified Coupon Trigger Valuation Date, the Observation Index Level Performance
[of the worst performing Index in the Index Basket] is equal or greater than the relevant
Coupon Trigger Level corresponding to such Coupon Trigger Valuation Date and specified in
the table below, the Note will provide for a Coupon Trigger Amount equal to the Calculation
Amount of the Note multiplied by the relevant Coupon Trigger Rate corresponding to such
Coupon Trigger Valuation Date and specified in the table below .

e if on a specified Coupon Trigger Valuation Date, the Observation Index Level Performance
[of the worst performing Index in the Index Basket] is less than the relevant Coupon Trigger
Level corresponding to such Coupon Trigger Valuation Date and specified in the table below,
no Coupon Trigger Amount will be payable in respect of such Coupon Trigger Valuation
Date.

Coupon Trigger Valuation | Coupon Trigger Level Coupon Trigger Rate
Date

[ ] [ ] [ ]

For the purposes of making the above calculations, the Observation Index Level Performance
[of an Index in the Index Basket] is the Relevant Level [of such Index] on a specified Coupon
Trigger Valuation Date divided by the Initial Index Level [of such Index] and expressed as a
percentage.]]

[Not Applicable. [The Notes have a denomination of more than EUR 100,000 (or its
equivalent in any other currency) per Note] [Warrants are not interest bearing].]

[Not Applicable. There is no derivative component in relation to the interest payable on the
Notes.]
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C.11

Listing and trading:

Notes and Warrants may or may not be listed on the Official List of the United Kingdom
Financial Conduct Authority and admitted to trading on the regulated market of the London
Stock Exchange plc.

[Application [has been] [will be] made to admit the [Notes] [Warrants] to the Official List of
the United Kingdom Financial Conduct Authority and to trading on the regulated market of
the London Stock Exchange plc.] [Not Applicable. The [Notes] [Warrants] will not be
admitted to trading on any regulated market. ]

C.15

Effect of value of
underlying
instruments on the
value of the
investment:

The return on, and value of, the Notes and Warrants will be linked to the performance of a
specified index or the performances of specified indices. In addition, any interest payments
will be calculated by reference to a fixed rate, floating rate or the performance of a specified
index.

[Fluctuations in the level of the Index or the securities underlying an Index may affect the
value of the [Notes] [Warrants], but equally an investor in the [Notes] [Warrants] is subject to
the risk that expectations of fluctuation in level of the Index or securities underlying an Index
during the remaining period to the [maturity of the Notes] [expiry of the Warrants] or any
earlier [redemption] [exercise] date would adversely affect amounts payable in respect of the
[Notes] [Warrants]. The level of the Index or the securities underlying an Index may vary
over time and may increase or decrease by reference to a variety of factors which may include
corporate actions, macro-economic factors and speculation. ]

[Not Applicable. [The Notes have a denomination of more than EUR 100,000 (or its
equivalent in any other currency) per Note.] [The Warrants can only be acquired for a
consideration of at least EUR 100,000 per Warrant.]]

C.16

Expiration or maturity
date of derivative
securities:

The Notes and Warrants respectively are scheduled to be redeemed or expire on a scheduled
date.

[The maturity date of the Notes is [ ] (the "Maturity Date").] [The expiry date in respect of
the Warrants is [ ] (the "Expiry Date"). The Warrants are "European Style Warrants" and are
therefore exercisable on the Expiry Date.]

C.17

Settlement procedure:

The Notes or Warrants will be cash settled and all payments will be made through the relevant
clearing system.

The [Notes] [Warrants] will be cash-settled.

All payments to [Noteholders] [Warrantholders] will be paid through [Euroclear] [and/or]
[Clearstream, Luxembourg] [CREST].

C.18

Return on securities:

The return on, and value of, the Notes and Warrants will be linked to the performance of a
specified index or the performances of specified indices. In addition, any interest payments
will be calculated by reference to a fixed rate, floating rate or the performance of a specified
index.

The [Notes] [Warrants] entitle holders to cash payments and do not entitle an investor to
physical delivery of securities.

[Unless redeemed early, the Notes will be automatically redeemed on the Maturity Date, at
which time the investor will be entitled to receive the Final Redemption Amount (if any).]

[The Warrants are automatically exercisable and will be deemed to be exercised on the Expiry
Date at which time the investor will be entitled to receive the Cash Settlement Amount (if

any).]

[Warrants are exercised by the due completion and delivery of an exercise notice to [Euroclear
and/or Clearstream, Luxembourg] [CREST] and the Principal Warrant Agent on the Expiry
Date, otherwise such Warrants will become void. Following a due exercise, the investor will
be entitled to receive the Cash Settlement Amount.]

C.19

Exercise price or final
reference price of the
underlying:

Calculations which are required to be made in order to determine payments in respect of the
Notes and Warrants and determinations of the levels of the specified index or specified indices
will be made by the Calculation Agent.

The calculations which are required to be made to calculate the [Final Redemption Amount [or
Automatic Early Redemption Amount]] [Cash Settlement Amount], will be based on the level
of [the] [each] Index (the "Relevant Level") determined by the Calculation Agent being
[HSBC Bank plc] [HSBC France]. The Calculation Agent will determine the Relevant Level
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by reference to the level of [the] [each[ Index quoted on a particular exchange or quotation
system at a valuation time.

C.20

Type of the
underlying:

The return on, and value of, Notes and Warrants will be linked to the performance of a
specified index or the performances of specified indices. In addition, any interest payments
will be calculated by reference to a fixed rate, floating rate or the performance of a specified
index.

The underlying for the [Notes] [Warrants] is [one index, namely] [a basket of indices,
comprised of] [ ].

[Information on the [Index] [Indices] can be found [ ].]

Section D — Risks

D.2

Key risks specific to
the issuer:

The Issuer has exposure to counterparties in the eurozone which may be affected by a
sovereign or currency crisis: In spite of austerity measures and structural reforms, peripheral
eurozone countries continued to exhibit a high ratio of sovereign debt to GDP or short to
medium-term maturity concentration of their liabilities. Although the Group’s exposure to the
peripheral eurozone countries is limited and reduced further in 2013, the Group is still exposed
to counterparties in core European countries which could be affected by any sovereign or
currency crisis.

The Issuer has significant exposure to counterparty risk both within the financial sector
and to other risk concentrations: Financial institutions are necessarily interdependent
because of trading, clearing, counterparty or other relationships, which could affect its funding
and its ability to manage the risks of its business.

Liquidity, or ready access to funds, is essential to the Issuer's business: If the Issuer is
unable to raise funds, its liquidity position could be adversely affected and the Issuer might be
unable to meet deposit withdrawals or obligations under committed financing facilities, to
fund new investments or to repay borrowings as they mature.

The Issuer's operations are highly dependent on its information technology systems: The
reliability and security of the Issuer's information and technology infrastructure and the
Issuer's customer databases are crucial to maintaining the service availability of banking
applications and processes and to protecting the HSBC brand. Critical systems failure,
prolonged loss of service, internet crime or fraud or a material breach of security could lead to
financial loss and cause damage to the Issuer's business and brand.

The Issuer faces a number of regulatory and supervisory risks and challenges: Financial
service providers face increasingly stringent and costly regulatory and supervisory
requirements, particularly in the areas of capital and liquidity management, operational
structures, conduct of business and the integrity of financial services delivery.

In particular the following regulatory initiatives may affect the manner in which the Group
conducts its activities and structures itself, with the potential to both increase the costs of
doing business and curtail the types of business carried out, with the risk of decreased
profitability: (i) the introduction of the Capital Requirements Directive IV ("CRD IV") which
implements in the EU the Basel III measures, the publication by the Prudential Regulatory
Authority ("PRA") of its final rules on implementing CRD IV and the forthcoming ECB Asset
Quality Review, each of which relates to the quality and quantity of capital that eurozone
banks must hold, (ii) finalisation of the Financial Services (Banking Reform) Act 2013 which
gives effect to the recommendations of the Independent Commission on Banking in relation to
the future ring-fencing of the UK retail banking business from wholesale banking activities,
(ii1) changes in the regime for the operation of capital markets including the introduction of
central clearing, reporting and margin requirements through the European Market
Infrastructure  Regulation and the revised Markets in Financial Instruments
Directive/Regulation and (iv) requirements flowing from arrangements for the recovery and
resolution of the Issuer and its main operating entities.

In addition, the regulatory structure within the UK comprising the Financial Policy Committee
("FPC"), the PRA and the Financial Conduct Authority ("FCA") and the granting to the
European Central Bank of supervisory powers, may affect the Issuer and the Group and their
activities. In particular, the FPC has the ability to seek additional capital for lending to sectors
perceived as higher risk and to increase the amount of capital that banks are required to hold
when threats to financial stability are judged to be emerging and the FCA has continued to
increase its focus on ‘conduct risk’ including attention to sales processes and incentives,
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product and investment suitability and conduct of business concerns more generally. In
conjunction with this focus, the UK regulators are making increasing use of existing and new
powers of intervention and enforcement. This may lead to significant costs and liabilities for
the Issuer.

Regulatory proceedings: The Group remains subject to a number of regulatory proceedings
involving investigations and reviews by various regulatory, competition and enforcement
authorities. These regulatory proceedings include investigations into the possible mis-selling
in the UK of certain products, including Payment Protection Insurance and interest rate
hedging products and in relation to 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 and in relation to alleged anti-competitive behaviour in the
credit derivative market. It is difficult to predict the outcome of regulatory proceedings
involving the Group’s businesses. Unfavorable outcomes may have a material adverse effect
on the Group’s reputation, brand and results.

In 2013, HSBC Holdings entered into agreements with US and UK government agencies to
comply with certain forward-looking obligations with respect to anti-money laundering and
sanctions requirements over a five-year term. Failure to comply with the terms of such
agreements may have an adverse effect on the Group.

D.3

Key risks specific to
the securities:

Credit risk: The Notes and Warrants are direct, unsecured and unsubordinated obligations of
the Issuer and not of any other person. If the Issuer's financial position were to deteriorate,
there could be a risk that the Issuer would not be able to meet its obligations under the Notes
and Warrants (the Issuer's credit risk). If the Issuer becomes insolvent or defaults on its
obligations under the Notes and Warrants, in the worst case scenario, investors in the Notes
and Warrants could lose all of their invested amounts.

The Notes and Warrants are unsecured obligations: The Notes and Warrants are not secured
over any asset. Therefore, the investor would not be able to enforce security as a method of
recouping payments due under the Notes or Warrants if the Issuer were to become insolvent
and cease to be able to pay such amounts.

The Notes and Warrants are not ordinary debt securities: The Notes may not pay interest,
the Warrants do not pay interest and, upon redemption or expiry (as applicable), either the
Notes or Warrants may return less than the amount invested or nothing.

No ownership rights: The Notes and Warrants do not confer any legal or beneficial interest or
any voting or dividend rights in securities underlying the Index.

There may be no active trading market or secondary market for liquidity for Notes and
Warrants: Any Series of Notes and Warrants may not be widely distributed and there may not
be an active trading market, nor is there assurance as to the development of an active trading
market. If there is no liquid market, investors may not be able to realise their investment in the
Notes and Warrants until maturity or expiry of such Notes and Warrants or may not realise a
return that equals or exceeds the purchase price of their Notes and Warrants.

Illegality or changes in tax law may cause the Issuer's obligations under the Notes to be
redeemed early or the Warrants to be terminated early: If the Calculation Agent determines
the performance of the Issuer's obligations under any Notes and Warrants shall have become
unlawful or impracticable, or if the Issuer determines that it has become liable for, or
payments under the Notes have become subject to, any taxes the Issuer may redeem the Notes
or terminate its obligations under the Warrants and pay a sum representing [the fair value of
the Notes or Warrants (as applicable)] [par value for the Notes]. As a result, Noteholders and
Warrantholders will forgo any future appreciation in the relevant Index [and any further
interest payments,] [and may suffer a loss of some or all of their investments].

Taxation: All payments under the Notes and Warrants will be made without deduction of
United Kingdom taxes unless otherwise required. Investors should therefore be aware that they
may be subject to taxes in respect of transactions involving Notes or Warrants depending,
amongst other things, upon the status of the potential purchaser and laws relating to transfer
and registration taxes.

Capital risks relating to Notes and Warrants: Unless the relevant Series of Notes or Put and
Call Warrants (when held as a pair) is fully principal protected, the repayment of any amount
invested in Notes or Put and Call Warrants and any return on investment is not guaranteed. As
a result the investors' capital can fall below the amount initially invested. Unlike a savings
account or similar investment, an investment in the Notes or Warrants is not covered by the
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UK Financial Services Compensation Scheme.

Certain factors affecting the value and trading price of Notes and Warrants: Amounts
payable under the Notes and Warrants may be affected by fluctuation in value of the Index or
securities underlying an Index, changes in interest rates, volatility of the securities underlying
the Index, time remaining to redemption or exercise (as applicable) and dividend rates on the
securities underlying an Index.

Conflicts of Interest may arise between the Issuer or its affiliates and the Noteholders or
Warrantholders: The Issuer or its affiliates may enter into hedging or other transactions (i)
relating to an Index or to securities underlying an Index or (ii) with issuers of securities
underlying an Index. The Issuer or its affiliates may also publish research or other reports
relating to Indices or securities underlying an Index. Any such activities may have a positive
or negative effect on the value of Notes and Warrants relating to such Indices. In addition, the
Issuer may assume roles as hedging counterparty or calculation agent under the Notes and
Warrants. In respect of any of these roles the Issuer may have interests that conflict with the
interests of Noteholders or Warrantholders.

Calculation Agent's discretion and valuations: Calculation of amounts payable in respect of
redemption or exercise of the Notes or Warrants and any interest payments, if applicable, may
be made by reference to specified screen rates or levels published on exchanges or other
quotation systems and, in the absence of such display, at an amount determined by the
Calculation Agent at its sole and absolute discretion acting in good faith. The Calculation
Agent may be permitted to use its proprietary models to set the terms of adjustments which
may be made under the Notes and Warrants which may be difficult to verify without expertise
in valuation models.

[Commission and cost of hedging: The Issue Price of the Notes or Warrants may include the
distribution commission or fee charged by the Issuer and/or its affiliates and the cost or
expected costs of hedging the Issuer's obligations under the Notes and Warrants (if any).
Accordingly, there is a risk that, upon issue, the price of the Notes or Warrants in the
secondary market would be lower than the original Issue Price of the Notes or Warrants, as
applicable.]

Exchange control risks: Government and monetary authorities may impose or modify
exchange controls that could adversely affect an applicable exchange rate or transfer of funds
in and out of the country. As a result of such restrictions, the Issuer may make payments
under the Notes or Warrants in U.S. dollars or another currency than the Settlement Currency.
As a result, investors will forgo any future appreciation of the Settlement Currency.

Exchange rate risks: The Issuer will pay amounts in respect of the Notes and Warrants in the
Settlement Currency. Where the Settlement Currency is not the same as the investor's
preferred currency, the realisable value of the investment in the investor's preferred currency
may be at risk from fluctuations in the exchange rate.

[Emerging markets currency risks: Notes and Warrants issued may settle in an emerging
markets currency. Investors in such Notes and Warrants should be aware that these markets
are subject to greater risks than well developed markets. Currencies of emerging markets
countries may be volatile and subject to exchange controls. If the Settlement Currency is an
emerging markets currency, the Notes and Warrants may provide that the Issuer is entitled to
make payments in an alternative payment currency if it is not possible or impracticable for the
Issuer to make payments in the Settlement Currency due to such emerging markets currency
risks.]

Market Disruption Events and Additional Disruption Events: In the case of early closure of
the relevant exchange, disruption of such exchange or suspension of trading on such exchange
("Market Disruption Events") or a hedging disruption, a change in applicable laws, an
increased cost of hedging ("Additional Disruption Events") or in case of an index
cancellation or modification or disruption in the publication of the index (each, an "Index
Adjustment Event"), postponement or adjustment of valuations in case of a Market
Disruption Event or adjustment of terms or termination of the Notes and Warrants in case of
an Additional Disruption Event or Index Adjustment Event in respect of such Notes and
Warrants may have an adverse effect on the value of such Notes and Warrants.

[RMB risks: There are restrictions on the conversion of RMB into other currencies. The
amount of Offshore RMB deliverable outside PRC may be limited, which may affect the
liquidity of Notes or Warrants settling in Offshore RMB. The market for Offshore RMB is a
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different market to that of RMB deliverable in PRC. The Offshore RMB exchange rate may be
influenced by the onshore RMB exchange rate. The Offshore RMB market may become
illiquid or Offshore RMB may become inconvertible or non-transferable. In such
circumstances the Issuer may settle payments under the Notes or Warrants in [U.S. dollars]
[ ] In addition, interest rates are government-controlled in PRC and changes therein may
affect the Offshore RMB interest rate which may cause the value of the Notes or Warrants to
fluctuate.]

[Specific risks relating to Floating Rate Notes: The rate of interest is not fixed and is tied to
the performance of an underlying benchmark [subject to a [Maximum Interest Rate] [and]
[Minimum Interest Rate]]. The rate of interest can periodically go down and therefore return
on the Notes is not guaranteed and may in a worst case scenario become zero. [Investors
should be aware that in respect of Floating Rate Notes which are subject to a Maximum
Interest Rate return on the Notes is limited to such Maximum Interest Rate and therefore
investors will not benefit from any further increases of the underlying benchmark above such
Maximum Interest Rate.]]

[Specific risk relating to Fixed Rate Notes: The rate of interest is fixed during the term of the
Notes.

Therefore, investors in Fixed Rate Notes will not benefit from any increases in market interest
rates. ]

D.6

Key risks specific to
the securities and risk
warning to investors:

Credit risk: The Notes and Warrants are direct, unsecured and unsubordinated obligations of
the Issuer and not of any other person. If the Issuer's financial position were to deteriorate,
there could be a risk that the Issuer would not be able to meet its obligations under the Notes
and Warrants (the Issuer's credit risk). If the Issuer becomes insolvent or defaults on its
obligations under the Notes and Warrants, in the worst case scenario, investors in the Notes
and Warrants could lose all of their invested amounts.

The Notes and Warrants are unsecured obligations: The Notes and Warrants are not secured.
If the Issuer becomes unable to pay amounts owed to investors under the Notes and Warrants,
such investors would not have recourse to securities underlying the Index or any other security
or collateral, and may not receive any payments under the Notes and Warrants.

The Notes and Warrants are not ordinary debt securities: The Notes may not pay interest,
the Warrants do not pay interest and, upon redemption or expiry (as applicable), either the
Notes or Warrants may return less than the amount invested or nothing.

No ownership rights: The Notes and Warrants do not confer any legal or beneficial interest or
any voting or dividend rights in securities underlying the Index.

There may be no active trading market or secondary market for liquidity for Notes and
Warrants: Any series of Notes and Warrants may not be widely distributed and there may not
be an active trading market, nor is there assurance as to the development of an active trading
market. If there is no liquid market, investors may not be able to realise their investment in the
Notes and Warrants until maturity or expiry of such Notes and Warrants or may not realise a
return that equals or exceeds the purchase price of their Notes and Warrants.

Illegality or changes in tax law may cause the Issuer's obligations under the Notes to be
redeemed early or the Warrants to be terminated early: If the Calculation Agent determines
the performance of the Issuer's obligations under any Notes and Warrants shall have become
unlawful or impracticable, or if the Issuer determines that it has become liable for, or
payments under the Notes have become subject to, any taxes the Issuer may redeem the Notes
or terminate its obligations under the Warrants and pay a sum representing [the fair value of
the Notes or Warrants (as applicable)] [par value for the Notes]. As a result, Noteholders and
Warrantholders will forgo any future appreciation in the relevant Index [and any further
interest payments,] [and may suffer a loss of some or all of their investments].

Taxation: All payments under the Notes and Warrants will be made without deduction of
United Kingdom taxes unless otherwise required. Investors should therefore be aware that they
may be subject to taxes in respect of transactions involving Notes or Warrants depending,
amongst other things, upon the status of the potential purchaser and laws relating to transfer
and registration taxes.

Capital risks relating to Notes and Warrants: Unless the relevant Series of Notes or Put and
Call Warrants (when held as a pair) is fully principal protected, the repayment of any amount
invested in Notes or Put and Call Warrants and any return on investment is not guaranteed. As
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a result the investors' capital can fall below the amount initially invested. Unlike a savings
account or similar investment, an investment in the Notes or Warrants is not covered by the
UK Financial Services Compensation Scheme.

Certain factors affecting the value and trading price of Notes and Warrants: Amounts
payable under the Notes and Warrants may be affected by fluctuation in value of the Index or
securities underlying an Index, changes in interest rates, volatility of the securities underlying
the Index, time remaining to redemption or exercise (as applicable) and dividend rates on the
securities underlying an Index.

Conflicts of Interest may arise between the Issuer or its affiliates and the Noteholders or
Warrantholders: The Issuer or its affiliates may enter into hedging or other transactions (i)
relating to an Index or to securities underlying an Index or (ii) with issuers of securities
underlying an Index. The Issuer or its affiliates may also publish research or other reports
relating to Indices or securities underlying an Index. Any such activities may have a positive
or negative effect on the value of Notes and Warrants relating to such Indices. In addition, the
Issuer may assume roles as hedging counterparty or calculation agent under the Notes and
Warrants. In respect of any of these roles the Issuer may have interests that conflict with the
interests of Noteholders or Warrantholders.

Calculation Agent's discretion and valuations: Calculation of amounts payable in respect of
redemption or exercise of the Notes or Warrants and any interest payments, if applicable, may
be made by reference to specified screen rates or levels published on exchanges or other
quotation systems and, in the absence of such display, at an amount determined by the
Calculation Agent at its sole and absolute discretion. The Calculation Agent may be permitted
to use its proprietary models to set the terms of adjustments which may be made under the
Notes and Warrants which may be difficult to verify without expertise in valuation models.

[Commission and cost of hedging: The Issue Price of the Notes or Warrants may include the
distribution commission or fee charged by the Issuer and/or its affiliates and the cost or
expected costs of hedging the Issuer's obligations under the Notes and Warrants (if any).
Accordingly, there is a risk that, upon issue, the price of the Notes or Warrants in the
secondary market would be lower than the original Issue Price.]

Exchange control risks: Government and monetary authorities may impose or modify
exchange controls that could adversely effect an applicable exchange rate or transfer of funds
in and out of the country. As a result of such restrictions the Issuer may make payments under
the Notes or Warrants in U.S. dollars or another currency than the Settlement Currency. As a
result, investors will forgo any future appreciation of the Settlement Currency.

Exchange rate risks: The Issuer will pay amounts in respect of the Notes and Warrants in the
Settlement Currency. Where the Settlement Currency is not the same as the investor's
preferred currency, the realisable value of the investment in the investor's preferred currency
may be at risk from fluctuations in the exchange rate.

[Emerging markets currency risks: Notes and Warrants issued may settle in an emerging
markets currency. Investors in such Notes and Warrants should be aware that these markets
are subject to greater risks than well developed markets. Currencies of emerging markets
countries may be volatile and subject to exchange controls. If the Settlement Currency is an
emerging markets currency, the Notes and Warrants may provide that the Issuer is entitled to
make payments in an alternative payment currency if it is not possible or impracticable for the
Issuer to make payments in the Settlement Currency due to such emerging markets currency
risks.]

Market Disruption Events and Additional Disruption Events: In the case of early closure of
the relevant exchange, disruption of such exchange or suspension of trading on such exchange
("Market Disruption Events") or a hedging disruption, a change in applicable laws, an
increased cost of hedging ("Additional Disruption Events") or in case of an index
cancellation or modification or disruption in the publication of the index (each, an "Index
Adjustment Event"), postponement or adjustment of valuations in case of a Market
Disruption Event or adjustment of terms or termination of the Notes and Warrants in case of
an Additional Disruption Event or Index Adjustment Event in respect of such Notes and
Warrants may have an adverse effect on the value of such Notes and Warrants.

[RMB risks: There are restrictions on the conversion of RMB into other currencies. The
amount of Offshore RMB deliverable outside PRC may be limited, which may affect the
liquidity of Notes or Warrants settling in Offshore RMB. The market for Offshore RMB is a
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different market to that of RMB deliverable in PRC. The Offshore RMB exchange rate may be
influenced by the onshore RMB exchange rate. The Offshore RMB market may become
illiquid or Offshore RMB may become inconvertible or non-transferable. In such
circumstances the Issuer may settle payments under the Notes or Warrants in [U.S. dollars]
[ ] In addition, interest rates are government-controlled in PRC and changes therein may
affect the Offshore RMB interest rate which may cause the value of the Notes or Warrants to
fluctuate.]

[Specific risks relating to Floating Rate Notes: The rate of interest is not fixed and is tied to
the performance of an underlying benchmark [subject to a [Maximum Interest Rate] [and]
[Minimum Interest Rate]]. The rate of interest can periodically go down and therefore return
on the Notes is not guaranteed and may in a worst case scenario become zero. [Investors
should be aware that in respect of Floating Rate Notes which are subject to a Maximum
Interest Rate return on the Notes is limited to such Maximum Interest Rate and therefore
investors will not benefit from any further increases of the underlying benchmark above such
Maximum Interest Rate.]]

[Specific risk relating to Fixed Rate Notes: The rate of interest is fixed during the term of the
Notes.

Therefore, investors in Fixed Rate Notes will not benefit from any increases in market interest
rates. ]

Investors may lose the value of their entire investment or part of it, as the case may be.

Section E — Offer

E.2b | Reasons for the offer The net proceeds from each issue will be applied by the Issuer for profit making or risk
and use of proceeds: hedging unless otherwise specified below.
[The net proceeds from the issue of the [Notes] [Warrants] will be used by the Issuer for
[profit making or risk hedging] [ ] purposes.]
[Not Applicable. The Notes have a denomination of more than EUR 100,000 (or its equivalent
in any other currency) per Note.]
E.3 Terms and conditions [An investor intending to acquire or acquiring [Notes] [Warrants] from an offeror authorised

of the offer:

by the Issuer, will do so, and the offer and sale of [Notes] [Warrants] to an investor by such
Authorised Offeror will be made, in accordance with arrangements agreed between such
Authorised Offeror and such investor including as to price, allocations and settlement
arrangements.

Offer Price: [Issue Price] [ ]

Total amount of the issue/offer; if the amount is not fixed, description [ ] [Not
of the arrangements and time for announcing to the public the Applicable]
definitive amount of the offer:

The time period, including any possible amendments, during which [ ] [Not

the offer will be open: Applicable]

Conditions to which the offer is subject: [ ] [Not
Applicable]

Description of the application process: [ 1 [Not
Applicable]

Description of possibility to reduce subscriptions and manner for [ ] [Not

refunding excess amount paid by applicants: Applicable]

Details of the minimum and/or maximum amount of application: [ 1] [Not
Applicable]

Details of the method and time limits for paying up the securities and [ ] [Not

delivering of the securities: Applicable]

Manner in and date on which results of the offer are to be made public: [ ] [Not
Applicable]

Procedure for exercise of any right of pre-emption, negotiability of [ ] [Not

subscription rights and treatment of subscription rights not exercised: Applicable]
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Whether tranche(s) have been reserved for certain countries: [ 1] [Not

Applicable]
Process for notification to applicants of the amount allotted and the [ ] [Not
indication whether dealing may begin before notification is made: Applicable]
Amount of any expenses and taxes specifically charged to the [ ] [Not
subscriber or purchaser: Applicable]
Name(s) and address(es), to the extent known to the Issuer, of the [ ] [Not
placers in the various countries where the offer takes place: Applicable]
Name and address of any paying agents and depositary agents in each [ ] [Not
country: Applicable]
Name and address if the entities which have a firm commitment to act [ ] [Not

as intermediaries in secondary trading, providing liquidity through bid Applicable]]
and offer rates and description of the main terms of their commitment:

[Not Applicable. The [Notes] [Warrants] will not be publicly offered.]

[Not Applicable. The Notes have a denomination of more than EUR 100,000 (or its equivalent
in any other currency) per Note.]

E4

Interests material to
the issue/offer
including conflicts of
interest:

The Issuer or its affiliates may engage in hedging or other transactions involving the relevant
Index or securities underlying the Index (as applicable) which may have a positive or negative
effect on the value of such Index and therefore on the value of any Notes or Warrants to which
they relate. Certain affiliates of the Issuer may also be the counterparty to the hedge of the
Issuer's obligations under an issue of the Notes or Warrants and the Calculation Agent is
responsible for making determinations and calculations in connection with the Notes or
Warrants in its sole and absolute discretion acting in good faith. The Issuer or its affiliates may
from time to time advise the issuer or obligors of, or publish research reports relating to, the
Index or the securities underlying an Index (as applicable). The views or advice may have a
positive or negative effect on the value of the Index and may be inconsistent with purchasing
or holding the Notes or Warrants relating to such Index.

[The above statements relating to conflicts of interests [are][are not] applicable to the
[Notes][Warrants].]

[Fees [are] [may be] payable by the Issuer to the [Dealer[s]] [Manager[s]] acting as
underwriter(s) of issues of the [Notes] [Warrants].]

[[Save as disclosed above, no] [No] person involved in the [issue/offer] of the [Notes]
[Warrants] has an interest material to the [issue/offer].] [The following additional interest(s)
are material to issues of the [Notes] [Warrants]: [ ].]

E.7

Estimated expenses
charged to the investor
by the issuer or the
offeror:

Expenses to investors in connection with any issue of Notes and Warrants may or may not be
charged.

[The expenses charged to the investor by the [Issuer] [Authorised Offeror] will consist of [ ]
per cent. commission in respect of the [issue/offer] of the [Notes] [Warrants], which will be
[included in the Issue Price of the [Notes] [Warrants]] [payable by the investor].]

[Not Applicable. [Expenses in respect of [Notes] [Warrants] are not charged directly by the
[Issuer] [Authorised Offeror] to the investor.]

[No commission in respect of the [issue/offer] of the [Notes] [Warrants] will be payable by the
investor.]
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HSBC BANK PLC

Annual Reports and Accounts 2013

Presentation of Information

This document comprises the Annual Report and Accounts
2013 for HSBC Bank plc (‘the bank’) and its subsidiaries
(together ‘the group’). It contains the Strategic Report, the
Report of the Directors and Financial Statements, together
with the Independent Auditor’s Report, as required by the
UK Companies Act 2006. Referencesto ‘HSBC' or ‘the
Group’ within this document mean HSBC Holdings plc
together with its subsidiaries.

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

With effect from 1 January 2013, the group’ s operating
segments have been revised to reflect internal changes made
to the management structure. The revised segments are
consistent with those reported to the bank’ s Executive
Committee, the identified Chief Operating Decision Maker
under IFRS8. Further details are provided in Note 1 ‘Basis
of Preparation’ on page 103. All comparatives have been
adjusted accordingly.

Additional information, including commentary on 2012
versus 2011 and certain statistical and other information,
may be found in a separate document entitled * Additional
Information 2013’ and can be found at www.hsbc.co.uk .

Cautionary Statement Regarding Forward-
Looking Statements

This Annual Report contains certain forward-looking
statements with respect to the financial condition, results of
operations and business of the group.

Satements that are not historical facts, including
statements about the group’ s beliefs and expectations, are
forward-looking statements. Words such as ‘ expects’,
‘anticipates’, ‘intends, ‘plans’, ‘believes, ‘seeks’,
‘estimates’, ‘potential’ and ‘reasonably possible’, variations
of these words and similar expressions are intended to
identify forward-looking statements. These statements are
based on current plans, estimates and projections, and
therefore undue reliance should not be placed on them.
Forwar d-looking statements speak only as of the date they
are made. HSBC Bank plc makes no commitment to revise
or update any forward-looking statements to reflect events
or circumstances occurring or existing after the date of any
forward-looking statement.

Forward-looking statements involve inherent risks and
uncertainties. Readers are cautioned that a number of
factors could cause actual results to differ, in some
instances materially, from those anticipated or implied in
any forward-looking statement.
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HSBC BANK PLC

Financial Highlights of the group

For theyear (Em)
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At year-end (Em)
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Capital ratios (%)
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Return on average invested capital (0N UNDErying Dasis)? ...........ccocueveveeeeeeueeeeeeeeeeeeeseesesses s eee s saen s
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Efficiency and revenue mix ratios (%)
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As a percentage of total operating income:
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Financial ratios (%)
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1 Excludesgain on sale of £1,265 million of HSBC Private Banking Holdings (Suisse) SA to HSBC Holdings plc in 2012.
2 Thereturn on average invested capital measures the return made in the business, enabling management to benchmark the group against

2013

3,294
15,868
12,840

2,495

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

121
130
18.0

8.4
79
79
0.3
17
80.2

6.1
0.4

66.8
439

21.0
15.0

78.2
3.8

2012

1,004
15,407
12,488

2,384

31,675
193,402
282,685
324,886

114
124
173

6.2
3.2
35
0.1
0.5
1184

81
05

82.0
448

24.5
11.9

87.0
34

competitors. Thisratio isdefined as profit attributable to shareholders of the parent company divided by average invested capital. Average

invested capital is measured as average total shareholders’ equity after:

¢ deducting the average balance of the group’s revaluation surplusrelating to property held for own use. This reserve was generated when

determining the deemed carrying cost of such properties on transition to IFRSs and will run down over time as the properties are sold;
o deducting average preference shares and other equity instrumentsissued by HSBC Bank plc (as defined in Note 37 * Called up share

capital and other equity instruments'); and

o deducting average reserves for unrealised gaing/ (losses) on effective cash flow hedges and available-for-sale securities.

3 Thereturn on average total shareholders' equity is defined as profit attributable to shareholders of the parent company divided by the

average total shareholders' equity.

4 Dividends per ordinary share expressed as a percentage of basic earnings per share. Dividends recorded in the financial statements are

dividends per ordinary share declared in a year and are not dividends in respect of, or for, that year.

5 The cost efficiency ratio is defined as total operating expenses divided by net operating income before loan impairment charges and other

credit risk provisons.

Thefinancial highlights are influenced by changes in the group structure over the two years.
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Purpose and Values

Purpose

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

HSBC Values and Global Standards

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

Therole of the HSBC Valuesin daily operating
practice is fundamental to the group’s culturein the
context of the financia services sector and the wider
economy. Thisis particularly important in the light of
developments and changes in regulatory policy, investor
confidence and society’ s view of the role of banks. HSBC
expects its executives and employees to act with
courageous integrity in the execution of their dutiesin the
following ways:

Be dependable and doing the right thing:

e stand firm for what isright, deliver on
commitments, be resilient and trustworthy; and

e take persona accountability, be decisive, use
judgment and common sense, empower others.

Be open to different ideas and cultures:

e communicate openly, honestly and transparently,
value challenge, learn from mistakes; and

e listen, treat peoplefairly, be inclusive, value
different perspectives.

Be connected with customers, communities, regulators
and each other:

e  build connections, be externally focused,
collaborate across boundaries; and

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

HSBC's Vaues are integral to the selection
assessment, recognition and training of staff.

Through the Global Standards programme, HSBC is
transforming how it detects, deters and protects against
financial crime. The group isimplementing a more
consistent, comprehensive approach to assessing financial

crimerisk in order to help protect HSBC' s customers,
HSBC's employees and the financial system asawhole.

The process of embedding Global Standards and the
supporting controls and capabilities that allow the
business to identify and mitigate financia crimerisk is
underway and will continue into 2014 and beyond. The
implementation programme is focused on the following
four areas:

e Datareadiness: creating a complete, cleansed data
set to improve the Group’ s understanding of the
customer base and facilitate its financia crime risk
assessment. Thiswill provide the basis for
transaction monitoring and assist capacity planning
to improve the quality and efficiency of the group’s
know your customer (‘KYC’) activities.

e Customer duediligence: strengthening the rigour
with which HSBC researches and evaluates the
group’ s customers and affiliates to better understand
them and their activities; improving KY C profiling
through enhanced due diligence, customer
identification, screening and financial crimerisk
scoring; and tightening its controls around tax
transparency and bearer shares. For instances that
exceed itsrisk appetite, HSBC is putting in place a
global customer selection and exit palicy.

e Financial crime compliance: building HSBC's
Financial Crime Compliance organisation with the
right people and capabilities to support the business;
developing global policies for Anti-Money
Laundering (*AML"), sanctions, anti-bribery,
corruption and enhancing the monitoring, screening
and testing that will allow us to manage financial
crimerisk more effectively; and designing a new,
annual HSBC-wide risk assessment to better
understand the financial crime risk HSBC carriesin
the business and determine the best approach to
manage it.

e Financial intelligence: establishing a new global
network of Financial Intelligence Units that use
cutting edge technology to identify and investigate
significant cases, trends and strategic issues related
to financia crimerisks.

The group dividesits activities into four business
segments: Retail Banking and Wealth Management;
Commercia Banking; Global Banking and Markets; and
Global Private Banking.
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Products and Services

Retail Banking and Wealth Management U

The group’ s Retail Banking and Wealth Management
business (‘RBWM?") takes deposits and provides
transactional banking services to enable customersto
manage their day-to-day finances and save for the future.

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

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

Typically, products offered to customers include:

o liability-driven services: deposits and account
Services,

e asset-driven services: credit and lending, both secured
and unsecured; and

o fee-driven and other services: financia advisory,

broking, life insurance manufacturing and asset
management.

HSBC Premier: provides preferentia banking services
and global recognition to mass affluent customers and
their immediate families with a dedicated relationship
manager, specialist wealth advice and tailored solutions.
Customers can access emergency travel assistance,
priority telephone banking and an online ‘global view’ of
their Premier accounts around the world.

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

Wealth Solutions & Financial Planning: a
financial planning process designed around individual
customer needs to help clients to protect, grow and
manage their wealth through investment and wealth
insurance products manufactured by Global Asset
Management, Markets and HSBC Insurance and by
selected third-party providers.

Basic Banking: increasingly provides globally
standardised but locally delivered, reliable, easy to
understand, good-value banking products and services,
increasingly using global product platforms and globally
set service standards.

Customers can interact through four principal channels:
branches, self-service terminals, telephone service centres
and digital (internet and mobile).

Commercial Banking o
The group’s Commercia Banking business (CMB’) is
segmented into large corporates, mid-market companies

and Business Banking. This allows the group to provide an
appropriate level of support to both companies with more
sophisticated needs and small and medium-sized

enterprises (' SMES') as they grow both domestically and
internationally, and ensures a clear focus on internationally
aspirant customers.

The group places particular emphasis on international
connectivity to meet the needs of its business customers.
HSBC aims to be recognised as the leading international .
trade and business bank by focusing on faster-growing
markets, repositioning towards international business and
enhancing collaboration across the HSBC Group.

Credit and Lending: the group offers a broad range of
domestic and cross-border financing, including
overdrafts, corporate cards, term loans and syndicated,
leveraged acquisition and project finance. Asset finance
is also offered in selected countries.

Global Trade and Receivables Finance: the group
provides the services and finance its clients need
throughout the trade cycle including letters of credit;
collections; guarantees; receivables finance; supply chain
solutions; commodity and structured finance; and risk
distribution. HSBC is supporting the development of
renminbi as atrade currency, with renminbi capabilities
in more than 50 markets.

Payments and Cash Management: HSBCisa
leading provider of domestic and cross-border payments,
collections, liquidity management and account services
providing local, regional and global solutions delivered
via e-enabled platforms designed to address the current
and future needs of its customers.

Insurance and Investments: the group offers
business and financial protection, trade insurance,
employee benefits, corporate wealth management and a
variety of other commercial risk insurance productsin
selected countries.

Global Banking and Markets: the CMB franchise
represents a key client base for Global Banking and
Markets products and services, including foreign
exchange and interest rate products, together with capital
raising on debt and equity markets and advisory services.
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Global Banking and Markets

Global Banking and Markets (' GB&M’) provides tailored
financial solutionsto major government, corporate and
institutional clients worldwide. Managed as a global
business with regional oversight, GB& M operates along-
term relationship management approach to build afull
understanding of clients’ financial requirements. Sector-
focused client service teams comprising relationship
managers and product specialists develop financial
solutions to meet individual client needs.

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

Client Coverage contains relationship managers,
organised by sector, region and country who work to
understand client needs and provide holistic solutions by
bringing together HSBC' s broad array of product
capabilities.

Markets provide sales and trading services which are

categorised as follows:

- Credit and Rates sell, trade and distribute fixed
income securities to clients including corporates,
financial institutions, sovereigns, agencies and public
sector issuers. They also offer clients risk management
solutions.

- Foreign Exchange provides spot and derivative
products to meet the investment demands of
institutional investors, the hedging needs of SMEs and
large corporates, and the needs of RBWM customers
in the group’s branches.

- Equities provides sales and trading services for
clients, including primary issuance, direct market
access as well as financing and hedging sol utions.

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

Payments and Cash Management productsinclude
non-retail deposit taking, and international, regional and
domestic payments and cash management services.

Securities Services provides custody and clearing
services and funds administration to both domestic and
cross-border investors.

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

Balance Sheet Management isresponsible for the
management of liquidity and funding. It also manages
structural interest rate positions within the Markets limit
structure.

Global Private Banking

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

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

Private Banking services comprise multicurrency and
fiduciary deposits, account services, and credit and
specialist lending. GPB also accesses HSBC' s universal
banking capabilities to offer products and services such
as credit cards, internet banking, and corporate and
investment banking solutions.

Investment Management comprises advisory and
discretionary investment services, as well as brokerage
across asset classes. This includes a complete range of
investment vehicles, portfolio management, security
services and alternatives.

Private Trust Solutions comprise trusts and estate
planning, designed to protect wealth and grow it for
future generations through structures tailored to meet the
individual needs of each client.




HSBC BANK PLC

Strategic Report: Strategic Direction

Introduction

Against the welcome backdrop of generally improving
economic conditions, the group was able to make
significant further progress during 2013 in contributing to
the reshaping of HSBC. The focus of these efforts was
twofold; firstly, concentrating on capturing the high
quality opportunities from and within HSBC's
increasingly distinctive international network and
diversified business model; and, secondly, improving risk
management and control through eliminating or
restructuring businesses with higher inherent risk
characteristics. The combination of HSBC's commitment
to implementing Global Standards, addressing regulatory
changes and managing increased capital discipline has
driven afundamental review of all aspects of its business.

As at 31 December 2013, the bank had 1,132
branches in the United Kingdom and 13 located in the
Isle of Man and the Channel Islands. The bank had
further branches in Belgium, the Czech Republic, France,
Greece, the Hong Kong Special Administrative Region,
Ireland, Isradl, Italy, Luxembourg, Netherlands, South
Africa, Spain and Switzerland.

The bank’ s subsidiaries have banks, branches and
officesin Armenia, the Channel Islands, France,
Germany, Greece, Hong Kong Special Administrative
Region of the People’'s Republic of China, Ireland,
Kazakhstan, Luxembourg, Malta, Poland, Russia, South
Africa, Switzerland and Turkey.

Strategy

The group’ s strategic direction is embedded in HSBC's
strategy which is aligned to two long-term trends:

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

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

What mattersin this environment is:
e Dbeing able to take advantage of organic investment

opportunities in the most attractive growth markets
and maintaining the capacity to invest; and

e having an international network and global product
capabilitiesto capture international trade and
movements in capital.

The group’ s competitive advantages come from:

e itsmeaningful presencein and long-term
commitment to HSBC' s key strategic markets;

e itsstable funding base;

e itsinterconnectivity to HSBC' s business network,
which covers over 90 per cent of global trade and
capital flows; and

e itslocal balance sheet strength and trading
capabilities in the most relevant financial hubs.

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

Wealth management and retail with local scale -
HSBC will capture opportunities arising from social
mobility and wealth creation in the marketsin whichiitis
present. The Group will only invest in full scale retail
businesses in markets where it can achieve profitable
scale.

Network of businesses connecting the world - HSBC
iswell positioned to capture the growing international
trade and capital flows. The Group’s global reach and
range of services place HSBC in a strong position to
serve corporate clients as they grow from small
enterprisesinto large and international corporates.

In Europe the group’saim isto be the leading and
most respected international bank connecting Europe with
the rest of the world. The group will achieve this by
exploring growth opportunities and by focusing on the
needs of its customers and the societies it serves, and
thereby deliver long-term sustainable value to all its
stakeholders. On an operational level the group has
developed a strategy for each of four Global Businesses
following HSBC' s strategic priorities while also focusing
onincreasing capital and cost efficiency.

Strategic Priorities

The strategic focus of the group’s capital deployment will
continue to be the UK, one of HSBC’ s two home
markets, and the priority markets of Germany, France and
Turkey.

The group will continually review its operationsto
determine whether the group should invest in, turn
around, continue with or exit underperforming businesses
using the HSBC six filters to guide these strategic
actions. Thefirst two filters —international connectivity
and economic devel opment — determine whether the
businessis strategically relevant. The next three filters —
profitability, efficiency and liquidity — determine whether
the financia position of the businessis attractive. The
sixth filter — the risk of financial crime — governs HSBC's
activitiesin high risk jurisdictions, and is applied to
protect it by restricting the scope of its business where
appropriate.
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The group is also continuing to refine its operational
processes, implement consistent business models and
streamline IT. These sustainable savings are intended to
facilitate self-funded growth. These arise through the
reduction or elimination of complexity, inefficiencies or
unnecessary activities, and release capital that can be
reinvested in Global Standards and growing the business.
HSBC is transitioning from organisational effectiveness
to streamlining, which is the next phase of its
transformation. While organisational effectiveness was
about how HSBC is managed, streamlining is about how
the Group operates.

In implementing the operational effectiveness
programme, the group concentrated on a number of key
elements:

e people and structure —implementing an 8x8
reporting structure, moving to a global operating
model, and defining and implementing target
business models across all global businesses and
functions;

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

e process optimisation — improving the efficiency of its
operational activities such as contact centres
(including offshoring), trade and payments services;
and

e corporate real estate — rationalising the property
portfolio by leasing and launching facilities
management initiatives.

In the second phase, from 2014 to 2016, HSBC will
concentrate on streamlining operations, focusing on
reducing or eliminating complexity, inefficiencies or
unnecessary activities across the Group. Streamlining will
be achieved through a combination of simplifying and
globalising processes, products, systems and operations.
‘Simplifying’ involves identifying inefficiencies or
excessive complexity and redesigning or rationalising
processes to make them easier to understand and manage
and more efficient. * Globalising’ involves developing
standard global processes and implementing them around
the Group with minimal local variations.

This second phase will be applied to:
e propositions, products and sales channels;

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

e infrastructure, including real estate, technology,
supplier management and global functions.

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

basis. By definition, the impact of Global Standardsis
organisation-wide, but the principal means by which the
Group will drive consistently high standards is through
universal application of its HSBC Values, strong systems
of governance and the behaviours, performance and
recognition of all HSBC' s people in managing high
quality customer relationships.

The group continues to reinforce the status and
significance of compliance and adherence to these Global
Standards by building strong internal controls, developing
world class capabilities through communication, training
and assurance programmes to make sure employees
understand and can meet their responsibilities, and
redesigning core elements of how it assesses and rewards
senior executives. The implementation of Global
Standards is seen as a source of competitive advantage
and will alow the group to:

e strengthen its response to the on-going threat of
financial crime;

e make consistent — and therefore simplify — the ways
by which it monitors and enforces high standards at
HSBC;

e strengthen policies and processes that govern how it
does business and with whom; and

e ensurethat HSBC Values are applied consistently.
Retail Banking and Wealth Management

RBWM continues to build its position as aleading
provider of financial servicesto affluent and mass
affluent customers through the Premier and Advance
branded propositions. This will be achieved through:

e asimple relationship manager based wealth model
enabled with tools and capabilities to attract new
clients and deepen existing customer relationships
by: (i) acquiring new wealth in faster growing
markets and consolidating wealth in developed
markets, (ii) growing relationship-led lending, and
(i) investing in customer service;

e thedelivery of enhanced digital capabilities which
allow customers access to their finances when it is
most convenient to them; and

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

Commercial Banking

CMB aimsto be the banking partner of choice for
international businesses by building on HSBC'srich
heritage, international capabilities and relationships to
enable connectivity and support trade and capital flows
around the world, thereby strengthening its leading
position in international business and trade. The business
focuses on three growth priorities;
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e grow coverage in faster growing markets;

e  drive revenue growth through the group’s
international network; and

e grow collaboration revenues.
Global Banking and Markets

GB&M continues to pursue its ‘ emerging markets-led
and financing-focused’ strategy, with the objective of
being a‘top 5" bank to its priority clients. This strategy
has evolved to include a greater emphasis on connectivity
between the global businesses and across the regions. The
business focuses on four growth priorities:

e leveraging its distinctive geographical network which
connects devel oped 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

¢ enhancing collaboration with other global businesses
to appropriately service the needs of the group’s
international client base.

Global Private Banking

GPB amsto build on HSBC's commercial banking
heritage to be the leading private bank for high net worth
business owners. The business has 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.

Key Performance Indicators

The Board of Directors tracks the group’s progressin
implementing its strategy with arange of financial and
non-financial measures or key performance indicators.
Progress is assessed by comparison with the group
strategic priorities, operating plan targets and historical
performance.

From time to time the group reviews its key
performance indicators (‘KPIS') in light of its strategic
objectives and may adopt new or refined measures to
better align the KPIsto HSBC' s strategy and strategic
priorities.

Financial KPIs

2013 2012
% %
Risk adjusted revenue growth ....... 56 (9:3)
Cost efficiency ratio..........ccooe....... 66.8 82.0
Pre-tax return on average risk-
weighted assets ratio................. 17 0.5

Coretier 1 capital ratio .................. 121 114

Risk-adjusted revenue growth is measured as the
percentage change in reported net operating income after
loan impairment and other credit risk charges since last
year. The group seeks to deliver consistent growth in risk-
adjusted revenues.

Outcome: Reported risk-adjusted revenue improved
primarily due to the lesser adverse fair value movement
on own debt attributable to credit spreads.

Cost efficiency ratio is measured as total operating
expenses divided by net operating income before loan
impairment and other credit risk provisions.

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

Pre-tax return on averagerisk-weighted assetsratiois
measured as pre-tax profit divided by average risk-
weighted assets. The group targets a return in the medium
term of between 1.8 and 2.0 per cent.

Outcome: The return on average risk-weighted assets
was just below the target range.

Coretier 1 capital ratio — represents the ratio of core
tier 1 capital comprising shareholders’ equity and related
non-controlling interests less regulatory deductions and
adjustments to total risk weighted assets. The group seeks
to maintain a strong capital base to support the
development of its business and meet regulatory capital
requirements at all times.

Outcome: Theincreasein coretier 1 capital to 12.1
per cent primarily reflected the impact of reductionsin
credit and market risk-weighted assets.

Employee engagement

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

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

Brand value

HSBC monitors the strength of its brand through an
empirical tool (the Brand Equity Index), which combines
measurements of perception and recall of abrand's
image, packaging, pricing, promotional programmes,
products, and user conviction to develop an Index Value
that can be tracked over time.

The HSBC brand in the UK scores above the
competitive set average and is ranked in second place. In
both Turkey and France, the Brand Equity Index is lower
than the competitor average.

Customer service and satisfaction

In RBWM, customer satisfaction is measured through an
independent market research survey of retail banking,
using a Customer Recommendation Index (‘CRI’) to
score performance. In 2013 CRI remains strong in the
UK, shows encouraging improvement in Turkey but has
falenin France.

In Commercial Banking, the business continued to
measure its corporate client engagement through a survey
of key customers, the Client Engagement Programme
(‘CEP"), conducted by an independent third party. The
group benchmarks its performance against leading
competitors for its key clients and has been ahead of its
peer group in the UK, Germany and Turkey. Thisisa
good achievement in a challenging and dynamic market
environment.

Awards

HSBC was recognised in several industry awards

throughout 2013. A small selection of those follows:

e  ‘Emerging Asset Manager of the Year’ — UK
Pension Award’ 2013

e  ‘Best Lender for Discount Rate Mortgages' —
‘Moneywise 2013 Mortgage Awards’

‘Best Lender for Lifetime Tracker Mortgages' —
‘Moneywise 2013 Mortgage Awards'

‘Best First Time Buyer Mortgage Provider’ —
‘Moneyfacts Awards 2013

‘Best Remortgage Provider 2013’ —*Moneyfacts
Award 2013’

‘Best Bank Mortgage Provider’ Award —
‘Moneyfacts Award 2013’

‘Five star Defagto rating 2013 — HSBC Premier
Credit Card’ - *Annua Moneyfacts Star Ratings

‘Best Transaction Banking House and Best Cash
Management Bank’ —‘ Euromoney Poll 2013’

‘Best Online Banking Provider’ —‘Business

Moneyfacts Awards 2013’

‘Best Service from aBusiness Bank’ —‘Business
Moneyfact Awards 2013’

‘Best Export Finance Arranger EMEA’ —‘ Trade
Finance Magazine 2013’

‘Best Global Emerging Markets Bank” —
‘Euromoney Awards for Excellence 2013’

‘Best Global Cash Manager’ —‘ Euromoney Awards

for Excellence 2013’
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Economic background

UK gross domestic product (‘ GDP') growth roseto 1.9
per cent in 2013, higher than in previous years, though
thelevel of real GDP remained below the level seen
prior to the recession. The recovery was driven in part
by stronger household consumption. The Bank of
England policy rate remained at 0.5 per cent and the
Asset Purchase Scheme ceased. The Bank of England
announced a ‘forward guidance' policy in August
whereby it indicated the Bank Rate would not rise until
unemployment had fallen towards 7 per cent. Labour
market conditions improved more rapidly than expected
and the headline unemployment rate fell to 7.1 per cent
in December. The annual rate of Consumer Prices Index
(“CPI") inflation fell in December to 2.0 per cent, the
lowest level of inflation in almost four years.

The eurozone emerged from recession in the
second quarter of 2013 with the improvement early in
the year driven by Germany and France. However,
activity failed to gain momentum since quarterly GDP
growth averaged just 2 per cent in the second half of the
year. Domestic demand improved on the back of
improving real wage growth and a slower pace of
austerity but growth remains heavily dependent on
external demand. Given the weakness of the economy
in early 2013 the European Central Bank (‘ECB’) cut
its refinancing rate from 0.75 per cent to 0.5 per cent in
May and then in July adopted a forward guidance
policy under which it committed to keep rates “at
present or lower levels for an extended period”.

Despite the return to growth, CPI inflation fell to
0.7 per cent in October 2013 prompting the ECB to cut
the refinancing rate by a further 0.25 per centin
November. A combination of improving growth and the
ECB’s Outright Monetary Transactions (‘ OMT’)
programme, which would enable it to buy eurozone
government bonds in times of market stress, hel ped
alleviate the sovereign crisis evident in previous years
and bond yieldsin Italy and Spain fell to the lowest
levels since 2010.

In Turkey the annual pace of GDP growth averaged
3.9 per cent in the first three quarters of the year, driven
primarily by household spending and public sector
fixed investment. Private sector investment contracted
in 2013 and CPI inflation rose by 7.4 per cent. Strong
domestic demand growth led to alarge widening of the
current account deficit from 6.0 per cent of GDP in
2012 towards an estimated 7.7 per cent of GDP in 2013.

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

Summary consolidated income statement for the year ended

Net interest income
Net feeincome

Trading income
Net income from financial instruments designated at fair value ...
Gains less losses from financial investments ...........ccccoveeenenene.
Net earned insurance premiums
Other operating income .............

Total operating income

Net insurance claimsincurred and movement in liabilities to policyholders

Net oper ating income befor e loan impairment and other credit risk provisions .....

Loan impairment charges and other credit risk provisions

Net operating income
Total operating expenses® ..

Operating profit

Share of profit in associates and jOINt VENTUIES ..........ccoveueeeirinieeeiieeeneseereee e -

Profit DEfOr @ TAX ..oviieiiieicesei ettt e eenenean

Tax credit/(expense)

Profit for the year before discontinued operations ..........cccoocoeeereenenesenene e
Gain on sale of diSCoNtiNUEd OPErEHONS? .........c..evueveeeeeeeeeeeereeeeeeeeeseeeeereeesessesaensensenans - -

Profit for theyear

Profit attributable to shareholders of the parent company
Profit attributable to non-controlling interests ...........c.c.c....

1 Total operating expenses include notable items as detailed on page 15.

2013 2012 2012
£m £m £m
Continuing
operations

6,961 6,519 6,904
....... 3,336 3,309 3,781
....... 2,373 1,587 1,834
....... 900 118 118
....... 100 335 336
....... 2,022 2,286 2,286
....... 176 144 148
....... 15,868 14,298 15,407
.................. (3,028) (2,919) (2,919)
12,840 11,379 12,488
(971) (1,246) (1,245)
....... 11,869 10,133 11,243
....... (8,575) (9,506) (10,236)
....... 3,294 627 1,007
(©) (©)
3,294 624 1,004
(754) 220 156
2,540 844 1,160
1,265
2,540 844 2,425
2,495 803 2,384
45 41 41

2 Onthe sale of HSBC Private Banking Holdings (Suisse) SA, the associated foreign exchange revaluation reserve of £1,258 million was recycled through the

income statement, together with a gain on disposal of £7 million.

Review of business performance

HSBC Bank plc and its subsidiary undertakings reported
profit before tax of £3,294 million, £2,290 million or 228
per cent higher than 2012.

On a continuing operations basis, adjusting the 2012
results to exclude the contribution made by HSBC Private
Banking Holdings (Suisse) SA, profit before tax
increased by £2,670 million or 428 per cent compared
with 2012. Thiswas primarily due to lower adversefair
value movements on own debt attributableto credit
spreads of £167 million (£1,055 million in 2012) and
significantly lower operating expenses from a decrease in
charges relating to UK customer redress programmes, an
accounting gain of £280 million relating to changesin
delivering ill-health benefits to certain employeesin the
UK and sustainable cost savingsin 2013.

Progress continues to be made in aligning the in-
country businesses to the respective global business
operating models. Thisis designed to reduce complexity
and lower costsin a sustainable way. Total restructuring
costs of £96 million were incurred as a result of
streamlining the businesses and other initiatives which
delivered sustainable cost savings of approximately £370
million.
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RBWM continued to make progressin delivering
against its strategy. In addition, the business implemented
the Global Wealth Incentive Plan to better align customer
and business interests. In Turkey, unsecured lending
continued to grow, notably in persona lending and cards,
whilein France there was strong growth in both mortgage
and deposit balances.

CMB repositioned its Business Banking segment
towards internationa and internationally aspirant
customers, while streamlining and re-engineering core
processes to deliver efficiencies, which supported
continued investment in corporate banking and Global
Trade and Receivables Finance. Following the success of
the 2012 International SME Fund, the business launched
afurther fund in the UK in 2013 and similar SME funds
in France and Turkey targeted at international trade
customers.

In GB&M, debt capital markets activity in the Credit
and Capital Financing businesses was successful in
capturing growth in issuance demand which has resulted
in leading market positions and an increase in sterling
markets share. The business was ranked first by
Bloomberg for primary debt capital market issuancesin
2013. In France, the business acted asjoint book runner of
a£5.17 billion hybrid bond for a premier corporate client,
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demonstrating HSBC' s ahility to deliver large and
complex transactions, connecting customers to
opportunities.

GPB continued to reposition its business model and
target its client base to focus on selected priority markets.
In November 2013 the legal ownership of HSBC's
Channel Idlands Private Banking group was transferred to
HSBC Private Bank (UK) Limited from HSBC Private
Banking Holdings (Suisse) SA.

The business continued to implement Global
Standards and reposition itself through the adoption of
new compliance and tax transparency standards.

Items which are significant in a comparison of 2013's
resultsto 2012 have been summarised on page 15. The
following commentary is on a continuing operations
basis.

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

Net fee income increased by £27 million or 1 per
cent. In CMB the growth in feeincome reflected arisein
lending feesin the UK and Germany. In GB&M, net fee
income decreased primarily due to higher fees paid to
HSBC entities in other regions relating to increased
foreign exchange trading activities undertaken for their
clients. Thiswas partly offset by increased issuance
demand in debt capital markets and event-driven fee
income in equity underwriting from increased deal
volumes. In RBWM the growth in credit card revenuein
Turkey was more than offset by a higher level of fees
payable under partnership arrangements and lower
creditor insurance fees in the UK.

Trading income increased by £786 million or 50 per
cent. Of thisincrease £344 million was due to lower
adverse foreign exchange movements on trading assets
held as economic hedges against issued foreign currency
debt designated at fair value, compared to 2012. These
offset lower favourable foreign exchange movements on
the foreign currency debt reported in “ Net (expenses)
income from financial instruments designated at fair
value’.
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In Markets, revenues were higher than 2012 which
included a charge of £387 million as aresult of achange
in estimation methodology in respect of credit valuation
adjustments on derivative assets. This was partially offset
by lower favourable debit valuation adjustments from the
change in estimation methodology in 2012 for derivative
liahilities of £45 million compared to £191 millionin
2012.

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

Net income from financial instruments designated at
fair value increased by £782 million compared to 2012.
Thisincluded favourable credit spread-related
movements in the fair value of the group’s own long-term
debt of £888 million as adverse fair value movements
were |ess extensive in 2013 compared to 2012. In
addition, net income arising from financial assets held to
meet liabilities under insurance and investment contracts
increased reflecting higher net investment returnsin 2013
than in 2012. These returns reflected favourable equity
market movements in the UK and France.

Investment gains or losses arising from equity
markets result in a corresponding movement in liabilities
to customers, reflecting the extent to which unit-linked
policyholders, in particular, participate in the investment
performance of the associated asset portfolio. Where
these relate to assets held to back insurance contracts or
investment contracts with discretionary participation
features (' DPFS'), the corresponding movement in
liabilities to customersis recorded under * Net insurance
claimsincurred and movement in liabilities to
policyholders'.

Other changesin fair value reflected lower
favourable foreign exchange movements of £344 million
in 2013 compared to 2012 on foreign currency debt
designated at fair value and issued as part of our overall
funding strategy (offset from assets held as economic
hedgesin ‘ Trading income’), and higher adverse
movements due to hedging ineffectivenessin 2013.

Gains lesslosses from financial investments were
£235 million or 70 per cent lower than in 2012. Net gains
on the disposal of debt securities fell as 2012 included
significant gains on the sale of available-for-sale
government debt securities, notably in the UK, arising
from the structural interest rate risk management of the
balance sheet.
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Net earned insurance premiums decreased by £264
million or 12 per cent. This was mainly as aresult of
lower sales of investment contracts with DPFsin France.
In addition, 2012 benefited from a number of large sales
through independent financia adviser channels which are
now in run off.

Other operating income was broadly in line with the
prior year.

Net insurance claimsincurred and movement in
liabilities to policyholdersincreased by £109 million or 4
per cent. This reflected higher investment returns on the
assets held to support policyholder contracts where the
policyholder bears investment risk from favourable equity
market movements in the UK and France. This was partly
offset by a decrease in new business written, notably in
France, as explained under ‘ Net earned insurance
premiums’.

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

Total operating expenses decreased by £931 million
or 10 per cent, primarily due to lower customer redress
provisions and areduction of restructuring costs of £71
million.

These included:

e achargefor additional estimated redress for possible
mis-selling in previous years of payment protection
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insurance (* PPI’) policies of £483 million (£938
million in 2012);

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

e  £96 million in respect of wealth management
products.

In addition litigation-related expenses increased
primarily due to Madoff litigation costsin GB&M
following settlements reached in Ireland.

Following a consultation process on severa
employee benefit proposals, the group announced to UK
employees that the future service accrual for defined
benefit pension members would cease from 1 July 2015.
As part of these amendments, the group is changing the
basis of delivering ill-health benefits to certain
employees, resulting in the recognition of an accounting
gain of £280 million. This gain together with lower
performance costs in GB&M reduced the level of staff
costs compared to 2012.

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

Tax expense totalled £754 million in 2013, compared
to tax income of £156 million (on areported basis) in
2012. The effective tax rate for 2013 was 22.9 per cent,
compared to acredit of 6.9 per cent (on areported basis)
in 2012. The effective tax rate in 2012 was lower
primarily due to a non-taxable intragroup disposal of
HSBC Private Banking Holdings (Suisse) SA and losses
claimed from HSBC Holdings plc for nil consideration.
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Review of business position

Summary consolidated balance sheet

2013 2012

£m £m

L0 U= 1SS = TSR 811,695 815,481
Cash and balances at CeNtral DAaNKS ..........covviieiieice e e snens 67,584 51,613
TPAOING BSSELS ....viveueieiietere ettt ettt he bt b et b e sbeae e e e e b e e e st e b e R e e b e seehesE e e e b e s es e b eneeb et ebenbeneebannenen 134,097 161,516
- reverse repos . 5,607 35,951

= OLNEN trAING BSSELS.......cvcvivcveretetete ettt ettt bbb s sttt eb et et s nnnans 128,490 125,565
Financial assetsdesignated at fair VBIUE..........cccouiiiirieiriicie e 16,661 15,387
Derivative assets . 137,239 177,808
L0oans and adVanCES 10 DANKS.........cucueiririeiriere ettt s e e et seesesbe e e s s esesee e neenes 53,228 32,286
= TEVEISE TEPOS. .. .vevveivetsisesesesseeessssse st sste s s ssaeses b e s s s e b b s et b s st e b s st e s s s e b b st et ss s et b st e s s sebe s s st sanes 30,023 13,798

- loans and other receivables . 23,205 18,488
L0ans and a0VanCES 1O CUSLOMEY'S ........ccerueueriereerereeesseessesseseseeseesesaesessesessessesessensssessesessessssensesessenseseses 305,032 282,685
= TEVEISE TEPOS. . 1.vuvereetsissereseseeessessssssesesessssasessssesesesasesassesessssesesassssessssnsesassssassssasesansssesssesessnsesesnss 29,091 16,890

- loans and other receivables... 275,941 265,795
FINANCIAl INVESIMENTS .....ecuieiieieiieciecte ettt sttt e s e besbeese e s e et e tesaesseeseeseensesseeressesneanes 75,030 71,265
L 17 TSRS 22,824 22,921
IO = R T o T L =SSP 778,776 783,281
DEPOSIES DY DANKS........ceeeeiee e e 50,683 39,571
20,863 6,357

29,820 33,214

CUSIOMEN ACCOUNLES.......ecciuteeieiieeeeteeeeteeeeteeeetteeessteeeeateeesaseeaasseeaasseeaasseeaasseeaasseesaseeesssessasseessseessseessenns 390,017 324,886
B ( o0/ 38,039 12,207

- cash deposits and other accounts..... 351,978 312,679
Trading liabilities........ccoocoveirienienns 91,842 122,896
- IEPOS v 9,426 40,742

S OtNEN e 82,416 82,154
Financial liabilities designated at fair value.... . 34,036 32,918
(D= Y LAY LY L= o (=SSO 137,352 181,095
DEDE SECUMTIES TN ISTUB......eecviciieiete sttt sttt et et b e eaeebe e et e s aesreebe e st eneensesreebesneenen 32,895 40,358
Liabilities under insurance contractsissued ... 19,228 17,913
L 1 7 RSP RSRSSR 22,723 23,644
T OLAI QOUITY ...ttt et e et b e ae b e e b e b e b e se et e b e st e bt e b e seeb et e b e se et ebe e enenbenean 32,919 32,200
Total ShAar€hOIAEIS EQUILY ......civeeeuiieiereeieste ettt sb et b e bbb e e e b e e nesba e enen 32,370 31,675
NON-CONETOIING INEEIESES. ...ttt et b e b e b e b b et b e s e b e b e e se e e enees 549 525

Movements in 2013

Total assets were £812 hillion, in line with prior year.

The group maintained a strong and liquid balance
sheet with the ratio of customer advances to customer
accounts at 78.2 per cent (2012: 87.0 per cent).

The group’ s core tier 1 ratio stood at 12.1 per cent
(2012: 11.4 per cent).

In 2013, GB& M changed the way it manages repo
and reverse repo activities in the Credit and Rates
businesses which were previously being managed in a
trading environment. During the year, the repo and
reverse repo business activities were organised into
trading and non-trading portfolios, with separate risk
management procedures. Thisresulted in anincreasein
the amount of reverse repos classified as ‘ Loans and
advances to customers’ and ‘ Loans and advances to
banks', and a decline in the amount classified as ‘ Trading
assets’ by 31 December 2013, compared to previous
period-ends. Similarly, by 31 December 2013 there was
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an increase in the amount of repos classified as
‘Customer accounts' and ‘ Deposits by banks', with a
declinein the amount classified as ‘ Trading liabilities’,
compared to previous period-ends. Theincreasein
amortised cost balances and the decrease in trading

bal ances primarily occurred in the UK.

Assets

Cash and balances at central banks rose by 31 per
cent as agreater portion of the surplus liquidity was
placed with central banks, reflecting growth in depositsin
excess of lending opportunities.

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

Financial assets designated at fair value increased
by 8 per cent due to favourable market movementsin
insurance operations and the investment of premium
income received during the year in the insurance
businesses.
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Derivative assets decreased by 23 per cent. Upward
movements in yield curvesin major currenciesled to a
declinein the fair value of interest rate contracts,
athough this was partly offset by a reduction in netting.

Loans and advances to banks increased by 65 per
cent predominantly due to GB&M’s changein the
management approach for reverse repos. Excluding this,
there was a £5 billion increase driven by higher
placements with financial institutions.

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

Financial investmentsincreased by 5 per cent as part
of the group’ s redeployment of liquidity, mainly into UK
government debt securities.

Liabilities
Deposits by banks increased by 28 per cent.

Excluding the increase in repo balances there was afall in
bal ances mainly due to redemptions.

Customer accounts increased by 20 per cent of which
8 per cent related to the change in GB& M’ s management
approach to repo funding. Excluding this impact,
customer accounts increased by £39 billion asin the UK
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RBWM customers’ continued to have a preference for
holding higher balances in readily accessible current and
savings accounts. In addition there was higher Payments
and Cash Management businessin GB&M and CMB.
Current accounts also grew in GB&M due to higher

bal ances that did not meet the netting criteria.

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

The derivative businesses are managed within
market risk limits and, as a consegquence, the decrease in
the value of ‘Derivative liabilities' broadly matched that
of ‘Derivative assets'.

Debt securitiesin issue fell by 18 per cent. Thiswas
due to net redemptions of debt securitiesin issue.

Liabilities under insurance contracts increased by 7
per cent. The increase was mainly driven by liabilitiesto
policyholders established for new business together with
the impact of an increase in equity markets of unit-linked
insurance contracts.

Equity
Total shareholders’ equity rose by 2 per cent.
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Performance and Business Review

Profit on ordinary activities before tax

2013 2012 2012
£m £m £m
Continuing
operations
Retail Banking and Wealth Management ...........ccocovereenenneneeseeseses e 1,177 411 411
Commercial BanKing ........cccoeoeeirieirieiiriieeseee sttt 1,333 766 766
Global Banking and MarketS ..........ccouecereirenieeriereeesieesseseseeseeeseesessessesessessesessessseses 1,023 642 642
Global Private BaNKING .........cccoereririririeiseriee e 140 100 480
Other/INEErSEOMENT .....eveeeieiirieteieeeee ettt ettt se bbbt se e st neeeaes (379) (1,295) (1,295)
3,294 624 1,004
The following items are significant in a comparison of 2013’ s results against 2012:
Notable items by business segment
Retail Global
Banking Banking Global
and Wealth Commercial and Private
M anagement Banking Markets Banking Other Total
£m £m £m £m £m £m
2013
UK customer redress programmes ...........c.ccee.... 610 91 84 2 - 787
Restructuring and other related costs ... 41 18 6 1 30 96
Operational [0SSES ........cccerrevieeiinnieieenereene - (20) - - - (20)
Gain in change of delivering ill-health benefits .. (123) (104) (53) - - (280)
2012 (continuing operations)
UK customer redress programmes ...........c.ccee.... 982 162 207 — - 1,351
Restructuring and other related costs 47 22 36 5 57 167
Operational [0SSES .......ccccovvevereienirinnnes - 65 - - - 65
Other ProviSIONS .......cccvveeerereeenieneeiesie e - - - - 84 84
HSBC Bank plc and its subsidiaries reported a profit Profit before tax — by country
before tax of £3,294 million, £2,290 million or 228 per 2013 2012
cent higher than 2012. On a continuing operations basis em £m
profit before tax was £2,670 million or 328 per cent United Kingdom 995 309
higher than 2012. France 182 85
L . . . Germany 19 18
On acontinui ng opgraﬂ ons bgss al bug n.ess Turkey (47) (20)
segments reported significantly higher profitsin 2013, Malta 22 25
with RBWM, CMB and GB&M all reporting profitsin Other 6 (6)
excess of £1 billion. Profit beforetax .......ccoevvvvvevnennnns 1,177 411

GPB reported lower levels of reported profit than
2012. Thisreflected the sale of HSBC Private Banking
Holdings (Suisse) SA in November 2012.

Retail Banking Wealth Management

2013 2012
£m £m
Net interest inCOME.........ccccevveunenee. 3,569 3,394
Net feeincome....... 1,502 1,532
Trading income 147 32
Other inCome........ccccerecciniricinne (147) (52)
Net operating income before
impairments and provisions........ 5,071 4,906
Loan impairment charges
and other credit risk provisions...... (223) (248)
Net operatingincome .................. 4,848 4,658
Total operating expenses................ (3,673 (4,248)
Operating profit .......ccccceeevnenens 1,175 410

Share of profit in associates and
joint VENLUres.........ccoeeveveerenenee 2 1
Profit beforetax .......ccccveevenens 411
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Overview

RBWM reported a profit before tax of £1,177 million,
£766 million or 186 per cent higher than 2012. This was
primarily due to a decrease in operating expenses
resulting from lower provisions of £372 million relating
to customer redress programmes, an accounting gain on
changesto staff benefits of £123 million and growth in
revenues.

RBWM continued to fulfil the hopes and ambitions
of customers by supporting the UK housing market,
approving £14.4 hillion of new mortgage lending to over
135,000 customers during 2013. Thisincluded £3.8
billion to over 30,000 first time buyers. The |oan to value
ratio on new lending was 59.5 per cent compared with the
ratio of the average mortgage portfolio 48.3 per cent. In
France, the business increased the market share in home
loans confirming the ability to grow the mortgage
business in a highly competitive market. In Turkey,
unsecured lending continued to grow notably in the credit
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card business through new product features and channel
capabilities including mobile banking.

In addition, the business implemented the Global
Wealth Incentive Plan to better align customer and
businessinterests.

Financial performance

Net interest income increased by £175 million or 5
per cent, primarily due to higher lending balances and
margins, principaly in residential mortgages in the UK
and home loans in France, with the UK aso experiencing
growth in customer accounts. This was partially offset by
deposit spread compression in 2013.

Net fee income decreased by £30 million or 2 per
cent predominantly in the UK dueto ahigher level of
fees payable under partnership arrangements and lower
creditor insurance fees. This was partialy offset by
growth in card revenue in Turkey from business
expansion.

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

Other income decreased by £95 million. Lower
levels of net earned premiums and higher levels of claims
on credit protection and term-lending policies more than
offset the increase in net income from financial assets
designated at fair value. In addition, the offset of the net
trading gain on economic hedges noted in ‘ Trading
income’ aso contributed to lower *Other income’.

Loan impairment charges and other credit risk
provisions decreased by £25 million or 10 per cent. A fall
in loan impairment chargesin the UK as aresult of
improved delinquency rates and recoveries of previously
written off debt were in part offset by an increasein
Turkey, reflecting growth in credit card volumes.

Total operating expenses decreased by £575 million
or 14 per cent. Excluding the £123 million accounting
gain relating to the change of ill-health benefitsin 2013
and customer redress provisions of £610 million
compared to £982 million in 2012, operating expenses
were 2 per cent lower. This reflected the benefits being
delivered through re-engineering and streamlining of
business processes and were achieved despite the
additional cost incurred in respect of new regulation and
implementation of the Group’s Global Standards. The
customer redress provision related primarily to the
possible mis-selling of PPl policies and wealth
management products.
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Commercial Banking

2013 2012
£m £m
Net interest iNCOME.........cccvvverenes 2,144 2,037
Net feeincome............ 1,143 1,047
Trading income. 23 26
Other inCome........cccooeeeennnnenn, 60 70
Net operating income before
impairments and provisions........ 3,370 3,180
Loan impairment charges and
other credit risk provisions......... (601) (699)
Net operating income..........cccc...... 2,769 2,481
Total operating expenses (1,437) (1,715
Operating profit........ccoceecveenennene. 1,332 766
Share of profit in associates and
JOINt VENLUIES.......oveevveeeeeeeee, 1 —
Profit beforetax........c.cooveninenne, 1,333 766
Profit before tax — by country
2013 2012
£m £m
United Kingdom 1,075 529
France 163 128
Germany 45 41
Turkey 24 45
Malta 33 33
Other () (10)
Profit beforetax ......c.ccooeveinnnn, 1,333 766

Overview

CMB reported a profit before tax of £1,333 million, £567

million or 74 per cent higher than 2012. Overall revenues
rose by 6 per cent primarily due to growth term lending in
the UK and higher fee income earned in both the UK and

Germany.

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

Following the success of the 2012 International SME
fund the business launched a further fund in 2013,
continuing to support UK businesses that trade or aspire
to trade internationally with approved lending of £4.8
billion. This included the renewal of overdraft and other
lending facilities. Similarly, the business launched SME
fundsin France and Turkey, targeted at international
trade customers, with approved lending of £1.3 billionin
France and £303 million in Turkey.

In addition, the business continued to support the
programme of renminbi internationalisation during the
year with flagship client events taking place in the UK,
France and Germany.

Financial Performance

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

Net fee income increased by £96 million or 9 per
cent, due to anincreasein lending feesin the UK and
higher fee income from credit and lending businessin
Germany.

Loan impairment charges and other credit risk
provisions decreased by £98 million or 14 per cent
primarily due to lower individually and collectively
assessed provisions in the UK and Greece. There were
higher levels of individually assessed provisionsin Spain.

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

Global Banking and Markets

2013 2012
£m £m
Net interest incOmMe™..........ocervennes 1,101 876
Net fee inCOME........cceeeereneierienenns 588 616
Trading income'. 2,192 1,554
Other inCome........ccoevevevvvirrrenene 400 973
Net operating income before
impairments and provisions....... 4,281 4,019
Loan impairment charges and
other credit risk provisions......... (133) (280)
Net operatingincome .........c..c..... 4,148 3,739
Total operating eXpenses................ (3,122 (3,093
Operating profit .......ccccevvenene 1,026 646
Share of profit in associates and
JOINE VENLUIES ....ovveveeeieeeeens 3) (4)
Profit beforetax ........ccccoeeeennne. 1,023 642

1 Thebank's Balance Sheet Management business, reported within GB&M,
provides funding to the trading businesses. To report GB&M Trading
income on a fully funded basis, Net interest income and Trading income
are grossed up to reflect internal funding transactions prior to their
elimination in the Inter Segment column (refer to Note 13).

Profit before tax — by country

2013 2012

£m £m

United Kingdom 667 (55)
France 227 326
Germany 115 178
Turkey 70 66
Malta 22 20
Other (78) 107
Profit beforetax ... 1,023 642

Overview

GB&M reported a profit before tax of £1,023 millionin
the period compared with a profit before tax of £642

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

Overall, revenues rose by 7 per cent, primarily due to
higher revenuesin Capital Financing. These movements
were partially offset by lower revenues in Rates and
lower disposal gains on available-for-sale debt securities
in Balance Sheet Management.

Financial performance

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

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

Trading income was £638 million or 41 per cent
higher than 2012, of which £344 million was due to
foreign exchange movements on trading assets held as
economic hedges of foreign debt designated at fair value.
A corresponding offset is reported within “ Other
Income” .

In Markets, revenues were higher than 2012 which
included a charge of £387 million as aresult of achange
in estimation methodology in respect of credit valuation
adjustments on derivative assets to reflect evolving
market practices. This was partially offset by lower
favourable debit valuation adjustments on derivative
liabilities of £45 million in 2013 (2012: £191 million)
aso reflecting a refinement in estimation methodology in
2012.

Foreign exchange income benefited from higher
client activity and volumes, although this rise was offset
in part by margin compression. Equities benefited from
increased deal volumes and revaluations gains. Rates
revenue decreased despite new mandates and improved
market share, particularly in European government bonds
as the benefits from tightening spreads following the ECB
liquidity intervention in 2012 were not repeated. In
addition, revenues benefited from lower adverse fair
value movements from own credit spreads on structured
liabilities.

Other income decreased by £573 million or 59 per
cent primarily reflecting £344 million lower favourable
foreign exchange movements on debt designated at fair
value offset in ‘ Trading income’ above. In addition lower
gains on the disposal of available-for sale debt securities
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in Balance Sheet Management contributed to the
decresse.

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

Total operating expenses werein line with 2012
increasing by £29 million. Excluding the £53 million
accounting gain relating to the change of ill-health
benefits recognised in 2013, provisions of £84 million
compared to £207 million in 2012 in relation to the
possible mis-selling of interest rate protection products
and a decrease in restructuring costs of £30 million,
operating expenses were 8 per cent higher. This reflected
higher litigation costs relating to the agreed settlements
reached in respect to Madoff related claimsin Ireland.

Global Private Banking

2013 2012 2012
Continuing
operations
£m £m £m
Net interest income .............. 224 212 597
Net feeincome 100 111 583
Trading income........ccccccuee. 10 7 254
Other inCome........cccovvveevnee., 4 3 8
Net operating income be- 330 333 1,442
fore impairments and
ProviSIONS.......ccoecreenennens,
Loan impairment charges (14) (19 (18)
and other credit risk
ProviSIONS.......ccoeereeennens,
Net operating income.......... 316 314 1,424
Total operating expenses...... (176) (213) (943)
Operating profit ................ 140 101 481
Share of profit in associates - @) 1)
and joint ventures.............
Profit beforetax ................, 140 100 480
Profit before tax — by country
2013 2012 2012*
Continuing
operations
£m £m £m
United Kingdom 99 87 134
France 13 @] ]
Germany 28 25 25
Turkey - - -
Malta - - —
Other - (5) 328
Profit beforetax ................. 140 100 480

1 Thereported results for 2012 include only 10 months of HSBC Private
Banking Holdings (Suisse) SA, prior toitssale.

Overview
GPB reported profit before tax of £140 millionin 2013

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

Financial performance

The commentary that follows is on a continuing
operations basis.

Net interest income was £12 million or 6 per cent
higher, due to improved marginsin the UK and additional
net interest income as aresult of the acquisition of HSBC
Private Banking (C.1.) Limited in November 2013.

Net fee incomewas £11 million or 10 per cent lower
primarily due to the non-recurrence of fee income
following the disposal of Property Vision in 2012, and
lower client demand.

Trading income was broadly in line with prior year.

Other income decreased by £7 million in part due to
lower net premium income in France.

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

Other
2013 2012
£m £m
Net interest inCOME.......cccvrvrereeuenen. (73) (43)

Net fee inCome.......ccccvevevveveievnenn, 3 3

Trading inCOMe........cccovververereennnnn, (22) 9)
Changein credit spread on long-

ErM dEDL oo, (167) (1,055)
Other income........ccccoeeeennennenn, 102 118
Net operating income before

impairments and provisions........ (157) (986)
Loan impairment charges and

other credit risk provisions......... - -
Net operating (expense)/ income . (157) (986)
Total operating expenses................. (222) (310)
Operating (loss)/ profit ................ (379) (1,296)
Share of profit in associates and

joint ventures.................. — 1
(L oss)/ profit before tax (379) (1,295)

‘Other contains the movementsin fair value of own
debt, financing operations, central support and functional
costs with associated recoveries.

The reported loss before tax in *Other’ was £379
million, compared to aloss before tax of £1,295 million
in 2012. This was primarily due to the changein own
credit spreads on long-term debt which resulted in aloss
of £167 million in 2013 compared with aloss of £1,055
million in 2012.
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Economic Outlook

The bank expects global growth to rise 2.6 per cent in
2014, from 2.1 per cent in 2013. This turnaround reflects
ashift from contraction to modest expansion in the
eurozone, arisein growth in the US and UK, and
emerging markets growth rising to 4.9 per cent in 2014
from 4.6 per cent.

The bank expects UK GDP to rise by 2.6 per cent in
2014, the fastest growth rate since 2007. An ongoing
thawing in credit conditions and stronger demand means
investment should rise sharply. Household consumption
should aso be supported by loose monetary policy and a
recovering housing market. UK net trade may be aided by
amodest improvement in the eurozone athough
government spending will continue to be restrained by the
fiscal consolidation.

Recent developments in the eurozone economy
signal arecovery, athough its strength will likely be only
gradual and dependent on globd trade as there remain
significant headwinds to domestic demand. The provision
of credit islikely to remain very weak and banks are
likely to remain cautious ahead of the ECB’s Asset
Quality Review (*AQR’) and the European Banking
Association’ s stress tests on banks' balance sheets. The
continuing credit tightness will in turn hinder investment
and consumption growth. Burdened with stubbornly high
public debt levels, eurozone countries will need to
continue reducing public expenditure, exerting downward
pressure on government consumption. As aresult of these
headwinds, the bank expects the eurozone GDP to grow
by only 0.8 per cent in 2014.
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Turkey was one of the main countries affected by the
US Federal Reserve's announcement in December 2013
to begin tapering its asset purchases. The outflow of
capital led to asharp declinein the Turkish Lirawhich
was intensified by the political unrest after allegations of
corruption by government officials. In order to stem
capital outflows, the Central Bank of Turkey raised a
number of key short-term interests sharply in January
2014. These currency and interest rate moves will help to
rebal ance the economy although in the near-term the
decline of the Turkish Lirawill reduce domestic activity
and raise inflation. Turkey holds local electionsin March
and presidential elections in the summer so the bank
expects to see amoderate amount of fiscal stimulus
through the year. In Turkey, the bank forecasts 2014 GDP
growth of 2.2 per cent down from that in 2013.
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Principal Risks and Uncertainties

The group continuously monitors and identifies risks.
This process, which isinformed by itsrisk factors and
the results of its stress testing programme, givesrise to
the classification of certain key risks astop or emerging.
Changes in the assessment of top and emerging risks
may result in adjustments to the group’ s business
strategy and, potentially, its risk appetite.

The group’ s principal banking risks are credit risk,
operational risk, market risk, liquidity and funding risk,
compliance risk and reputational risk. The group also
incurs insurance risk. The exposure to these risks and
the group’ s risk management are explained in more
detail in the Risk section of the Report of the Directors
on pages 25 to 76.

Next to these principal banking risks the group has
identified the following significant risks which have the
potential to have a material impact on the group’s
financial results or reputation and the sustainability of
its long-term business model.

Macro-economic and geopolitical
Emerging markets slowdown

Growth in anumber of emerging markets decelerated
during 2013. Weak demand for commodities and raw
materials due to subdued economic growth and limited
investment activity in mature markets and in mainland
China affected al exporting countries. Emerging
markets continued to face the risks of fiscal decline and
increasing financing requirements. In addition, capital
flows were volatile, particularly during the second half
of the year, and in several cases lead to atightening of
monetary policy to counter capital outflows. Any
consequent rise in interest rates, however, could put
growth at risk and increase the risk of aliquidity crisis.

Mature economies are depending on stronger trade
growth with emerging markets to help them through
difficult economic times domestically. A number of
them have implemented austerity measures in order to
reduce their deficits and public debt. While austerity is
expected to help resolve the sovereign and banking
crisisin the medium term, it is limiting growth,
increasing unemployment and restricting taxation
revenues severely in the short term. This, inturn, is
affecting the rest of the world through lower trade.

Potential impacts on the group include;

e Global trade and capital flows may contract as a
result of weaker economic growth in some
emerging markets, banks deleveraging,
expectations of tapering of quantitative easing, the
introduction of protectionist measuresin certain
markets, the emergence of geopalitical risks or
increasing redenomination risk. The contraction
might curtail the group’s profitability.
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¢  While growth in emerging markets as a whole has
been constrained by lower world demand and
commodity prices, some countries are struggling
with domestic issues and could trigger a new crisis
of confidence with the potential for increased
volatility. Emerging markets have been supported
during the last two years by significant capital
inflows from advanced economies but a reverse of
these capital flows, as happened in mid-2013,
would create difficulties for all countries having to
finance current account deficits, government debt
or both. HSBC closely monitors developmentsin
all markets to ensure insights are shared and
appropriate mitigating action istaken as
circumstances evolve.

Increased geopolitical risk in certain regions

The group’ s operations are exposed to risks arising
from political instability and civil unrest in a number of
countries which may have awider effect on regional
stability and regional and global economies.

Geopolitical risk remains high in the Middle East
as aresult of the continued violence and unrest in Egypt
and the civil war in Syria, which may spill over into
neighbouring countries, such as Turkey.

Tensions between Israel and Iran add to therisksin
the region, athough diplomatic contacts with Iran’s new
administration may engender an improvement in
relations. In Turkey, there is significant political
uncertainty and the government is struggling to
maintain a credible policy in order to maintain
creditors’ confidence.

Potential impacts on the group include:

e Thegroup’'s results are subject to the risk of loss
from unfavourable political developments, currency
fluctuations, social instability and changesin
government policies on matters such as
expropriation, authorisations, international
ownership, interest-rate caps, foreign exchange
transferability and tax in the jurisdictions in which
it operates. Actua conflict could put the group’s
staff in harm’sway and bring physical damage to
its assets.

e Inmitigation, the group has increased its
monitoring of the geopolitical and economic
outlook, in particular in countries where the group
has amaterial exposures and a physical presence.
Theinternal credit risk rating of sovereign
counterparties takes these factors into account and
drives the appetite for conducting business in those
countries. Where necessary, country limits and
exposures are adjusted to reflect this appetite and
mitigate these risks as appropriate.
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Eurozone —risk of sovereign and counter party
defaults

Eurozone countries are members of the EU and part of
the euro single currency bloc. The peripheral eurozone
countries of Greece, Ireland, Italy, Portugal, Spain and
Cyprus are those which exhibited levels of market
volatility that exceeded other eurozone countries,
demonstrating persistent fiscal or political uncertainty in
2013.

Throughout 2012 and 2013, in spite of austerity
measures and structural reforms, periphera euro zone
countries continued to exhibit a high ratio of sovereign
debt to GDP or short to medium-term maturity
concentration of their liabilities.

Although the overall situation has improved,
further structural reforms are still needed to contain the
threat of the exit of one more countries from the
eurozone bloc.

The group’ s exposure to the peripheral eurozone
countriesis limited and reduced further in 2013.
However, the group is still exposed to counterpartiesin
core European countries which could be affected by any
sovereign or currency crisis.

The group’ s businesses in peripheral eurozone
countries are funded from amix of local deposits, local
wholesale sources 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
devauation. The group’ s eurozone exposures are
analysed in more detail on pages 28 to 29. A description
of redenomination risk in the event of the exit of a
eurozone member is provided on pages 29 to 30.

Potential impacts on the group include:

e Thegroup could incur losses stemming from the
exit of one or more countries from the eurozone
and the redenomination of their currencies.

e Theexposures to European banks may come under
stress, heightening the potential for credit and
market risk losses, if the sovereign debt and
banking system crisis in the region increases the
need to recapitalise parts of the sector.

Macro-prudential, regulatory and legal risks

Financia 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 financia institutions, together with measuresto
reduce systemic risk, may significantly alter the
competitive landscape. These measures may be
introduced as formal requirements in a super-equivalent
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manner and to differing timetables across regul atory
regimes.

Regulatory developments affecting the business
model

Several regulatory changes are likely to affect the
group’ s activities. These changes include:

e Thepublication on 27 June 2013 of the Capital
Requirements Directive (CRD IV’), which
introduced in the EU the Basel |11 measures that
came into effect on 1 January 2014, together with
the publication by the PRA on 19 December 2013
of itsfinal rules onimplementing CRD IV which
apply to firms regulated by the Prudential
Regulation Authority (‘PRA’) in the UK;

e Theintroduction of new regulatory bodies and
powers in Europe comprising, in the UK, the
Financia Policy Committee (' FPC'), the PRA, the
Financial Conduct Authority (‘FCA’) and, in
particular, the ability of the FPC to seek additional
capital for lending to sectors perceived as higher
risk; and, in the eurozone, the granting to the ECB
of supervisory powers from November 2014,

e Finalisation of the Financial Services (Banking
Reform) Act 2013 in the UK to give effect to the
recommendations of the Independent Commission
on Banking (‘ICB’) in relation to the future ‘ring-
fencing’ of the UK retail banking business from
wholesale banking activities and potential
legislative changes across the EU;

e Changesin the regime for the operation of capital
markets with increasing standardisation, centra
clearing, reporting and margin requirements
through a number of regulatory initiatives including
the European Market Infrastructure Regulation and
the revised Markets in Financia Instruments
Directive/Regulation;

¢ Requirements flowing from arrangements for the
recovery and resolution of HSBC and its main
operating entities (including the bank);

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

e Theforthcoming ECB Asset Quality Review
(*AQR’) which may reveal substantial
recapitalistion is needed among eurozone banks,

e Thetightening of credit controls by regulatorsin a
number of countries on mortgage lending and
unsecured portfolios; and

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

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 changesin 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 HSBC conducts activities and structures
itself. This has the potential both to increase the
costs of doing business and curtail the types of
business the group can carry out, with the risk of
decreased profitability as aresult. The devel opment
and implementation of many of these various
regulations are in their early stages, and therefore it
is not possible to estimate the effect, if any, on the
group’ s operations.

e Mandatory central clearing also brings new risksto
HSBC initsrole as a clearing member, as the group
will be required to underwrite losses incurred by
central clearing counterparties from the default of
other clearing members and their clients. Hence
central clearing brings with it a new element of
interconnectedness between clearing members and
clients which the group believes may increase
rather than reduce its exposure to systemic risk.

o Potential market disruption as aresult of the AQR
may affect the group directly through the exposure
to eurozone banks and sovereigns, and indirectly
should there be any diminution in economic
activity in the eurozone.

e HSBCisclosely engaged with the governments and
regulatorsin the countriesin which it operatesto
help ensure that the new requirements are properly
considered and can be implemented in an effective
manner. The group is also ensuring that the capital
and liquidity plans take into account the potential
effects of the changes. Capital dlocation and
liquidity management disciplines have been
expanded to incorporate future increased capital
and liquidity requirements and drive appropriate
risk management and mitigating actions.

Regulatory commitments and consent orders

Financia service providers are at risk of regulatory
sanctions or fines related to conduct of business and
financia crime. The incidence of regulatory
proceedings and other adversarial proceedings against
financial servicefirmsisincreasing.

In December 2012, HSBC Holding plc, the bank’s
parent company, entered into agreements with US and
UK authoritiesin relation to investigations regarding
past inadequate compliance with anti-money laundering
(*AML’) and sanctions laws.

Among these agreements, HSBC Holdings plc and
HSBC Bank USA, N.A. entered into afive-year
deferred prosecution agreement (the * DPA’) with the
US Department of Justice (‘DoJ) and HSBC Holdings
plc entered into a two-year deferred prosecution
agreement with the New Y ork County District Attorney
(the ‘DANY DPA’).

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

Under the settlement agreements, HSBC made
payments totalling US$1.9bn to US authorities and
undertook to continue cooperating fully with US and
UK regulatory and law enforcement authorities and take
further action to strengthen its compliance policies and
procedures.

The agreements with the DoJ, the US Federa
Reserve and the FCA Direction require HSBC to retain
an independent monitor (who is, for FCA purposes, a
‘skilled person’ under section 166 of the Financia
Services and Markets Act) to evaluate the progressin
implementing the obligations under the agreements and
FCA Direction and to produce regular assessments of
the effectiveness of the group’s Compliance function.

On 1 July 2013, the US District Court for the
Eastern District of New Y ork approved the US DPA
and retained authority to oversee implementation of the
same. Michael Cherkasky began his work as Monitor on
22 July 2013, charged with evaluating and reporting
upon the effectiveness of the Group’ sinternal controls,
policies and procedures as they relate to ongoing
compliance with applicable anti-money laundering and
sanctions laws. Hiswork is proceeding as anticipated
consistent with the timelines and requirements set forth
in relevant agreements.

Potential impacts on HSBC include:

o ltisdifficult to predict the outcome of the
regulatory proceedingsinvolving HSBC's
businesses. Unfavourable outcomes may have a
material adverse effect on the group’s reputation,
brand and results, including loss of business and
withdrawal of funding.

e The Group’s significant involvement in facilitating
international capital flows and trade exposes the
Group to the risk of financia crime or inadvertently
breaching restrictions and sanctions imposed by
OFAC and other regulators. Through the Global
Standards programme, the Group is implementing
consistent procedures and controls to detect, deter
and protect against financial crime.

In relation to the DPAS, the Group have committed
to take or continue to adhere to a number of remedial
measures. Breach of the DPA at any time during its
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term may allow the DoJ to prosecute HSBC Holdings
plc or HSBC Bank USA N.A. in relation to the matters
which are the subject of the US DPA. Breach of the
DANY DPA may alow the New Y ork County District
Attorney’ s Office to prosecute HSBC Holdingsplcin
relation to the matters which are the subject of that
DPA. Steps to address many of the requirements of the
DPAs and the FCA Direction have either already been
taken or are under way. These include simplifying the
Group’s control structure, strengthening the governance
structure with new |eadership appointments, revising
key policies and establishing bodies to implement single
Globa 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
DPAs or the FCA Direction.

Conduct of business

Regulatorsin the UK and other countries have
continued to increase their focus on ‘ conduct risk’
including paying attention to sales processes and
incentives, product and investment suitability and more
genera conduct of business concerns. In the UK, the
FCA is 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, remedia work.
Additionally, the FCA and other regulators increasingly
take actions in response to customer complaints, which
may be amplified through the use of socia media
channels, either specific to an institution or more
generadly in relation to a particular product. There have
been recent examples of this approach in the context of
the possible mis-selling of payment protection
insurance (‘ PPI’), of interest rate hedging products to
SMEs and of wealth management products.

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

Potential impacts on the group include:

e Regulatorsin the UK and other countries may
identify future industry-wide mis-selling or other
issues that could affect the group. This may lead
from timeto 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.
Also, decisions taken in the UK by the Financia
Ombudsman Service in relation to customer
complaints (or any overseas equivalent with
jurisdiction) could, if applied to awider class or
grouping of customers, have a material adverse
effect on the operating results, financial condition
and prospects of the group.

Disputerisk

The current economic environment has increased the
group’ s exposure to actual and potential litigation.
Further details are provided in Note 42 on the Financia
Statements.

Potential impacts on the group include:

e Disputerisk givesriseto potential financial loss
and significant reputational damage which could
adversely affect customer and investor confidence.

Business operations, governance and control
Heightened execution risk

There are a number of factors which may affect the
successful delivery of the group’s strategy. These
include the increasing regulatory pressures and demands
and the challenging macroeconomic environment,
which may affect the group’ s ability to achieve planned
earnings growth. The implementation of the group’s
strategy to simplify the business, which involves
withdrawing from certain markets, presents disposal
risks which must be carefully managed. Implementing
organisational changes to support the HSBC strategy, in
particular the restructure of the Compliance function
into two distinct sub-functions (Financial Crime
Compliance and Regulatory Compliance) also requires
close management oversight.

Potential impacts on the group include;

e Thegroup’sannual planning and stress testing
processes consider the effect of potential risks from
the external environment on its earnings and capital
position and mitigation actions by management.

e Therisk of disposal include regulatory breaches,
industrial action, loss of key personnel and
interruption to systems and processes during
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business transformation, and they can have both
financial and reputational implications.

e Thesize and scope of the change to the group’s
Compliance function could generate heightened
execution and peoplerisk (including significant
resourcing demands) and is subject to close
management oversight.

Internet crime and fraud

With the ever-growing acceptance and demand for
internet and mobile services by customers, the group is
naturally exposed to fraudulent and criminal activities
viathese channels. Internet crime could result in
financial loss, and/or the compromise of customer data
and sensitive information. Along with internet fraud, the
overal threat of external fraud may increase during
adverse economic conditions, particularly in retail and
commercia banking.

The group a so faces breakdowns in processes or
procedures and systems failure or unavailability and is
subject to the risk of disruption to group’s business
arising from events that are wholly or partially beyond
group’ s control, such as internet crime and acts of
terrorism.

Potential impacts on the group include:

¢ Internet crime and fraud may giveriseto lossesin
service to customers and/or economic lossto the
group. The same threats equally apply when the
group relies on externa suppliers or vendorsto
provide services to the group and its customers.
The group has increased the defences through
enhanced monitoring and has implemented
additional controls, such as two-factor
authentication, to mitigate the possibility of losses
from fraud risks. The group continually assesses
these threats as they evolve and adapts controlsto
mitigate them.

Information security risk

The security of the group’s information and technology
infrastructure is crucial for maintaining the banking
applications and processes while protecting customers
and the HSBC brand.

Potential impacts on the group are as follows:

e Financia loss and reputational damage which could
adversely affect customer and investor confidence.
Loss of customer datawould also result in
regulatory breaches which would result in fines and
penalties being incurred. The group has invested

On behalf of the Board
A P S Simoes, Director
Registered number 14259
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significantly in addressing this risk through
increased staff training to rai se awareness of
requirements and enhanced multi-layered controls
protecting information and technical infrastructure.

Data management

The group has received feedback from externa
stakeholders that it needs a clear data strategy to meet
the volume, granularity and frequency and scale of
regulatory reporting reguirements as well as other
internal and external information demands. In addition,
the group is required to meet the Basel Committee on
Banking Supervision's (‘BCBS') data and reporting
obligations by the end of 2015.

Potential impacts on the group include:

e Financid institutions that fail to meet their BCBS
data obligations by the required deadline may face
supervisory measures. Senior management
recogni se the importance of data management and
therefore established a Data Strategy Board in 2012
to define the Group’ s data strategy and ensure
consistent data aggregation, reporting and
mananagement across the Group. Key initiatives
and projects to deliver the strategy and meet the
BCBS data obligations are now in progress.

e Regulators are evaluating the industry on its ability
to provide accurate information and may use the
industry-devel oped data maturity model to assess
financial servicesfirms.

Model risk

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

Potential impacts on the group include:

e These model risks have the potential to increase the
group’ s capital requirements and make them more
volatile. The group continues to address these risks
through enhanced model devel opment, independent
review and model oversight to ensure the models
remain fit for purpose.

24 February 2014
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Introduction

Managing Risk

Whilst the crisis in the Eurozone eased during 2013,
volatility in financial markets continued, reflecting
concerns over the USfiscal cliff and debt ceiling and the
potential tapering of quantitative easing. The continuing
turmoil in the Middle East and its possible effect on
global energy prices, and the widely held view that the
world economic recovery remained fragile, increased this
volatility further.

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

Results for 2013

The consolidated profit for the year attributable to the
shareholders of the bank was £2,495 million.

Interim dividends of £1,400 million, in lieu of afinal
dividend in respect of the previous financial year, and
£570 million were paid on the ordinary share capital
during the year.

A second interim dividend, in lieu of afina
dividend, of £630 million was declared after 31
December 2013, payable on 24 February 2014.

Further information about the resultsis given in the
consolidated income statement on page 93. Information
about future developments likely to affect the group is
given in the Strategic Report.

Risk

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

The group continues to maintain a very strong
liquidity position and is well positioned for the changing
regulatory landscape.

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

e  Thegroup selectively managed its exposure to
sovereign debt and bank counterparties to ensure
that the overall quality of the portfolio remained
strong;

e  Thegroup regularly assessed higher risk
countries and adjusted its risk appetite and
exposures accordingly; and

e Thegroup repositioned certain portfolios and, in
addition, made its client selection filters more
robust in managing the risk of financial crime.
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(Unaudited)

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

An established risk governance framework and
ownership structure ensures oversight of and
accountability for the effective management of risk. The
group’ s risk management framework fosters the
continuous monitoring of the risk environment and an
integrated evaluation of risks and their interactions.
Integral to the group’ s risk management framework are
risk appetite, stress testing and the identification of
emerging risks.

The group’ s risk management framework is designed
to provide appropriate risk monitoring and assessment.
The bank's Risk Committee focuses on risk governance
and provides aforward-looking view of risks and their
mitigation.

The Risk Committee is a sub-committee of the Board
and has responsibility for oversight and advice to the
Board on, inter alia, the bank’ s risk appetite, tolerance
and strategy, systems of risk management, internal
control and compliance. Additionally, the Risk
Committee considers the alignment of the reward
structures and the maintenance and development of a
supportive culture in relation to the management of risk,
appropriately embedded by executive management
through procedures, training and leadership actions.

In carrying out its responsibilities, the Risk
Committeeis closely supported by the Chief Risk
Officer, the Chief Financial Officer, the Head of Internal
Audit and the Head of Compliance, together with other
business functions on risks within their respective areas
of responsibility.

Risk culture

All employees are required to identify, assess and manage
risk within the scope of their assigned responsibilities.
Global Standards set the tone from the top and are central
to the group’ s approach to balancing risk and reward.
Personal accountability is reinforced by the HSBC
Values, with employees expected to act with courageous
integrity in conducting their duties.

Employees are supported by a disclosure line which
enables them to raise concerns in a confidential manner.
The group aso has in place a suite of mandatory training
to ensure a clear and consistent attitude is communicated
to staff; mandatory training not only focuses on the
technical aspects of risk but also on the group’s attitude
towards risk and the behaviours expected by its policies.

Therisk culture isreinforced by the group’s
approach to remuneration; individual awards are based on
the achievement of both financial and non-financial
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(relating to the HSBC Values) objectives which are
aligned to the global strategy.

Risk profile

Risks are assumed by the Global Businessesin
accordance with their risk appetite and managed at global
business and regional levels. All risks are identified
through the group’s risk map process which sets out the
group’ srisk profilein relation to key risk categoriesin
the regional and global businesses. Risks are regularly
assessed through the group’ s risk appetite framework,
stress testing process and in terms of emerging risks.

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

Other risks are al'so measured through the group’s
economic capital model under Pillar 2.

Risk appetite

The Group’srisk appetiteis set out in the Group’s Risk
Appetite Statement, which describes the types and levels
of risk that the group is prepared to accept in executing its
strategy. 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 informsrisk-adjusted remuneration;

¢ enablesthe 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.

The risk appetite statement is approved by the HSBC
Board following advice from the Risk Committee, and is
a key component of the risk management framework. Itis
central to the annual planning process, in which global
businesses, geographical regions and functions are
required to articulate their risk appetite statements. These
are aligned with the Group strategy, and provide arisk
profile of each global business, region or function in the
context of the individual risk categories.

Stresstesting

The group’ s stress testing and scenario analysis
programme is central to the monitoring of top and
emerging risks. A range of group stress-testing scenarios
including, but not limited to, severe globa economic
downturn, country, sector and counterparty failures and a
variety of projected major operational risk events are
conducted. The outcomes of the stress testing are used to
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assess the potential demand for regulatory capital under
the various scenarios. The group has also participated in
analysis requested by regulatory bodies.

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

As part of the group’ s stress testing framework, a
number of macroeconomic and event driven scenarios
specific to the European region were considered and
reported to senior management. These are based on
analysis under arange of scenariosincluding:
deterioration in the French economy, UK leaving the
European Union, UK economic stagnation, and a move to
Negative Interest Rates in the UK and/or eurozone.

The group aso conducts Reverse Stress Testing.
Reverse Stress Testing is a process of working backwards
to assess a combination of scenarios and idiosyncratic and
systemic events that could render its business model
unviable.

Reverse stress testing is used as part of the risk
management process to help inform management actions
and contingency plans to mitigate against potential
stresses and vulnerabilities which the group might face.

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

In addition, the group is devel oping a response to the
PRA’ s firm data submission framework (' FDSF'). Thisis
a comprehensive submission of the data necessary to
conduct stress tests and to inform the PRA’ s view of the
capital buffer appropriate for the Group. The first data
submission was made in the second half of 2013 and the
group will continue to provide data on aregular basis
according to a schedule agreed with the PRA.
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Areas of special interest

The group determines areas of special interest based on
events which have taken place in the current or recent
reporting periods and warrant particular attention.

Financial crime compliance and regulatory

compliance
(Unaudited)

In recent years, the group has experienced increasing
levels of compliance risk as regulators and other agencies
pursued investigations into historical activities and it
continues to work with them in relation to existing issues.
This has included the matters giving rise to the DPAs
reached with US authorities in relation to investigations
regarding inadequate compliance with anti-money
laundering and sanctions law, and the related FCA
Direction undertaking.

The group has also responded to a number of
investigations by the FCA into the possible mis-selling in
the UK of certain products, including PPl and interest rate
hedging products sold to SMEs. In addition, it has been
involved in investigations and reviews by various
regulators and competition enforcement authorities
relating to certain past submissions made by panel banks
and the process for making submissionsin connection
with the setting of Libor, Euribor and other benchmark
interest and foreign exchange rates.

Itis clear from both HSBC' s own and wider industry
experience that the level of activity among regulators and
law enforcement agencies in investigating possible
breaches of regulations has increased, and that the direct
and indirect costs of such breaches can be significant.
Coupled with a substantial rise in the volume of new
regulation, much of which has some element of extra-
territorial reach, and the geographical spread of HSBC's
businesses, the group believes that the level of inherent
compliance risk that it faces as part of the HSBC Group
will continue to remain high for the foreseeable future.

Refinance Risk in Commercial real estate
(Unaudited)

Exposure to commercial rea estate lending is
concentrated in the UK, where during 2013 the market
first stabilised then steadily improved as economic
growth returned. This resulted in increased tenant demand
with signs that the benefits of recovery were beginning to
filter to regional markets outside of London and the South
East, which had remained relatively strong throughout the
downturn, abeit the recovery is not entirely consistent by
geography and property.

It is not untypical for commercial real estate lending
to require the repayment of a significant proportion of the
principal at maturity. Typically, the mechanism of
repayment for the customer is through the acquisition of a
new loan to settle the existing debt. Refinance risk arises
when a customer is unable to repay such term debt on
maturity, or to refinance debt at commercial rates.
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Thisrisk is subject to close scrutiny in key
commercial real estate markets because refinance risk can
arise particularly when aloan is serviced exclusively by
the property to which it relates, i.e. when the bank does
not, or is not able to, place principal reliance on other
cash flows available to the borrower. The group monitors
the commercial real estate portfolio, assessing those
drivers that may indicate potential issues with
refinancing. The principa driver is the vintage of the
loan, when origination reflected previous market norms
which no longer apply in the current market. Examples
are higher loan-to-value (‘LTV") ratios and/or lower
interest cover ratios. The range of refinancing sourcesin
the local market is aso an important consideration, with
risk increasing when lenders are restricted to banks and
when bank liquidity is limited. In addition, the quality of
underlying fundamentals such as the reliability of tenants,
ability to let, and the condition of the property are
important.

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

At 31 December 2013, the UK had £13.8 billion of
commercia rea estate loans, of which £4.1 billion were
due to be refinanced within the next 12 months. Within
these balances, cases subject to close monitoring within
the Loan Management unit amounted to £1.5 billion; £0.9
billion were disclosed asimpaired against which
impairment allowances of £0.4 billion have been raised.
Where these |oans are not considered impaired it is
because there is no evidence to indicate that all
contractual cash flows will not be recovered or that the
loans will need to be refinanced on terms the group would
consider below market norms.

Interest-only mortgages
(Unaudited)

Interest-only mortgages totalled £29.6 hillion,
approximately 37 per cent of UK mortgage balances (see
table of ‘Mortgage lending by product type’ on page 36),
of which approximately 50 per cent relates to the first
direct ‘offset’ product. An ‘offset’ is sold as an interest-
only product which allows customers to redraw capital up
to their mortgage account limit. Many customers elect to
make capital repayments throughout the term of the offset
product.

The group's underwriting criteria for interest-only
productsis consistent with that for equivalent capital
repayment products, and such products continue to be
typically originated at conservative LTV ratios.
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The group manages non-payment risk by ensuring
customers have a defined and credible repayment strategy
at origination (with affordability assessed on a capital
repayment basis) and maintaining regular contact with the
customer.

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

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

Eurozone crisis
(Unaudited)

In spite of austerity measures and structural reform
throughout 2012 and 2013, the peripheral eurozone
countries continued to exhibit ahigh ratio of sovereign
debt to GDP or short to medium-term maturity
concentration of their liabilities. However, some of these
peripheral eurozone countries showed improvements with
Ireland able to access the long-term bond markets and
Spain experiencing lower borrowing costs.

In March 2013, Cyprus sought assistance from the
Troika (the European Commission, European Central
Bank and International Monetary Fund), which ultimately
agreed a bailout under conditions 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, the group
has limited exposure to the country and no impairments
were recorded.

The ECB brought interest rates to record low levels
in order to support growth in the eurozone but the very
low level of inflation in the region is limiting the impact
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of such measures. These measures are putting additional
stress on the profitability of the European banking sector.

At 31 December 2013, the group’s net exposure to
the periphera eurozone countries was £19.6 billion,
including off-balance sheet exposures, £1.4 billion lower
than at the end of 2012. This was primarily dueto
reduction in exposure to sovereign borrowers and
agenciesin Italy, to banksin Ireland, and to other
financial institutions and corporates in Spain. These were
partly offset by an increase in exposure to banksin
Greece due to reverse repo activity which is backed by
high quality bonds.

The group’ s businesses in peripheral eurozone
countries are funded from a mix of local deposits, local
wholesale funding and intra-group loans extended from
the HSBC operations with surplus funds. A description of
redenomination risk in the event of the exit of a eurozone
member is provided on page 29.

Risk Management and Contingency planning
(Unaudited)

The group has awell-devel oped framework for dealing
with counterparty and systemic crisis situations, both
country specific and regionally, which is complemented
by regular specific and enterprise-wide stress testing and
scenario planning. The framework functions before,
during and after crises and ensures that the group has
detailed and evolving operational plansin the event of an
adverse situation materialising. It was applied throughout
2013 to ensure that pre-crisis preparation remained
apposite and robust. A Cyprus Magjor Incident Group was
effective in dealing with the group’ s response to the
Cyprus sovereign debt crisis.

The group recognised no impairment in respect of its
eurozone bank exposures.

Management continues to closely monitor and
manage eurozone bank exposures in the peripheral
eurozone countries, and is cautious in lending to this
sector.

The group regularly updates its assessment of higher-
risk eurozone banks and adjusts its risk appetite
accordingly. Where possible, the group also seeks to play
apositive role in maintaining credit and liquidity supply.
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Exposure to peripheral eurozone countries
On- and off-balance sheet exposure

(Audited)
Total net exposure
Other
On- Off- financial
balance  balance Total Risk Total Sovereign ingtitutions
sheet sheet gross miti- net and and
eXposuUres exposures exposures gation exposure  agencies Banks corporates Personal
£bn £bn £bn £bn £bn £bn £bn £bn £bn
At 31 December 2013
SPaIN oo 74 20 9.4 3.3 6.1 0.5 14 42 -
Ireland .....cccovvvvnnenens 47 05 5.2 0.8 44 - 0.5 39 -
7.7 18 9.5 (5.2 43 0.7 0.5 31 -
38 0.7 45 0.3 42 - 13 23 0.6
0.5 01 0.6 0.1 05 0.2 - 03 -
0.1 - 0.1 - 0.1 - - 0.1 -
24.2 5.1 29.3 (9.7) 19.6 14 3.7 13.9 0.6
8.7 17 104 3.7 6.7 05 16 4.6 -
51 05 5.6 0.7) 4.9 0.2 10 37 -
72 15 8.7 3.7 5.0 16 0.7 2.7 -
3.7 0.4 41 0.5 36 0.1 0.4 25 0.6
0.7 01 0.8 0.2 0.6 0.2 0.2 0.2 -
0.1 0.1 0.2 - 0.2 - - 0.2 -
25.5 4.3 29.8 (8.8) 21.0 2.6 3.9 13.9 0.6

Redenomination risk
(Unaudited)

As the peripheral eurozone countries of Greece, Ireland,
Italy, Portugal, Spain and Cyprus continue to exhibit
distress, there is the continuing possibility of a member
state exiting from the eurozone. There is no established
legal framework within the European treaties to facilitate
such an event. Consequently, it is not possible to predict
accurately the course of eventsand legal consequences
that would ensue.

Based on HSBC' s assessment of the likelihood of a
eurozone exit of each country and the related exposures
HSBC'sview remains that HSBC is most at risk if Greece,
Italy or Spain left the euro. As aresult, only exposuresin
Greece, Italy and Spain (described as ‘in-country’) are
reported in the table below.

Key risks associated with an exit by a Eurozone
member include:

e Foreign exchange losses: an exit would probably be
accompanied by the passing of laws in the country
concerned establishing a new local currency and
providing for a redenomination of euro assets into
the new local currency. The value of assets and
liabilities in the country would immediately fall
assuming the value of the redenominated currency is
less than the original euros when translated into the
carrying amounts. It is not possible to predict what
the total consequential loss might be asit is uncertain
which assets and liabilities would be legally
redenominated or the extent of the devaluation.
These assets and liabilities predominantly comprise
loans and deposits arising from the group’s
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commercia banking operations in these countries,
and the net assets represent the net funding exposure.
The table also identifies in-country off-balance sheet
exposures as these are at risk of redenomination
should they be called, giving rise to a balance sheet
exposure. It is to be noted that this analysis can only
be an indication as it does not include euro-
denominated exposures booked by HSBC outside the
countries at risk which are connected with those
countries (see ‘external contracts' below).

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

The group continues to identify and monitor potential
redenomination risks and, where possible, takes steps to
mitigate them and/or reduce its overall exposure to losses
that might arise in the event of aredenomination.
Management recognises, however, that a euro exit could
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take different forms, depending on the scenario. These
could have distinct legal consequences which could
significantly alter the potential effectiveness of any
mitigation initiatives, and it is accordingly not possible to

In-country funding exposure
(Unaudited)
31 December 2013

Greece
IN-COUNETY @SSELS .....oveiieeeteseeet et
IN-CoUNtry HHabIlItiES.....cveveeieeeec e

Net iN-Country FUNING .......ccvveirerieiree s
Off balance sheet exposure/hedging..........cccceeeveerrereiesieneeseereees

Italy
IN-COUNEIY @SSELS .....cveevieeeresiestese et
IN-COUNtrY li@bIltIES ...ttt

Net in-Ccountry fFUNING .......ccooveireriieieee s
Off balance sheet exposure.

Spain
IN-COUNEIY @SSELS .....cveevieeeresiestese et
IN-country lHabilitiES.......cc.ciiiiiicee e

Net in-Ccountry fFUNING .......ccooveireriieieee s
Off balance sheet exposure.

31 December 2012

Greece
IN-COUNEIY @SSELS ....vivevieieie ettt st nne e
IN-CoUNtrY HHAaDIlItIS.....cveveeiceeec e

Net in-country funding
Off balance sheet exposure/hedging..........ccceeeeererrereienieseeseereees

Italy
IN-COUNEIY @SSELS .....cveevieeeresiestese et
IN-COUNETY li@DIlHIES ......o.oevceeeeevceeee ettt

Net in-country funding...
Off balance Sheet EXPOSUNE.........co.cereriririeerieieesee e

Spain

IN-COUNETY @SSELS .....cveeieeereseest ettt
IN-CoUNtry HHabIlItiS.....cveieeeieeeec e
Net in-Country fFUNING .......c.coeireniiee s

Off balance Sheet EXPOSUNE.........co.cereriririeerieieesee e

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

Denominated in:

Other
Euros USDollars Currencies Total
£bn £bn £bn £bn
09 0.1 - 1.0
(0.8) (0.5) — (1.3)
0.1 (0.4) — (0.3)
(0.2) - 0.2 0.1
05 - - 05
(2.2) - - (1.2)
(0.6) — — (0.6)
0.6 - - 0.6
09 0.5 - 14
(0.6) 0.2 - (0.8)
0.3 0.3 - 0.6
0.3 0.3 - 0.6
Denominated in:
Other
Euros US Dollars Currencies Total
£bn £bn £bn £bn
13 0.1 - 14
(1.0) (0.5) (0.1) (1.6)
0.3 (0.4) (0.1) (0.2)
(0.2) 0.1 0.2 0.1
0.6 - - 0.6
(1.2) - - (1.2
(0.6) — — (0.6)
0.5 - - 05
15 0.5 - 2.0
(2.2) (0.2) - (1.2)
0.4 0.4 - 0.8
0.4 0.1 - 05

1 In-country liabilitiesin Italy include liabilities issued under local law but booked outside the country.
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Credit risk

(Audited)

Credit risk isthe risk of financial lossif a customer or
counterparty fails to meet a payment obligation under a
contract. It arises principally from direct lending, trade
finance and leasing business, but aso from off-balance
sheet products such as guarantees and credit derivatives,
and from the group’ s holdings of debt securities.

There were no material changes to the group’s
policies and practices for the management of credit risk in
2013.

Of the risks in which the group engages, credit risk
generates the largest regulatory capital requirements.

The principa objectives of the group’s credit risk
management are:

e to maintain across the group a strong culture of
responsible lending and a robust risk policy and
control framework;

e to both partner and challenge Global Businessesin
defining, implementing, and continually re-
evaluating the group’ s risk appetite under actual and
scenario conditions; and

= to ensurethereisindependent, expert scrutiny of
credit risks, their costs and mitigation.

Within the bank, the Credit Risk function is headed
by the European Chief Risk Officer and reports to the
Chief Executive Officer, with afunctional reporting line
to the Group Chief Risk Officer. Its responsibilities
include:

e formulating credit policy. Compliance, subject to
approved dispensations, is mandatory for al
operating companies which must develop local credit
policies consistent with group policies that very
closely reflect Group policy;

e guiding operating companies on the group’ s appetite
for credit risk exposure to specified market sectors,
activities and banking products and controlling
exposures to certain higher-risk sectors;

¢ undertaking an independent review and objective
assessment of risk. Credlit risk assesses all
commercial non-bank credit facilities and exposures
over designated limits, prior to the facilities being
committed to customers or transactions being
undertaken;

e monitoring the performance and management of
portfolios across the group;

e controlling exposure to sovereign entities, banks and
other financial institutions, aswell as debt securities
which are not held solely for the purpose of trading;

e setting policy on large credit exposures, ensuring that
concentrations of exposure by counterparty, sector or

geography do not become excessive in relation to the
group’s capital base, and remain within internal and
regulatory limits;

¢ maintaining and developing the group’srisk rating
framework and systems through the Regional Model
Oversight Committees (RMOC’), which report to
the Risk Management Meeting (‘RMM’) and
oversees risk rating system governance for both
wholesale and retail businesses;

e reporting on retail portfolio performance, high risk
portfalios, risk concentrations, large impaired
accounts, impairment allowances and stress testing
results and recommendations to the group’s RMM,
the group’ s Audit Committee and the Board; and

e acting on behalf of the group asthe primary
interface, for credit-related issues, with the Bank of
England, the PRA, local regulators, rating agencies,
analysts and counterparts in major banks and non-
bank financial institutions.

Credit quality
(Audited)

The group’s credit risk rating systems and processes
differentiate exposures in order to highlight those with
greater risk factors and higher potential severity of loss.

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

business, risk is assessed and managed using awide range
of risk and pricing models to generate portfolio data.

The group’ srisk rating system facilitates the internal
ratings-based (‘ IRB’) approach under Basel | adopted by
the Group to support calculation of the minimum credit
regulatory capital requirement. For further details, see
‘Credit quality of financial instruments’ on page 39.

Specia attention is paid to problem exposuresin
order to accelerate remedial action. Where appropriate,
operating companies use specialist unitsto provide
customers with support in order to help them avoid
default wherever possible.

The Credit Review and Risk Identification team
reviews the robustness and effectiveness of key
management, monitoring and control activities.

Periodic risk-based audits of operating companies
credit processes and portfolios are undertaken by the
Internal Audit function. Internal Audit discusses with
management any risk ratings it considers to be
inappropriate; following which its final recommendations
for revised ratings must be adopted.

Impair ment assessment

It isthe group’s policy that each operating company
creates allowances for impaired loans promptly and
consistently. Impairment allowances may be assessed and
created either for individually significant accounts or, on
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acollective basis, for groups of individually significant
accounts for which no evidence of impairment has been
individually identified or for high-volume groups of
homogeneous loans that are not considered individually
significant.

When impairment losses occur, the group reduces the
carrying amount of loans and advances through the use of
an allowance account. When impairment of available-for-
salefinancia assets and held-to-maturity financia
investments occurs, the carrying amount of the asset is
reduced directly. For further details on the accounting
policy for impairment of available-for-sale debt and
equity securities, see accounting policiesin Note 2.

Concentrations of credit risk exposure

Concentrations of credit risk arise when a number of
counterparties or exposures have comparable economic
characteristics, or such counterparties are engaged in
similar activities, or operate in the same geographical
areas or industry sectors, so that their collective ability to
meet contractual obligationsisuniformly affected by
changes in economic, palitical or other conditions. The
group uses a number of controls and measures to
minimise undue concentration of exposure in the group’s
portfolios across industry, country and customer groups.
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These include portfolio and counterparty limits, approval
and review controls, and stress testing.

Wrong-way risk is an aggravated form of
concentration risk that arises when there is a strong
correlation between the counterparty’ s probability of
default and the mark-to-market value of the underlying
transaction. The group uses arange of procedures to
monitor and control wrong-way risk, including requiring
entities to obtain prior approval before undertaking
wrong-way risk transactions outside pre-agreed
guidelines.

Maximum exposur e to credit risk

The following table presents the maximum exposure to
credit risk from balance sheet and off-balance sheet
financial instruments, before taking account any collateral
held or other credit enhancements (where such credit
enhancements do not meet offsetting requirements). For
financial assets recognised on the balance shest, the
maximum exposure to credit risk equals their carrying
amount; for financial guarantees granted, it isthe
maximum amount that the group 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.
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Maximum exposure to credit risk
(Audited)

The group

Cash and balances at central banks.............cccevuennne
Itemsin the course of collection from other banks..

Trading @SSetS' .......veeeceeeeeeeeeeeeee e
treasury and other digiblehills.........cccccovvevnnnene
debt SECUMTIES ..o
loans and advancesto banks ...........cccccevecvevieenens
loans and advances to CUSLOMEY'S ........cccecevveeeene.

Financial assets designated at fair value®
treasury and other digiblehills.........cccccovvervnnnene
debt securities ........oovveeeeeenns
loans and advances to banks.......... .
loans and advances to CUSLOMEYS.........cccverveeeenne.

(DT (RVZ: 1YL= SO

Loans and advances held at amortised cost®....
loans and advances to banks.................... .
loans and advances to CUSLOMEYS.........cccvereeeeene.

Financial investmentst...........ocevevveeererieeseereeseenas
treasury and other similar bills..........ccccccveiennene
debt SECUMTIES ...

endorsements and acCeptanCes .........cocceeervrveneens
accrued income and Other .........ccccovicenricens

Financial guarantees ........ccccvevvverererescescieseseeenns
Loan commitments and other credit-related
COMMITMENES.....veivieieiiceeiee e

At 31 December 2013 At 31 December 2012
Exposureto Exposure to
Maximum creditrisk ~ Maximum credit risk
exposure Offset (net) exposure Offset (net)
£m £m £m £m £m £m
67,584 - 67,584 51,613 - 51,613
1,948 - 1,948 1,961 - 1,961
98,090 (1,075) 97,015 138,624 (10,327) 128,297
2,623 - 2,623 2,258 - 2,258
56,414 - 56,414 54,576 - 54,576
16,067 - 16,067 32,655 - 32,655
22,986 (1,075) 21,911 49,135 (10,327) 38,808
6,947 - 6,947 7,151 - 7,151
6,903 - 6,903 7,122 - 7,122
44 - 44 29 - 29
137,239 (112,931) 24,308 177,808 (141,162) 36,646
358,260 (67,932) 290,328 314,971 (54,641) 260,330
53,228 (1,493) 51,735 32,286 (1,992) 30,294
305,032 (66,439) 238,593 282,685 (52,649) 230,036
74,024 - 74,024 70,237 - 70,237
2,196 - 2,196 5,203 - 5,203
71,828 - 71,828 65,034 - 65,034
7,439 - 7,439 6,704 - 6,704
703 - 703 779 - 779
6,736 - 6,736 5,925 - 5,925
11,846 - 11,846 11,660 - 11,660
123,017 - 123,017 115,725 - 115,725
886,394 (181,938) 704,456 896,454 (206,130) 690,324
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Maximum exposure to credit risk
(Audited)
The bank

At 31 December 2013 At 31 December 2012
Exposureto Exposure to
Maximum credit risk Maximum credit risk
exposure Offset (net) exposure Offset (net)
£m £m £m £m £m £m
Cash and balances at central banks ............ccce... 60,996 - 60,996 45,262 — 45,262
Items in the course of collection from other banks 1,374 - 1,374 1,213 - 1,213
Trading @SSEtS! ........vocveeeereeeseeeeeeeeeeeseee e seesnenes 66,865 (1,075) 65,790 115,949 (10,327) 105,622
treasury and other digiblehills........cccccvvveenn. 643 - 643 1,120 - 1,120
debt SECUNTIES ..vvveeecc e 28,821 - 28,821 30,084 - 30,084
loans and advancesto banks ............cccceveiiennene 16,568 - 16,568 38,258 — 38,258
loans and advances to CUSLOMEN'S ........ccvvevevenene 20,833 (1,075) 19,758 46,487 (10,327) 36,160
Financial assets designated at fair value' .............. 3,983 - 3,983 4,373 - 4,373
debt SECUNTIES ..ovvvicecece e 3,983 - 3,983 4,373 - 4,373
loans and advances to banks...........ccoccevvervennnnne — — — — — —
DENVAHVES? .....vovvoevereveeereeseeseeesseesesereesssessseseseees 112,623  (77,990) 34,633 140,340  (88,947) 51,393
Loans and advances held at amortised cost®........... 281,746 (59,561) 222,185 242,774 (47,492) 195,282
loans and advancesto banks.............cccceverienene 41,566 - 41,566 17,207 — 17,207
loans and advances to CUSLOMEYS.........ccvvevevenene 240,180 (59,561) 180,619 225,567 (47,492) 178,075
Financial investments...........cccouveveereveesererseesnenns 44,594 — 44,594 36,116 — 36,116
treasury and other similar bills... " 1,927 - 1,927 4,922 - 4,922
debt SECUNTIES....cuviveieeveccee e 42,667 — 42,667 31,194 — 31,194
Other aSSEtS.......ccveiiesececeee e 4,722 — 4,722 4,280 — 4,280
endorsements and acceptancCes ..........c.oeeenene. 343 - 343 525 - 525
accrued income and other .........ccccvcveeevicnnenne. 4,379 — 4,379 3,755 — 3,755
Financial guUarantees ........cccevveevvereeesereserieennens 9,366 - 9,366 9,318 - 9,318
Loan commitments and other credit-related
COMMITMENES ..ot 80,417 — 80,417 77,640 — 77,640
666,686  (138,626) 528,060 677,265  (146,766) 530,499

Reported amounts exclude equity instruments.

The derivative offset amount in the * maximum exposure to credit risk table’ relates to exposures where the counter party has an offsetting
derivative exposure with the group, a master netting agreement isin 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 31 December 2013, the total amount of such offsets was £113
billion (2012: £141 hillion), of which £93 billion (2012: £122 billion) were offsets under a master netting arrangement, £17 billion (2012:
£19 billion) were received in cash and £3 billion (2012: £0.1 billion) were other collateral. These amounts do not qualify for net
presentation for accounting purposes as settlement may not actually be made on a net basis.

3 Theloansand advances offset adjustment primarily relates to customer loans and deposits, and balances arising from repo and reverse
repo transactions. The offset relates to balances where there is a legally enforceable right of offset in the event of counterparty default,
and where, asa result thereis a net exposure for credit risk management purposes. As there is no intention to settle these balanceson a
net basis under normal circumstances, they do not qualify for net presentation for accounting purposes.

Collateral and other credit enhancements held

L oans and advances held at amortised cost
(Audited)

Although collateral can be an important mitigant of credit
risk, it isthe group’s practice to lend on the basis of the
customer’ s ability to meet their obligations out of their
cash flow resources rather than rely on the value of
security offered. Depending on the customer’ s standing
and the type of product, facilities may be provided
unsecured. For other lending a charge over collateral is
obtained and considered in determining the credit

34

decision and pricing. In the event of a default, the group
may utilise the collateral as a source of repayment.

Depending on its form, collateral can have a
significant financial effect in mitigating exposure to
credit risk. The tables below provide a quantification of
the value of fixed charges the group holds over a
borrower’ s specific asset (or assets) where the group has
ahistory of enforcing, and are able to enforce, the
collateral in satisfying a debt in the event of the borrower
failing to meet its contractua obligations, and where the
collateral is cash or can berealised by salein an
established market.
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The group may aso manage its risk by employing
other types of collateral and credit risk enhancements,
such as second charges, other liens and unsupported
guarantees, but the valuation of such mitigantsisless
certain and their financial effect has not been quantified.
In particular, loans shown in the tables below as not
collateralised may benefit from such credit mitigants.

Personal Lending

Consequently, the figures in the tables below only
quantify the value of fixed charges held over a specific
asset (or assets) of a borrower where the group have a
history of enforcing, and are able to enforce, the collatera
in satisfying a debt in the event of aborrower failing to
meet their contractual obligations and where the collatera
is cash or can be realised in the form of cash by salein an
established market.

Residential mortgages including loan commitments by level of collaterals

(Audited)

The group

Fully collateraliSed ..o

Less than 25% loan to value (‘LTV")
25%t050% LTV
51%t0 75% LTV
76% t0 90% LTV
91% to 100% LTV

Partially collateralised
greater than 100% LTV

Total residential MOMQAgES .......cccerveerierirerieere st

The bank

Fully collateraliSed .........oooieiniirerere e

Less than 25% loan to value (‘LTV")
25%t050% LTV
51%t0 75% LTV
76% t0 90% LTV

91%1t0 100% LTV ..oviiicccese s

Partialy collateralised
greater than 100% LTV
collateral value

Total residential MOMQAgES .......ccoerveerierererieere e

The above tables show residential mortgage lending
including off-balance sheet loan commitments by level of

COllateral VAIUE .......ccevuieieieseeee e

collateral. The collateral included in the table above consists

of first charges on real estate.

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

£m £m
88,249 86,583
6,521 6,872
26,126 22,009
40,165 37,358
13,262 16,392
2175 3,952
917 1,835
571 || 1,587 |
89,166 88,418

At 31 December 2013 At 31 December 2012

£m £m
83,364 80,782
6,268 6,430
24,922 20,677
37,703 34,461
12,692 15,713
1,779 3,501
744 1,383
479 || 1,210 |
84,108 82,165

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

The following table shows the levels of persona mortgage lending productsin the various portfoliosin the UK and the
rest of Europe.

Continental
UK Europe
£m £m
At 31 December 2013
Total residential MOrtgage |ENAING .......ccvcvreiririei e sseees 79,955 3,927
Total impairment allowances on residential mortgage [ending ..o (222) (43)
Interest-only (including endowmENt) MOMGAJES ......c.ccvvveirereiireereeeee et e e saenens 29,585 33
Affordability mortgages, including adjustable rate mortgages ...........coceovevvnecinnnciiccseee s 1 306
(011 OO 57 -
Total interest-only and affordability MOMGAgES ........ccveeiririeiereece e 29,643 339
As apercentage of total mortgage [ending ..........ccccciiieiiiiniec s 37.1% 8.6%
At 31 December 2012
Total residential MOrtgage |ENAING...........ooriirireieeee e 78,514 4,030
Total impairment allowances on residential mortgage [ending ...........cccovvveeeninnieeinrseeeseeeeens (262) (40)
Interest-only (including endowmENt) MOMGAJES.........ccrueererererieereeesie et 30,719 31
Affordability mortgages, including ARMs. 1 330
OtNEr .. 60 -
Total interest-only and affordability MOMQagES.........ccooeirirriree e 30,780 361
As apercentage of total Mortgage |ENAiNG.......cccoveueuiirrieiiirec s 39.2% 9.0%
Other personal lending
Other personal lending consists primarily of credit cards financia (non-bank) lending. This reflects the differing
and persona |oans, both of which are generally nature of collateral held on these portfolios. In each case,
unsecured. the analysis includes off-balance sheet commitments.
Corporate and commercial and financial non-bank The collateral included in the table below consists of
lending fixed first charges on real estate.
(Audited)

Collateral held is analysed separately for commercial real
estate and for other corporate and commercia and

Commercial real estate loans and advances including loan commitments by level of collateral
(Audited)

At 31 December 2013 At 31 December 2012

£m £m

RAEE] CRRY 110 7 «veueerreeneeeeeeseeessessseesessssssssssssesssesssassssanes 18,972 20,398

Uncollateralised ........ 2,943 4,374

Fully collateralised ........ 14,418 14,114

Partialy collateralised ... 1,611 1,910

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

Rated CRR 810 10 ..oucevureeueeeeeeseeeseeseessessssesssssssesssessssssssanes 2,855 2,271

Uncollateralised ........ 408 259

Fully collateralised ... 1,132 1,032

Partialy collateralised ..........cccooeveiieieniiinnne 1,315 980

- collateral value (partialy collateralised) .......c.ccccoeeeenene 947 581

Total commercial real estate loans and advances.............co..c..... 21,827 22,669
1 Customer riskrating (‘CRR).

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

market conditions. Revaluations are sought with greater
frequency where as part of the regular credit assessment
of the obligors, material concerns arise in relation to the
transaction which may reflect on the underlying value of

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

collateral rated CRR/EL 8 to 10 only
(Audited)

Uncollateralised
Fully collateralised
- LTV ratio lessthan 25%

-51%1t0 75%....
- 76%1t090%....

= 90%0 t0 20090 ...t
Partially collateralised ..........cccoeorinrinennereecreee e

- collateral value

Total rated CRR/EL 8 to 10

The collateral used in the assessment of the above
primarily includes first legal charges over rea estate and
charges over cash in the commercia and industria sector,
and charges over cash and marketable financial
instruments in the financial sector. Government sector
lending is generally unsecured.

It should be noted that the table above excludes other
types of collateral which are commonly taken for
corporate and commercial lending such as unsupported
guarantees and floating charges over the assets of a
customer’ s business. While such mitigants have value,
often providing rights in insolvency, their assignable
valueisinsufficiently certain and are therefore assigned
no value in these disclosures.

Aswith commercial rea estate, the value of real
estate collateral included in the table above is determined
through professional valuation. The frequency of

Collateral and other credit enhancements obtained
(Audited)

= 259010 50%0 ...

At 31 December 2013 At 31 December 2012

£m £m
3,397 2,99
473 889
25 42
76 115
158 179
108 115
106 438
819 836
415]| 519
4,689 4,721

revaluation is undertaken on asimilar basis to
commercia real estate |loans and advances; however, for
financing activitiesin corporate and commercial lending
that are not predominantly commercial real estate
oriented, collateral valueis not as strongly correlated to
principal repayment performance. Collateral values will
generally be refreshed when an obligor’ s general credit
performance deteriorates and it is necessary to assess the
likely performance of secondary sources of repayment
should reliance upon them prove necessary. For this
reason, the table above reports values only for customers
with CRR 8 to 10, reflecting that these loans and
advances generally have valuations which are of
comparatively recent vintage. For the purposes of the
table above, cash isvalued at its nominal value and
marketable securities at their fair value.

The collateral valuation excludes any adjustments for
obtaining and selling the collateral.

Nature of assets
Residential property” .........ccoeeeveeeeeeeeeeeeeeeeeeeereeneenes

Thegroup The bank
2013 2012 2013 2012
£m £m £m £m
28 33 15 21

1 Thetable presentsthe carrying amount of collateral and other credit enhancements obtained which are held at the reporting date.

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

(Audited)
The group
At 31 December 2013 At 31 December 2012
Grossloans by Gross loans by
Grossloansand  industry sector as Gross loans and industry sector as
advancesto a% of total advancesto a % of total
customers grossloans customers gross loans
£m % £m %
Per sonal
Residential mortgages ..........cccovereeeerenerieenesnneeeas 83,882 27.20% 82,544 28.87%
Other personal ........c.covveeeirneeenrcees s 25,257 8.19% 23,222 8.12%
109,139 35.39% 105,766 36.99%
Corporate and commer cial
Commercial, industrial and international trade ..... 79,826 25.89% 78,176 27.34%
Commercia real estate ........occceveeerereccnenne. 18,755 6.08% 20,504 7.17%
Other property-related ... 4,421 1.43% 4,580 1.60%
GOVEIMMENE ..ot 2,020 0.66% 1,481 0.52%
Other commercial .........cceeveereeierirreeeee s 39,051 12.66% 32,283 11.29%
144,073 46.72% 137,024 47.92%
Financial
Non-bank financial institutions ...........ccccccveeenenene 52,662 17.08% 40,539 14.18%
Settlement 8CCOUNES .......c.evvvreeeeeririereeerreeeeeens 935 0.30% 316 0.11%
53,597 17.38% 40,855 14.29%
OtNEN o 1,559 0.51% 2,286 0.80%
Total grossloans and advances ..........ccccocceveneeernnne. 308,368 100.00% 285,931 100.00%
The bank
At 31 December 2013 At 31 December 2012
Grossloans by Gross loans by
Grossloansand  industry sector as Gross loans and industry sector as
advancesto a % of total advances to a% of total
customers grossloans customers gross loans
£m % £m %
Per sonal
Residential mortgages ..........cocoveveeeeenneseecncnennenes 77,747 32.08% 76,440 33.46%
Other personal .........ccooeeeeenieeienereeeeee s 8,963 3.70% 8,939 3.91%
86,710 35.78% 85,379 37.37%
Corporate and commer cial
Commercial, industrial and international trade ..... 59,375 24.49% 58,363 25.55%
Commercial real eState ........coceeeeevererereiererieieenenns 11,210 4.63% 12,613 5.52%
Other property-related ... 3,048 1.26% 2,999 1.31%
Government ............... s 1,448 0.60% 987 0.43%
Other commercial .........ceeeieereeienirieeeeeeee s 30,756 12.69% 24,798 10.85%
105,837 43.67% 99,760 43.66%
Financial
Non-bank financial institutions ...........ccccccveeenenne 47,980 19.79% 41,030 17.95%
Settlement accounts 281 0.12% 36 0.02%
48,261 19.91% 41,066 17.97%
OtNEN .o 1,559 0.64% 2,286 1.00%
Total grossloans and advances ..........ccccccevvvvreeenrenne. 242,367 100.00% 228,491 100.00%
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L oans and advancesto banks
(Audited)

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

collateral.

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

Uncollateralised
Fully collateralised .......
Partialy collateralised ..

- collateral value

The collateral used in the assessment of the above relates
primarily to cash and marketabl e securities. Certain
products such as reverse repurchase and stock borrowing
are effectively collateralised and have been included in
the table above, details of which are disclosed in Note 36
‘ Assets charged as security for liabilities and collateral
accepted as security for assets'.

Derivatives
(Audited)

The International Swaps and Derivatives Association
(‘ISDA’") Master Agreement is the group’s preferred
agreement for documenting derivatives activity. It
provides the contractual framework within which dealing
activity across afull range of over-the-counter productsis
conducted, and contractually binds both parties to apply
close-out netting across all outstanding transactions
covered by an agreement if either party defaults or other
pre-agreed termination events occur. It is common, and
the group’s preferred practice, for the parties to execute a
Credit Support Annex (‘CSA’) in conjunction with the
ISDA Master Agreement. Under a CSA, collateral is
passed between the parties to mitigate the market-
contingent counterparty risk inherent in the outstanding
positions. The majority of the group’s CSAs are with
financial institutional clients.

Items in the course of collection from other

banks
(Audited)

Settlement risk arises in any situations where a payment
in cash, securities or equities is made with the expectation
of acorresponding receipt of cash, securities or equities.

.................................................................... 2
Total loans and advances to banks ..........ccceveevceceeveseseseeens
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At 31 December 2013 At 31 December 2012

£m £m
21,928 21,368
31,716 15,775
41 39
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53,685 37,182

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

The group substantially mitigates settlement risk on
many transactions, particularly those involving securities
and equities, by settling through assured payment
systems, or on a delivery-versus-payment basis.

Trading assets, financial assets designated at

fair value and financial investments
(Audited)

Debt securities, treasury and other eligible bills consist of
government, bank or other financial institution issued
securities for which either government guarantees are
held or no collateral is held.

In addition, debt securities include asset-backed
securities (ABS') and similar instruments which are
supported by underlying pools of financia assets. The
group also purchases credit default swap gross protection
to mitigate its exposure to credit risk.

Credit quality of financial instruments
(Audited)

The five credit quality classifications defined below each
encompass a range of more granular, internal credit rating
grades assigned to wholesale and retail lending business,
aswell asthe externa rating, attributed by external
agencies to debt securities. There is no direct correlation
between the internal and external ratings at granular level,
except to the extent each falls within asingle quality
classification.
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Credit quality

Debt securities

and other bills  Wholesale lending and derivatives Retail lending
External credit Internal credit Probability of Internal credit

Quality classfication rating rating default % rating Expected loss %
SONG . A- and above CRR1 to CRR2 0-0.169 EL1toEL2 0-0.999
GO0 BBB+ to BBB- CRR3 0.170-0.740 EL3 1.000 —4.999
Satisfactory......ccoeeveeenienene BB+ to B+ and unrated CRR4 to CRR5 0.741-4.914 EL4toELS5 5.000 — 19.999
B and below CRR6 to CRR8 4.915-99.999 EL6to EL8  20.000—99.999
Impaired CRR9 to CRR10 100 EL9to EL10 100+ or defaulted®

1 TheEL percentage is derived through a combination of Probability of Default (‘PD’) and Loss Given Default (‘LGD’) and may exceed 100
per cent in circumstances where the LGD is above 100 per cent reflecting the cost of recoveries.

Quality classification definitions

(Audited)

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

‘Good' : Exposures require closer monitoring and
demonstrate a good capacity to meet financial
commitments, with low default risk. Retail accounts
typically show only short periods of delinquency, with
any |losses expected to be minimal following the adoption
of recovery processes.

‘ Satisfactory’: Exposures require closer monitoring
and demonstrate an average to fair capacity to meet
financial commitments, with moderate default risk. Retail
accounts typically show only short periods of
delinquency, with any losses expected to be minor
following the adoption of recovery processes.

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

‘Impaired’: Exposures have been assessed,
individually or collectively, asimpaired.
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Risk rating scales
(Audited)

The Customer Risk Rating (' CRR’) 10-grade scale above
summarises amore granular underlying 23-grade scale of
obligor probability of default (‘PD’). All distinct HSBC
customers are rated using one of these two PD scales,
depending on the degree of sophistication of the Basel |1
approach adopted for the exposure.

The Expected Loss (‘EL’) 10-grade scale for retail
business summarises a more granular underlying EL scale
for these customer segments; this combines obligor and
facility/product risk factorsin acomposite measure.

For debt securities and certain other financial
instruments, external ratings have been aligned to the five
quality classifications. The ratings of Standard and Poor’s
are cited, with those of other agencies being treated
equivalently. Debt securities with short-term issue ratings
are reported against the long-term rating of the issuer of
those securities. If major rating agencies have different
ratings for the same debt securities, a prudent rating
selection is made in line with regulatory requirements.

For the purpose of the following disclosure, retail
loans which are past due up to 89 days and are not
otherwise classified as EL9 or EL 10, are not disclosed
within the EL grade to which they relate, but are
separately classified as past due but not impaired. The
following tables set out the group’ s distribution of
financial instruments by measures of credit quality.
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Distribution of financial instruments by credit quality

(Audited)

The group

Cash and balances at
central banks ...............

Items in the course of
collection from other

Trading assets ......c.ccceeee..
— treasury and other
digiblehills ................
— debt securities ..............
— loans and advances to

— loans and advances to
CUSIOMETS .....ocveerrrenes

Financial assets
designated at fair value
— treasury and other
digiblehills................
— debt securities ..............
— loans and advances to

— loans and advances to
CUSIOMETS ...

Derivatives .......ccocevuennnn.

Loans and advances held
at amortised cost .........
— loans and advancesto

— loans and advances to
CUSLOMESS eovveveeeeeienns

Financial investments .....

— treasury and other
digiblehills.................

— debt securities ..............

— endorsements and
acceptances .................
— accrued income and

31 December 2013

Neither past due nor impaired

' Past

Medium Sub- due not Impair ment
Strong Good Satisfactory Standard impaired Impaired  allowances Total
£m £m £m £m £m £m £m £m
67,584 - - - - - - 67,584
1,948 - - - - - - 1,948
69,228 18,062 10,289 511 - - - 98,090
1,182 1,267 174 - - - - 2,623
45,892 7,145 2,991 386 - - - 56,414
9,469 2,762 3,720 116 - - - 16,067
12,685 6,388 3,404 9 - - - 22,986
2,599 243 4,101 4 - - - 6,947
2,557 243 4,099 4 - - - 6,903
42 - 2 - - - - 44
109,827 20,714 6,186 512 - - - 137,239
210,690 77,706 55,063 8,813 1,452 7,893 (3,357) 358,260
40,601 7,969 3,272 1,383 - 24 (21) 53,228
170,089 69,737 51,791 7,430 1,452 7,869 (3,336) 305,032
63,005 5,662 2,122 1,731 - 1,504 - 74,024
834 1,108 254 - - - - 2,196
62,171 4,554 1,868 1,731 - 1,504 - 71,828
4,967 431 1,765 257 5 14 - 7,439
387 16 300 - - - - 703
4,580 415 1,465 257 5 14 - 6,736
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The group
31 December 2012
Neither past due nor impaired
Past
Medium Sub- due not Impairment
Strong Good  Satisfactory Standard impaired Impaired  alowances Total
£m £m £m £m £m £m £m £m
Cash and balances at
central banks............. 51,613 - - - - - - 51,613
Items in the course of
collection from other
banks......cccovviveenne 1,961 - - - - - - 1,961
Trading assets .............. 99,766 21,027 17,140 691 — — — 138,624
— treasury and other
eigiblehills ............. 931 797 527 3 - - - 2,258
— debt securities .......... 41,991 8,017 4,320 248 - - - 54,576
— loans and advances to
banks.......cccoeveverenene 22,123 5,829 4,269 434 - - - 32,655
— loans and advances to
CUSLOMESS ....vcuvereneee. 34,721 6,384 8,024 6 — — — 49,135
Financial assets
designated at fair
valu....cooveevereiriiens 2,465 243 4,416 27 — — — 7,151
— treasury and other
eigiblehills ............. - - - - - - - -
— debt securities .......... 2,438 243 4,414 27 - - - 7,122
— loans and advances to
banks .......cccoevevieiens 27 - 2 — — — — 29
— loans and advances to
CUSLOMESS ....vevvereneee. — — — — — — — —
Derivatives .........cc....... 145,481 18,758 12,537 1,032 - - - 177,808
Loans and advances
held at amortised
(o0’ S 174,617 66,580 62,145 6,678 1,403 6,818 (3,270) 314,971
— loans and advances to
banks.......cccoveevnienne 25,104 4,845 2,185 136 - 40 (29) 32,286
— loans and advances to
CUSLOMESS ....vcuvereneee. 149,513 61,735 59,960 6,542 1,403 6,778 (3,246) 282,685
Financial investments.... 58,038 4,730 3,956 1,954 — 1,559 — 70,237
— treasury and other
digiblehills ............. 4,199 530 474 - - - - 5,203
— debt securities .......... 53,839 4,200 3,482 1,954 — 1,559 — 65,034
Other assets.........cu....... 3,740 353 1,883 707 4 17 — 6,704
— endorsements and
acceptances .............. 271 21 487 - - - - 779
— accrued income and
(01111 SN 3,469 332 1,396 707 4 17 — 5,925
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The bank

31 December 2013

Neither past due nor impaired

Cash and balances at
central banks...............

Items in the course of
collection from other

Trading assets ...............
— treasury and other
digiblehills................
— debt securities .............
— loans and advances to

— loans and advances to
CUSLOMENS ..cevcvvrenenee.

Financial assets
designated at fair value

— debt securities .............

— loans and advances to

Loans and advances held
at amortised cost ........
— loans and advances to

— loans and advances to
CUSLOMES ..ovvevveeneenne

Financial investments .....
— treasury and other
similar bills ................

— endorsements and
acCEPtaNCES ....cevevenenes
— accrued income and

' Past

Medium Sub- due not I mpairment
Strong Good Satisfactory ~ Standard impaired Impaired  allowances Total
£m £m £m £m £m £m £m £m
60,996 - - - - - - 60,996
1,374 - - - - - - 1,374
48,701 10,837 6,833 494 - - - 66,865
532 - 111 - - - - 643
23,779 2,424 2,232 386 - - - 28,821
12,657 1,960 1,852 99 - - - 16,568
11,733 6,453 2,638 9 - - - 20,833
2 - 3,981 - - - - 3,983
2 - 3,981 - - - - 3,983
88,217 18,499 5,443 464 - - - 112,623
172,280 56,568 40,597 7,870 562 6,072 (2,203) 281,746
29,277 4,545 4,886 2,127 - 747 (16) 41,566
143,003 52,023 35,711 5,743 562 5,325 (2,187) 240,180
42,756 1,151 534 43 - 110 - 44,594
628 1,099 200 - - - - 1,927
42,128 52 334 43 - 110 - 42,667
3,775 390 554 3 - - - 4,722
44 7 292 - - - - 343
3,731 383 262 3 - - - 4,379
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The bank
31 December 2012
Neither past due nor impaired
Past
Medium Sub- due not Impairment
Strong Good  Sdtisfactory  Standard impaired Impaired  alowances Tota
£m £m £m £m £m £m £m £m
Cash and balances at
central banks............. 45,262 - - - - - - 45,262
Itemsin the course of
collection from other
banks.......ccccoovveeennne. 1,213 - - - - - - 1,213
Trading assets .............. 87,801 15,202 12,280 666 — — — 115,949
— treasury and other
digiblehills .............. 537 65 515 3 - - - 1,120
— debt securities ........... 23,704 4,334 1,798 248 - - - 30,084
— loans and advances to
banks ......cccceeveeviiennns 30,686 4,659 2,504 409 - - - 38,258
— loans and advances to
CUSLOMEYS ....c.ecveeee 32,874 6,144 7,463 6 — — — 46,487
Financial assets
designated at fair
— — 4,373 — — — — 4,373
- - 4,373 - - - - 4,373
112,617 16,419 10,306 998 - - - 140,340
Loans and advances
held at amortised cost 140,218 46,326 47,277 5,872 615 5,409 (2,943) 242,774
— loans and advances to
banks ......cccoeveiirinins 10,252 2,925 2,329 995 - 725 (29 17,207
— loans and advances to
CUSLOMETS ....oveeenrenene 129,966 43,401 44,948 4,877 615 4,684 (2,924) 225,567
Financial investments ... 33,955 822 1,059 151 — 129 — 36,116
— treasury and other
similer bills................ 4177 294 451 - - - - 4,922
— debt securities ........... 29,778 528 608 151 — 129 — 31,194
Other assets.......cccvenne 3,242 338 698 2 — — — 4,280
— endorsements and
acceptances............... 31 13 481 - — - - 525
— accrued income and
(01141 SRS 3,211 325 217 2 — — — 3,755
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Past due but not impaired grossfinancial instruments

Past due but not impaired loans are those for which the
customer isin the early stages of delinquency and has
failed to make payment, or a partial payment in
accordance with the contractual terms of the loan
agreement. Thisistypically where aloan isless than 90
days past due and there are no other indicators of
impairment. Further examples of exposures past due but
not impaired include individually assessed mortgages that
arein arrears more than 90 days, but there are no other

indicators of impairment and the value of collateral is
sufficient to repay both the principal debt and all potential
interest for at least one year, or short-term trade facilities
past due more than 90 days for technical reasons such as
delays in documentation but there is no concern over the
creditworthiness of the counterparty. When groups of
loans are collectively assessed for impairment, collective
impairment allowances are recognised for loans classified
as past due but not impaired.

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

(Audited)
The group
Up to 30-59 60-89 90-179 Over
29 days days days days 180 days Total
£m £m £m £m £m £m
At 31 December 2013
Loans and advances held
at amortised COSt ......cocevvevvrreeiriereriennns 1,044 244 150 9 5 1,452
Other assets ....ocvcvvveeeeeiese e 3 1 — — 1 5
1,047 245 150 9 6 1,457
At 31 December 2012
Loans and advances held
at amortised COSt ......cocvvvevvrveereeieesieenns 900 331 149 16 7 1,403
Other aSSELS ....vovvveeeee e 3 — — — 1 4
903 331 149 16 8 1,407
The bank
Up to 30-59 60-89 90-179 Over
29 days days days days 180 days Total
£m £m £m £m £m £m
At 31 December 2013
Loans and advances held
at amortised COSt ......cocevvevvrveereeieerienens 351 129 82 - - 562
At 31 December 2012
Loans and advances held
at amortised COSt ........ccoveveereeireiereeiennnn 371 143 101 - - 615

Forbearance strategies and renegotiated loans
(Audited)

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

A range of forbearance strategies are employed in
order to improve the management of customer
relationships, maximise collection opportunities and, if
possible, avoid default, foreclosure or repossession. The
policies and practices are based on criteriawhich, in the
judgement of local management, indicate that repayment
islikely to continue.
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Forbearance strategies include extended payment
terms, areduction in interest or principal repayments,
approved external debt management plans, debt
consolidations, the deferral of foreclosure, and other
forms of loan modifications and re-ageing. These
management policies and practices typically provide the
customer with terms and conditions that are more
favourable than those provided initially. Such
arrangements could include cases where an account is
brought up-to-date without full repayment of all arrears.

Loan forbearance is only granted in situations where
the customer has showed awillingness to repay the
borrowing and is expected to be able to meet the revised
obligations.

The group discloses |oan forbearance as
‘renegotiated loans', which represent payment
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arrangement concessions granted which the group would
not normally consider, as aresult of financia difficulties
of acustomer.

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

A loan that has been subject to achangein
contractual cash flows as aresult of renegotiation for
credit purposes will be classified on renegotiation as
impaired, unless the delay in payment is insignificant and
there are no other indicators of impairment. The loan will
remain classified asimpaired until it has demonstrated a
history of payment performance against the original or
revised terms, as appropriate to the circumstancesthat is
sufficient to demonstrate a significant reduction in the
risk of non-payment of future cash flows.

For retail lending the minimum period of payment
performance required is dependent on the portfolio, but is
typically no less than six months of keeping up to date

Renegotiated loans and advancesto customers
(Audited)

with scheduled payments. This period of payment
performance isin addition to the receipt of a minimum of
two payments within a 60 day period from a customer to
initially qualify for the renegotiation. These qualifying
payments are required in order to demonstrate that the
renegotiated terms are sustainable for the borrower. For
corporate and commercia lending, which are individually
assessed and where non-monthly payments are more
commonly agreed, the history of payment performance
will depend on the underlying structure of payments
agreed as part of the restructure.

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

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

At 31 December 2013 At 31 December 2012
Not past Past due Not past Past due
due nor but not due nor but not
impaired impaired Impaired Total  impaired impaired Impaired Total
£m £m £m £m £m £m £m £m
Retail
Residential Mortgages .........cccveeee 399 150 551 1,100 420 131 622 1,173
Other personal .........cccoeeveeeneeenieiens 144 23 85 252 297 39 82 418
Commercial real estate ...........oeeevrnnee 396 23 1,148 1,567 713 - 1,382 2,095
Corporate and commercia .........c.cceeene 690 9 2,045 2,829 877 57 1,325 2,259
FINaNCial .......cccovvrmemeerereeseseerrne 56 - 86 142 5 - 199 204
GOVErNMENES ...c.coveverieeieeeie e — — — — - - — —
Total renegotiated loans and advances
{0 CUSIOMENS ... 1,685 290 3,915 5,890 2,312 227 3,610 6,149
Impairment allowances:
Collectively assessed ........c.coeueunnee 27) (15)
Individually assessed ...........cccoeunee (1,101) (1,063)
Total impairment allowance on
renegotiated 10ans ..........cccvveeeennne. (1,128) (1,078)

Impaired loans

(Audited)

Impaired loans and advances are those that meet any of
the following criteria:

e Wholesaleloans and advances classified as CRR9,
or CRR10. These grades are assigned when the bank
considers that either the customer is unlikely to pay
its credit obligationsin 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.

¢ Retailsloans and advances classified as Expected
Loss EL9 or EL10. These grades are assigned to
retail loans and advances greater than 90 days or
more past due unless individually they have been
assessed as not impaired; or

46



HSBC BANK PLC

Report of the Directors: Risk (continued)

e renegotiated loans and advances that have been unless the concession is insignificant and there are no
subject to achange in contractual cash flowsasa other indicators of impairment. Renegotiated |oans
result of a concession which the group would not remain classified asimpaired until thereis sufficient
otherwise consider, and whereit is probable that evidence to demonstrate a significant reduction in the
without the concession the borrower would be unable risk of non-payment of future cash flows, and there
to meet its contractual payment obligationsin full, are no other indicators of impairment.

Impaired loans and advancesto customers and banks by industry sector

(Audited)
Impaired loans and advances at Impaired loans and advances at
31 December 2013 31 December 2012
Individually  Collectively Individually  Collectively
assessed assessed Total assessed assessed Total
£m £m £m £m £m £m
Banks .....ccoiiiieeee e 24 — 24 40 - 40
Customers..... 6,847 1,022 7,869 6,131 647 6,778
Personal ..o 735 1,003 1,738 845 618 1,463
Corporate and commercial 5,789 19 5,808 4,941 29 4,970
Financial ........ccoceoeveinennieereeee 323 — 323 345 - 345
6,871 1,022 7,893 6,171 647 6,818

I mpair ment allowances and charges on loans and advancesto customers

(Audited)
The table bel ow analyses the impairment allowances collective impairment allowances on loans and advances
recognised for impaired loans and advances that are either classified as not impaired.

individually assessed or collectively assessed, and

As at 31 December

2013 2012
£m £m
Grossloans and advances
Individually assessed impaired I0ANST ...........cc.euveeieeeeieeeec et 6,847 6,131
COlECHVEY @SSESSEU ..ottt s et e st eseenees 301,521 279,800
Impaired loans' .............. 1,022 647
Non-Impaired loans® 300,499 279,153
Total gross 10aNS 8NA GOVBNCES ......c..cerueriruirieerieirieseee ettt se e bbb e besee e beneas 308,368 285,031
Impairment allowances
INCIVIAUAITY BSSESSEA ......veeeviieiiiiciee ettt b e a et seese st e e esesaenessenennenens 2,402 2,327
COlIECHIVEIY @SSESSEA ....ecueeviieieieieieseeie sttt ettt e et b et se bt e et b e b s e st e e st e e ebesbe e e bennesennans 934 919
Total impPairMeNt IOWENCES .........couiirierieiieere ettt b e e beneas 3,336 3,246
Individually assessed allowances as a percentage of individually assessed loans and advances ... 35.1% 38.0%
Collectively assessed allowances as a percentage of collectively assessed |oans and advances ..... 0.31% 0.33%

1 Impaired loans and advances are those classified as CRR 9, CRR 10, EL 9 or EL 10 and all retail loans 90 days or more past due.

2 Caollectively 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
allowances has been cal culated to reflect losses which have been incurred but not yet identified.

3 Collectively assessed loans and advances not impaired are those classified as CRR1 to CRR8 and EL 1 to EL8 but excluding retail loans 90
days past due.
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Impair ment allowances on loans and advances to customer s and banks by industry sector
(Audited)

At 31 December 2013 At 31 December 2012
Individually  Collectively Individually  Collectively
assessed assessed Total assessed assessed Total
allowances allowances allowances allowances allowances allowances
£m £m £m £m £m £m
Banks 21 - 21 24 - 24
CUSIOMELS ... 2,402 934 3,336 2,327 919 3,246
Persona ... 256 585 841 296 565 861
Corporate and commercial 1,947 341 2,288 1,841 346 2,187
Fnancial .......ccccoeeevvnnncces 199 8 207 190 8 198
2,423 934 3,357 2,351 919 3,270
Impair ment allowances as a per centage of gross loans and advances'
(Audited)
The group
At 31 December
2013 2012
% %
Banks
Individually assessed impai rment allOWENCES ..........cooveerieieriininerieese e 0.09 0.13
Customers
Individually assessed impairment @lOWaNCES .........ccocciriiererieerieee s 0.86 0.87
Collectively assessed impairment alOWANCES ..........ccvrirerieieeririnieieseee e 0.34 0.34
1.29 1.34
The bank
At 31 December
2013 2012
% %
Banks
Individually assessed impai rment allOWENCES ..........cooveerieiiriirinerieese e 0.06 0.13
Customers
Individually assessed impairment allOWaNCES ........ccoeueerirrieiiinseeee e 0.74 1.04
Collectively assessed impairment allOWANCES ........cccoerererieirienine e 0.24 0.27
1.04 1.44

1 Net of reverse repo transactions, settlement accounts and stock borrowings.

48



HSBC BANK PLC

Report of the Directors: Risk (continued)

Movement in impair ment allowances on loans and advancesto customer s and banks

(Audited)
The group
Banks Customers
Individually Individually Collectively
assessed assessed assessed Total
£m £m £m £m
At 1January 2013 .......ccoeeiiinirieeninenieieee e 24 2,327 919 3,270
Amounts Written Off ........ccoeveieveeriereereeseeesns ©)] (822) (561) (1,386)
Recoveries of loans and advances written off in
PreViOUS YEAI'S .....coveveeuirieeniiieiesieesieseeie e sesseeas - 32 374 406
Charge to income statement .. . - 859 243 1,102
Disposal of subSIdiary .......cccoeeeeevveveecinneeceene - - - -
Foreign exchange and other movements ................ - 6 (41) (35)
At 31 December 2013 ........cccooeoivirineeeeee s 21 2,402 934 3,357
At 1January 2012 ........ccoeeeeerreenenenieeeeseeiee s 32 2,429 920 3,381
Amounts Written Off ........ccocveieveieiereerees e @) (942) (526) (1,475)
Recoveries of loans and advances written off in
PreViOUS YEAI'S .....ccvereeuireeeniiieieseeesieseee e nesneeas - 35 179 214
Charge to income statement .........cccocveeeveevrereennns - 875 338 1,213
Disposal of subSidiary .......cccceeeriencieneieniinens - (18) (@] (20)
Foreign exchange and other movements ................ 1) (52) 10 (43)
At 31 December 2012 .......ccoveeeeinenieicceneeeeens 24 2,327 919 3,270
The bank
Banks Customers
Individually Individually Collectively
assessed assessed assessed Total
£m £m £m £m
At 1January 2013 .......ccoeeiviririeeenenieieee e 19 2,325 599 2,943
Amounts written off ... 3 (1,438) 473) (1,914)
Recoveries of loans and advances written off in
PreViOUS YEAI'S .....covereruirieenieieieseeesie s seesesneeas - 32 331 363
Charge to income statement ..........cccceeeveeerenenenns - 717 76 793
Foreign exchange and other movements ................ — 12 6 18
At 31 December 2013 ........cccooeoiieririreeiee s 16 1,648 539 2,203
At 1January 2012 .......ccoecermreeeneneniereeeneeeeees 26 2,786 602 3414
Amounts written Off .........cooeviviininiieenee 8) (820) (380) (1,208)
Recoveries of loans and advances written off in
PrEVIOUS YEAIS ...c.oveveviiineieieisieieeseseesesenesnneeees 35 135 170
Charge to income statement .........c.cccceeeveeereienenns 1 348 231 580
Foreign exchange and other movements ................ — (24) 11 (13)
At 31 December 2012 .......ccoveeeeinenieicceneeeeens 19 2,325 599 2,943
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M ovement in impair ment allowances by industry sector
(Unaudited)

2013 2012 2011 2010 2009
£m £m £m £m £m
Impairment allowances at 1 JANUANY .........cooerievniriecrininieesssieiens 3,270 3,381 3,580 3,649 2,545
AMOUNES WHTEEN OFf ..o (1,386) (1,475) (1,627) (1,824) (1,580)
Personal ........ccocvveene (559) (499) (996) (834) (1,012)
—residential mortgages . (53) a7) (15) (31) (25)
— OthEr PErSONAl .....ceoviiiiririeeersee e (506) (482) (981) (803) (987)
Corporate and COMMEXCIaAl ........ocooeereierirenereesee s (801) (902) (612) (980) (508)
—commercial, industrial and international trade .............cccceeenee.. (430) (416) (345) (247) (275)
— commercial real estate and other property-related (184) (238) (165) (648) (93)
— Other COMMEXCIAl ..o (187) (248) (102) (85) (140)
FINANCIALY <ottt (26) (74) (19) (10) (60)
Recoveries of amounts written off in previous years .............cccceevenee. 406 214 297 159 170
PErsonal ........ccovvevnnnnnee e 374 180 268 136 133
—residential mortgages . 16 21 13 19 17
— OtNEr PEISONEL ..ot 358 159 255 117 116
Corporate and COMMENCIal .......cccovrereeirirenrereesereeeeeseeeree e 32 32 27 22 32
—commercial, industrial and international trade 11 11 11 11 30
— commercial real estate and other property-related .................... 4 6 5 4 2
— Other COMMESCIal ......ccvuiieieecee e 17 15 11 7 -
FINANCIEY .eeoeeveeeeec ettt - 2 2 1 5
Charge to inCOme StaEMENT ......ccccovveeeeiieereeere e 1,102 1,213 1,222 1,633 2,619
Personal ........cccccoveene 215 250 415 803 1,130
—residential mortgages . 9) (39 60 99 100
— OtNEr PEISONEL ..o 224 284 355 704 1,030
Corporate and COMMENCIal ........cccorureeeririniereesreeeeeseeree e 921 974 798 709 1,329
—commercial, industrial and international trade ..... 518 420 261 322 543
— commercial real estate and other property-related 276 279 310 232 626
— Other COMMENCIal ......ocvueieieeecce e 127 275 227 155 160
FINANCIALY ..ot (34 (11) 9 121 160
GOVEIMMENES ...t - - - - -
Exchange and other Movements ...........ccocoevereneneieneiesenese e (35) (63) (91) 37) (105)
Impairment allowances at 31 December .........ccccevevviereenniniciienens 3,357 3,270 3,381 3,580 3,649
Impairment allowances against banks:
—individually 8SSSSed .......cccoirireriiireeee s 21 24 32 50 57
Impairment allowances against customers:
—individually 8SSessed ..........ccceeemnnnnn e 2,402 2,327 2,429 2,248 2,312
— COllECtiVElY @SSESSE ....ceevveiiiieieieer et 934 919 920 1,282 1,280
Impairment allowances at 31 DeCEMDEY ..........ccoveeeriniriceinieeieiens 3,357 3,270 3,381 3,580 3,649
Impairment allowances against customer s as a per centage of
loans and advances to customers % % % % %
—individually 8ssessed ... 0.80 0.83 0.84 0.78 0.84
— COIIECHiVEY @SSESSEA ....cvvvereeeiieeriees e 0.31 0.33 0.32 0.45 0.47
At 3L DECEMDEN .....coiiierierereiere sttt 1.11 1.16 1.16 1.23 1.31

1 Includes movementsin impairment allowances against banks.
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Individually and collectively assessed charge to impair ment allowances by industry segment

(Unaudited)
2013
Individually Collectively
assessed assessed Total
£m £m £m
BaNKS ..t bbb et - - -
Personal .......ccccoevviieenne 8 207 215
— Residential mortgages .. ?3) (6) 9)
— Other persondl .............. 11 213 224
Corporate and COMMErCial .........ccocvveeererenerererennnens . 886 35 921
— Commercial, industrial and international trade ...........c.ccccveveeiieninenn. 505 13 518
— Commercial real estate and other property-related ..........cocooceenvieneenne 260 16 276
— Other commercial . 121 6 127
FINANCIAL ..o (35) 1 (34
Total charge to iNCOME SLAEEMENE .....ccevviveeeieeree e 859 243 1,102
2012
Individually Collectively
assessed assessed Total
£m £m £m
BaNKS ..t bbb et - - -
Personal .......ccccoeeiiiiiienne 7 243 250
— Residential mortgages .. (21) (13) (39
— Other persond .............. 28 256 284
Corporate and COMMErcial .........ccocvveeererencreenenenens 878 96 974
— Commercial, industrial and international trade ... 401 19 420
— Commercial real estate and other property-related . 236 43 279
— Other commercial ........coooevvvececceeereens 241 34 275
Financial ........ccocoeveeeccennenns " (10 (€)) (11)
Total charge to iNCOME SLAEEMENE .....ccevvieeeeeeeere e 875 338 1,213
Net loan impairment charge to theincome statement
(Unaudited)
2013 2012 2011 2010 2009
£m £m £m £m £m
Individually assessed impairment allowances
NEW AIOWBNCES ......ocoveieerrrerrre e 1,148 1,233 1,042 1,157 1,654
Release of allowances no longer required ..........ocooeeeverneneienenenieneenens (257) (323) (236) (256) (167)
Recoveries of amounts previously written off ... (32) (35) (19) (22) (44)
859 875 787 879 1,443
Collectively assessed impairment allowances ...
New allowances net of allowance required ... 802 693 881 1,008 1,445
Release of allowances no longer required ..... (185) (a76) (168) (117) (243)
Recoveries of amounts previously written off (374) (179) (278) (137) (126)
243 338 435 754 1,176
Total charge for impairment I0SSES ........ccceieieriricerieee s 1,102 1,213 1,222 1,633 2,619
BANKS ...t ettt et - - ()] 2 35
CUSIOMEN'S .ot 1,102 1,213 1,229 1,631 2,584
Charge for impairment losses as a percentage of closing gross loans and
BOVBNCES ....eoueeviieieste ettt re et b et e et et e se e bt b et b e et ese e st sbe e enenneneas 0.30 0.38 0.36 0.47 0.81
At 31 December £m £m £m £m £m
IMPAITEA TOBNS ...ttt 7,893 6,818 7,514 6,783 6,623
IMpai rment alOWANCES .........c.eiririieeieirieeeer et 3,357 3,270 3,381 3,580 3,649
Chargefor impairment losses as a per centage of aver age gross loans and advances to customers
(Unaudited)
2013 2012 2011 2010 2009
% % % % %
Net allowances net of allowanCes rel@ases ... 0.61 0.53 053 0.72 111
RECOVENES ... . (0.16) (0.08) (0.10) (0.06) (0.07)
Total charge for impairment losses ..... . 0.45 0.45 0.43 0.66 1.04
Amount written off net of recoveries 0.40 0.46 0.46 0.67 0.63
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Securitisation exposures and other
structured products

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

in respect of Solitaire and the securities investment

o  Asset backed securities (ABSs'), including conduiits (SICS)

mortgage-backed securities (‘MBSs') and
related collateralised debt obligations (‘CDOS');
and

e Leveraged finance transactions.

Analysis of asset-backed securities

(Audited)
Of which
Gross Gross Net held through
principal principal principal Carrying  consolidated
exposure’  protection’ exposure®®  Amount*® SEs
£m £m £m £m £m
At 31 December 2013
Mortgage-related assets:
Sub-prime residential ...........cocoiirieneine e 2,583 - 2,583 2,080 1,683
USAIt-A residential ........cccooeeeeneineneireceseseseeeee e 3,204 - 3,204 2,083 1,770
Other resSidential .........ccccveeerernineeere e 2,234 - 2,234 1,608 915
Commercial Property .......cocveeererrereenrreeeesesee s 4,273 - 4,273 3,899 3,113
Leveraged finance-related assets: 3,301 - 3,301 3,196 2,607
Student loan-related assets: 2,876 60 2,816 2,329 2,114
Other assets: 6,786 4,585 2,201 1,587 598
25,257 4,645 20,612 16,782 12,800
At 31 December 2012
Mortgage-related assets:
Sub-prime residential ...........coccerriiiii e 2,534 - 2,534 1,814 1,387
USAIt-A residential ..o 3,939 - 3,939 2,194 1,852
Other residential ..........cccoeeeeeerierr s 1,954 - 1,954 1,582 892
Commercial Property ......ccocoecerernereenreneeesesee s 5,698 - 5,698 5,140 3,677
Leveraged finance-related assets: 3,656 - 3,656 3,396 2,662
Student loan-related assets: 3,439 62 3,377 2,645 2,301
Other assets: 7,775 5,188 2,587 1,975 694
28,995 5,250 23,745 18,746 13,465

1 Thegrossprincipal isthe 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.

2 Grossprincipal of the underlying instrument that is protected by credit default swaps (' CDSs') or by matching liabilities.

3 Net principal exposure isthe value of gross principal amount of assets that are not protected by CDSs or by matching liabilities. It includes
assets that benefit from monoline protection, except where this protection is purchased with a CDS

4 Carrying amount of the Net Principal exposure. As at 31 December 2013 the carrying amount of the Gross Principal Exposureis £21,367
million (2012: £23,870 million).

5 The asset backed securitiesare primarily USdollar (‘USD’) denominated. Principal and carrying amounts are converted into sterling
(‘GBP") at the prevailing exchange rates at 31 December (2013: 1GBP: USD 1.6531; 2012: 1GBP: USD 1.6163).

Included in the above table are securities with a loss risks are borne by the third party capital notes
carrying amount of £7,364 million (2012: £7,311 million) investors. The carrying amount of the capital notes liability
held through the SICs, excluding Solitaire, that are at the year ended 31 December 2013 was £276 million
consolidated by the group. Although the group includes (2012: £154 million).

these assets in full on its balance sheet, significant first
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At each reporting date, the group assesses whether
there is any objective evidence of impairment in the value
of the ABSs held by the SICs. Impairment charges
incurred on these assets are offset by a credit to the
impairment 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.

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

Structured entities

The group entersinto certain transactions with customers
in the ordinary course of business which involve the
establishment of structured entities (* SES') to facilitate or
Ssecure customer transactions.

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

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

Securities investment conduits

Solitaire, the group’ s principal securities investment
conduit (‘ SIC"), purchases highly rated ABSsto facilitate
tailored investment opportunities. The group’s other SICs,
Mazarin, Barion and Malachite, evolved from the
restructuring of the group’s sponsored structured
investment vehicles (* SIVs') in 2008.

Multi-seller conduits

These vehicles were established for the purpose of
providing access to flexible market-based sources of
finance for the group’s clients.

Money market funds

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

Non-money market investment funds

The group has established alarge number of non-money
market investment funds to enable customersto investin a
range of assets, typically equities and debt securities.

Securitisations

The group uses SEs to securitise customer loans and
advances it has originated, mainly in order to diversify its
sources of funding for asset origination and for capital
efficiency purposes.
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Other

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

Third party sponsored SEs

Through standby liquidity facility commitments, the group
has exposure to third party sponsored SICs, conduits and
securitisations under normal banking arrangements on
standard market terms. These exposures are not considered
significant to the group’ s operations.

Additional off-balance sheet arrangements and
commitments

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

Leveraged finance transactions

Loan commitments in respect of leveraged finance
transactions are accounted for as derivatives where it is the
group’ sintention to sell the loan after origination.

Liquidity and funding risk

(Audited)

Liquidity risk istherisk that the group does not have
sufficient financial resources to meet its obligations as they
fall due, or will have access to such resources only at an
excessive cost. Thisrisk arises from mismatchesin the
timing of cash flows. Funding risk (aform of liquidity
risk) arises when the liquidity needed to fund illiquid asset
positions cannot be obtained on the expected terms and
when required.

The objective of the group’ s liquidity and funding
management framework is to ensure that all foreseeable
funding commitments can be met when due, and that
access to the wholesale markets is co-ordinated and cost-
effective. To this end, the group maintains adiversified
funding base comprising core retail and corporate
customer deposits and institutional balances. Thisis
augmented with wholesale funding and portfolios of
highly liquid assets diversified by currency and maturity
which are held to enable the group to respond quickly and
smoothly to unforeseen liquidity requirements.

The group requires its operating entities to maintain
strong liquidity positions and to manage the liquidity
profiles of their assets, liabilities and commitments with
the objective of ensuring that their cash flows are balanced
appropriately and that al their anticipated obligations can
be met when due.
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The group adaptsits liquidity and funding risk
management framework in response to changes in the mix
of business that it undertakes, and to changesin the nature
of the markets in which it operates. The group aso seeks
to continuously evolve and strengthen its liquidity and
funding risk management framework.

The group employs a number of measures to monitor
liquidity risk. The group also manages its intra-day
liquidity positions so that it is able to meet payment and
settlement obligations on atimely basis. Payment flowsin
real time gross settlement systems, expected peak payment
flows and large time-critical payments are monitored
during the day and the intra-day collateral positionis
managed so that there is liquidity available to meet
payments.

The management of liquidity and funding is primarily
undertaken locally in the group’ s operating entitiesin
compliance with policies and limits set by the RMM.
These limits vary according to the depth and liquidity of
the market in which the entities operate. It isthe group’s
general policy that each banking entity should manage its
liquidity and funding risk on a standalone basis.
Exceptions are permitted for certain short-term treasury
requirements and start-up operations or for branches which
do not have accessto local deposit markets. These entities
are funded from the group’ s largest banking operations and
within clearly defined internal and regulatory guidelines
and limits. The limits place formal restrictions on the
transfer of resources between group entities and reflect the
range of currencies, markets and time zones within which
the group operates.

The group’ s liquidity and funding management
process includes:

e projecting cash flows by major currency under
various stress scenarios and considering the level of

liquid assets necessary in relation to these;

monitoring balance sheet liquidity and advances to
core funding ratios at both a consolidated and major
currency level against internal and regulatory
requirements,

maintaining a diverse range of funding sources with
back-up facilities;

managing the concentration and profile of debt
maturities,

managing contingent liquidity commitment exposures
within pre-determined caps;

maintaining debt financing plans;

monitoring depositor concentration in order to avoid
undue reliance on large individual depositors and
ensure a satisfactory overall funding mix; and

maintaining liquidity and funding contingency plans.
These plans identify early indicators of stress
conditions and describe actions to be taken in the
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event of difficulties arising from systemic or other
crises, while minimising adverse long-term
implications for the business.

Liquidity and funding in 2013
(Unaudited)

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

Liquidity regulation

(Unaudited)

The European adoption of the Basel Committee framework
vialegidative texts known as the Capital Requirements
Regulation (‘the Regulation’) and the Capital Requirements
Directive (' CRD IV’) were published in June 2013. This
requires the reporting of the liquidity coverageratio (‘'LCR’)
and the net stable funding ratio (‘ NSFR’) from March 2014.
The regulatory LCR outlined in the regulation document has
been initially set at 60 per cent from January 2015,
increasing to 100 per cent by January 2018, athough
individual member states are able to set a higher standard.
HSBC expects the PRA to set an 80 per cent standard in
January 2015. During 2013, additional guidance was given
on the definition of the LCR, much of which takes theform
of an impact assessment and recommendations that have
been submitted to the European Commission by the EBA.
HSBC expects these recommendations to be materially
adopted by the Commission into the final LCR delegated act
on 30 June 2014. Regarding the finalisation of the NSFR
metric, in January 2014 the Basel Committee on Banking
Supervision issued a consultation document on a revised
framework. Thisisintended to be implemented as a
minimum standard at the beginning of January 2018.

The management of liquidity risk

(Audited)

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

Inherent liquidity risk categorisation

The group categorises its operating entities into one of
three categories to reflect its assessment of their inherent
liquidity risk, considering poalitical, economic and
regulatory factors within the operating entities’ host
country, and also factors specific to the entity itself, such
asthe local footprint, market share, balance sheet strength
and control framework. This assessment is used to
determine the severity of the liquidity stress that the group
expects its operating entities to be able to withstand.
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Advancesto corefunding ratio

The group emphasi ses the importance of core customer
deposits as a source of funds to finance lending to
customers and discourages reliance on short-term
professional funding. Thisis achieved by placing limits on
banking entities which restrict their ability to increase
loans and advances to customers without corresponding
growth in core customer deposits or long term debt
funding. This measure is referred to asthe ‘ advances to
core funding' ratio.

Advances to core funding ratios"
(Audited)

HSBC UK?
Year end
Maximum ...
Minimum

HSBC France
Year end
Maximum
Minimum

Y ear end
Maximum ...
Minimum

Advancesto core funding ratio limits are set by the
RMM. The ratio describes current |oans and advances to
customers as a percentage of the total of core customer
deposits and term funding with aremaining term to
maturity in excess of one year. Loans and advancesto
customers which are part of reverse repurchase
arrangements, and where the group receives securities
which are deemed to be liquid, are excluded from the
advances to core funding ratio.

At 31 December

2013 2012
(%) (%)
100 106
107 106
100 100
104 104
108 97
114 97
98 81
106 88
93 92
97 93
92 82
94 88

Thisratio measures|oans and advances to customers as a percentage of the total of core customer deposits and term funding with a

remaining termto maturity in excess of one year. The lower the percentage, the stronger the funding position.

The HSBC UK entity shown comprises; HSBC Bank plc (including all overseas branches), Marks and Spencer Financial Services Limited,

HFC Bank Limited and HSBC Trust Company (UK) Limited and from 1 April 2013 Private Bank (UK) Limited is managed asa single
operating entity, in line with the application of UK liquidity regulation as agreed with the PRA.

Coredeposits

The group'sinternal framework is based on its
categorisation of customer deposits into core and non-core.
This characterisation takes into account the inherent
liquidity risk categorisation of the entity originating the
deposit, the nature of the customer and the size and pricing
of the deposit.

Projected cash flow scenario analyses

The group uses a number of standard projected cash flow
scenarios designed to model both group-specific and
market-wide liquidity crisesin which the rate and timing
of deposit withdrawals and drawdowns on committed
lending facilities are varied and the ability to access
interbank funding and term debt markets and generate
funds from asset portfoliosis restricted. The scenarios are
modelled by all group banking entities. The
appropriateness of the assumptions under each scenario is
regularly reviewed. In addition to the group’ s standard
projected cash flow scenarios, individual entities are
required to design their own scenarios tailored to reflect
specific local market conditions, products and funding
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Other principal entitiesare: HSBC Trinkaus & Burkhardt AG, HSBC Bank Malta plc and HSBC Bank A.S. (Turkey).

bases. Limits for cumulative net cash flows under stress
scenarios are set for each banking entity.

Both ratio and cash flow limitsreflect the local market
place, the diversity of funding sources available and the
concentration risk from large depositors.

Stressed coverage ratios

(Audited)

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

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

In general, customer advances are assumed to be
renewed and as aresult are not assumed to generate a
stressed cash inflow or represent aliquidity resource.
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Stressed one-month and three-month coverage ratios'
(Audited)

Stressed one-month coverage
ratiosat 31 December

Stressed three-month cover age
ratiosat 31 December

HSBC UK

Maximum..
Minimum...

Maximum..
Minimum...

2013 2012 2013 2012
(%) (%) (%) (%)
106 114 109 103
114 117 109 103
100 108 101 101
106 112 103 102
110 112 103 104
112 118 104 108
103 107 100 102
108 111 103 105
106 114 102 106
113 118 106 107
104 106 102 102
108 112 103 104

1 Thisratio measuresthe liquid assets available to meet net cash outflows over a 30 day/ 90 day period. The higher the percentage, the

greater the liquidity.

Liquid assets

(Audited)

The table of the liquid assets shows the estimated
liquidity value (before haircuts) of assets categorised as
liquid used for the purposes of calculating the three
month stressed coverage ratio, as defined under the
Group framework.

Liquid assets are held and managed on a standalone
operating entity basis. The vast majority of 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
Group’sliquidity and funding risk management
framework.

Liquid assets a so include any unencumbered liquid
assets held outside Balance Sheet Management for any
other purpose. The Group’s liquidity risk management
framework gives ultimate control of al unencumbered
assets and sources of liquidity to Balance Sheet
Management.
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Liquid assets
(Audited)
Estimated liquidity value
at 31 December
2013 2012
£m £m
HSBC UK
Level 1 e 90,980 80,712
317 186
19,594 14,726
110,891 95,624
HSBC France
Level 1 . 12,087 14,065
Level 2 . 98 1,567
Level 3 e 2,268 452
Non-government assets ................... - -
14,453 16,084
Total of other principal group entities
Level 1 . 8,091 7,275
Level 2 . 614 1,269
Level 3 e 1,144 734
Non-government assets ................... - -
9,849 9,278
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The Group’ s liquid asset policy isto apply amore customers. These facilities increase the funding
granular classification of liquid assets. These requirements of the group when customers choose to raise
classifications are as follows: drawdown levels above their normal utilisation rates. The

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

e Level 1- Centra governments, central banks,
supranationals and multilateral development banks;

e Level 2—Loca and regional governments, public limits for non-cancellable contingent funding
sector entities, secured covered bonds and pass- commitments by group entity after due consideration of
through ABSs, and gold; and each entity’ s ability to fund them. The limits are split

according to the borrower, the liquidity of the underlying

e Level 3—Unsecured non-financial entity securities s and the size of the committed line.

and equities listed on recognised exchanges and
within liquid indices. The group-managed asset exposures relate to
consolidated securities investment conduits, primarily

All assets held within the liquid asset portfolio are Solitaire and Mazarin. These vehicles issue debt secured

unencumbered. by asset backed-securities which are managed by the
Anincrease in the level of customer accounts causes group. At 31 December 2013, the commercial paper

arisein the level of non-core deposits, and therefore the issued by Solitaire and Mazarin was entirely funded by

holding of liquid assets increases. the group.

Contingent liquidity risk arising from committed In relation to commitment to customers, the table

lending facilities below shows the level of undrawn commitments

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

. . ) - and the largest market sector.
The group provides customers with committed facilities,

including committed backstop lines to conduit vehicles
sponsored by the group and standby facilities to corporate

The group’s contractual exposures as at 31 December monitored under the contingent liquidity risk limit structure
(Audited)

Thegroup
2013 2012
£bn £bn
Conduit
Client-originated assets'
O8I TINES ..ttt ekt e bR bR bR e b e bbb et et nn e e s 7.6 6.3
B =10 == T 1o AV o 1= N T SRR 04 04
ASSELS MANAGEA DY the GIOUD.....c.eieeietieeiesee ettt ettt b e e eb e et neas 7.8 11.2
Single-issuer liquidity facilities
B VY P14 = OO 27 37
—1@rgESt MAIKEE SECLOI...........oeoeeeececeeeee ettt s st s st en st neenen 58 6.8

1 These exposuresrelate to Regency multi-seller conduit. This vehicle provides funding to group customers by issuing debt secured by a
diversified pool of customer-originated assets.

2 Thesefigures represent the undrawn balance for the five largest committed liquidity facilities provided to customers, other than those
facilities to conduits.

3 Thesefigures represent the undrawn balance for the total of all committed liquidity facilities provided to the largest market sector, other
than those facilities to conduits.

Primary sources of funding banking subsidiaries that do not accept deposits, to align
(Audited) asset and liability maturities and currencies and to
Current accounts and savings deposits payable on maintain a presencein local money markets.

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

An analysis of cash flows payable by the group and
bank under financial liabilities by remaining contractual
maturities at the balance sheet date is included in Note 33
‘Maturity analysis of assets and liabilities'.

competitive and transparent pricing. The group’ sliquidity The funding sources and uses table, which provides a
risk framework includes both monitoring depositor consolidated view of how the balance sheet is funded,
concentration to avoid undue reliance on large individual should beread in the light of the group’ s risk

depositors and also limits the concentration of deposits management framework, which requires its operating
from GB&M counterparties. The group also accesses entities to manage liquidity and funding risk on a stand-
professional markets in order to obtain funding for non- alone basis. The table analyses the group balance sheet
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according to the assets that 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.

In 2013, the level of customer accounts continued to
exceed the level of loans and advances to customers.

Funding sources and deployment

(Audited)
The group
At 31 December
2013 2012
£m £m
Sources
CUuStOMeEr aCCOUNES ......ovveeerreeerereienne 390,017 324,886
—TEPOS ittt 38,039 12,207
— cash deposits and other accounts....... 351,978 312,679
Deposits by banks 50,683 39,571
— repos 20,863 6,357
— cash deposits and other accounts ...... 29,820 33,214
Debt securitiesissued .........c.coveenenene. 32,895 40,358
Liabilities of disposal groups
heldfor sale ......cccooevveeieccieeseees - -
Subordinated liabilities..........c.coeeueeee 10,785 10,350
Financial liabilities designated at fair
VAIUB ..o 34,036 32,918
Liabilities under insurance
contractSissued .......ccovevevevieviesienienns 19,228 17,913
Trading liabilities ........ccocoveveinnnnnee 91,842 122,896
— repos 9,426 40,742
—stock [ending ....cooeeveeneeiineesee 6,936 3,991
— OthEr e 75,480 78,163
Total eqUILY ..o 32,919 32,200
662,405 621,092

Wholesale term debt maturity profile
(Unaudited)

The maturity profile of the wholesale term debt
obligationsis set out in the table below ‘Wholesa e
funding principal cash flows payable by the group under
financial liabilities by remaining contractual maturities'.

The balances in the table will not agree directly
with those in the consolidated balance sheet as the table
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Excluding the impact of repos from customer accounts
and reverse repos from loans and advances to customers,

the adjusted advances to deposit ratio at 31 December

2013 for the group was 78 per cent (2012: 85 per cent).

The positive funding gap was predominantly deployed

into liquid assets, cash and balances with central banks

and financial investments, as required by the Group’s

liquidity and funding risk management framework.

At 31 December
2013 2012
£m £m
Uses
Loans and advances to customers ...... 305,032 282,685
— FEVEISEIEPOS ...eeenvevereeieeeeie e 29,091 16,890
— loans or other receivables ............... 275,941 265,795
Loans and advances to banks ............. 53,228 32,286
— FEVEISErePO0S ...oovveeerrenenne 30,023 13,798
— loans or other receivables 23,205 18,488
Assetsheld for sale ....ooeevvecvveieennnnne 33 109
Trading assetsS ......ocoevevrveereeireseeenns 134,097 161,516
— reverse repos .... 5,607 35,951
— stock borrowing ....... 6,241 6,863
— other trading assets ...... 122,249 118,702
Financial investments ..... 75,030 71,265
Cash and balances at
central banks ........ccccceeevieiiieiieies 67,584 51,613
Net deployment in other
balance sheet assets and
l1abIltIES v 27,401 21,618
662,405 621,092

presents gross cash flows relating to principal payments
and not the balance sheet carrying value, which includes
debt securities and subordinated liabilities measured at
fair value.
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At 31 December 2013

Debt securitiesissued ........cccceevennene
— unsecured CDsand CP ................
— unsecured senior MTNs ...............
— unsecured senior structured notes
— secured covered bonds
— secured ABCP ......oovveveevveeeene
— secured ABS ...
— Others ..o

Subordinated ligbilities ....................
— subordinated debt securities.
— preferred securities .........cceeeee.

At 31 December 2012

Debt securitiesissued .......ccveenenene
— unsecured CDsand CP ................
— unsecured senior MTNs ...............
— unsecured senior structured notes
— secured covered bonds .................
— secured ABCP ..o
— secured ABS
— OthErS .o

Subordinated liabilities ...........c.......
— subordinated debt securities .........
— preferred securities

Wholesale funding cash flows payable by the group under financial liabilities by remaining contractual maturities
(Unaudited)

Due
Due Due Due between Due Due

Due between between between 9 months between between Due

within land 3 3and 6 6and 9 and 1 land 2 2and 5 after
1 month months months months year years years Syears Total
£m £m £m £m £m £m £m £m £m
12,697 4,213 6,376 5,039 4,816 8,148 15,275 11,767 68,331
3,333 2,635 4,454 1,016 2,580 - - - 14,018
2,618 1,035 1,301 2,325 1,632 6,880 10,945 7,585 34,321
400 543 621 640 604 1,132 1,966 1,996 7,902
- - - 756 - 136 1,662 2,007 4,561
6,281 - - - - - - - 6,281
- - - 302 - - 702 - 1,004
65 - - - - - - 179 244
- 17 40 10 - 31 214 11,521 11,833
- 17 40 10 - 31 214 10,498 10,810
- - - - - - - 1,023 1,023
12,697 4,230 6,416 5,049 4,816 8,179 15,489 23,288 80,164
10,913 7,884 9,692 3,275 5711 9,424 18,056 9,097 74,052
1,628 3,312 3,004 100 370 - — - 8,414
- 3,079 6,226 2,844 4,821 7,359 12,570 5,363 42,262
149 323 413 313 377 597 2,586 3,183 7,941
- - - - - 773 1,632 511 2,916
9,022 1,170 - - - - - - 10,192
10 - - - 134 422 877 24 1,467
104 - 49 18 9 273 391 16 860
4 - 28 - 6 27 153 11,182 11,400
4 - 28 - 6 27 153 10,185 10,403
_ — - - - - - 997 997
10,917 7,884 9,720 3,275 5,717 9,451 18,209 20,279 85,452

(Penunuod) %Sy :S1019341Q 3Y) Jo 1oday
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Encumbered and unencumbered assets
(Unaudited)

The objective of thisdisclosureisto facilitate an
understanding of available and unrestricted assets that
could be used to support potential future funding and
collateral needs.

An asset is defined as encumbered if it has been
pledged as collateral against an existing liability, and as a

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

The disclosure is not designed to identify assets
which would be available to meet the claims of creditors
or to predict assets that would be available to creditorsin
the event of aresolution or bankruptcy.

Summary of the group’s assets available to support potential future funding and collateral needs

(Unaudited)

Total on-balance sheet assets
Less:

— reverse repo/ stock borrowing receivables and derivative assets

— other assets that cannot be pledged as collateral

Total on-balance sheet assets that can support funding and collateral Needs ..........ccceevveeereiercenicieneseneene

Add:

—fair value of collateral received in relation to reverse repo/ stock borrowing that is available to sell or

repledge

—fair value of collateral received in relation to derivatives that is available to sell or repledge

Total assets that can support future funding and collateral needs

Less:
— on-balance sheet assets pledged

—re-pledging of collateral received in relation to reverse repo/ stock borrowing ...
—re-pledging of collateral received in relation to derivatives

Total assets available to support funding and collateral needs

Market risk

(Audited)

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
the group’ sincome or the value of its portfolios.

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

e Trading portfolios comprise positions arising from
market-making and warehousing of customer-
derived positions.

¢ Non-trading portfolios including Balance Sheet
Management comprise positions that primarily arise
from the interest rate management of the group’s
retail and commercial banking assets and liabilities,
financial investments designated as avail able-for-sale
and held-to-maturity, and exposures arising from the
group’ s insurance operations.

For market risk arising in the group’ s insurance
business, refer to page 70.

Monitoring and limiting market risk exposure
(Audited)

The group’ s objective is to manage and control market
risk exposures while maintaining a market profile
consistent with the group’ s risk appetite. The
management of market risk is principally undertaken in
Markets using risk limits allocated from the risk appetite,
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2013 2012

£m £m

811,695 815,481
(208,200) (231,044)
(83,249) (99,722)

520,246 484,715

108,471 122,502

2,773 224

............................................................... 631,490 607,441
(91,443) (116,904)

(79,844) (80,072)

................................................................ 336 —
................................................................ 460,539 410,465

which is subject to RMM ratification. Limits are set for
portfolios, products and risk types, with market liquidity
being a primary factor in determining the level of limits
set. Group Risk, an independent unit within the Group
Head Office, isresponsible for HSBC' s market risk
management policies and measurement techniques. Each
major operating entity has an independent market risk
management and control function which is responsible
for measuring market risk exposures in accordance with
the policies defined by Group Risk, and monitoring and
reporting these exposures against the prescribed limits on
adaily basis.

Each operating entity is required to assess the market
risks which arise on each product in the business and,
where there is arisk than can be hedged in the markets, to
transfer them to the local Markets unit for management.
Where market risk is identified but thereisno viable
hedge in the market then the risk is managed under the
supervision of the local Asset and Liability Management
Committee (| ALCO’). Theaim isto ensure that all
market risks are consolidated within operations which
have the necessary skills, tools, management and
governance to manage them professionally. In certain
cases where the market risks cannot be fully transferred,
the group identifies the impact of varying scenarios on
valuations or on net interest income resulting from any
residual risk positions.
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The group uses arange of toolsto monitor and limit
market risk exposures. These include value at risk
(‘VAR’), sengitivity analysis, stressed VAR and stress
testing.

Value at risk and stressed value at risk

(Audited)

VAR isatechnique that estimates the potential losses on
risk positions as aresult of movementsin market rates
and prices over a specified time horizon and to agiven
level of confidence. Stressed VAR is primarily used for
regulatory capital purposes but isintegrated into the risk
management process to facilitate efficient capital
management and to highlight possible high-risk positions
based on previous market volatility.

Both VAR and stressed VAR models used by the
group are based predominantly on historical simulation.
These models derive plausible future scenarios from past
series of recorded market rates and prices, taking into
account inter-relationships between different markets and
rates such as interest rates and foreign exchange rates.
The models also incorporate the effect of option features
on the underlying exposures.

The historical simulation models used incorporate
the following features:

o historica market rates and prices are calculated with
reference to foreign exchange rates and commodity
prices, interest rates, equity prices and the associated
volatilities;

e potential market movements utilised for VAR are
calculated with reference to data from the past two
years,

e potential market movements employed for stressed
VAR calculations are based on a continuous one-
year period of stressfor the trading portfolio. The
choice of period (March 2008 to February 2009) is
based on the assessment at the Group level of the
most volatile period in recent history; and

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

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

The group routinely validates the accuracy of the
VAR models by back-testing the hypothetical daily profit
and loss results, adjusted to remove non-modelled items
such as fees and commissions, against the corresponding
VAR numbers. The expectation is, on average, to see
lossesin excess of VAR 1 per cent of the time over a one-
year period.

The actual number of lossesin excess of VAR over
this period can therefore be used to gauge how well the

models are performing. In 2013, there were no loss
exceptions for the group. Although a valuable guide to
risk, VAR should always be viewed in the context of its
limitations. For example:

e theuseof historical data asa proxy for estimating
future events may not encompass all potential
events, particularly those which are extreme in
nature;

e theuseof aholding period assumes that al positions
can be liquidated or the risks offset during that
period. This may not fully reflect the market risk
arising at times of severeilliquidity, when the
holding period may be insufficient to liquidate or
hedge al positions fully;

e theuseof a99 per cent confidence level, by
definition does not take into account losses that
might occur beyond thislevel of confidence;

e VARiscaculated on the basis of exposures
outstanding at the close of business and therefore
does not necessarily reflect intra-day exposures; and

e VARisunlikely to reflect loss potential on exposures
that only arise under significant market movements.

The group’s VAR model is designed to capture
significant basis risks such as credit default swaps versus
Bond, asset swap spreads and cross-currency basis. Other
basis risks which are not completely covered in VAR,
such asthe Libor tenor basis, are complemented by risk-
not-in-VAR (‘RNIV") calculations and are integrated into
the capital framework. Stresstesting is also used as one
of the market risk tools for managing basis risks.

The RNIV framework aims to manage and capitaise
material market risks that are not adequately covered in
the VAR model. Risks covered by RNIV represent 13 per
cent of RWASs (unaudited) as at 31 December 2013 and
include those resulting from underlying risk factors which
are not observable on adaily basis across asset classes
and products, such as dividend risk and correlation risks.
Risk factors are reviewed on aregular basis and either
incorporated directly in the VAR models, where possible,
or quantified through VAR-based RNIV approach, or a
stress test approach within the RNIV framework. The
severity of the scenariosis calibrated to bein line with
the capital adequacy requirements. The outcome of the
VAR-based RNIV isincluded in the VAR calculation and
back-testing; a stressed VAR RNIV is aso computed for
the risk factors considered in the VAR-based RNIV
approach.

Thefair value of Level 3 assetsin trading portfolios,
comprising trading securities and derivatives, is
immaterial. Market risk arising from Level 3 assetsis
managed by various market risk techniques such as stress
testing and notional limits to limit the exposure.
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Sensitivity analysis

(Unaudited)

Sensitivity measures are used to monitor the market risk
positions within each risk type, for example, the present
value of abasis point movement in interest rates for
interest rate risk. Sensitivity limits are set for portfolios,
products and risk types, with the depth of the market
being one of the principal factorsin determining the level
of limits set.

Stress testing

(Audited)

In recognition of the limitations of VAR, the group
augments it with stress testing to evaluate the potential
impact on portfolio values of more extreme, although
plausible, events or movementsin a set of financia
variables.

Stress testing is implemented at the legal entity,
regional and the overall Group levels. A standard set of
scenarios is utilised consistently across al regions within
the Group. Scenarios are tailored in order to capture the
relevant events or market movements at each level. The
risk appetite around potential stress losses for the Group
is set and monitored against referral limits.

The process is governed by the Stress Testing
Review Group forum which, in conjunction with regional
risk management, determines the scenarios to be applied
at portfolio and consolidated level, as follows:

e singlerisk factor stress scenarios that are unlikely to
be captured within the VAR models, such asthe
break of a currency peg;

e technical scenarios consider the largest move in each
risk factor without consideration of any underlying
market correlation;

¢ hypothetical scenarios consider potential macro-
economic events, for example the slowdown in
mainland China and the potential effects of a
sovereign debt default, including its wider contagion
effects; and

e historical scenarios incorporate historical
observations of market movements during previous
periods of stress which would not be captured within
VAR.

Representative scenarios utilised for stresstesting at
the regional and global levels have included the
following:

Chinahard landing: This scenario is designed to
capture the effect of an economic slowdown in mainland
Chinaand in other emerging markets. The objective of
this scenario isto quantify the impact of market reactions
to an economic deterioration in Asiafollowed by Latin
America Under such an event, investors' risk aversion
and drops in commaodity prices are assumed to affect a
range of market factors. Credit spreads and yield curves
would rise while stock prices would fall, particularly in
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the regions of focus. Emerging currencies would mostly
depreciate against the US dollar.

US selective default: This scenario assumes that the
US debt ceiling cannot be raised any higher and the US
government defaults on a specific set of treasury bonds.
Thistype of event is considered in two stages. A direct
impact is assessed from missing coupons and bond
principals. A secondary impact captures wider market
reactions such as a sharp rise of short-term US interest
rates, awidening of credit spreads, aflight to aternative
safe havensto the US debt and the US dollar and a
general risk aversion in emerging markets.

Currency de-peg: The managed peg of the Hong
Kong dollar, renminbi and Middle Eastern currenciesto
the US dollar is assumed to break down. Wide and
sudden exchange rate shocks for each currency pair are
designed to capture the impact on the group’ s exposures.

Stress testing results are submitted to the GMB and
Risk Management Committee (' RMC’) meetings in order
to provide senior management with an assessment of the
financial effect such events would have. Risk
management either provides recommendations to
maintain exposures which are deemed to be acceptable or
proposes mitigating actions that bring risk within its
appetite.

In addition, areverse stress test exercise is based
upon the premise that thereis afixed loss. The stress test
process identifies which scenarios lead to thisloss. The
rationale behind the reverse stress test is to understand
scenarios which are beyond normal business settings that
could have contagion and systemic implications.

Stressed VAR and stress testing, together with
reverse stress testing and the management of gap risk (see
pages 63 to 64), provide management with insights
regarding the ‘tail risk’ beyond VAR. HSBC appetite for
tail risk is limited.

Market risk reporting measures

(Audited)

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

Portfolio

Trading Non-trading
Risk type
Foreign exchange and commodity ............ VAR VAR
INterest rate .......cccoveeeveneeenieennens VAR VAR/Sensitivity
EqUity ....ocoveeirene. VAR Sensitivity
Credit spread VAR VAR
Structural foreign exchange............... n/a Sensitivity

Structural foreign exchange risk is monitored using
sensitivity analysis (see page 65). 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
securitiesissued by HSBC Holdings plc isnot included in
the Group VAR. The management of thisrisk is
described on page 65.
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Trading portfolios
(Audited)

Risk measurement and control

The group’ s control of market risk in the trading
portfoliosis based on a policy of restricting individua
operationsto trading within alist of permissible
instruments authorised for each site by Group Risk, of
enforcing new product approval procedures, and of
restricting trading in the more complex derivative

products only to offices with appropriate levels of product

expertise and robust control systems.

VAR by risk type for trading activities

(Audited)
Foreign
exchange and
commodity
£m
At 31 December 2013........ccooieiniiieeeieees 7.8
At 31 December 2012.......c.cvevveveiieeeeens 11.5
Average
2013.. 7.2
2002, 13.0
Minimum
2013 .., 36
2002, 4.8
Maximum
2013 .., 134
2002, 29.0

Value at risk of the trading portfolios
(Audited)
Trading value at risk

2013 2012

£m £m

Asat 31 DeCember ......cccovvreeieiirreeceine 26.7 453

Average .......c...... 28.3 43.7

Minimum 20.2 285

Maximum 45.2 76.1

Thisis analysed in the table below by risk type:
Interest Portfolio

rate Equity Credit diversification® Total?
£m £m £m £m £m
17.7 49 7.6 (11.3) 26.7
221 10.8 7.7 (6.8) 453
19.2 31 9.1 (10.3) 28.3
245 6.3 148 (14.9) 43.7
145 15 59 20.2
171 20 5.8 285
37.0 8.9 135 45.2
34.6 16.2 46.7 76.1

1 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 portfalio. 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

2  Thetotal VARis non-additive across risk types due to diversification effect, and includes VAR RNIV.

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

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
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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.

The stressed VAR of trading portfolios was as follows:

Stressed VAR (one-day equivalent)
2013 2012
£m £m
At 31 DECEMDEN ..eovoeereereeeeeeseeeseeeseeneeeeens 30.1 99.2

Stressed VAR for trading portfolios reduced
significantly mainly due to the defensive positions
taken by the Equity and Foreign Exchange businesses at
the start of 2013, together with a reduced exposure and
volatility on equity dividends. As aresult, the overall
risk profile minimized the losses from highly volatile
periods and led to arelatively low stressed VAR when
compared with trading VAR. Stressed VAR increased
towards the end of the year dueto aless defensive
profile in the same businesses. Of the £69.1 million
reduction, £21.2 million was due to a change in the
consolidation method.

Gap risk

(Unaudited)

Certain transactions are structured to render the risk to
the group negligible under awide range of market
conditions or events, however, there exists aremote
possibility that a gap event could lead to loss. A gap
event could arise from a significant changein the
market price of a given asset with no accompanying
trading opportunity, with the result that the threshold is
breached beyond which the risk profile changes from no
risk to full exposure to the underlying structure. Such
movements may occur, for example, when, in reaction
to an adverse event or unexpected news announcement,
the market for a specific investment becomesiilliquid,
making hedging impossible.

Given their characteristics, these transactions make
little or no contribution to VAR or to traditional market
risk sensitivity measures. The group captures their risks
within its stress testing scenarios and monitors gap risk
on an ongoing basis. It regularly considers the
probability of gap loss, and fair value adjustments are
booked against this risk where significant.

Gap risk derived from certain transactions in legacy
portfolios continued to be managed down during 2013.
The residual exposure isimmaterial. The group did not
incur any material gap lossin 2013.

Non-trading portfolios
(Audited)

Risk measurement and control

The principal objective of market risk management of
non-trading portfolios is to optimise net interest income.

Interest rate risk in non-trading portfolios arises
principally from mismatches between the future yield
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on assets and their funding cost, as aresult of interest
rate changes. Analysis of thisrisk is complicated by
having to make assumptions on embedded optionality
within certain product areas such as the incidence of
mortgage prepayments, and from behavioura
assumptions regarding the economic duration of
liabilities which are contractually repayable on demand
such as current accounts, and the re-pricing behaviour
of managed rate products.

The group’ s control of market risk in the non-
trading portfolios is based on transferring the assessed
market risk of non-trading assets and liabilities created
outside BSM or Markets, to the books managed by
Balance Sheet Management (‘BSM”), provided the
market risk can be neutralised. The net exposureis
typically managed by BSM through the use of fixed rate
government bonds (liquid asset held in available for
sale books) and interest rate swaps. The interest rate
risk arising from fixed rate government bonds held
within available for sale portfoliosis reflected within
the group’s non-traded VAR. Interest rate swaps used
by BSM aretypicaly classified as either afair value
hedge or a cash flow hedge and included within the
group’ s non-traded VAR. Any market risk that cannot
be neutralised in the market is managed by local ALCO
in segregated ALCO books.

The group’ s funds transfer pricing policies give rise
to atwo stage funds transfer pricing approach,
reflecting the fact that the group separately manages
interest rate risk and liquidity and funding risk, under
different assumptions. The funds transfer pricing
policies have been devel oped to be consistent with the
Group'’ s risk management frameworks. Each operating
entity is required to apply the Group’ s transfer pricing
policy framework to determine for each material
currency the most appropriate interest rate transfer
pricing curve, aliquidity premium curve (spread over
the interest rate risk transfer pricing curve) and a
liquidity recharge assessment (spread under/over the
interest rate risk transfer pricing curve).

The interest rate risk transfer pricing policy seeks
to ensure that all market interest rate risk arising
structurally from non-trading (banking book) assets and
liabilities, which can be neutralised externally in the
market or neutralised internally by off-setting transfers,
istransferred to BSM to be managed centrally, as a
non-traded market risk. The transfer price curve used is
required to best reflect how BSM in each operating
entity would be able to neutralise the interest rate risk in
the market at the point of transfer. For each material
currency each operating entity employs a single interest
rate risk transfer pricing curve and a single liquidity
premium curve. Where market re-pricing basis risk can
be identified between an external asset or external
liability and the re-pricing basis of the interest rate risk
transfer pricing curve, the basisrisk can be transferred
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to BSM as non-traded market risk, provided BSM can
neutralise the basis risk in the market.

VAR of the non-trading portfolios

(Audited)
2013 2012
£m £m
Asat 31 December 44.8 61.2
AVErAQE ..o 54.4 97.1
Minimum . ... 4438 57.1
MaAXIMUM . 65.4 171.0
Thisis analysed in the table below by risk type:
.. Portfolio
interest gr:'é divers-  Total
fication
£m £m £m £m
2013 44.9 29.4 (29.4) 44.8
Average ............ 41.6 41.3 (28.5) 54.4
Minimum ......... 320 27.0 44.8
Maximum ......... 63.2 52.6 65.4
2012 33.8 54.6 (27.2) 61.2
Average........... 388 1013 (43.0) 97.1
Minimum ......... 29.7 54.6 57.1
Maximum ......... 56.8 188.4 171.0

The decrease of non-trading VAR during 2013 was
primarily due to the reduced contribution of credit
spread risks, as aresult of lower volatilities and credit
spread baselines utilised in the VAR calculations.

Credit spread risk for available-for-sale debt
securities

The risk associated with movements in credit spreadsis
primarily managed through sensitivity limits, stress
testing and VAR. The VAR shows the effect on income
from a one-day movement in credit spreads over atwo-
year period, calculated to a 99% confidence interval.

Credit spread VAR for available-for-sale debt
securities, excluding those held in insurance operations,
isincluded in the group non-trading VAR. However,
SICs, which are off balance sheset, are not included.

At 31 December 2013, the sensitivity of equity
capital to the effect of movementsin credit spreads on
the available-for-sale debt securities, including the
gross exposure for the SICs consolidated within the
balance sheet, based on credit spread VAR, was £49.8
million (2012: £76.0 million). This 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
the balance sheet, this exposure reduced to £29.4
million (2012: £54.6 million).

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

At 31 December 2013, the capital note holders
would absorb the first £1.4 billion (2012; £1.4 billion)
of any losses incurred by the SICs prior to the group
incurring any equity losses. As at 31 December 2013
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£7m of losses have been recorded by the group as a
result of the capital note value in one of the SICs being
wiped out by impairments.

Fixed-rate securities

The principal non-trading risk which is not included in
the VAR reported for Global Banking and Markets
arises out of Fixed Rate Subordinated Notes. The VAR
related to these instruments was £16.6 million at 31
December 2013 (2012: £24.8 million); while the
average, minimum and maximum during the year was
£24.6 million, £16.5 million and £29.7 million
respectively (2012: £32.9 million, £17.3 million and
£37.7 million).

Equity securities held as available-for-sale

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

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

Thefair value of the constituents of equity
securities held as available-for-sale can fluctuate
considerably. For details of the impairment incurred on
available-for-sale equity securities see the accounting
policiesin Note 2(i).

Structural foreign exchange exposures
(Unaudited)

Structural foreign exchange exposures represent net
investments in subsidiaries, branches and associates, the
functional currencies of which are currencies other than
sterling. An entity’ s functiona currency isthat of the
primary economic environment in which the entity
operates.

Exchange differences on structural exposures are
recognised in other comprehensive income.

The group hedges structural foreign currency
exposures only in limited circumstances. The group’s
structural foreign exchange exposures are managed with
the primary objective of ensuring, where practical, that
the group’s consolidated capital ratios and the capital
ratios of individual banking subsidiaries are largely
protected from the effect of changes in exchange rates.
Thisisusualy achieved by ensuring that, for each
subsidiary bank, the ratio of structural exposuresin a
given currency to risk-weighted assets denominated in
that currency is broadly equal to the capital ratio of the
subsidiary in question.
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The group may also transact hedges where a
currency in which the group have structural exposures
isconsidered likely to revalue adversely and it is
possible in practice to transact a hedge. Any hedging is
undertaken using forward foreign exchange contracts
which are accounted for under |FRSs as hedges of a net
investment in aforeign operation, or by financing with
borrowings in the same currencies as the functiona
currencies involved.

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

Sensitivity of net interest income
(Unaudited)

A principa element of the group’ s management of
market risk in non-trading portfolios is monitoring the
sensitivity of projected net interest income under
varying interest rate scenarios (simulation modelling).
The group aims to mitigate the effect of prospective
interest rate movements which could reduce future net
interest income, while balancing the cost of hedging
such activities on the current revenue stream.

The group applies a combination of scenarios and
assumptions relevant to their local businesses, and
standard scenarios which are required throughout
HSBC. The latter are consolidated to illustrate the
combined pro forma effect on the consolidated net
interest income.

Defined benefit pension scheme
(Audited)

Market risk also arises within the group’s defined
benefit pension schemes to the extent that the
obligations of the schemes are not fully matched by
assets with determinable cash flows. Pension scheme
obligations fluctuate with changes in long-term interest
rates, inflation, salary increases and the longevity of
scheme members. Pension scheme assets will include
equities and debt securities, the cash flows of which
change as equity prices and interest rates vary. There
arerisks that market movements in equity prices and
interest rates could result in assets which are
insufficient over time to cover the level of projected
obligations and these, in turn, could increase with arise
in inflation and members living longer. Management,
together with the trustees who act on behalf of the
pension scheme beneficiaries, assess these risks using
reports prepared by independent external actuaries and
takes action and, where appropriate, adjust investment
strategies and contribution levels accordingly.

The present value of the group’s defined benefit
pension schemes' liabilities was £18.5 billion at 31
December 2013 compared with £16.9 hillion at 31
December 2012. Assets of the defined benefit schemes
at 31 December 2013 comprised: equity investments 15
per cent (13 per cent at 31 December 2012); debt
securities 55 per cent (58 per cent at 31 December
2012), contractually linked instruments 9 per cent (O per
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cent at 31 December 2012), property 4 per cent (5 per
cent at 31 December 2012), derivatives 9 per cent (18
per cent at 31 December 2012) and ‘ other’ 8 per cent (6
per cent at 31 December 2012).

Operational risk

(Unaudited)

Operationa risk istherisk of loss resulting from
inadequate or failed internal processes, people and
systems or from external events, including legal risk
(along with accounting, tax, security and fraud, people,
systems, projects, operations and organisational change
risk). It arises from day to day operations or external
events, is relevant to every aspect of the group’s
business, and covers awide spectrum of issues, in
particular legal, compliance, security and fraud. Losses
and reputational damage arising from breaches of
regulation and law, unauthorised activities, error,
omission, inefficiency, fraud, systems failure or
external events al fall within the definition of
operational risk, and its scope covers both prudential
and conduct risk matters.

Responsibility for minimising operational risk lies
with group’ s management and staff. Each country,
business unit and function is required to implement
appropriate internal controls to manage the operational
risks of the business and operational activities for which
they are responsible.

Operational risk management framework

The Operational Risk function and the operational risk
management framework (‘ ORMF') assist management
in discharging their responsibilities.

The ORMF defines minimum standards and
processes, and the governance structure for operational
risk and internal control across the Group. To
implement the ORMF, a ‘three lines of defence’ model
is used for the management of risk, as described below:

Thefirst line of defence is the business who are
responsible for ensuring that all key risks within their
operations are identified, mitigated and monitored by
appropriate internal controls within an overall control
environment. Every employee is responsible for the
risks that are a part of their day-to-day jobs.

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

Thethird line of defence coverstherole of Interna
Audit, who provide independent assurance over the first
and second lines of defence.

The ORMF consists of a number of components,
including:
e Risk and Control Assessments (‘RCAS'), which are
used to identify and assess the material business
risks and controls;
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¢ Key Indicators, which are used to help monitor the
risks and controls;

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

e Internal incidents, which are used to forecast
typical losses; and

e External data, which is used to inform the group’s
risk assessments.

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

group.

Articulating the risk appetite for material
operational risks helps the bank’ s management
understand the level of risk that it iswilling to accept.
Monitoring operational risk exposure against the
approved risk appetite measures on aregular basis, and
implementing risk acceptance processes, drives risk
awareness in aforward-looking manner. It assists
management in determining whether further actionis
required to proactively manage operational risks within
acceptable levels. Appropriate means of mitigation and
controls include:

e making specific changes to strengthen the internal
control environment;

e investigating whether cost-effective insurance
cover is available to mitigate the risk; and

e other means of protecting us from loss.

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

Legal risk

Each operating company is required to have processes
and procedures to manage legal risk that conform to
Group standards. Legal risk falls within the definition
of operational risk and includes:

e contractud risk, which is the risk of agroup
company suffering financial loss, lega or
regulatory action or reputational damage because
its rights and/or obligations under a contract to
which it is aparty are technically defective;

e disputerisk, which isthe risk of agroup company
suffering financial loss or reputational damage due
to adverse dispute environment or management of
disputes;
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e legidativerisk, whichistherisk that a group
company fails to adhere to the laws of the
jurisdictions in which it operates; and

e non-contractual rightsrisk, which istherisk that a
group company’ s assets are not properly owned or
protected or are infringed by others, or agroup
company infringes another party’ s rights.

The group has alegal function, headed by the
General Counsel for Europe, to assist management in
controlling legal risk. The function provides legal
advice and support in managing claims against the
group’ s companies, as well asin respect of non-routine
debt recoveries or other litigation against third parties.
There are legal departments in a number of countriesin
which the group operates.

The group’ s operating companies must notify the
appropriate legal department immediately any litigation
is either threatened or commenced against the group or
an employee. Any claims which exceed £1.5 million
must be advised to the General Counsel for Europe. The
General Counsel for Europe must also be immediately
advised of any action by aregulatory authority, where
the proceedings are criminal, or where the claim might
materially affect the group’s reputation.

In addition, the group’ s operating companies are
required to submit semi annual returns detailing
outstanding claims where the claim (or group of similar
claims) exceeds US$10 million, where the action isby a
regulatory authority, where the proceedings are criminal
or where the claim might materially affect the group’s
reputation. These returns are used for reporting to
various committees within the group.

Compliance risk

Compliance risk falls within the definition of
operational risk. All group companies are required to
observe the letter and spirit of al relevant laws, codes,
rules, regulations and standards of good market
practice. These rules, regulations, other standards and
group policies include those relating to anti-money
laundering, anti-bribery and corruption, conduct of
business, market conduct, counter-terrorist financing
and sanctions compliance.

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

This restructuring allows the Group to:

e manage different types of regulatory and financia
crime compliance risk more effectively;
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o focusthe group's efforts appropriately in addressing
the issues highlighted by regulatory investigations and
reviews, internal audits and risk assessments of its
past business activities; and

e ensureit hasin place clear, robust accountability and
appropriate expertise and processes for al 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

e general regulatory compliance management including
stakehol der support.

In 2013, the group continued to experience increasing
levels of compliance risk as regulators and other agencies
pursued investigations into historic activities and as the
group continued to work with them in relation to already
identified issues. These included:

e themis-selling of interest rate derivative products to
SMEsin the UK and the settlement of claims by the
group to provide appropriate redress,

e investigations related to certain past submissions
made by panel banks in connection with the setting of
LIBOR, EURIBOR and other interest rates. As
certain HSBC entities are members of such panels,
HSBC Holdings and certain of its subsidiaries have
been the subject of regulatory demands for
information; and

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

Group security and fraud risk

Security and Fraud Risk, Europe, which has responsibility
for physical risk, fraud, information and contingency risk,
takes functional direction from Group Security and Fraud
Risk. This enables management to identify and mitigate
the permutations of these and other non-financial risks
across the countries in which the group operates. All group
companies manage their risk in accordance with standards
set by Security and Fraud Risk, Europe, which also
provide expert advice and support.

Risk management of insurance
operations

(Audited)

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

The insurance contracts the group sellsrelate to the
underlying needs of the group’s banking customers, which
it can identify from its point-of-sale contacts and customer
knowledge. The mgjority of sales are of savings and
investment products and term and credit life contracts. By
focusing largely on personal and SME lines of business,
the group is able to optimise volumes and diversify
individual insurance risks.

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

Where the group has the operational scale and risk
appetite, mostly in life insurance, these insurance products
are manufactured by the group’s companies.
Manufacturing insurance allows the group to retain the
risks and rewards associated with writing insurance
contracts as both the underwriting profit and the
commission paid by the manufacturer to the bank
distribution channel are kept within the group.

Where the group does not have the risk appetite or
operational scale to be an effective manufacturer, a
handful of leading external insurance companies are
engaged in order to provide insurance products to the
group’ s customers through its banking network and direct
channels. These arrangements are generally structured
with the group’ s exclusive strategic partners and earn the
group acombination of commissions, fees and a share of
profits.

The mgjority of therisk in the group’sinsurance
business derives from manufacturing activities and can be
categorised between financial risks, including market risk,
credit risk and liquidity risk and insurance risk.

Insurance manufacturers set their own control
procedures in addition to complying with guidelines issued
by the Group Insurance. Country level oversight is
exercised by local Risk Management Committees. Country
Chief Risk Officers have direct reporting lines into local
Insurance Chief Executive Officers and functional
reporting lines into the Group Insurance Chief Risk
Officer, who has overall accountability for risk
management in insurance operations. The Group Insurance
Executive Committee oversees the framework globally
and is accountable to the Risk Management Committee on
risk matters.
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In addition, local ALCOs monitor and review the
duration and cash flow matching of insurance assets and
ligbilities.

All insurance products, whether manufactured

internally or by athird party, are subjected to a product
approval process prior to introduction.

Risk management of insurance operations in
2013

This section provides disclosures on the risks arising from
insurance manufacturing operations including financial
risks such as market risk, credit risk and liquidity risk, and
insurance risk.

Risks in these operations are managed within the
insurance entities using methodol ogies and processes
appropriate to the insurance activities, but remain subject
to oversight at Group level.

Financial risks of insurance operations

The group’ s insurance businesses are exposed to arange
of financial risks which can be categorised into:

o Market risk —rrisks arising from changesin the fair
values of financial assets or their future cash flows
from fluctuations in variables such as interest rates,
foreign exchange rates and equity prices;

e  Credit risk —risk of financial loss following the
default of third parties to meet their obligations; and

e Liquidity risk —risk of not being able to make

payments to policyholders as they fall due as aresult
of insufficient assets that can be realised as cash.

Local regulatory requirements prescribe the type,

quality and concentration of assets that the group’s

insurance manufacturing companies must maintain to meet
insurance liabilities. These requirements complement
Group-wide policies.

The following table analyses the assets held in the
group’ s insurance manufacturing companies by type of
contract, and provides a view of the exposure to financia
risk. For unit-linked contracts, which pay benefits to
policyholders which are determined by reference to the
value of the investments supporting the policies, the group
typically designate assets at fair value; for non-linked
contracts, the classification of the assetsis driven by the

nature of the underlying contract.

Financial assets held by insurance manufacturing subsidiaries

(Audited)

At 31 December 2013

Financial assets designated at fair value
Debt SECUMtieS .....cvvvereeirieeeeeeeee
Equity SECUMtIES......coereeeirieireeceeeee

Financial investments - available-for-sale
Debt SECUNTIES....oveveeereeieeee e
Equity SECUMtIES......coereeieieieeeceeee

DENVALiVES.....ceeveeeeiieirieeee e
Other financial assets ........cccceevveeevesececeenns

Unit-linked Non-linked Other
contracts contracts assets Total
£m £m £m £m
2,265 544 25 2,834
5,311 3,871 530 9,712
7,576 4,415 555 12,546
- 10,113 823 10,936
- 10,113 823 10,936
5 130 30 165
262 1,408 203 1,873
7,843 16,066 1,611 25,520
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Financial assets designated at fair value
Debt SECUNLIES .....vvreiiiciecc e
EQUity SECUNTIES.....cueeiiieeeiieeecre e

Financial investments - available-for-sale
Debt SECUNTIES...cuvvveereeeeeeee e
Equity securities

DENVALIVES ...
Other financial assets

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

Under unit-linked insurance contracts, premium
income less charges levied isinvested in a portfolio of
assets. The group manages the financial risks of this
product on behalf of the policyholders by holding
appropriate assets in segregated funds or portfolios to
which the liabilities are linked. These assets represented
31 per cent of thetotal financial assets of the group’s
insurance manufacturing companies at the end of 2013
(2012: 30 per cent).

The remaining financial risks are managed either
solely on behalf of the shareholder, or jointly on behalf of
the shareholder and policyholders where discretionary
participation features exist.

Market risk of insurance operations

Market risk arises when mismatches occur between
product liabilities and the investment assets which back
them. For example, mismatches between asset and
liability yields and maturities giverise to interest rate
risk.

The main features of products manufactured by the
group’ s insurance manufacturing companies which
generate market risk, and the market risk to which these
features expose the companies, are discussed below.

Long-term insurance or investment products may
incorporate benefits that are guaranteed. Interest rate risk
arises to the extent that yields on the assets supporting
guaranteed investment returns are lower than the
investment returns implied by the guarantees payable to
policyholders.

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

At 31 December 2012

Unit-linked Non-linked Other
contracts contracts assets Total
£m £m £m £m
1,983 565 101 2,649
4,493 3,428 313 8,234
6,476 3,993 414 10,883
- 10,011 577 10,588
— 4 12 16
— 10,015 589 10,604
10 72 43 125
379 868 191 1,438
6,865 14,948 1,237 23,050
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aproportion allocated to other asset classesin order to
provide customers with the potential for enhanced
returns. Subsidiaries with portfolios of such products are
exposed to therisk of fallsin the market prices when they
cannot be fully reflected in the discretionary bonuses. An
increase in market volatility could also result in an
increase in the value of the guarantee to the policyholder.

Long-term insurance and investment products
typically permit the policyholder to surrender the policy
or let it lapse at any time. When the surrender value is not
linked to the value realised from the sale of the associated
supporting assets, the subsidiary is exposed to market
risk. In particular, when customers seek to surrender their
policies when asset values are falling, assets may have to
be sold at aloss to fund redemptions.

For unit-linked contracts, market risk is substantially
borne by the policyholder, but market risk exposure
typically remains as fees earned for management are
related to the market value of the linked assets.

Each insurance manufacturing subsidiary manages
market risk by using some or al of the following
techniques:

e for products with DPFs, adjusting bonus rates to
manage the liabilities to policyholders. The effect is
that a significant portion of the market risk is borne
by the policyholder;

e structuring asset portfolios to support liability cash
flows;

e using derivatives, to alimited extent, to protect
against adverse market movements or better match
liability cash flows;

e for new products with investment guarantees,
considering the cost when determining the level of
premiums or the price structure;
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e periodicaly reviewing products identified as higher
risk, which contain investment guarantees and
embedded optionality features linked to savings and
investment products;

¢ including features designed to mitigate market risk in
new products;

e  exiting, to the extent possible, investment portfolios
whose risk is considered unacceptable; and

e repricing of premiums charged to policyholders.

The group’ s insurance manufacturing companies
monitor exposures against mandated limits regularly and
report these quarterly to Group Insurance. Exposures are
aggregated and reported on a quarterly basis to senior risk
management forums in Group Insurance.

Standard measures for quantifying market risks are
asfollows:

e forinterest rate risk, the sensitivities of the net
present values of asset and expected liability cash
flows, in total and by currency, to aone basis point
parallel upward shift in the discount curves used to
calculate the net present values;

o for equity pricerisk, the total market value of equity
holdings and the market value of equity holdings by
region and country; and

o for foreign exchangerisk, the total net short foreign
exchange position and the net foreign exchange
positions by currency.

The standard measures are relatively straightforward
to calculate and aggregate, but they have limitations. The

Sensitivity of the group’ s insurance companies to risk factors

(Audited)

most significant one isthat a parallel shiftinyield curves
of one basis point does not capture the non-linear

rel ationships between the values of certain assets and
liabilities and interest rates. Non-linearity arises, for
example, from investment guarantees and product
features which enable policyholders to surrender their
policies. The group bears the shortfall if the yields on
investments held to support contracts with guaranteed
benefits are less than the investment returns implied by
the guaranteed benefits.

The group recognises these limitations and augments
its standard measures with stress tests which examine the
effect of arange of market rate scenarios on the aggregate
annual profits and total equity of the insurance
manufacturing companies after taking into consideration
tax and accounting treatments where material and
relevant. The results of these stress tests are reported to
the Group Insurance and Risk Committees every quarter.

The following tableillustrates the effect of selected
interest rates, equity price and credit spread scenarios on
the profits for the year and total equity of insurance
manufacturing subsidiaries. Where appropriate, the
impact of the stress on the present value of the in-force
long-term insurance business asset (‘PVIF) isincluded in
the results of the sensitivity tests. The relationship
between the profit and total equity and therisk factorsis
non-linear and, therefore, the results disclosed should not
be extrapolated to measure sensitivities to different levels
of stress. The sensitivities are stated before allowance for
the effect of management actions which may mitigate the
effect of changesin market rates, and for any factors such
as policyholder behaviour that may change in response to
changes in market risk.

+ 100 basis points parallel shift in yield curves ............ccoceeeee.
—100 basis points parallel shift in yield curves ...........cccooeeuenee.
10 per cent increase in equIty PriCES .......cccovevrereeerierenese e

2013 2012
Effect on profit Effect on total Effect on profit Effect on total
for the year equity for the year equity
£m £m £m £m
@ (12) (©) (19
(30) (19) @D (C)
16 16 15 15
an 17) (16) (16)

10 per cent decrease in equIty PriCES ......ccceeeerererereeenienee e
Sensitivity to credit Spread INCreases .........occeeeeereneeniesieneneenes

Credit risk of insurance operations

Credit risk can give rise to losses through default and can
lead to volatility in income statement and balance sheet
figures through movements in credit spreads, principally
on the £11.5 billion (2012: £11.3 billion) non-linked bond
portfolio.

Astabulated above, the sensitivity of the net profit
after tax of the group’s insurance manufacturing
companies to the effects of changesin credit spreadsis
£nil (2012: £nil). The sensitivity is calculated using
simplified assumptions based on a one-day movement in
credit spreads over atwo-year period. A confidence level

VAl

- @ - @

of 99 per cent, consistent with the Group’s VAR, has
been applied. The results are relatively insensitive to
credit spread increases due to the high rate of policy
holder participation on non-linked business.

Management of the group’ s insurance manufacturing
companies is responsible for the credit risk, quality and
performance of their investment portfolios. The
assessment of creditworthiness of issuers and
counterparties is based primarily upon internationally
recognised credit ratings and other publicly available
information.
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Investment credit exposures are monitored against Credit quality
limits by the local insurance manufacturing subsidiaries,
and are aggregated and reported to Group Insurance
Credit Risk and Group Credit Risk. Stresstesting is
performed by Group Insurance on the investment credit
exposures using credit spread sensitivities and default
probabilities. A number of tools are used to manage and
monitor credit risk. These include a Credit Watch Report
which contains awatch list of investments with current
credit concerns and is circulated fortnightly to senior
management in Group Insurance and to the individual
Country Chief Risk Officersto identity investments
which may be at greater risk of future impairment.

Treasury bills, other eligible bills and debt securities in the group’ s insurance manufacturing companies
(Audited)

The following table presents an analysis of treasury bills,
other eligible bills and debt securities within the group’s
insurance business by measures of credit quality. The five
credit quality classifications are defined on page 40. Only
assets supporting liabilities under non-linked insurance,
investment contracts and shareholders’ funds are included
in the table, asfinancial risk on assets supporting unit-
linked liabilities is predominantly borne by the
policyholder. 84 per cent (2012: 86 per cent) of the assets
included in the table are invested in investments rated as
‘Strong’.

At 31 December 2013 At 31 December 2012

Good/ Good/
Strong  Satisfactory Total? Strong  Satisfactory Total?
£m £m £m £m £m £m
Financial assets designated at fair value' .......... 418 151 569 549 117 666
— treasury and other eligible bills - - - - - -
— debt SeCUrties ... 418 151 569 549 117 666
Financial investments ..........ccocoveeeeerennnnnnns 9,286 1,650 10,936 9,100 1,488 10,588
— treasury and other similar bills ................. - - - - - -
— debt SeCUrties ... 9,286 1,650 10,936 9,100 1,488 10,588
9,704 1,801 11,505 9,649 1,605 11,254

1 Impairment isnot measured for debt securities designated at fair value, as assetsin such portfolios are managed according to movementsin
fair value, and the fair value movement is taken directly through the income statement.

2 Total isthe maximum exposure to credit risk on the treasury bills, other eligible bills and debt securitiesin the group’sinsurance
companies.

Credit risk aso arises when assumed insurance risk exposure to third parties under the reinsurance

is ceded to reinsurers. The split of liabilities ceded to agreementsisincluded in this table.

reinsurers and outstanding reinsurance recoveries,

analysed by credit quality, is shown below. The group’s

Reinsurers’ share of liabilities under insurance contracts
(Audited)

Good/ Past due not

Strong  Satisfactory impaired Total™?
£m £m £m £m
At 31 December 2013
Unit-linked iNSUranCe CONIaCtS ..........cccceveveeeeieiesese s see e e sreenens 43 - - 43
Non-linked INSUraNCe CONETACES .......ccocvvveereereeeieesieeseseee e esaeensens 447 2 — 449
I - 490 2 — 492
REINSUrANCE AEDLOIS.......ccuviiiciecticeeee e eseens 7 - - 7
At 31 December 2012
Unit-linked iNSUranCe CONIactS ..........cccoeveveeeseeiese e s see e se e 34 - - 34
Non-linked iNSUranCe CONLIACES .......c.cvvevieviirieeieieie e 458 4 — 462
10, | 492 4 — 496
REINSUrANCE AEDLOIS.......ccviiiciecieceeeeee et eseens 5 - - 5

1 Noamounts reported within Reinsurers' share of liabilities under insurance contracts were classified as sub-standard or impaired.
2 Total isthe maximum exposure to credit risk in respect of reinsurers’ share of liabilities under insurance contracts.
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Liquidity risk of insurance operations

It isan inherent characteristic of almost al insurance
contracts that there is uncertainty over the amount of
claims liabilities that may arise, and the timing of their
settlement, creating liquidity risk.

There are three aspects to liquidity risk of insurance
operations. Thefirst arisesin norma market conditions
and isreferred to as funding liquidity risk; specifically,
the capacity to raise sufficient cash when needed to meet
payment obligations. Secondly, market liquidity risk
arises when the size of a particular holding may be so
large that a sale cannot be completed at the market price.
Finally, standby liquidity risk refers to the capacity to
meet payment terms in abnormal conditions.

The group’ s insurance manufacturing companies
primarily fund cash outflows arising from claim liabilities
from the following sources of cash inflows:

e premiums from new business, policy renewals and
recurring premium products;

e interest and dividends on investments and principal
repayments of maturing debt investments;

e  cashresources; and
e thesadeof investments.

The group’ s insurance manufacturing companies
manage liquidity risk by utilising some or all of the
following techniques:

e matching cash inflows with expected cash outflows
using specific cash flow projections or more genera

asset and liability matching techniques such as
duration matching;

Expected maturity of insurance contract liabilities
(Audited)

e maintaining sufficient cash resources,

e investing in good credit-quality investments with
deep and liquid markets to the degree to which they
exist;

e monitoring investment concentrations and restricting
them where appropriate, for example, by debt issues
or issuers; and

e establishing committed contingency borrowing
facilities.
Each of these techniques contributes to mitigating the

three types of liquidity risk of insurance operations
described above.

Every quarter, the group’ s insurance manufacturing
companies are required to complete and submit liquidity
risk reports to the Group Insurance for collation and
review. Liquidity risk is assessed in these reports by
measuring changes in expected cumulative net cash flows
under a series of stress scenarios designed to determine
the effect of reducing expected available liquidity and
accelerating cash outflows. Thisis achieved, for example,
by assuming new business or renewals are lower, and
surrenders or lapses are greater, than expected.

The following tables show the expected
undiscounted cash flows for insurance contract liabilities
and the remaining contractual maturity of investment
contract liabilities. A significant proportion of the group’s
non-life insurance businessis viewed as short-term, with
the settlement of liabilities expected to occur within one
year of the period of risk. There is agreater spread of
expected maturities for the life business where, in alarge
proportion of cases, the liquidity risk isbornein
conjunction with policyholders (wholly owned by the
policyholdersin the case of unit-linked business).

Expected cash flows (undiscounted)

Within 1 year 1-5years 5-15years  Over 15years Total
£m £m £m £m £m
At 31 December 2013
Non-linked iNSUraNCE™..........o.evvveveevrereeersireennnns 44 234 394 393 1,065
Unit-linked iNSUranCe..........cccovevveveeieseseseceenens 271 839 973 697 2,780
TOAl oot s 315 1,073 1,367 1,090 3,845
At 31 December 2012
Non-linked iNSUranCe.............coevvieeeerereeseseseesinns 95 187 378 316 976
Unit-linked iNSUranCe..........c.ceevevveceveseseceenns 170 584 829 599 2,182
TOAl oot s 265 771 1,207 915 3,158

1 Non-linked insurance includes remaining non-life business.
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Remaining contractual maturity of investment contract liabilities

(Audited)
Liabilities under investment contracts by insurance underwriting subsidiaries

Within 1 year 1-5years 5-10years Over 10years  Undated* Total
£m £m £m £m £m £m

At 31 December 2013
Unit-linked investment contracts............cccccueu... 130 471 515 1,364 2,819 5,299
Investment contractswith DPF.............cccoeeueeene - - - - 15,987 15,987
TOtAl e e 130 471 515 1,364 18,806 21,286

At 31 December 2012
Unit-linked investment contracts............c.cccceue.. 112 418 452 1,275 2,558 4,815
Investment contracts with DPF.............cccccecveae. — — — — 15,078 15,078
TOtAl e 112 418 452 1,275 17,636 19,893

1 Inmost cases, policyholders have the option to terminate their contracts at any time and receive the surrender values of their policies. These

may be significantly lower than the amounts shown above.
Insurance risk

Insurance risk is the risk, other than financial risk, of loss
transferred from the holder of the insurance contract to
the issuer (the group). Insurancerisk is principally
measured in terms of liabilities under the contracts.

Theinsurancerisk profile of the group’slife
insurance manuf acturing businesses has not changed
materially during 2013 despite theincreasein liabilities to
policyholders on these contracts to £19.2 billion (2012;
£17.9 billion). This growth in liabilities largely resulted
from market value gains on underlying financial assetsin
addition to new business generated during 2013.

A principal risk faced by the group 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, |apse and
surrender rates, expense rates and, if the policy hasa
savings element, the performance of the assets held to
support the liabilities.

Insurance risks are controlled by high level policies
and procedures set both centrally and locally, taking into
account, where appropriate, local market conditions and
regulatory requirements. Formal underwriting,
reinsurance and claims-handling procedures designed to
ensure compliance with regulations are applied, and
supplemented with stress testing.

Aswell as exercising underwriting controls,
reinsurance is also used as a means of mitigating
exposure to insurance risk. Where the group manages
exposure to insurance risk through the use of third-party
reinsurers, the associated revenue and manufacturing
profit is ceded to the reinsurers. Although reinsurance
provides a means of managing insurance risk, such
contracts expose the group to credit risk, the risk of
default by the reinsurer (see page 72).

A principal tool used by the group to manage its
exposure to insurance risk, in particular for life insurance
contracts, is asset and liability matching. In certain
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markets in which the group operatesit is neither possible
nor appropriate to follow a perfect asset and liability
matching strategy. For long dated non-linked contractsin
particular this results in a duration mismatch between
assets and liabilities. The group therefore structures
portfolios to support projected liabilities from non-linked
contracts. In the absence of insurable events occurring,
unit-linked contracts match assets more directly with
liahilities. Thisresults in the policyholder bearing the
majority of the financial risk exposure.

The following tables analyse the group’ s insurance
risk exposures by type of business.

Analysis of life insurance risk —liabilities to policy
holders

(Audited)
2013 2012
£m £m
Non-linked insurance*
— Insurance contracts with DPF 2 ........... 230 219
—Credit life .o 79 99
—ANNUILIES ..o 376 363
— Term assurance and other long-term
(0] 11 = o (= SRS 151 135
—Non-lifeinsurance .........ccccoevevecveinennns — 9
Total non-linked insurance 836 825
Unit-linked insSurance .........c.coeevvveeeeneennnn, 2,405 2,010
Investment contractswith DPF 2% ............... 15,987 15,078
Liabilities under insurance contracts ........... 19,228 17,913

1 Non-linked insurance includes remaining non-life business.

2 Insurance contracts and investment contracts with DPFs give
policyholders the contractual right to receive, as a supplement to
their guaranteed benefits, additional benefits that are likely to be
a significant portion of the total contractual benefits, but whose
amount or timing is contractually at the discretion of the group.
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.

3 Although investment contracts with DPFs are financial
investments, the group continues to account for them asinsurance
contracts as permitted by IFRS 4.

The liabilities for long-term contracts are set by
reference to arange of assumptions around these drivers,
typically reflecting each entity’ s own experience.
Economic assumptions, such as investment returns and
interest rates, are usually based on observable market
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data. Changes in underlying assumptions affect the
liabilities.

Present value of in-force long-term insurance
business

The group’ s life insurance business is accounted for using
the embedded val ue approach which, inter alia, provides a
risk and valuation framework. The sensitivity of PVIF
long-term asset to changes in economic and non-
economic assumptions is described in Note 21.

Other material risks

(Unaudited)
Pension risk

Pension risk is the risk that contributions from Group
companies and members fail to generate sufficient funds
to meet the cost of accruing benefits for the future service
of active members, and the risk that the performance of
assets held in pension funds isinsufficient to cover
existing pension liabilities. Pension risk arises from
investments delivering an inadequate return, economic
conditions leading to corporate failures, adverse changes
in interest rates or inflation, or members living longer
than expected (longevity risk).

The group operates a number of pension plans
throughout Europe. Some of them are defined benefit
plans, of which the largest is the HSBC Bank (UK)
Pension Scheme (‘the principa plan’).

In order to fund the benefits associated with these
plans, group companies (and, in some instances,
employees) make regular contributions in accordance
with advice from actuaries and in consultation with the
scheme' s trustees (where relevant). The defined benefit
plans invest these contributions in arange of investments
designed to meet their long-term liabilities.

The level of these contributions has a direct impact
on the group’s cash flow and is set to ensure that there are
sufficient funds to meet the cost of the accruing benefits
for the future service of active members. Higher
contributions will be required when plan assets are
considered insufficient to cover the existing pension
liabilities as a deficit exists. Contribution rates are
typically revised annualy or triennially, depending on the
plan. The agreed contributions to the principal plan are
revised triennialy.

A deficit in adefined benefit plan may arise from a
number of factors, including:

e investments delivering areturn below that required to
provide the projected plan benefits. This could arise,
for example, when thereis afall in the market value
of equities, or when increases in long-term interest
rates cause afall in the value of fixed income
securities held;
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e the prevailing economic environment |leading to
corporate failures, thus triggering write-downsin
asset values (both equity and debt);

e achangein ether interest rates or inflation which
causes an increase in the value of the scheme
lighilities; and

e scheme membersliving longer than expected (known
as longevity risk).

A plan’sinvestment strategy is determined after
taking into consideration the market risk inherent in the
investments and its consequential impact on potential
future contributions. The long-term investment objectives
of both the group and, where relevant and appropriate, the
trustees are;

e tolimit therisk of the assetsfailing to meet the
liahilities of the plans over the long-term; and

e to maximise returns consistent with an acceptable
level of risk so asto control the long-term costs of
the defined benefit plans.

In pursuit of these long-term objectives, a benchmark
is established for the alocation of the defined benefit plan
assets between asset classes. In addition, each permitted
asset class has its own benchmarks, such as stock market
or property valuation indices and, where relevant, desired
levels of out-performance. The benchmarks are reviewed
at least triennially within 18 months of the date at which
an actuarial valuation is made, or more frequently if
required by local legislation or circumstances. The
process generally involves an extensive asset and liability
review.

Ultimate responsibility for investment strategy rests
with either the trustees or, in certain circumstances, a
management committee. The degree of independence of
the trustees from the group variesin different
jurisdictions. For example, the principal plan, which
accounts for approximately 97 per cent of the obligations
of the group’ s defined benefit pension plans, is overseen
by a corporate trustee who regularly monitors the market
risks inherent in the scheme.

The principal plan holds a diversified portfolio of
investments to meet future cash flow liabilities arising
from accrued benefits as they fall due to be paid. The
trustee of the principal plan is required to produce a
written Statement of Investment Principles which governs
decision-making about how investments are made.

In 2006, the bank and the trustee of the principa plan
agreed to change the investment strategy to reduce the
investment risk. The target asset allocations for this
strategy in 2006, and as revised in 2011, demonstrating
the ongoing evolution of the strategy, are shown below.
The strategy is to hold the mgjority of assetsin bonds,
with the remainder in a more diverse range of
investments, and includes a commitment to undertake a
programme of swap arrangements (see Note 43) by which
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the principal plan makes LIBOR-related interest
payments in exchange for the receipt of cash flows which
are based on projected future benefit payments to be
made from the principal plan.

2013 &
2011 2006
% %

155 150
60.5 50.0
95 100

9.0 100

55 150
100.0 100.0

1 In 2013 and 2011, alternative assets include ABSs, MBSs and
infrastructure assets. In 2006, alternative assets included loans
and infrastructure assets.

Following a consultation process on various
employee benefit proposals, the bank announced to
employees in the UK that the future service accrual for
defined benefit members would cease from 1 July 2015.
As part of these amendments, the bank is changing the
basis of delivering ill-health benefits to certain
employees, resulting in the recognition of an accounting
gain of £280 million.

Reputational risk

Reputation risk istherisk that illegal, unethical or
inappropriate behaviour by the group itself, members of
staff or clients or representatives of the group will
damage HSBC' s reputation, leading potentialy to aloss
of business, fines or penalties. Reputational risk
encompasses negative reaction not only to activities
which may beillegal or against regulations, but also to
activities that may be counter to societal standards, values
and expectations. It arises from awide variety of causes,
including how the group conducts its business and the
way in which clients to whom it provides financial
services, and bodies who represent HSBC, conduct
themselves.

All employees must safeguard the reputation of the
group by maintaining the highest standards of conduct at
al times and by being aware of issues, activities or
associations that might pose a threat to the reputation of
the group. The long-term success of the group is closely
linked to the confidence of its stakeholders. Safeguarding
and building upon the group’ s reputation is the
responsibility of every employee. Any lapse in standards
of integrity, compliance, customer service or operating
efficiency represents a potential reputational risk.

The group always aspires to the highest standards of
conduct and, as a matter of routine, takes account of
reputational risks to its business. Reputational risks can
arise from awide variety of causes, including
Environmental, Social and Governance (‘ESG’) issues
and operational risk events. As a banking group, a good
reputation depends not only upon the way in which the
group conducts its business, but also the way in which
clients, to whom financia services are provided, conduct
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themselves. Accordingly second order reputational risks
are also regularly reviewed within the group.

Standards on all major aspects of business are set for
the Group and for individual subsidiaries, businesses and
functions. Reputational risks, including ESG matters, are
considered and assessed by regional and local committees
and management during the formulation of policy and the
establishment of the Group’s standards. These policies,
which form an integral part of the interna control system,
are communicated through manuals and statements of
policy and are promulgated through internal
communications and training. The policies cover ESG
issues and set out operational proceduresin all areas of
reputational risk, including money laundering deterrence,
counter-terrorist financing, environmental impact, anti-
corruption measures and employee relations.

The policy manuals address risk issues in detail and
co-operation between departments and businessesis
required to ensure a strong adherence to the group’ s risk
management system and sustainability practices.

Conduct risk

Conduct risk is defined as both the risk of the group
treating its customers unfairly and that of delivering
inappropriate outcomes for customers. The HSBC Values
are central to the group’s approach to managing conduct
risk which is embedded in the way business is undertaken
and has evolved over a number of years, most noticeably
in the UK with the focus on making better products,
selling them properly and keeping them sold. In light of
the development of the regulatory approach with an
increased focus on conduct risk, further enhancements are
underway across al business lines including val ues-based
training programmes, improved management information
to inform business decision making and revised
incentivisation strategies. Many of the activitiesidentified
are being implemented through the on-going programmes
of the wealth risk framework, Global Standards and local
business and risk initiatives.
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Capital management and allocation

(Audited)
Capital management

The group’ s capital management approach is driven by its
strategic and organisational requirements, taking into
account the regulatory, economic and commercial
environment in which it operates.

It isthe group’s policy to maintain a strong capital
base to support the development of its business and to
meet regulatory capital requirements. To achieve this, the
group manages its own capital within the context of an
annual capital plan which is approved by the Board that
determines the optimal amount and mix of capital
required to support planned business growth and meet
local regulatory capital requirements. HSBC Holdings plc
is the sole provider of equity capital to the group and also
provides non-equity capital where necessary. Capital
generated in excess of planned requirementsiis returned to
the HSBC Holdings plc in the form of dividends.

The group’ s policy is underpinned by its capital
management framework, which enables the group to
manage its capital in a consistent manner. The framework
incorporates a number of capital measures which govern
the management and allocation of capital within the
group. These capital measures include invested capital,
economic capital and regulatory capital defined by the
group as follows:

e invested capital isthe equity capital provided to the
bank by HSBC;

e economic capital istheinternally calculated capital
requirement which is deemed necessary by the group
to support the risks to which it is exposed; and

e regulatory capital isthe minimum level of capital
which the group is required to hold in accordance
with the rules set by the PRA for the bank and the
group and by the local regulators for individual
subsidiary companies.

The following risks managed through the capital
management framework have been identified as material:
credit, market, operational, interest rate risk in the
banking book, pension fund, insurance and residual risks.

Stress testing is incorporated into the capital
management framework and is an important component
of understanding the sensitivities of the core assumptions
in the group’s capital plansto the adverse effect of
extreme, but plausible, events. Stress testing allows senior
management to formulate its response, including risk
mitigating actions, in advance of conditions starting to
reflect the stress scenarios identified. The actual market
stresses experienced by the financial system in recent
years have been used to inform the capital planning
process and further devel op the stress scenarios employed
by the group.
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Other stresstests are also carried out, both at the
request of regulators and by the regulators themselves
using their prescribed assumptions. The group takes into
account the results of all such regulatory stress testing
when undertaking its internal capital management
assessment.

In June 2013, the European Commission published
the final Regulation and Directive, known collectively as
CRD IV, to give effect to the Basel 111 framework in the
EU.

In December 2013, the PRA issued itsfinal ruleson
CRD IV in aPolicy Statement PS 7/13. Initsfinal rules,
the PRA opted for an acceleration of the CRD 1V end
point definition of CET1. Despite the final PRA rules,
there remains continued uncertainty around the precise
amount of capital that banks will be required to hold. This
relates to the quantification and interaction of capital
buffers and Pillar 2, where further PRA consultations are
duein 2014. Furthermore, there are a notable number of
draft and unpublished EBA technical and implementation
standards due in 2014 which will potentially impact the
bank’ s capital position and RWAs.

The group’ s approach to managing its capital position
has been to ensure the bank, regulated subsidiaries and
the group exceed current regulatory requirements and is
well placed to meet the expected regulatory requirements
from the implementation of CRD 1V. The group
continually reviews its capital targets, reflecting any
changes as they develop.

Capital measurement

The PRA isthe supervisor of the bank and lead
supervisor of the group. The PRA sets capital
requirements and receives information on the capital
adequacy for the bank and the group. The bank and the
group complied with the PRA’ s capital adequacy
reguirements throughout 2013.

Individual banking subsidiaries are directly regulated
by their local banking supervisors, who set and monitor
local capital adequacy requirements.

In 2013, the group calculated capital using the Basel
Il framework, as amended for CRD I11, commonly known
as Basel 2.5. The Capital Requirements Directive
(‘CRD’) implemented Basel 11 in the EU and the
Financia Services Authority (‘ FSA’) and its successor
bodies then gave effect to the CRD by including the
requirements of the CRD in its own rulebooks.

Basel 1l is structured around three ‘ pillars':
e Pillar 1: minimum capital requirements,

e Pillar 2: Supervisory Review and Evaluation
Process; and

e  Pillar 3: market discipline.
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There were no material changes to the group’s
policies and practices for capital measurement in 2013.

Risk-weighted assets
(Unaudited)

During 2013, RWAs reduced by £7 billion to £186 billion
due to movements in credit and market risk. Credit risk
RWA s decreased by £4 billion. This reduction was
primarily attributable to reduced securitisation exposures
and updates to methodology and regulatory policy in the
calculation of corporate and commercial customer
RWAs. Market Risk RWAs declined by £4 hillion,
primarily through lower risk levels following reductions
in exposures and improvements in market conditions.

Regulatory capital

The group’s capital comprisestier 1 capital and tier 2
capital:

e tier 1 capital isdivided into coretier 1 and other tier
1 capital. Coretier 1 capital iscomprised of
shareholders’ equity from which are deducted the
book values of goodwill and intangible assets and
other regulatory adjustments for items reflected in
shareholders’ equity which are treated differently for
the purposes of capital adequacy. 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, 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.

The PRA’ s rules set limits on the amount of hybrid
capital instruments that can be included in tier 1 capital
relative to coretier 1 capital and also limitstotal tier 2
capital to no more than tier 1 capital.

The basis of consolidation for financial accounting
purposes is described on page 103 and differs from that
used for regulatory purposes. Investments in banking
associates, which are equity accounted in the financial
accounting consolidation, are proportionally consolidated
for regulatory purposes. Subsidiaries and associates
engaged in insurance and non-financia activities are
excluded from the regulatory consolidation and are
deducted from regulatory capital. The regulatory
consolidation also excludes SEs where significant risk
has been transferred to third parties. Exposures to these
SEs are risk weighted as securitisation positions for
regulatory purposes.

Pillar 1 capital requirements

Pillar 1 covers the capital resources requirements for
credit risk (including counterparty credit risk and
securitisations), market risk and operational risk. These
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requirements are expressed in terms of risk-weighted
assets.

Credit risk capital requirements

Basel 11 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 and group other counterparties into broad
categories and apply standardised risk weightings to these
categories. The next level, the internal ratings-based
(‘IRB") foundation approach, allows banks to calculate
their credit risk capital requirement on the basis of their
internal assessment of the probability that a counterparty
will default (‘PD’), but subjects their quantified estimates
of exposure at default (EAD’) and loss given default
(‘LGD’) 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 aformula
specified in the regulatory rules, which incorporates these
factors 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 accounting impairment allowances.

For credit risk, the group has adopted the IRB
advanced approach for the mgjority of its business, with
the remainder on either IRB foundation or standardised
approaches or under exemption from IRB treatment.

Counterparty credit risk

Counterparty credit risk arises for over-the-counter
derivatives and securities financing transactions. Itis
calculated in both the trading and non-trading books and
isthe risk that the counterparty to atransaction may
default before completing the satisfactory settlement of
the transaction. Three approaches to determining
counterparty credit risk exposure values are defined by
Basel |I: 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.

The group uses the mark-to-market and internal
model method approaches for counterparty credit risk.
The longer-term aim is to migrate more positions from
mark-to-market to the internal model method approach.

Securitisation

Securitisation positions are held in both the trading book
and the non-trading book. For non-trading book
securitisation positions, Basel |1 specifies two methods
for calculating credit risk requirements, these being the
standardised and |RB approaches. Both approaches rely
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on the mapping of rating agency credit ratings to risk
weights, which range between 7 per cent and 1,250 per
cent. Positions that would otherwise be weighted at 1,250
per cent are deducted from capital.

Within the IRB approach, the Ratings Based Method
is used for the majority of the 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 positionsin the trading book are
treated for capital purposesasif they are held in the non-
trading book under the standardised or IRB approaches.

Other traded securitisation positions, known as
correlation trading are included within an internal model
separately approved by the PRA.

Market risk capital requirement

Market risk isthe risk that movements in market risk
factors, including foreign exchange, commaodity prices,
interest rates, credit spread and equity prices will reduce
group’ sincome or the value of its portfolios. The market
risk capital requirement is measured using internal market
risk models where approved by the PRA, or the PRA’s
standard rules.

Under Basel 2.5, the group’ s market risk models
comprise VAR, stressed VAR, incremental risk charge
and correlation trading under the comprehensive risk
measure.

Operational risk capital requirement

Basel 11 includes a capital requirement for operational
risk, again utilising three levels of sophistication. The
capital required under the basic indicator approach isa
simple percentage of gross revenues, whereas under the
standardised approach it is one of three different
percentages of gross revenues allocated to each of eight
defined business lines. Both these approaches use an
average of the last three financial years' revenues.
Finally, the advanced measurement approach uses banks'
own statistical analysis and modelling of operational risk
data to determine capital requirements.

The group has adopted the standardised approach in
determining its operational risk capital requirements.

Pillar 2 capital requirement

The group conducts an Internal Capital Adequacy
Assessment Process (‘ICAAP') to determine aforward
looking assessment of its capital requirements given its
business strategy, risk profile, risk appetite and capital
plan. This process incorporates the risk management
processes and governance of the firm. A range of stress
tests are applied to the base capital plan. These, coupled
with the group’ s risk management practices are used to
assess its capital adequacy requirements.

The group provides ICAAP documentation to the
PRA summarising the ICAAP process and capital
adequacy conclusions. This forms part of the basis of the
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PRA’ s Supervisory Review and Evaluation Process
(SREFP'), which occurs periodically to enable the PRA to
define the minimum capital requirements for the bank and
the group. For 2013 the PRA set a capital resources floor
for the bank based on its definition for core tier 1 capital.

Pillar 3 disclosure requirements

Pillar 3 of Basel 1l isrelated to market discipline and
aims to make firms more transparent by requiring them to
publish areport giving a comprehensive view of their risk
profile including specific details of their risks, capital and
management of these. Pillar 3 disclosures will be
published as a separate document on the bank’ s website.

Regulation and Supervision

(Unaudited)

The regulation and supervision of financial institutions
continues to undergo significant change in response to the
global financial crisis.

Basel I11

In December 2010, the Basel Committee issued two
documents: ‘A global regulatory framework for more
resilient banks and banking systems' and ‘ International
framework for liquidity risk measurement, standards and
monitoring’, which together are commonly referred to as
‘Basel 111" In June 2011, the Basel Committee issued a
revision to the former document setting out the finalised
capital treatment for counterparty credit risk in bilateral
trades.

The Basel 111 rules set out the minimum common
equity tier 1 ratio requirement of 4.5 per cent and an
additional capital conservation buffer requirement of 2.5
per cent, to be phased in sequentially from 1 January
2013, becoming fully effective on 1 January 2019. Any
additional countercyclical capital buffer requirements will
also be phased in, starting in 2016 to a proposed
maximum level of 2.5 per cent effective on 1 January
2019, athough individual jurisdictions may choose to
implement larger countercyclical capital buffers.

In addition to the criteria detailed in the Basel 11
proposals, the Basel Committee issued further minimum
requirements in January 2011 to ensure that all classes of
capital instruments fully absorb losses at the point of non-
viability before taxpayers are exposed to loss. Instruments
issued on or after 1 January 2013 may only be included in
regulatory capita if the new requirements are satisfied.
The current capital treatment of securities issued prior to
this date, not meeting these requirements, will be phased
out over a 10-year period commencing on 1 January
2013.

The Basdl |11 framework also introduced the
leverage ratio 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. Theratio is a volume-based



HSBC BANK PLC

Report of the Directors: Capital Management (continued)

measure calculated as Basel 111 tier 1 capital divided by
total on-balance sheet and off-balance sheet exposures.

Basel 111 provides for atransitional period for the
introduction of the leverage ratio, comprising a
supervisory monitoring period that started in 2011 and a
parallel run period which will last from 1 January 2013
until 1 January 2017. The parallel run will be used to
assess whether the proposed ratio of 3% is appropriate,
with aview to migrating to a Pillar 1 requirement from 1
January 2018. The leverageratio is subject to a
supervisory monitoring period which commenced on 1
January 2011, and a parallel run period which will last
from 1 January 2013 until 1 January 2017.

Further calibration of the leverage ratio will be
carried out in the first half of 2017 with aview to
migrating to a Pillar 1 requirement from 1 January 2018.
In January 2014, the Basel Committee published its
finalised leverage ratio framework, along with the public
disclosure requirements applicable from 1 January 2015.

CRD IV

Commencing 1 January 2014, the CRD IV rule changes
introduce arevised definition of regulatory capital,
primarily focused on common equity tier 1 (‘CET1")
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 Counterparty Credit Risk (' CCR’).

The most significant impacts on CET1 capita are the
proposed deduction of equity holdings in banks, financial
institutions and insurance entities and the excess of
expected losses over impairment allowances resulting in
areallocation of current deductions to this higher tier of
capital and new rules for calculating the amounts to be
deducted and the introduction of an additional valuation
adjustment of balance sheet positions measured at market
or fair value using specified standards for prudent
valuation.

CRD |V aso requires banks to maintain a number of
additional capital buffersto be met by CET1 capital.
These new capital requirements include a Capital
Conservation Buffer designed to ensure banks build up
capital outside periods of stressthat can be drawn down
when losses are incurred, currently set at 2.5 per cent, 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. 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 aminimum of 1 per
cent. The Capital Conservation Buffer and the CCB are to
be phased in subject to national transposition in the UK.

The most significant impact on RWAsis anew
capital charge to cover risk of mark to market losses on
expected counterparty risk, referred to as aregulatory
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credit valuation adjustment (‘' CVA’) risk capital charge,
calculated on afull range of OTC (i.e. non-exchange
traded) derivative counterparties. Other changes will
impose increases in the asset value correlation multiplier
for financial counterparties, additional reguirements for
collateralised counterparties, margin period of risk and
new requirements for exposures to central clearing
counterparties resulting in a higher CCR charge.

Under CRD 1V, thefinal calibration and legislative
proposal for aleverage ratio are expected to be
determined following areview of the revised Basel
Committee proposals and the basis of the EBA’s
assessment of the impact and effectiveness of the
leverage ratio during a monitoring period from 1 January
2014 until 30 June 2016. In December 2013, the PRA
issued itsfinal ruleson CRD IV in aPolicy Statement PS
7/13. This transposes the various areas of nationa
discretion within the final CRD 1V legidation into UK
law. Whilst CRD IV alows for the majority of regulatory
adjustments and deductions from CET1 to be
implemented on a gradua basisfrom 1 January 2014 to 1
January 2018, the PRA’ s transposition of the national
discretions does not to make use of those transitional
provisions.

Despite final PRA rules uncertainty remains around
the precise amount of capital that banks will be required
to hold. Thisrelates to the quantification and interaction
of capital buffers and Pillar 2, where further PRA
consultations are due in 2014. In addition, many
Technical Standards and guidelines have been issued by
the EBA in draft form for consultation or are pending
publication in 2014. These must be adopted by the
European Commission for them to become legally
enforceable. This provides further uncertainty asto the
precise capital requirements under CRD V.

In December 2013, the EBA published a draft final
consultation on the Regulatory Technical Standard for
‘Own Funds — Part |11’ which elaborates on the capital
calculation of holdings of common equity instruments of
financial sector entities. Thisis currently under review
and may have a material impact on our capital position.

Other regulatory proposals

The ability of banks' internal models to adequately
capture the risk of aportfolio has been an on-going area
of regulatory focus. During 2013, the PRA proposed a
framework to UK banks to be applied in assessing low-
default wholesale portfolios. This framework will impose
LGD and exposure at default (EAD’) floors based on the
foundation approach for portfolios with less than 20
events of default (per country). In December 2013, the
PRA confirmed that floors would be implemented across
two portfolios by the end of March 2014.

In December 2013, the PRA issued its Supervisory
Statement SS13/13 in relation to Market Risk. This
requires banks to identify risks not adequately captured
by models and to hold additional funds against these risks
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under its Risks not in VAR (‘RNIV’) framework. In
assessing these risks, no offsetting or diversification will
be allowed acrossrisk factors. To aign with this
requirement, the group is currently reviewing and
revising its methodol ogy.

In October 2013, the Bank of England published a
discussion paper ‘A framework for stress testing the UK
banking system’. The framework replaces the current
stress testing for the Pillar 2 capital planning buffer (‘the
PRA buffer’) with annual concurrent stress tests, the
results of which are expected to inform the setting of the
PRA buffer, the CCB, the SCR and other FPC
recommendations to the PRA. The PRA is expected to
further consult on Pillar 2in 2014.

Until outstanding consultations are published and
guidance issued, there remains uncertainty asto the
interaction between these buffers, the exact buffer
requirements and what, if any, will be the final capital
impact.

UK regulatory reform

The UK financial services regulatory structure has
undergone substantial reform following the abolition of
the FSA and establishment of three new regulatory bodies
from 1 April 2013. These three bodies comprise the FPC
of the Bank of England, the PRA and the FCA. The bank
isa‘dual-regulated’ firm, subject to prudential regulation
by the PRA and to conduct regulation by the FCA.

These reforms have also provided the new regulatory
bodies with additional powers.

e The FPC has been granted powers to give directions
to the FCA or the PRA on the exercise of their
supervisory powers, and may make
recommendations within the BoE, to HM Treasury,
to the FCA or the PRA or to ‘ other persons'.

e From 2014 the FPC is a so responsible for decisions
on the countercyclical capital buffer (‘CCB’), aCRD
IV requirement, to be applied to certain financial
institutions. The CCB is a macro-prudential tool at
the disposal of national authorities that can be
deployed when the FPC judges that threats to
financial stability have arisen in the UK increasing
system-wide risk, and to protect the banking sector
from future potential losses. Should a CCB be
required, it is expected that the additional capital
required would be in the range of 0-2.5 per cent of
risk-wei ghted assets, although national supervisors
have powers under CRD 1V to increase this capital
add-on.

e Inaddition, the FPC has been granted direction
power, under the new legislation, over sectoral
capital requirements (‘ SCR’s). The SCR tool would
alow the FPC to change capital requirements above
minimum regulatory standards on exposures held by
al UK banks to three broad sectors judged to pose a
risk to the system as awhole (residentia property,
including mortgages; commercial property; and
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exposures to the financial sector), aswell as more
granular sub-sectors (for example, to mortgages with
high loan-to-value or loan-to-income ratios at
origination). Thiswill include both banking book
and trading book exposures and ignores the domicile
of the ultimate borrower.

The CCB and SCR tools are stated as broad tools
designed to reduce the likelihood and severity of financia
crises, the primary purpose being to tackle cyclical risks.
Both tools provide the FPC with means to increase the
amount of capital that banks are required to hold when
threats to financial stability are judged to be emerging.
The amount of capital add-ons for SCR has not yet been
quantified.

Structural banking reform

In December 2013, the UK’ s Financia Services (Banking
Reform) Act 2013 received Roya Assent, becoming
primary legislation. It implements the recommendations
of the Independent Commission on Banking and of the
Parliamentary Commission on Banking Standards, which
inter alia establishes aframework for ‘ring-fencing’ the
UK retail banking from wholesale banking activities and
sets out requirements for greater |oss absorbency
capacity. A consultation has also taken place on draft
secondary legislation setting out further details of the
implementation but the underlying rules from supervisory
authorities are not yet available. The UK government
intends to compl ete the legislative and rule-making
process by the end of this Parliament in May 2015 and to
have reforms in place by 2019.

In January 2014, following a consultation period, the
European Commission published its own legisative
proposals on the structural reform of the European
banking sector which would ban proprietary trading in
financial instruments and commodities, and enable
supervisors to require trading activities such as market-
making, complex derivatives and securitisation operations
to be undertaken in a separate subsidiary from deposit
taking activities.

The ring-fenced deposit taking entity would be
subject to separation from the trading entity including
capital and management structures, issuance of own debt
and arms-length transactions between entities. The
proposals allow for derogation from these requirements
for super-equivalent national regimes but it is not
currently clear if the UK laws will qualify for this
treatment. On the current basis, it is understood that non-
EU subsidiaries of the group which could be separately
resolved without athreat to the financial stability of the
EU would be excluded from the proposals.

The proposals will now be subject to discussion in the
European Parliament and the Council of Ministers
(representing the EU member states) and are not expected
to be finalised in 2014. The implementation date for any
separation under the final rules would depend upon the
date on which the final legislation is agreed. The group
continues to monitor these devel opments.
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Capital structure' at 31 December

2013 2012
Composition of regulatory capital (Audited) £m £m
Tier 1 capital
SHArENOIENS EUILY 2....ooveveeeeeeceeeeee st sse ettt s st es s st st ss s st sssssessessssnes 31,992 31,840
Shareholders’ equity per balance sheet .. 32,370 31,675
Preference share & related PremMiUM..... ..ottt (431) (431)
Other EQUITY INSITUMENTS. ... ettt eb et b bbb b b e ettt b b e et neneben - -
Deconsolidation of Special PUIPOSE ENtITIES 3...........cvucireieeese st 53 596
o el a o] L[] aTo T 1= = £ TSRS 399 375
Non-controlling interests per balanCe ShEEL ... s 549 525
Of which representing non-controlling interests in preference Shares ... (150) (150)
Regulatory adjustments to the accounting basis ............ccccevuee. (1,388) (1,833)
Unrealised (gains)/losses on available-for-sale debt securities (451) (163)
OWN CrEAIT SOFEAN......ceeeeieeeeeet ettt ettt bttt h e e et e b e e e st b e s e e b e e e heseese e b e e e bt s ebesbe e ebenbeneebenennenene 218 89
Defined benefit pension fUNd adjUSIMENT ® ...........co.iurueveieeeeceeeee ettt seenes (946) (1,219)
Cash fIOW hEAGING FESEIVE. ..ottt a e ne e ere e 13 (259)
Reserves arising from revaluation of property & unrealised gains on available-for-sale equities... (221) (226)
Other regUIatory a0jUSIMENTS. ......cvieieieieesieesese e es e s esesee e te e e se e sse s eseseesessesessessesessesensesaesessasessensnse (1) (55)
DIBAUCTIONS..... ettt sttt ettt e et b et b e e e b £ e e st e b e £ e h e b e Re e A e e eE e eEehe e b e e e be b e b e ebensebeseebesbenesbe s esernans (8,565) (8,294)
Goodwill capitalised & intangible assets... (7,218) (7,107)
50% of Securitisation POSItIONS.........covvrveueererireeenerenieneeens (902) (922)
50% of excess expected |losses over impairment allowances. 477) (288)
50% of tax credit adjustment for eXCess EXPECLE I0SSES .........couiiriririirereeesie e 32 23
Total COretier L CAPITAl .....cceveiirieieie ettt bbbkttt b ket e bbb 22,438 22,088
Other tier 1 capital DEfOre dEAUCLIONS ..........oiiueiiriiieie ettt be s 2,353 2,363
Preference shares & related PramMiUM ...........ooceiiiiiieee ettt b e e b eee 581 581
HyDIid CaPItal SECUNTIES ...ttt bbbttt 1,772 1,782
DIBAUCTIONS......ce ettt ettt b e st b et b e s e b £ e Eeae e b e e e h e b e Re e A e e e b e eEeRe e b e e e be b e b e ebensebeneebesbe e ebe e eseanans (683) (434)
Unconsolidated investments®............co.coveveveeiererinnens (715) (457)
50% of tax credit adjustment for excess expected losses ... 32 23
TOtAl THEr 1 CADPITAI ...vveeieeeee et b bbb bbbttt bbbt n s 24,108 24,017
Tier 2 capital
Total qualifying tier 2 capital DEfore dedUCHIONS...........ccoiriieeuiiiriie e 11,582 11,634
Reserves arising from unrealised gains on revaluation of property & available-for-sale equities... 221 226
Collective impairmMENt AIOWANCES "...........ocucureeeeeeeeeeeeeeeeeeseseesessessesses s es s sssss st essessssssnsesssssenses s sesasnsenen 139 271
Perpetual SUDOrdinated dEDE...........cov it 2,683 2,743
Term sUDOFAINGLEO AEDL ........c.oiiiiiiici e 8,539 8,3%4
Total deductions other than from tier 1 Capital .........coooreieiireirie e (2,147) (2,187)
UNCONSOli I INVESIMENES ® ..ottt enesns et eseaneenen (715) (971)
50% Of SECUItISATION POSITIONS......cveueiuieeriereeiereese ettt ettt bese e b e et bese et b e e sse s e besbe e ebeseenesbaneenenane (902) (922)
50% of excess expected losses over impairment allowances. (477) (288)
Other dedUCTIONS.....c.ccveveereieerees e (53) (6)
Total regUIBLONY CAPITAL ......ccuieeeeee ettt b e et b et b e bbb et e b e se e bt et e e b e b et e e e e nbe s 33,543 33,464
Risk-weighted assets (Unaudited)
Credit and counterparty risk... 145,909 149,970
Market risK.......cccovvvererenene 17,931 21,566
OPEXAHONEL FISK ..ttt ettt ettt e et b e e e he b e s e b e seeb e ee e bt e e e ae e bt e b e se b e s e e b e ee e Rt s b et ebe b e st b anenbeneeneseeneebennas 22,039 21,866
LI L= RSSO 185,879 193,402
Capital ratios (Unaudited)
(01T g= (1= g0 = [ o PP TR SRRSO 121 114
Tier 1ratio 130 124
TOLE] CAPITAl FAHIO. ... veeeeeieeeit ettt h bbb bbbt e b b st e bbbt b b et 18.0 17.3

Based on Basel Il requirements.

Includes externally verified profits for the year to 31 December 2013. Does not include the interim dividend of £630 million declared by
the Board of Directors after 31 December 2013.

Mainly comprises unrealised |osses on available-for-sal e debt securities owned by deconsolidated special purpose entities.

Under PRA rules unrealised gaing/losses on available-for-sale debt securities must be excluded from capital resources.

PRA rules require banks to exclude from capital resources any surplusin a defined benefit pension scheme.

Mainly comprise investments in insurance entities.

Under PRA rules collective impairment allowances on loan portfolios under the standardised approach may be included in tier 2
capital.
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Corporate Governance Report

The statement of corporate governance practices set out
on pages 83 to 90 and information incorporated by
reference constitutes the Corporate Governance Report of
HSBC Bank plc.

The Directors serving as at the date of this report are set
out below.

Directors

JF Trueman', 71
Deputy Chairman

Chairman of the Risk Committee and a member of the
Audit Committee.

A Director since 2004 and Deputy Chairman since 19
December 2013. Chairman of HSBC Private Bank (UK)
Limited. Formerly Deputy Chairman of S. G Warburg &
Co.

A M Keir, 55
Chief Executive

Chief Executive and a Director since 1 October 2013. A
Group Managing Director since 2011. A director of
HSBC Trinkaus & Burkhardt AG since 31 August 2013
and of HSBC France since 10 December 2013. Formerly
Globa Head of Commercia Banking, HSBC Holdings
plc. Joined HSBC in 1981.

P Antika*, 53

A Director since 2011. Consultant, Antika Partners.
Formerly Chief Executive of HSBC Bank AS, Turkey
from 1993 to 2010 and a Group General Manager of
HSBC Holdings plc from 1995 until her retirement in
2011.

SN Cooper, 46

A Director since 18 April 2013. A Group Managing
Director since 1 October 2013. Chief Executive, Global
Commercia Banking, HSBC Holdings plc. Formerly
Deputy Chairman and Chief Executive of HSBC Bank
Middle East Limited, Chairman of HSBC Bank Egypt
S.A.E. and HSBC Bank Oman S.A.O0.G. Joined HSBC in
1989.

Dame Denise Holt", 64

A member of the Risk Committee.

A Director since 2011. Chairman of Marks and Spencer
Financia Services plc since 12 December 2013 and a
director of Marks and Spencer Financial Services plc
since 1 August 2013. A director of Marks and Spencer
Savings and Investments Limited and Marks & Spencer
Unit Trust Management Limited since 1 August 2013.
Formerly a senior British Ambassador with 40 years
experience of working in Government, including postings
in Ireland, Mexico, Brazil and, most recently, as British
Ambassador to Spain from 2007 until her retirement in
2009.

SW Leathes’, 66

Chairman of the Audit Committee and a member of the
Risk Committee.

A Director since May 2012. A director of HSBC Trinkaus
& Burkhardt AG since 31 August 2013 and a member of
the Audit and Risk Committees of HSBC Trinkaus &
Burkhardt AG since 26 September 2013. Formerly Vice-
Chairman of Barclays Capital and Group Finance
Director of S.G Warburg Group plc.

DameMary Marsh', 67

A Director since 2009. A member of the Corporate
Sustainability Committee of HSBC Holdings plc until 31
December 2013. Director of the Clore Socia Leadership
Programme and non-executive director and Chair of the
International Skills Standards Organisation. Formerly
Chief Executive of the NSPCC.

R E SMartin', 53

A Director since 2005. General Counsel & Company
Secretary, Vodafone Group plc.

T B Moulonguet', 62

A member of the Audit Committee and the Risk
Committee.

A Director since July 2012. A director and Chairman of
the Audit and Risk Committees, HSBC France. A director
of Fitch Rating Group Inc; Fimalac; Groupe Lucien
Barrieére and VValéo. Formerly Executive Vice President
and Chief Financia Officer of Renault Group.

A P S Simoes, 38

Deputy Chief Executive, Head of UK and Retail
Banking and Wealth Management, Europe

A Director since February 2012. A Group Generd
Manager since January 2011. A director of HSBC France.
Formerly Group Head of Strategy and Planning. Joined
HSBC in 2007.

A M Thomson', 67

A member of the Audit Committee and the Risk
Committee.

A Director since 18 April 2013. Chairman of Hays plc,
Bodycote plc and Polypipe Limited. Non-Executive
director and Chairman of the Audit Committee of Alstom
SA, France. Formerly Group Finance Director, Smiths

Group plc.
T Independent non-executive Director.

*  Non-executive Director.

Secretary

J H McKenzie, 60

Joined HSBC in 1987.
Registered Office: 8 Canada Square, London E14 5HQ
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Board of Directors

The objectives of the management structures within the
bank, headed by the Board of Directors and led by the
Chairman, are to deliver sustainable value to
shareholders. Implementation of the strategy set by the
Board is delegated to the bank’ s Executive Committee.

The Board meets regularly and Directors receive
information between meetings about the activities of
committees and developments in the bank’ s business. Al
Directors have full and timely access to al relevant
information and may take independent professional
advice if necessary.

The names of Directors serving at the date of this
report and brief biographical particulars for each of them
are set out on page 83.

All Directors, including those appointed by the
Board to fill a casual vacancy, are subject to annua
re-election at the bank’s Annual General Mesting.
Non-executive Directors have no service contracts.

J F Trueman was appointed Deputy Chairman on 19
December 2013. A M Keir was appointed as a Director
and Chief Executive on 1 October 2013. SN Cooper was
appointed as a Director on 18 April 2013. A M Thomson
was appointed as an independent non-executive Director
on 18 April 2013.

JW Leng resigned as Chairman and as a Director on
31 December 2013. B Robertson resigned as Chief
Executive and as a Director on 30 September 2013. AR
D Monro-Davies and P M Shawyer resigned as Directors
on 25 April 2013 and 6 January 2014 respectively.

Directors’ emoluments

Details on the emoluments of the Directors of the bank
for 2013, disclosed in accordance with the Companies
Act, are shown in Note 7 ‘ Employee compensation and
benefits'.

Board committees

The Board has appointed a number of committees
consisting of certain Directors and, where appropriate,
senior executives.

As at the date of this report, the following are the
principal committees:

Audit Committee

The Audit Committee meets regularly with the bank’ s
senior financial and internal audit management and the
external auditor to consider, inter alig, the bank’s
financial reporting, the nature and scope of audit reviews
and the effectiveness of the systems of internal control.

The members of the Audit Committee are SW
Leathes (Chairman), T B Moulonguet, A M Thomson and
J F Trueman. All of the members of the Audit Committee
who served during 2013 are independent non-executive
Directors.

S W Leathes was appointed Chairman of the
Committee on 1 April 2013 in succession to J F Trueman
who remains as a member.

Risk Committee

The Risk Committee meets regularly with the bank’s
senior financial, risk, internal audit and compliance
management and the external auditor to consider, inter
alia, risk reports and internal audit reports and the
effectiveness of compliance.

The members of the Risk Committee are JF
Trueman (Chairman), D M Holt, SW Leathes, T B
Moulonguet and A M Thomson. All of the members of
the Risk Committee who served during 2013 are
independent non-executive Directors.

Chairman’s Committee

The Chairman’s Committee, established by resolution of
the Board in June 2013, has responsibility for: (i)
Nominations: leading the process for Board appointments
and for identifying and nominating, for the approval of
the Board, candidates for appointment to the Board; (ii)
Values: driving the implementation of HSBC's Values
and business principles and compliance with Group
standards and policies throughout the bank; and (iii)
Remuneration: reviewing the over-arching principles,
parameters and governance framework of the Group’'s
remuneration policy and the remuneration of the bank’s
senior executives.

The current members of the Chairman’s Committee
are SW Leathes, R E S Martin and J F Trueman.

Executive Committee

The Executive Committee meets regularly and operates
as ageneral management committee under the direct
authority of the Board, exercising all of the powers,
authorities and discretions of the Board in so far asthey
concern the management and day to day running of the
bank, in accordance with such policies and directions as
the Board may from time to time determine. The
members of the Executive Committee include the bank's
executive Directors, A M Keir (Committee Chairman)
and A P S Simoes.

Remuneration Committee

The functions of the Remuneration Committee are
fulfilled by the Remuneration Committee of the Board of
the bank's parent company, HSBC Holdings plc.
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Internal control

The Directors are responsible for maintaining and
reviewing the effectiveness of risk management and
internal control systems and for determining the nature
and extent of the significant risksit iswilling to takein
achieving its strategic objectives. To meet this
requirement and to discharge its obligations under the
‘Handbook of Rules and Guidance’ issued by the
Financia Conduct Authority, procedures have been
designed for safeguarding assets against unauthorised use
or disposal; for maintaining proper accounting records;
and for ensuring the reliability and usefulness of financial
information used within the business or for publication.
These procedures can only provide reasonable and not
absolute assurance against material misstatement, errors,
losses or fraud.

These procedures are designed to provide effective
internal control within the group and accord with the
Financia Reporting Council’ s guidance for directors
issued in its revised form in 2005 and which is the subject
of arecent consultation which closed in January 2014.
They have been in place throughout the year and up to 24
February 2014, the date of approva of the Annual Report
and Accounts 2013.

Key risk management and internal control
procedures include the following:

e Group standards: Functional, operating, financial
reporting and certain management reporting
standards are established by HSBC global function
management committees, for application throughout
the Group. These are supplemented by operating
standards set by functional and local management as
required for the type of business and geographical
location of each subsidiary.

o Delegation of authority within limits set by the
Board: Authority to operate the bank and
responsibility for financial performance against plans
and capital expenditure is delegated to the Chief
Executive who has responsibility for overseeing the
establishment and maintenance of systems of control
appropriate to the business and who has the authority
to delegate such duties and responsibilities as he sees
fit. The appointments to the most senior positions
within the group require the approval of the Board of
Directors of HSBC Holdings.

e Risk identification and monitoring: Systems and
procedures are in place in the group to identify,
control and report on the major risks facing the
group including credit, market, liquidity and funding,
capital, financial management, model, reputational,
pension, strategic, sustainability and operational risk
(including accounting, tax, legal, regulatory
compliance, financia crime compliance, fiduciary,
security and fraud, systems operations, project and
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people risk). Exposure to these risks is monitored by
risk management committees; asset, liability and
capital management committees; and executive
committees. The group’s operational risk profile and
the effective implementation of the group’s
operational risk management framework is
monitored by the bank’s RMM. The minutes of this
meeting are submitted to the Group RMM.

Changesin market conditions/practices. Processes
arein place to identify new risks arising from
changes in market conditions/practices or customer
behaviours, which could expose the group to
heightened risk of loss or reputational damage.

Strategic plans: Periodic strategic plans are
prepared for global businesses, functions and certain
geographical regions, including the home and
priority growth markets in Europe. The geographic
plans are designed to align closely with Group
strategy, with significant input and ultimate
endorsement by the Directors of the bank. These
strategic plans set the direction and pace of
development of individual businesses and also cover
key business initiatives that will enable the business
to deliver its operating result.

The bank also prepares annual operating plans which
concern financia performance and are informed by
detailed analysis of risk appetite, the impact of key
initiatives deriving from the strategic planning
process, economic forecasts and anticipated
customer behaviour.

Disclosure Committee: The Disclosure Committee
reviews material public disclosures made by the
bank for any material errors, misstatements or
omissions. The integrity of disclosuresis
underpinned by structures and processes within the
Finance and Risk functions that support expert and
rigorous analytical review of financial reporting
complemented by certified reviews by the business
and functions.

Financial reporting: The group’sfinancia
reporting process for preparing the consolidated
Annual Report and Accounts 2013 is controlled
using documented accounting policies and reporting
formats, supported by a chart of accounts with
detailed instructions and guidance on reporting
requirements, issued by Group Finance to the bank
and all reporting entities within the group in advance
of each reporting period end. The submission of
financial information from each reporting entity is
subject to certification by the responsible financial
officer and analytical review procedures at reporting
entity and group levels.

Responsibility for risk management: Management
of businesses and functions are primarily
accountable for managing, measuring and
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monitoring their risks and controls. Policies and
procedures are in place as part of the Three Lines of
Defence model to ensure wesknesses are esca ated to
senior management and addressed.

e |IT operations: Centralised functional control is
exercised over all IT developments and operations.
Common systems are employed for similar business
processes wherever practicable.

¢ Functional management: Global functional
management is responsible for setting policies,
procedures and standards for the following risks:
credit, market, liquidity, capital, financia
management, model, reputational, pension, strategic,
sustainability and operational risk (including
accounting, tax, legal, regulatory compliance,
financial crime compliance, fiduciary, information
security, security and fraud, systems and people
risk). Authoritiesto enter into credit and market risk
exposures are delegated with limitsto line
management of group companies. The concurrence
of the appropriate global function is required,
however, to credit proposals with specified higher
risk characteristics. Credit and market risks are
measured and reported on in subsidiaries and
aggregated for review of risk concentrations on a
Group-wide basis.

e CEO Attestation Process. Operational Risk
coordinate the annual CEO Attestation process under
which the Chief Executive Officers of the group’s
material subsidiaries confirm on behalf of their
subsidiaries that the internal control framework has
been reviewed through the CEO Attestation process
and significant open issues identified with action
plansin place to address weaknesses for review by
the Risk Committee and the Audit Committee. These
issues are then tracked by the Operational Risk and
Internal Control (ORIC) teams for the relevant
businesses through reports to their ORIC committees
and quarterly updates on progress to Regional
Operational Risk.

e Internal Audit: The establishment and maintenance
of appropriate systems of risk management and
internal control is primarily the responsibility of
business management. The Internal Audit function,
which is centrally controlled, provides independent
and objective assurance in respect of the adequacy of
the design and operating effectiveness of the
framework of risk management, control and
governance process across the group, focussing on
the areas of greatest risk to HSBC using a risk-based
approach.

e Internal Audit recommendations: Executive
management is responsible for ensuring that
recommendations made by the Internal Audit
function are implemented within an appropriate and

agreed timetable. Confirmation to this effect must be
provided to Internal Audit.

Reputational risk: Policiesto guide the bank,
subsidiary companies and management at all levels
in the conduct of business to safeguard the Group’s
reputation are established by the Group, subsidiary
company boards and committees, board committees
and senior management. Reputational risks can arise
from almost any aspect of the Group’s operations
including environmental, social and governance
issues or as a consequence of operational risk events
or as aresult of employees acting in a manner
inconsistent with the HSBC values. HSBC's
reputation depends upon the way in which it
conducts its business and may be affected by the way
in which clients, to which it provides financial
services, conduct their business or use financial
products and services.

The Risk Committee and the Audit Committee have
kept under review the effectiveness of this system of
internal control and have reported regularly to the Board
of Directors. In carrying out their reviews, the committees
receive regular business and operational risk assessments;
regular reports from the heads of key risk functions,
which cover all internal controls, both financial and
non-financial; semi-annual confirmations from senior
executives that there have been no material losses,
contingencies or uncertainties caused by weaknesses in
internal controls; internal audit reports; external audit
reports; prudential reviews; and regulatory reports.

The Risk Committee monitors the status of top and
emerging risks which impact or may impact the group
and considers whether the mitigating actions put in place
are appropriate. In addition, when unexpected |osses have
arisen or when incidents have occurred which indicate
gaps in the control framework or in adherence to HSBC
Group policies, the Risk Committee reviews special
reports, prepared at the instigation of management, which
analyse the cause of the issue, the lessons learned and the
actions proposed by management to address the issue.

The Directors, through the Audit and Risk
Committees, have conducted an annual review of the
effectiveness of the group’s system of risk management
and internal control covering all material controls,
including financial, operational and compliance controls
and risk management systems, the adequacy of resources,
qualifications and experience of staff of the accounting
and financial reporting function and their training
programmes and budget. The Audit and Risk Committees
have received confirmation that executive management
has taken or is taking the necessary actions to remedy any
failings or weaknesses identified through the operation of
the group’s framework of controls.

The Audit Committee has non-executive
responsibility for oversight of risk management and
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internal controls over financial reporting and the Risk
Committee has non-executive responsibility for oversight
of risk management and internal controls other than over
financial reporting.

Health and safety

The maintenance of appropriate health and safety
standards remains a key responsibility of all managers
and the bank is committed to proactively managing all
health and safety risks associated with its business. The
bank’ s objectives are to identify, remove, reduce or
control material risks relating to fires and accidents or
injuries to employees, customers and visitors.

Group policies, standards and guidance for the
management of health and safety are set by global
Corporate Real Estate. Achieving these in each country in
which the Group operates is the responsibility of the
Chief Operating Officer of that country with support and
coordination provided by the Health and Safety
Coordinator for that country.

In terms of physical and geopolitical risk, Global
Security and Fraud Risk provide regular Security Risk
Assessments to assist management in judging the level of
terrorist and violent criminal threat. Regional Security
and Fraud Risk functions conduct regular security
reviews of al Group buildings to ensure measures to
protect staff, buildings, assets and information are
appropriate to the level of threat.

HSBC remains committed to maintaining its
preparedness and to ensuring the highest standards of
health and safety wherever in the world the Group
operates.

Diversity and inclusion

regulator Ofsted awarded HSBC a ‘2’ good rating in 2013
for the scheme.

Progressin this areais measured by the Diversity &
Inclusion questions which are part of the Group's
employee engagement survey (please see ‘ employee
engagement’ section for additional information).
According to the results, 72 per cent of the employees
who completed the survey believe that they work in an
environment where they can succeed regardless of their
background and characteristics.

HSBC is making a strong, commercial and
sustainable shift towards a more inclusive and
meritocratic environment. During 2013 the UK business
invested in developing its leaders to consider the
sustai nable behaviours required to navigate between the
risk and growth environment.

A number of leadership teams have attended the
Inclusive Leadership programme that enables |eaders to
become aware of personal and organisational biases and
the impact these have on the way our teams feel about
meritocracy and the commitment the UK business will
make to support their career development.

Antonio Simoes, Deputy Chief Executive and Head
of UK and Retail Banking and Wealth Management,
Europe, topped the list of the 50 most inspiring LGBT
senior business executives, as compiled by OUTstanding
in Business, aUK-based LGBT professional network and
was voted Diversity Champion of the Year at the
European Diversity Awards.

Employees with disabilities

The Group continues to be committed to providing equal
opportunities to employees and encouraging an inclusive
workplace in line with the Group’ s brand promise.

HSBC actively encourages applications to join the
bank from a diverse range of backgrounds. In the UK this
is supported by its award-winning work experience
programme for students. HSBC has also recently
launched an enhanced programme for students in the UK
in the “Not in Education, Employment or Training”
category, which will provide those students who
successfully meet our professional standards the
opportunity to join HSBC.

In September 2011 HSBC became the first major
bank in the UK to establish an apprenticeship programme
for its non-graduate direct entry population. Since launch,
1,600 employees have registered to join the programme.
The scheme won the National Apprenticeship Service
Newcomer Employer of the Year Award in 2013. The

The group continues to recruit, train and develop disabled
employees and make reasonable adjustments to
employment terms and the working environment for
employees that are disabled or become disabled during
their employment.

The bank continues to support the commitments of
the two tick symbol employability campaign to interview
disabled candidates who meet the minimum job criteria.
The symbol is arecognition given by Jobcentre Plus to
employers who have agreed to make certain positive
commitments regarding the employment, retention,
training and career development of disabled people.

Employee involvement

As alarge organisation with a unified strategic purpose, it
isvital that HSBC involves and engages its employees.

Among various means of achieving this, coordinated
communications to HSBC employees are key. A
dedicated global teamis responsible for strategy,
alignment and delivery of al central communications to
HSBC employees and supporting teams are in place for
the continental European and UK audiences.
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Within HSBC' s empl oyee communications channel
portfalio, the global and country staff websites are those
most used by employees and therefore are the primary
vehicles for systematic dissemination of news and video
content relating to HSBC strategy, values, policy and
employee matters and industry activity. Feedback and
‘listening’ channels are increasingly used to ensure
communications and certain business activities are
responsive to employee views and concerns.

In the UK, HSBC works with a number of elected
employee consultation bodies, along with recognising
Unite, an accredited trade union, for collective bargaining
purposes for specific groups of employees. Within
individual European countries there are a variety of
consultation mechanisms with both trade unions and
works councils and, in some countries, specific Collective
Bargaining agreements. The purpose of each of these
relationshipsis to provide information on matters that
may affect employees and to consult over these matters to
ensure that employees' views are taken into account when
making decisions. Meetings are held on aregular and ad
hoc basis with each body. Through these consultation
mechanisms, HSBC ensures that it meets its statutory
obligations for information and consultation, along with
helping to inform the decision-making process through
the input and consideration of awide range of ideas and
opinions.

Subject to fulfilment of a service requirement, all
employees in the UK have been invited annually to
participate in HSBC Holdings Sharesave plan. The
Sharesave plan provides employees with an opportunity
to buy sharesin HSBC Holdings plc at afuture date at a
discounted option price set immediately prior to the
invitation period. Employees are also able to buy shares
from their pre-tax salary viathe Share Incentive Plan up
to amaximum of £125 per month. Both of these
HMRC-approved plans provide an accessible way for
employees to have a stake in the business and the wider
HSBC Group through share ownership and actively
encourage employees to engage with the company's
performance.

To help achieve HSBC' s goalss, the association
between individual, team, business area and company
performances must be demonstrated. Therefore, in
addition to HSBC' s day-to-day communications, specific
mechanisms are in place to explain and familiarise
employees with internal and external factors affecting the
company’s performance. These include regular editorials
from HSBC' s economists, business reviews by senior
managers, financial news stories and a share price tracker.
Focusis particularly given internally to HSBC' s Annual
and Interim Results, with dedicated communications and
online content designed to provide relevance and
understanding for employees.

Employee engagement

‘Employee engagement’ describes employees' emotional
and intellectual commitment to any organisation. HSBC's
bi-annual survey of employees shows that they value
HSBC’'s commitment to sustainable business practices
and view the bank as being aleader in this regard.

Asan HSBC Group member, the bank has a
well-established framework for employees to provide
feedback and develop action plans at local and national
levels to improve the working experience and
engagement.

In 2013, our bi-annual Global People Survey was
undertaken to monitor employee engagement. The
engagement score in the UK was 61 per cent, while the
European overall score was 60 per cent. According to the
results, 69 per cent of the employees who completed the
survey indicated that employees are encouraged to try
new ideas and new ways of doing things to increase the
effectiveness of the organisation. The next Global People
Survey will bein 2015.

In the UK, the bank has continued to use numerous
complementary programmes to involve and seek
feedback from employees, including: Best Place to
Suggest, Idea of the Month, My Health & Wellbeing and
asocia networking tool. Employees can also comment
on many of HSBC'sinternal blogs and communications.
Antonio Simoes, Deputy Chief Executive, Head of UK
and Retail Banking and Wealth Management, Europe,
operates a Connected communication forum enabling
employees to hear from him on a variety of topics and for
them to post comments and feedback.

Corporate sustainability

Sustainability Governance

The Corporate Sustainability Committee of the HSBC
Holdings Board was responsible during 2013 for advising
the Board, committees of the Board and executive
management on corporate sustainability policies across
the Group including environmental, social and ethical
issues. Dame Mary Marsh, an independent non-executive
Director of the bank, was a co-opted member of the
Corporate Sustainability Committee. The Committee has
been demised by resolution of the HSBC Holdings Board
with effect from 31 December 2013. A Conduct & Values
Committee has been established which undertakes some
of the responsihilities of the Corporate Sustainability
Committee.

Corporate Sustainability exists as a global function.
Senior executives are charged with implementing
sustainable business practice in al major regions.
Responsihility for thisisincluded in the HSBC Global
Standards Manual and through induction and
developmental training. Local teams are in charge of
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embedding corporate sustainability strategies within
banking activities.

HSBC Holdings plc reportson its progressin
developing and implementing its sustainability strategy
annually in the HSBC Sustainability Report, which is
independently verified and prepared using the Global
Reporting Initiative framework. The HSBC
Sustainability Report 2013 will be issued on 23 May 2014
and will be available at www.hsbc.com/sustainability.

Corporate sustainability

HSBC recognises that environmental, social and
economic issues can impact on the Group’s long term
success as a business. Corporate Sustainability means
achieving sustainable profit growth so that HSBC can
continue to reward shareholders and employees, build
long-lasting relationships with customers and suppliers,
pay taxes and duties in those countries where it operates
and invest in communities for future growth.

The way the Group does business is as important as
what it does. The Group’ s responsibility to its customers,
employees and shareholders as well as the countries and
communities in which it operates goes far wider than
simply being profitable.

HSBC's continuing financial success depends, in
part, on its ability to identify and address certain factors
which present risks or opportunities for the business.
These can affect reputation, drive employee engagement,
help manage the risks of lending, create savings through
eco-efficiency and secure new revenue streams. These
generaly fall into the four broad areas discussed below.

Business finance

HSBC aimsto build long-term customer relationships
around the world through the provision of a consistent
and high quality service and customer experience. HSBC
uses the benefits of its scale, financia strength,
geographic reach and strong brand value to achieve this.

HSBC aims to take advantage of the opportunities
and manage the risks presented by emerging global trends
by developing sustainable business models to address
these. When setting strategy, HSBC considers factors
such as popul ation growth; increased longevity;
urbanisation and the resulting resource constraints and
rising atmospheric CO, levels.

Operational environmental efficiency

HSBC focuses its environmenta initiatives primarily on
addressing and responding to issues associated with
climate change, including energy use, water and waste
management. Climate change has the potential to
materially affect HSBC's customers and, by extension,
HSBC's long-term success, introducing new risks to
business activity. At the end of 2011, HSBC committed to
a series of targets stretching through to 2020, which will

further reduce HSBC's impact on the environment. Work
began in 2012 to achieve these targets.

Community Investment

HSBC has along-standing commitment to the
communities in which it operates. HSBC's operations
bring benefits to local people and businesses through
employment, training, purchasing and investment.
Beyond its core business, HSBC aims to encourage social
and economic opportunity through community
investment activities.

HSBC'sfocus is on education and the environment,
which it believes are essential building blocks for the
development of communities and are prerequisites for
economic growth. These philanthropic programmes aim
to involve employees in the work of local
non-governmental organisations and charities. In 2013,
HSBC launched the three year £30 million “ Opportunity
Partnership”, to help transform the lives of 25,000
disadvantaged young people in the UK through
education, training and work.

During 2013, the bank supported community
activitiesin the UK through charitable donations and UK
employees volunteered around 60,700 hours in work
time. In 2013, the UK business gave £4.8 million in
charitable donations and in addition the Group
Community Investment spend in the UK was £25.1
million.

Sustainability risk

We recognise that businesses can have an impact on the
environment and communities around them. For over 10
years we have been developing, implementing and
refining our approach to working with our business
customers to understand and manage these issues. We
assess and support customersin six sensitive sectors
using our own policies and, in financing for projects,
using the Equator Principles as a starting point. By
extending their application to all relevant corporate loans
and providing independent assurance on their
implementation, we go beyond the minimum
requirements of the Equator Principles framework. Our
sustainability risk framework is based on robust palicies,
formal processes and well-trained, empowered people.

In 2013, HSBC was approached by
non-governmental organisations (‘NGOS') raising
concerns regarding the implementation of our forest land
and forest products sector policy. We welcome
constructive feedback from NGOs and campaign groups
and regularly engage with a number of them on matters of
shared interest. If our clients do not comply fully with our
policies or cannot show that they are on a credible path to
do so, we will exit our relationship with them.
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Auditor

Auditor KPMG Audit plc has expressed its willingness to
continue in office and the Board recommends that it be
reappointed. A resolution proposing the reappointment of
KPMG Audit plc as auditor of the bank and giving
authority to the Directors to determine its remuneration
will be submitted to the forthcoming Annua Genera
Meeting.

Conflicts of interest and indemnification
of Directors

The bank’s Articles of Association give the Board
authority to approve Directors’ conflicts and potential
conflicts of interest. The Board has adopted a policy and
procedures for the approval of Directors’ conflicts or
potential conflicts of interest. The Board' s powersto
authorise conflicts are operating effectively and the
procedures are being followed. A review of situationa
conflicts which have been authorised, including the terms
of authorisation, is undertaken by the Board annually.

The Articles of Association provide that Directors
are entitled to be indemnified out of the assets of the
company against claims from third parties in respect of
certain liabilities arising in connection with the
performance of their functions, in accordance with the
provisions of the UK Companies Act 2006. Such
indemnity provisions have been in place during the
financial year but have not been utilised by the Directors.
All Directors have the benefit of directors' and officers
liahility insurance.

Statement on going concern

foreseeable future. In making this assessment, the
Directors have considered a wide range of information
relating to present and future conditions. Further
information relevant to the assessment is provided in the
Strategic Report and Report of the Directors, in
particular:

A description of the group’s strategic direction and
principal risks and uncertainties.

A summary of financial performance and review of
business performance.

The group’ s approach to capital management and
allocation.

In addition, the objectives, policies and processes for
managing credit, liquidity and market risk are set out in
the ‘Report of the Directors: Risk'.

The Directors have also considered future projections
of profitability, cash flows and capital resourcesin
making their assessment.

Disclosure of information to the Auditor

Thefinancia statements are prepared on a going concern
basis, as the Directors are satisfied that the group and
bank have the resources to continue in business for the

On behalf of the Board
JH McKenzie, Secretary

Registered number 14259

The Directors who held office at the date of approval of
this Directors’ report confirm that, so far asthey are each
aware, there is no relevant audit information of which the
bank’s auditors are unaware; and each Director has taken
all the steps that he ought to have taken as a Director to
make himself aware of any relevant audit information and
to establish that the company’ s auditors are aware of that
information.

24 February 2014
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Accounts 2013 and the Financial Statements

The following statement, which should be read in conjunction with the Auditor’s statement of their responsibilities set out
in their report on the next page, is made with a view to distinguishing for shareholders the respective responsibilities of
the Directors and of the Auditor in relation to the financia statements.

The Directors are responsible for preparing the Annual Report and Accounts 2013, comprising the consolidated
financial statements of HSBC Bank plc and its subsidiaries (the ‘ group’) and parent company financial statements for
HSBC Bank plc (the ‘bank’) in accordance with applicable laws and regulations.

Company law requires the Directors to prepare group and parent company financial statements for each financial
year. The Directors are required to prepare the group financial statements in accordance with IFRSs as adopted by the EU
and have elected to prepare the bank financial statements on the same basis.

Under company law the Directors must not approve the financial statements unless they are satisfied that they give a
true and fair view of the state of affairs of the group and parent company and of their profit or loss for that period. In
preparing each of the group and parent company financia statements, the Directors are required to:

e select suitable accounting policies and then apply them consistently;
e make judgments and estimates that are reasonable and prudent; and
o state whether they have been prepared in accordance with IFRSs as adopted by the EU.

The Directors are required to prepare the financial statements on the going concern basis unlessit is not appropriate.
Since the Directors are satisfied that the group has the resources to continue in business for the foreseeable future, the
financial statements continue to be prepared on a going concern basis.

The Directors have responsibility for ensuring that sufficient accounting records are kept that disclose with
reasonabl e accuracy at any time the financial position of the bank and enable them to ensure that its financial statements
comply with the Companies Act 2006.

The Directors have general responsibility for taking such steps as are reasonably open to them to safeguard the assets
of the group and to prevent and detect fraud and other irregularities.

The Directors have responsibility for the maintenance and integrity of the Annual Report and Accounts as they
appear on the bank’s website. UK |egislation governing the preparation and dissemination of financial statements may
differ from legislation in other jurisdictions.

Each of the Directors, the names of whom are set out in the ‘ Report of Directors. Governance’ section on page 83 of
this Annual Report and Accounts 2013, confirm to the best of their knowledge:

e inaccordance with rule 4.1.12(3)(a) of the Disclosure Rules and Transparency Rules, the consolidated financial
statements, which have been prepared in accordance with IFRSs as issued by the IASB and as endorsed by the EU,
have been prepared in accordance with the applicable set of accounting standards and give atrue and fair view of the
assets, liabilities, financial position and profit or loss of the bank and the undertakings included in the consolidation
taken as awhole; and

¢ the management report represented by the Strategic Report and the Report of the Directors has been prepared in
accordance with rule 4.1.12(3)(b) of the Disclosure Rules and Transparency Rules, and includes afair review of the
development and performance of the business and the position of the bank and the undertakings included in the
consolidation as awhole, together with a description of the principal risks and uncertainties that the group faces.

On behalf of the Board
JH McKenzie, Secretary 24 February 2014
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Independent Auditor’'s Report to the Member of HSBC Bank plc

We have audited the financial statements of HSBC Bank plc (‘the bank’) for the year ended 31 December 2013 set out on
pages 93 to 215. The financial reporting framework that has been applied in their preparation is applicable law and
International Financial Reporting Standards (IFRSs) as adopted by the EU and, as regards the parent company financia
statements, as applied in accordance with the provisions of the Companies Act 2006.

This report is made solely to the bank’ s member, as a body, in accordance with Chapter 3 of Part 16 of the Companies
Act 2006. Our audit work has been undertaken so that we might state to the bank’ s member those matters we are required
to state to them in an auditor’ s report and for no other purpose. To the fullest extent permitted by law, we do not accept
or assume responsibility to anyone other than the bank and the bank’s member, as abody, for our audit work, for this
report, or for the opinions we have formed.

Respective responsibilities of directors and auditor

As explained more fully in the Directors' Responsibilities Statement set out on page 91, the directors are responsible for
the preparation of the financial statements and for being satisfied that they give atrue and fair view. Our responsibility is
to audit, and express an opinion on, the financial statements in accordance with applicable law and International
Standards on Auditing (UK and Ireland). Those standards require us to comply with the Auditing Practices Board's
Ethical Standards for Auditors.

Scope of the audit of the financial statements

A description of the scope of an audit of financia statementsis provided on the Financial Reporting Council’ s website at
www.frc.org.uk/auditscopeukprivate.

Opinion on financial statements
In our opinion:

e thefinancia statements give atrue and fair view of the state of the group’s and of the parent company’s affairs as at
31 December 2013 and of the group’ s profit for the year then ended;

e thegroup financia statements have been properly prepared in accordance with IFRSs as adopted by the EU;

e the parent company financial statements have been properly prepared in accordance with IFRSs as adopted by the
EU and as applied in accordance with the provisions of the Companies Act 2006; and

e thefinancia statements have been prepared in accordance with the requirements of the Companies Act 2006 and, as
regards the group financia statements, Article 4 of IAS Regulation.

Opinion on other matter prescribed by the Companies Act 2006

In our opinion the information given in the Strategic Report and the Directors' Report for the financial year for which the
financial statements are prepared is consistent with the financial statements.

M atterson which we arerequired to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report to you
if, in our opinion:

e adequate accounting records have not been kept by the parent company, or returns adequate for our audit have not
been received from branches not visited by us; or

o the parent company financial statements are not in agreement with the accounting records and returns; or
e certain disclosures of directors' remuneration specified by law are not made; or

e we have not received all the information and explanations we require for our audit.

Nicholas Edmonds, Senior Statutory Auditor
for and on behalf of KPMG Audit Plc, Satutory Auditor

Chartered Accountants
London, England 24 February 2014
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Consolidated income statement for the year ended 31 December 2013"

2013 2012
Continuing Discontinued
Total operations operations Total
£m £m £m £m
Interest income 10,008 10,214 460 10,674
Interest expense (3,047) (3,695) (75) (3,770)
NEt INtErest INCOME .....ovueireiieeeere e, 6,961 6,519 385 6,904
Feeincome 4,723 4,522 533 5,055
Fee expense (1,387) (1,213) (61) (1,274)
NEt FEEINCOME ..ot 3,336 3,309 472 3,781
Trading income excluding net interest inCOMe ..........ccocevevnn, 1,694 645 247 892
Net interest income on trading activities ..........ccccevevvvevreennnn, 679 942 — 942
Net trading iNCOME .......coeiiriiieeieeee e 2,373 1,587 247 1,834

Net income from financial instruments designated at fair

VAIUB .ttt 900 118 - 118
Gains less losses from financial investments . 100 335 1 336
Dividend income .........cc.cccunee. 18 15 1 16
Net earned insurance premiums . 4 2,022 2,286 - 2,286
Other 0perating iNCOME ........cccoueeeirrieeeirereeese e, 158 129 3 132
Total operating iNCoME .........cceeerrireeeninneee e, 15,868 14,298 1,109 15,407
Net insurance claims incurred and movement in liabilities to

POlICYNOIAENS ..., 5 (3,028) (2,919) - (2,919)
Net operating income befor e loan impairment charges

and other credit risk provisions .........c.ccoceeevveeeienenenne, 12,840 11,379 1,109 12,488
Loan impairment charges and other credit risk provisions ..... 6 (971) (1,246) 1 (1,245)
Net operating iNCoOME .........cccocererererereisssrseseseeeeeenens 6 11,869 10,133 1,110 11,243
Employee compensation and benefits ...........ccooeeennnicenns 7 (3,838) (4,353) (436) (4,789)
General and administrative eXpenses ........c.coeeveeeeeneseneenn, (4,195) (4,626) (280) (4,906)
Depreciation and impairment of property, plant and

EOUIPMENE . 22 (331) (353) (13) (366)
Amortisation and impairment of intangible assets .................. 21 (211) (174) (1) (175)
Total operating EXPENSES ........ccoceeeerereeeniresieere e seseeaen, (8,575) (9,506) (730) (10,236)
Operating Profit ..., 3,294 627 380 1,007
Share of (loss)/profit in associates and joint ventures ............. — (3) — 3)
Profit DEfOretax ... 3,294 624 380 1,004
TaxX Credit/(EXPENSE) ...c.covvveveeeiririeieerereer e, 10 (754) 220 (64) 156
Profit for the year before gain on disposal of

discontinued Operations...........cccceeeeeererenieieresee e 2,540 844 316 1,160
Gain on sale of discontinued Operations ...........ccocceerererenienen. - - 1,265 1,265
Profit for the Year ..., 2,540 844 1,581 2,425
Profit attributable to shareholders of the parent company ...... 2,495 803 1,581 2,384
Profit attributable to non-controlling interests ..........c.coeeee. 45 41 - 41

1  In November 2012, the group sold HSBC Private Banking Holdings (Suisse) SA to HSBC Holdings plc. The ownership of HSBC Private
Bank (UK) Limited remains within the group. The comparative numbersin the income statement and the statement of comprehensive
income has been presented to show the discontinued operation separately from continuing operations.

The accompanying notes on pages 103 to 215 and the audited sections of the ‘ Report of the Directors: Risk’ on pages 25 to 76 and the ‘ Report
of the Directors: Capital Management’ on pages 77 to 82 form an integral part of these financial statements.
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Consolidated statement of comprehensive income for the year ended 31 December 2013

2013 2012
Continuing Discontinued
Total operations operations Total
£m £m £m £m
Profit for the year 2,540 844 1,581 2,425
Other comprehensiveincome
Itemsthat will be reclassified subsequently to profit or
loss when specific conditions are met
Available-for-sale investments
— farvalue gains ... 420 2,378 136 2,514
— fair value losses/(gains) transferred to the income
statement on diSPOSal .......c..ccerereeineienene e 223 (342) 89 (253)
— amounts transferred to the income statement in respect
Of IMParMENt |0SSES........coeireireie s 115 444 1 445
— income taxes 2 (88) (29) (117)
Cash flow hedges
— falr ValuB gaiNS ......ceiuiieiieeeee e 46 217 6 223
— fair value (gains) transferred to the income statement.... (423) (181) (12) (293)
— INCOMELAXES ...evveveeeeeetereeresieseseeeereseees e seese e e ssesaeseseens 109 @) - @)
Exchange differences and other 39 (224) (1,486) (1,710)
Itemsthat will not be reclassified subsequently to profit
or loss
Actuarial (losses)/gains on defined benefit plans
— beforeincome taxes.........ccoeeveeirenene e (957) 89 8 97
— INCOMELAXES ...evveveeeeeetereeresieseseeeereseees e seese e e ssesaeseseens 251 1 (2) (1)
Other comprehensive income for the year, net of tax ............. (175) 2,287 (1,289) 998
Total comprehensiveincomefor theyear...........cococccveevnneneee. 2,365 3,131 292 3,423
Total comprehensive income for the year attributable to:
— shareholders of the parent company ...........ccccceevreeeeens 2,319 3,098 292 3,390
— non-controlling interests 46 33 — 33
2,365 3,131 292 3,423

The accompanying notes on pages 103 to 215 and the audited sections of the * Report of the Directors: Risk’ on pages 25 to 76 and the ‘ Report
of the Directors: Capital Management’ on pages 77 to 82 form an integral part of these financial statements.
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Consolidated statement of financial position at 31 December 2013

2013 2012
Notes £m £m
ASSETS
Cash and balances at central DaNKS ..........ccccovueiiiiiiciccee e 67,584 51,613
Items in the course of collection from other banks ... 1,948 1,961
Trading @SSELS ...c.ccvevvveerereeesie e .. 15 134,097 161,516
Financial assetsdesignated at fair VEIUE .........cccoeiriniciniinieie e 16 16,661 15,387
DENVALIVES ..eveieeiiiiiee ettt st a e e seesestesaesesaesessanseseseenenteseenenaeneesenensens 17 137,239 177,808
53,228 32,286
Loans and advanCeS tO CUSLOMENS ........cceiieiierieriesreiiereeieste e sresteeseesaessesresbesseeseessessessesnessenns 32 305,032 282,685
FINaNCial INVESIMENES .....cuviieeeiieescie et se et saesente e enesae e senensens 18 75,030 71,265
(@ 11 1SS PSR 24 6,621 6,366
CUITENE TX BSSELS .uveiveiviesieesiiesitesiestesitessteesteesseesseesseesseessbesbessbeesbeesbeesbeesseeassesssesssesnsesnseanns 210 200
Prepayments and accrued income 2,584 2,584
Interests in associates and jOINE VENTUIES ........ccvcveveirieireiniee e ieesesaesesaeessesessessesessessesessens 20 67 67
Goodwill and iNtaNGibIE BSSELS ........ccveuerueirieieierie e e 21 7,934 7,826
Property, plant and equipment . 22 2,004 2,024
Deferred tax assets ......... .. 10 222 274
RELIreMENt DENEFIT BSSELS .....vecvveieiece ettt se et et saeerens 7 1,234 1,619
0= = 5= £ 811,695 815,481
LIABILITIESAND EQUITY
Liabilities
Deposits by banks 32 50,683 39,571
Customer accounts . 32 390,017 324,886
Items in the course of transmission to other banks ..........ccccveeveiieireccc s 960 1,017
Trading liahiliTiES .....c.ceieieeieieete ettt et bbbt 25 91,842 122,896
Financial liabilities designated at fair value .. 26 34,036 32,918
DENVALiVES ...ccvvvereiiiee e . 17 137,352 181,095
Debt securitiesinissue ... . 32 32,895 40,358
Other lIADIHTIES .....ecveeieiicecicie ettt st ae st be s se s ens et e saenesbennenan 27 5,850 6,846
CUIrent tax A HITIES ....eveereeieeieereer et e e s et e e eneseenennan 89 122
Liabilities under insurance contracts issued 19,228 17,913
Accruals and deferred INCOME ........ooiiiieiiicieeces e et se e besaesre e 2,990 3,250
PrOVISIONS ...ttt st se e s e e e se st e s e e et e seenenee e enenae e neneenens 29 1,707 1,641
Deferred tax liabilities ....... 10 24 99
Retirement benefit liabilities . 4 318 319
S0 oo 0 7= 1= 0 =" 13 =R 30 10,785 10,350
B0 = T oL =S 778,776 783,281
Equity
Called UP Share Capital .........ooueuiiirieieereriee ettt 37 797 797
Share Premium @CCOUNL .........ciiueiiiieeseee ettt st b e et sb e sb e sbe e eneenan 20,427 20,025
Other reserves ............ 921 3%
Retained earnings 10,225 10,459
Total equity attributable to shareholders of the parent company .........c.cccoveevennnciinnnceene 32,370 31,675
NON-CONLIOIING INEEIESES ...ttt b et nnen 549 525
TOLBl EOUILY .eveeieeieteieereeeet ettt ettt ettt b et s et e et eb et e b et s bt e e e 32,919 32,200
Total equity and HahilTTIES ........coeiiieeee e 811,695 815,481

The accompanying notes on pages 103 to 215 and the audited sections of the ‘ Report of the Directors: Risk’ on pages 25 to 76 and the ‘ Report
of the Directors: Capital Management’ on pages 77 to 82 forman integral part of these financial statements.

A P S Simoes, Director 24 February 2014
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Consolidated cash flow statement for the year ended 31 December 2013

2013 2012

Notes £m £m
Cash flows from operating activities
Profit DEfOr@TAX ....eiveeceiec e 3,294 1,004
Adjustments for:
— non-cash items included in profit DEfOre tax ..o 38 2,684 3,988
— change in operating assets (53,006) (34,029)
— change in operating li@bilitieS .........coiiiireiiieee e 38 61,035 23,887
— elimination of exchange AIffErENCES, ..........coeviieveeeeeeee ettt sesneas (623) 4,162
— net gain from investing activities................. (130) (344)
— share of lossin associates and joint ventures .. - 3
— contributions paid to defined benefit plans .. (393) (297)
—EBX PAIT .t h et E bttt (363) (171)
Net cash generated from/(used in) operating aCtiVities .........cccoeeriieiieie e 12,498 (1,697)
Cash flowsfrom investing activities
Purchase of finanCial INVESIMENES .......ccccovrieiiiicesese e (32,298) (47,431)
Proceeds from the sale and maturity of financial investments . 32,472 54,772
Purchase of property, plant and €QUIPMENT .........ccvieiirnee s (322) (347)
Proceeds from the sale of property, plant and equUIPMENt .........ccoieirirrireienecereeee 14 30
Purchase of goodwill and iNtangible @SSELS ........cceovrerieiiriieeese e (199) (229)
Proceeds from the sale of intangibl@ @SSELS .......cccvvrveirieire e 3 3
Net cash outflow from acquisition of businesses and subsidiaries... (406) -
Proceeds from disposal Of SUDSIJIAITES .........ccueiiiiiririee e 12 51
Net cash disposed of 0n sale Of SUDSIAIANES ........c.cueiiriiiciiic s - (20,008)
Purchases of HSBC Holdings plc shares to satisfy share-based payment transactions ............ — 3)
Net cash used in INVESLING 8CHIVITIES .......cccoiiiiieiee e (724) (3,162)
Cash flows from financing activities
Issue of ordinary Share Capital ..........cocceorrieiririiee e 402 -
Subordinated liabilitiesissued ... 542 473
Subordinated liabilitieS repaid ...........cooiieiiii e @) (350)
Net cash outflow from increase in stake of SUDSIAIANES ......ccovveceeeieeireirce e - )
Dividends paid to shareholders (2,014) (2,821)
Dividends paid to NON-CONtrolliNg INLErESES ........ccvvieeeiiririeieicrrerece s (22) (20)
Net cash used in fiNANCING ACHIVITIES ...ovcvvieiiiieisce e (1,099) (2,720)
Net increase/(decrease) in cash and cash eqUIVAIENES .........cceerrereciinsiecere e 10,675 (7,579)
Cash and cash equivaentsat 1 January 98,158 108,440
Effect of exchange rate changes on cash and cash equIValents ............ccoeererneneiecssiescenns (64) (2,703)
Cash and cash equivalents at 31 DECEMDEN .........ccociriiieieirrrieeeee e 38 108,769 98,158

1  Adjustment to bring changes between opening and closing balance sheet amounts to average rates. Thisis not done on a line-by-line basis,
as details cannot be determined without unreasonable expense.

The accompanying notes on pages 103 to 215 and the audited sections of the * Report of the Directors: Risk’ on pages 25 to 76 and the ‘ Report
of the Directors: Capital Management’ on pages 77 to 82 forman integral part of these financial statements.
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Consolidated statement of changes in equity for the year ended 31 December 2013

2013

Other reserves

Available- Total
Called up for-sale Cash flow Foreign share- Non-

Share Share Retained fair value hedging exchange holders  controlling Total

capital premium earnings reserve reserve® reserve equity interests equity

£m £m £m £m £m £m £m £m £m

AL LJANUBNY oo 797 20,025 10,459 (131) 259 266 31,675 525 32,200
Profit for the year ... - - 2,495 - - - 2,495 45 2,540
Other comprehensive income (net of tax) .. - - (707) 765 (268) 34 (176) 1 (175)
Available-for-sale investments ................... - - - 765 - - 765 5) 760
Cash flOW hEUGES ......covvieec e - - - - (268) - (268) - (268)
Actuarial gaing/(losses) on defined benefit plans ... - - (707) - - - (707) 1 (706)
Exchange differences and other ... - - - - - 34 34 5 39
Total comprehensiveincome for the year ..........cccovovviccnnniccens - - 1,788 765 (268) 34 2,319 46 2,365
Share capital issued, net of costs® - 402 - - - - 402 - 402
Dividendsto shareholders..........covvveiviiicnceeeeee e - - (2,014) - - - (2,014) (22) (2,036)
Net impact of equity-settled share-based payments’ ......................... - — 4 - - - 4 - 4
Change in business combinations and other movements ................... - - (1) - 4 - (15) - (15)
Tax on items taken directly to equity - current ..........coccceeevrerciennne - - 1) - - - 1) - 1)
At 3L DECEMDEN ... 797 20,427 10,225 634 (13) 300 32,370 549 32,919

All new capital subscribed during the year was issued to HSBC Holdings plc. See Note 37 for further details.

1
2 Includes deferred tax of £ (8) million.
3

Movements in the cash flow hedging reserve include amounts transferred to the income statement of £423 million comprising a £232 million loss taken to ‘Net interest income’ and a £191 million loss taken

to ‘Net trading income'.

The accompanying notes on pages 103 to 215 and the audited sections of the ‘ Report of the Directors: Risk’ on pages 25 to 76 and the ‘ Report of the Directors: Capital Management’ on pages 77 to 82 forman

integral part of these financial statements.
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2012

Other reserves

Available- Total
Called up for-sale Cash flow Foreign share- Non-
Share Share Retained fair vaue hedging exchange holders controlling Total
capital premium earnings reserve reserve’® reserve equity interests equity
£m £m £m £m £m £m £m £m £m
AL LJANUAMY oottt 797 20,025 10,805 (2,793) 236 2,020 31,090 514 31,604
Profit for the YEar .......cceveeieeeesss e - - 2,384 - - - 2,384 41 2,425
Other comprehensive income (net of tax) .. - - 101 2,578 23 (1,696) 1,006 (8) 998
Available-for-sale investments ................... - - - 2,578 — — 2,578 11 2,589
Cash flOW hEAGES ......cvveeerieieieeeeeee e - - - - 23 - 23 - 23
Actuarial gaing/(losses) on defined benefit plans .........c.coovevecvenenee. - - 101 - - - 101 (5) 96
Exchange differences and other ...........cooveeeeeeeeesssseeeseees - - - - - (1,696) (1,696) ()] (1,710)
Total comprehensive income for the YEar ..........c.ceveveeurieereeierennns - - 2,485 2,578 23 (1696) 3,390 33 3,423
Dividends to ShAarehOldErS. ........coviveueieeieeeeeeeeee e - - (2,821) - - - (2,821) (20) (2,841)
Net impact of equity-settled share-based payments® .............c........... - - 14 - - - 14 - 14
Disposal Of SUDSIAIAIES? ..........eoeeeeeeeeeeeeeeeeeeee e - - (26) 84 - (58) - @) @)
Tax on items taken directly to equity - CUITENt .........ccovvreveierviiccns - - 2 - - - 2 - 2
At 3L DECEMDEN ... 797 20,025 10,459 (131) 259 266 31,675~ 525 32,200
1  Includes deferred tax of £18 million.
2 Relatesto the sale of HSBC Private Banking Holdings (Suisse) SA. See Note 41 for further details.
3

to ‘Net trading income'.

Movements in the cash flow hedging reserve include amounts transferred to the income statement of £193 million comprising a £211 million loss taken to ‘Net interest income’ and a £18 million |oss taken

The accompanying notes on pages 103 to 215 and the audited sections of the ‘ Report of the Directors: Risk’ on pages 25 to 76 and the ‘ Report of the Directors: Capital Management’ on pages 77 to 82 forman

integral part of these financial statements.
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HSBC BANK PLC

Financial Statements (continued)

HSBC Bank plc statement of financial position at 31 December 2013

Notes
ASSETS
Cash and balances at central DANKS ...........ccoeeieiieiiie et
Items in the course of collection from other banks ...
Trading @SSELS .....ccvevvveeeereeise e . 15
Financial assetsdesignated at fair VEIUE ..........cooueiriiiiiicecee e 16
DENVALIVES ..ecviveeiiieieieseee sttt e et s e e seste e eaesaesessese et e seesesbe e esenseseasesenteseenesaeneesenensens 17
L0ans and adVanCeS tO CUSLOMENS ........cceieerieiieiesiestestesieeeeeesae s e srestesseesaessessesbesaesreessensesessessesneass 32
FINaNCial INVESIMENES ......cuiieiiiieesiees ettt se e st e s s e e esesaeseste e enesaeneesenensens 18
(@11 1S SRS 24
CUITENE TX BSSELS ..viiuvietiiriiesieesieesieesitesttesitesstestesbeesbe e beabeasbeesseesseesaeesasesabesabesabeebe e beebeenbeenbaenseens
Prepayments and accrued income .
Interests in associates and JOINE VENTUIES ........ccveveeerieieerieiseeseseeeseeses e ses e sesessesseseseesessesassessesessens 20
Investments in subsidiary UNAErtakings .........coceoveereiirerieeseeree sttt 23
Goodwill and intangible assets ............... .21

Property, plant and equipment . 22
Deferred tax assets ................ . 10
RELreMENt DENEFIT ASSELS ...o.veviiieieiseci ettt s et e e aesaenessenennens 7

QIO = = 55 = £
LIABILITIESAND EQUITY

Liabilities
Deposits by banks
Customer accounts .
Items in the course of transmission t0 Gther BanKS ..........cccoveiricencice s
Trading HaDIHTTIES ...ttt b bbb en e 25
Financial liabilities designated at fair value .. . 26
DENVALIVES ...oovvveveieiee e .17
Debt securitiesinissue ... . 32
Other lIADIHTIES ....vecveeiieiiete ettt st e et s e esesbe e ebesbesesbeneeteseenestennenan 27
CUITENE taX [1ADIHTTTIES ....vevveieeeeisieese et s st et e e se s e seste e eseseennnnn
Accruals and deferred income .. .
PrOVISIONS ...ttt ettt ettt e e bt et e e s e e teeaeebeese e st e s tesaeebeebeeaeene e e entenaeereeneeneenes
Deferred tax lIabiliTiES ......cuveiieeerccse ettt s s e s te e enesae e nenennens
Retirement benefit liabilities . .
SUbOrdiNAtEd [HADIIILIES ....cvceeuiieiiieieee ettt be b e ebesreneetan 30

Total ADITTIES ..o

Equity

Called U Shar@ CaPILAl ......cocoiieeeieeeeer ettt b bbb e b b enan 37
Share PremMiUM GCCOUNL ......c.civiieiiiireeteees etttk b bbbttt bbbt ens
OLNEY TESEIVES ...ttt bbb
RELAINET BAIMINGS ...ttt ettt b et b e e e st sb et eb e seebese et e be st eseebesesbe e ebesaeneebennnsens

TOLA EOUILY vttt ettt et b e s he b et b e e e b e s e be e b e e e b e b e se et e e b e s ene s
Total equity @and HADIITIES .....ccoveveiiiriieeiee bbb

2013 2012
£m £m
60,996 45,262
1,374 1,213
101,287 137,999
3,983 4,373
112,623 140,340
41,566 17,207
240,180 225,567
45,048 36,603
4,558 4,688
424 168
1,185 1,174
62 62
11,206 11,031
891 879
1,224 1,241
88 204
1,234 1,619
627,929 629,630
52,514 30,129
312,080 256,341
422 334
62,414 104,946
22,006 23,513
114,710 143,921
19,576 24,970
3,827 5,248
142 30
1,724 1,758
1,271 1,250
2 2
144 153
9,903 9,968
600,735 602,563
797 797
20,427 20,025
(372) (343)
6,342 6,588
27,194 27,067
627,929 629,630

The accompanying notes on pages 103 to 215 and the audited sections of the ‘ Report of the Directors: Risk’ on pages 25 to 76 and the ‘ Report

of the Directors: Capital Management’ on pages 77 to 82 forman integral part of these financial statements.

A P S Simoes, Director
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HSBC BANK PLC

Financial Statements (continued)

HSBC Bank plc cash flow statement for the year ended 31 December 2013

2013 2012
Notes £m £m
Cash flows from operating activities
PrOfit DEFOr@TAX ...eeeeeeeieet ettt e et b e 2,913 2,132
Adjustments for:
—non-cash items included in profit BEFOre taX ........ccoveeirieeircce e 38 2,008 3,752
— change in operating assets . (52,222) (20,023)
—change in operating li@bilitiES .........cociiiieiee e 38 67,495 19,029
— elimination of eXChaNQe AIffErENCES, ..........ccvvevcreceeee ettt 1,407 (464)
—net gain from investing activities ............ (117) (317)
— contributions paid to defined benefit plans . " (387) (150)
— 18X (PAI)/TECEIVEL. ...ttt bbbt enenea (169) 251
Net cash generated from Operating aCtiVITIES .........ccueiriririeeiirreiee e 20,928 4,210
Cash flowsfrom investing activities
Purchase of finanCial INVESIMENTS .........ceiriiier s (28,472) (26,873)
Proceeds from the sale and maturity of financial INVESIMENES ..........ccoveeiirrieenee e 19,488 31,641
Purchase of property, plant and equipment " (227) a75)
Proceeds from the sale of property, plant and eqUIPMENt .........oeveeirrieeiirnee e 3 10
Purchase of goodwill and intangibl@ @SSELS ..........cccveerieiiieirice e seees (184) (202)
Net cash outflow from acquisition of businesses and SUDSIIANES...........ccereereniriinenniceeseeree (406) (707)
Proceeds from disposal and liquidation Of BUSINESSES ..........cceiririeiiiininieere s 447 -
Net cash (used in)/generated from INVEStiNg @CtIVITIES .........ceeiiriieeeiininieee s (9,351 3,694
Cash flowsfrom financing activities
Issue Of ordinary Share Capital ..........cccocrrieiiiririeie s 402 -
Subordinated liabilitiES ISSUBT .........c.ciiiiiiiiie e 542 350
Subordinated liabilitieS FEP@AId .........c.coooiiiiiiee bbb (542) (350)
Net cash outflow from increase in stake of subsidiaries " (207) 2
Dividends paid to shareholders ...........coceevevrcecnininnne . (2,011 (2,816)
Net cash used in fiNANCING BCHIVITIES ........oviiiiiiieeeee e (1,816) (2,818)
Net increasein cash and cash QUIVAIENES .........cocoeiiririerieinereeree e 9,761 5,086
Cash and cash eqUIVAIENS @ L JANUBNY .......cceoeruiririirieinieseeee ettt ettt 78,661 75,356
Effect of exchange rate changes on cash and cash eqUIVAIENtS ..........ccoeeiirrieiennnccienseeceeee (405) (1,781)
Cash and cash equivalents at 31 DECEMDEY .........c.ciiriririeirirerieieeetee e 38 88,017 78,661

1  Adjustment to bring changes between opening and closing balance sheet amounts to average rates. Thisis not done on a line-by-line basis,
as details cannot be determined without unreasonable expense.

The accompanying notes on pages 103 to 215 and the audited sections of the * Report of the Directors: Risk’ on pages 25 to 76 and the ‘ Report
of the Directors: Capital Management’ on pages 77 to 82 forman integral part of these financial statements.
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HSBC Bank plc statement of changes in equity for the year ended 31 December 2013

2013
Other reserves
Available-
Called up Other for-salefair Cash flow Foreign
share Share equity Retained value hedging exchange

capital premium instruments earnings reserve reserve® reserve Total equity

£m £m £m £m £m £m £m £m

AL LJANUBIY oo 797 20,025 - 6,588 (377) 167 (133) 27,067
Profit fOr tNEYEAI ...c.ecveeciceeee e - - - 2,485 — - - 2,485
Other comprehensive income (Nt Of taX) .......oceveevereiereriee s — _ _ (709) 62 (175) 86 (736)
Available-for-sale INVESIMENLS ..........coviiiiiccee s - - - - 62 - - 62
Cash flOW NBAGES .....eovviiiiiiii s - - - - - (175) - (175)
Actuarial gains on defined benefit plans ... - - - (709) - - - (709)
Exchange differences and Other ... - — - — — - 86 86
Total comprehensive income for tNE YEar ..o - - - 1,776 62 (275) 86 1,749
Share capital issued, net of costs' - 402 - - - - — 402
Dividends to shareholders.........cccuvviiiiciiicnicccc e - - - (2,011) - - - (2,011)
Net impact of equity-settled share-based PayMENtS” ..........cc.eeereeermeeernneeennerennens - - - (©) - - - 3
Change in business combinations and other MOVEMENLS............cccoeveiiineiniinciiiinnns - - - ()] 2 - - (10)
Tax on items taken directly to equity - CUMTENT .......ccovveveririnieieiree e - - - - - - - -
AL 3L DECEMDET ....eouicviieieieee ettt renae e nte e enan 797 20,427 — 6,342 (317) (8) (47) 27,194

All new capital subscribed during the year was issued to HSBC Holdings plc. See Note 37 for further details.

1
2 Includes deferred tax of £(9)million.
3

Movements in the cash flow hedging reserve includes amounts transferred to the income statement of £317 million comprising a £181million loss taken to ‘Net interest income’ and a £131million loss taken

to ‘Net trading income'.

The accompanying notes on pages 103 to 215 and the audited sections of the ‘ Report of the Directors: Risk’ on pages 25 to 76 and the ‘ Report of the Directors: Capital Management’ on pages 77 to 82 forman

integral part of these financial statements.
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2012
Other reserves
Available-
for-salefair Cash flow Foreign
Called up Share  Other equity Retained value hedging exchange
share capital premium  instruments earnings reserve reserve’ reserve  Total equity
£m £m £m £m £m £m £m £m
AL L JANUBIY oottt bbbttt bbbt p s 797 20,025 - 5,454 (457) 138 (21) 25,936
Profit fOr tNEYEAN ...c.ecieceieeeec e enn — — — 3,751 — — — 3,751
Other comprehensive income (NEt Of taX) .......eeovrereeeeirinieee et — - - 136 80 29 (112 133
Available-for-sale investments ................... - - - - 80 - — 80
Cash flow hedges ........ccccoevvveceinniccenene - - - - - 29 - 29
Actuarial gains on defined benefit plans - - - 136 - - - 136
Exchange differences and other .............. — — — — — — (112) (112)
Total comprehensiveincome for the year ... - - - 3,887 80 29 (112) 3,884
Dividendsto shareholders...........cccciiiiiiiiiiiiiii s - - - (2,816) - - - (2,816)
Net impact of equity-settled share-based payments® .........cccooveveeeveeececreerereeeeeinns - - - 60 - - - 60
(@111 ST TSSOSO U STUT U URTUUSURTRRTOE - - - 3 - - — 3
Tax on items taken directly to equity - CUMTENT .......ccovueveririnieieieeeeereee e — — — — — — — —
At BLDECEMDEN ... s 797 20,025 - 6,588 (377) 167 (133) 27,067

1  Includes deferred tax of £18 million.

2 Movementsin the cash flow hedging reserve include an amount transferred to the income statement of £189 million loss taken to ‘ Net interest income'

The accompanying notes on pages 103 to 215 and the audited sections of the ‘ Report of the Directors: Risk’ on pages 25 to 76 and the ‘ Report of the Directors: Capital Management’ on pages 77 to 82 forman

integral part of these financial statements.
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HSBC BANK PLC

Notes on the Financial Statements

1 Basis of preparation

(a) Compliance with International Financial Reporting Standards

The consolidated financial statements of the group and the separate financial statements of HSBC Bank plc have
been prepared in accordance with International Financial Reporting Standards (‘IFRSs') asissued by the
International Accounting Standards Board (‘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 |FRSs have not been endorsed by the
EU.

At 31 December 2013, there were no unendorsed standards effective for the year ended 31 December 2013
affecting these consolidated and separate financia statements and there was no difference between IFRSs
endorsed by the EU and IFRSs issued by the IASB in terms of their application to the group. Accordingly, the
group’ sfinancial statements for the year ended 31 December 2013 are prepared in accordance with IFRSs as
issued by the IASB.

IFRSs comprise accounting standards issued by the IASB and its predecessor body as well as interpretations
issued by the IFRS Interpretations Committee (‘IFRIC’) and its predecessor body.

Standar ds adopted during the year ended 31 December 2013

On 1 January 2013, the group adopted the following significant new standards and amendments to standards for
which the financial effect isinsignificant to these consolidated financial statements:

e |IFRS 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 are
required to be applied retrospectively.

e Under IFRS 10, thereis one approach for determining consolidation for al 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. The group 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 by
exercising its power over the entity.

In accordance with the transitional provisions of IFRS 10, we reviewed the population of investmentsin
entities as at 1 January 2013 to determine whether entities previously consolidated or unconsolidated in
accordance with IAS 27 * Consolidated and Separate Financial Statements’ and SIC 12 ‘ Consolidation —
Specia Purpose Entities changed their consolidation status as a result of applying IFRS 10. The result of
this review was that the effect of applying the requirements of IFRS 10 did not have a material effect on
these consolidated financial statements. Therefore no restatements are necessary on application of IFRS 10.

¢ 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 with which the group is involved, unlike the previous
approach, and introduces the concept of ajoint operation. The application of IFRS 11 did not have a
material effect on these consolidated financial statements.

e IFRS 12 isacomprehensive standard on disclosure requirements for al forms of interests in other entities,
including for unconsolidated structured entities. The disclosure requirements of IFRS 12 do not require
comparative information to be provided for periods prior to initial application. New disclosures are provided
in Note 41.

e |IFRS 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. Disclosures are
provided in Note 31.

e Amendmentsto IFRS 7 ‘ Disclosures — Offsetting Financial Assets and Financial Liabilities' require
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. Disclosures
are provided in Note 34.

e Amendmentsto IAS 19 ‘ Employee Benefits' (‘1AS 19 revised') are required to be applied retrospectively.
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Notes on the Financial Statements (continued)

(b)

(©

The main effect of IAS 19 revised for the group isthat it replaces the interest cost on the plan liability and
expected return on plan assets with afinance 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 changeis 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.

During 2013, the group adopted a number of interpretations and amendments to standards which had an
insignificant effect on the consolidated financial statements of the group and the separate financial statements of
HSBC Bank plc.

Presentation of information

Disclosures under IFRS 4 * Insurance Contracts' (‘IFRS4’') and IFRS 7 ‘Financia Instruments. Disclosures
(‘IFRS 7") concerning the nature and extent of risks relating to insurance contracts and financial instruments
have been included in the audited sections of the ‘ Report of the Directors: Risk’ on pages 25 to 76.

Capital disclosures under IAS 1 ‘ Presentation of Financial Statements' (‘IAS 1') have been included in the
audited sections of the * Report of the Directors. Capital Management’ on pages 77 to 82.

Disclosures relating to the group’ s securitisation activities and structured products have been included in the
audited section of ‘Report of the Directors. Risk’ on pages 52 to 53.

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

The functiona currency of the bank is Sterling, which is also the presentation currency of the consolidated
financia statements of the group.

Consolidation

The consolidated financia statements of the group comprise the financial statements of HSBC Bank plc and its
subsidiaries made up to 31 December.

The group controls and consegquently consolidates an entity when it is exposed, or has the rights, to variable
returns from its involvement with the entity and has the ability to affect those returns through its power over the
entity. The group is considered to have power over an entity when it has existing rights that give it the current
ability to direct the relevant activities. For the group to have power over an entity, it must have the practical
ability to exercise those rights. In the rare situations where potential voting rights exist, these are taken into
account if the group has the practical ability to exercise those rights.

Where voting rights are not relevant in deciding whether the group has power over an entity, the assessment of
control is based on al facts and circumstances. The group may have power over an entity even though it holds
less than amgjority of the voting rights, if it holds additional rights arising through other contractual
arrangements or substantive potential voting rights which give it power.

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

The acquisition method of accounting is used when subsidiaries are acquired by the group. The cost of an
acquisition is measured at the fair value of the consideration, including contingent consideration, given at the
date of exchange. Acquisition-related costs are recognised as an expense in the income statement in the period in
which they are incurred. The acquired identifiable assets, liabilities and contingent liabilities are generally
measured at their fair values at the date of acquisition. Goodwill is measured as the excess of the aggregate of the
consideration transferred, the amount of non-controlling interest and the fair value of the acquirer’ s previously
held equity interest, if any, over the net of the amounts of the identifiable assets acquired and the liabilities
assumed. The amount of non-controlling interest is measured either at fair value or at the non-controlling
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Notes on the Financial Statements (continued)

(d)

interest’ s proportionate share of the acquiree’ sidentifiable net assets. In a business combination achieved in
stages, the previously held equity interest is remeasured at the acquisition-date fair value with the resulting gain
or loss recognised in the income statement. In the event that the amounts of net assets acquired isin excess of the
aggregate of the consideration transferred, the amount of non-controlling interest and the fair value of the

group’ s previously held equity interest, the difference is recognised immediately in the income statement.

Changesin aparent’s ownership interest in asubsidiary that do not result in aloss of control are treated as
transactions between equity holders and are reported in equity.

Entities that are controlled by the group are consolidated from the date that the group obtains control until the
date the group loses control of the entity.

The group performs a re-assessment of consolidation whenever there is a change in the facts and circumstances
of determining the control of any entity.

All intra-group transactions are eliminated on consolidation.

The consolidated financial statements of the group aso include the attributable share of the results and reserves
of joint ventures and associates. These are based on financial statements made up to dates not earlier than three
months prior to 31 December, adjusted for the effect of any significant transactions or events that occur between
that date and the group’ s reporting date.

Disclosures of interests in unconsolidated structured entities provide information on involvement in these entities
which exposes the group to variability of returns from the performance of the other entity. Involvement is
considered on a case by case basis, taking into account the nature of the entity’ s activity. This could include
holding debt and equity instruments, or the provision of structured derivatives, but excludes involvement that
exist only because of atypical customer supplier relationship, such as market making transactions to facilitate
secondary trading or senior lending in the normal course of business.

Future accounting devel opments

In addition to the projects to complete financia instrument accounting, discussed below, the IASB is continuing
to work on projects on insurance and lease accounting which could represent significant changes to accounting
requirementsin the future.

Amendments issued by the IASB and endorsed by the EU

In December 2011, the IASB issued amendments ‘ Offsetting Financial Assets and Financial Liabilities
(Amendmentsto IAS 32)" which clarified the requirements for offsetting financia instruments and addressed
inconsistenciesin current practice when applying the offsetting criteriain IAS 32 * Financia 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 amendmentsto IAS 32 to have amaterial effect
on the group’s financial statements.

Amendmentsissued 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 the group.

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 ‘Financia Instruments: Recognition and Measurement.” IFRS 9
classification and measurement requirements are to be applied retrospectively but prior periods need not be
restated.

In November 2013, The IASB issued proposed amendmentsto IFRS 9 in respect of classification and
measurement. Since the final requirements for classification and measurement are uncertain, it remains
impracticable to quantify the effects of IFRS 9 as at the date of publication of these financial statements.

The second phase in the IASB’ s project to replace IAS 39 will address the impairment of financial assets. Itis
proposed to replace the ‘incurred loss' approach to the impairment of financial assets carried at amortised cost in
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IAS 39 with an expected credit loss approach and require that the expected credit loss approach be applied to
other categories of financia instrument, including loan commitment and financial guarantees. The final
requirements for impairment of financial assets are expected to be published in 2014.

The third phase of the project addresses general hedge accounting. Macro hedging is not included in the IFRS 9
project and will be considered separately. In November 2013, the IASB issued amendments to IFRS 9 in respect
of the general hedge accounting requirements, transition and effective date. As aresult of these amendments, it is
confirmed that al phases of IFRS 9 (except for changes to the presentation of gains and losses for certain
liabilities measured at fair value) must be applied from the same effective date. This effective date has not yet
been set by the IASB but is not expected to be earlier than 1 January 2017. The revised hedge accounting
requirements are applied prospectively and the group is currently assessing the impact they may have on the
financial statements.

2 Summary of significant accounting policies

(a)

(b)

Interest income and expense

Interest income and expense for all financial instruments except for those classified as held-for-trading or
designated at fair value (other than debt securities issued by the group and derivatives managed in conjunction
with those debt securities) are recognised in ‘ Interest income’ and ‘ Interest expense’ in the income statement
using the effective interest method. The effective interest method is away of calculating the amortised cost of a
financial asset or afinancial liability (or groups of financial assets or financia liabilities) and of allocating the
interest income or interest expense over the relevant period.

The effective interest rate is the rate that exactly discounts estimated future cash receipts or payments through
the expected life of the financial instrument or, where appropriate, a shorter period, to the net carrying amount of
the financial asset or financial liability. When calculating the effective interest rate, the group estimates cash
flows considering al contractual terms of the financial instrument but excluding future credit losses. The
calculation includes all amounts paid or received by the group that are an integral part of the effective interest
rate of afinancial instrument, including transaction costs and all other premiums or discounts.

Interest on impaired financial assets is recognised using the rate of interest used to discount the future cash flows
for the purpose of measuring the impairment loss.

Non interest income

Feeincomeis earned from a diverse range of services provided by the group to its customers. Feeincomeis
accounted for asfollows:

e income earned on the execution of asignificant act is recognised as revenue when the act is completed (for
example, fees arising from negotiating, or participating in the negotiation of, a transaction for athird party,
such as an arrangement for the acquisition of shares or other securities);

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

e income which forms an integral part of the effective interest rate of afinancial instrument is recognised as
an adjustment to the effective interest rate (for example, certain loan commitment fees) and recorded in
‘Interest income’ (Note 2(a)).

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

Net income from financial instruments designated at fair valueincludes:

e all gainsand losses from changesin the fair value of financial assets and financial liabilities designated at
fair value through profit or lossincluding liabilities under investment contracts;

e all gainsand losses from changesin the fair value of derivatives that are managed in conjunction with
financial assets and liabilities designated at fair value through profit or loss; and

e interest income and expense and dividend income in respect of:
- financial assets and liabilities designated at fair value through profit or loss; and
- derivatives managed in conjunction with the above,
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except for interest arising from the group’ s issued debt securities and derivatives managed in conjunction
with those debt securities, which is recognised in ‘ Interest expense’. (Note 2(a)).

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

Operating Segments

The group has revised its operating segments to: Retail Banking and Wealth Management, Commercial Banking,
Global Banking and Markets, Global Private Banking and Other, effective 1 January 2013. Thisfollows the sale
of HSBC Private Banking (Suisse) SA in November 2012 and areorganisation of reporting lines. Globa Private
Banking includes HSBC Private Bank (UK) Limited and Private Banking businessesin France.

The revised segments are consistent with those reported to the group’ s Executive Committee, the identified
Chief Operating Decision Maker (‘CODM’) under IFRS 8.

Measurement of segmental assets, liabilities, income and expensesis in accordance with the group’ s accounting
policies. Segmental income and expenses include transfers between segments and these transfers are conducted
on arm’ s length terms and conditions. Shared costs are included in segments on the basis of the actual recharges
made.

Valuation of financial instruments

All financial instruments are recognised initially at fair value. In the normal course of business, the fair value of
afinancial instrument on initial recognition is the transaction price (that is, the fair value of the consideration
given or received). In certain circumstances, however, the fair value will be based on other observable current
market transactions in the same instrument, without modification or repackaging, or on a valuation technique
whose variables include only data from observable markets, such as interest rate yield curves, option volatilities
and currency rates. When such evidence exists, the group recognises a trading gain or loss on inception of the
financial instrument, being the difference between the transaction price and the fair value. When unobservable
market data have a significant impact on the valuation of financial instruments, the entire initial differencein fair
value indicated by the valuation model from the transaction price is not recognised immediately in the income
statement but is recognised over the life of the transaction on an appropriate basis, or when the inputs become
observable, or the transaction matures or is closed out, or when the group enters into an offsetting transaction.

Thefair value of financial instrumentsis generally measured by the individual financial instrument. However, in
cases where the group manages a group of financial assets and financial liabilities on the basis of its net exposure
to either market risks or credit risk, the group measures the fair value of the group of financia instruments on a
net basis, but presents the underlying financial assets and liabilities separately in the financia statements, unless
they satisfy the IFRS offsetting criteria as described on page 116.

Subsequent to initial recognition, the fair values of financia instruments measured at fair value are measured in
accordance with the group’ s valuation methodologies, which are described in Note 31 and Note 32.

Loans and advances to banks and customers

Loans and advances to banks and customers include |oans and advances originated by the group which are not
classified either as held for trading or designated at fair value. Loans and advances are recognised when cash is
advanced to borrowers. They are derecognised when either the borrower repays its obligations, or the loans are
sold or written off, or substantially all the risks and rewards of ownership are transferred. They are initially
recorded at fair value plus any directly attributable transaction costs and are subsequently measured at amortised
cost using the effective interest method, less impairment losses. Where exposures are hedged by derivatives
designated and qualifying as fair value hedges, the carrying value of the loans and advances so hedged includes a
fair value adjustment for the hedged risk only.

Loans and advances are reclassified to * Assets held for sale’ when their carrying amounts are to be recovered
principally through sale, they are available for salein their present condition and their sale is highly probable;
however, such loans and advances continue to be measured in accordance with the policy described above.

The group may commit to underwrite loans on fixed contractual terms for specified periods of time, where the
drawdown of the loan is contingent upon certain future events outside the control of the group. Where the loan
arising from the lending commitment is expected to be held for trading, the commitment to lend is recorded as a
trading derivative and measured at fair value through profit and loss. On drawdown, the loan is classified as held
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for trading and measured at fair value through profit and loss. Where it is not the group’ sintention to trade the
loan, aprovision on the loan commitment is only recorded where it is probable that the group will incur aloss.
This may occur, for example, where aloss of principal is probable or the interest rate charged on the loan is
lower than the cost of funding. On inception the loan, the hold portion is recorded at its fair value and
subsequently measured at amortised cost using the effective interest method. However, where the initia fair
value is lower than the cash amount advanced (for example, due to the rate of interest charged on the loan being
below the market rate of interest), the write down is charged to the income statement. The write down will be
recovered over the life of the loan, through the recognition of interest income using the effective interest method,
unless the loan becomes impaired. The write down is recorded as a reduction to other operating income.

Financia assets which have been reclassified out of the fair value through profit and loss category into the loans
and receivables category areinitially recorded at the fair value at the date of reclassification. The reclassified
assets are subsequently measured at amortised cost, using the effective interest rate determined at the date of
reclassification.

Impairment of loans and advances

Losses for impaired loans are recognised promptly when there is objective evidence that impairment of aloan or
portfolio of loans has occurred. Impairment losses are calculated on individua 1oans and on groups of loans
assessed collectively. Impairment losses are recorded as charges to the income statement. The carrying amount
of impaired loans on the balance sheet is reduced through the use of impairment allowance accounts. Losses
which may arise from future events are not recognised.

Individually assessed loans and advances

The factors considered in determining that aloan isindividually significant for the purposes of assessing
impairment include:

e thesizeof theloan;
o the number of loansin the portfolio;
o theimportance of the individual loan relationship and how this is managed; and

o whether volumes of defaults and losses are sufficient to enable a collective assessment methodology to be
applied.

Loans considered as individually significant are typically to corporate and commercial customers and are for
larger amounts, which are managed on an individual relationship basis. Retail lending portfolios are generally
assessed for impairment on a collective basis as the portfolios generally consist of large pools of homogeneous
loans.

For all loans that are considered individually significant, the group assesses on a case-by-case basis at each
balance sheet date whether there is any objective evidence that aloan isimpaired. The criteria used by the group
to determine that there is such objective evidence include:

¢ known cash flow difficulties experienced by the borrower;

e past due contractual payments of either principal or interest;

o the probability that the borrower will enter bankruptcy or other financial realisation; and
e asignificant downgrading in credit rating by an external credit rating agency.

For those loans where objective evidence of impairment exists, impairment |osses are determined considering the
following factors:

e thegroup's aggregate exposure to the customer;

o theviability of the customer’s business model and its capability to trade successfully out of financial
difficulties and generate sufficient cash flow to service its debt obligations;

o theamount and timing of expected receipts and recoveries;
o thelikely dividend available on liquidation or bankruptcy;

o theextent of other creditors commitments ranking ahead of, or pari passu with, the group and the
likelihood of other creditors continuing to support the company;
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e the complexity of determining the aggregate amount and ranking of al creditor claims and the extent to
which legal and insurance uncertainties are evident;

e therealisable value of security (or other credit mitigants) and likelihood of successful repossession;
o thelikely deduction of any costsinvolved in recovery of amounts outstanding;

o theability of the borrower to obtain and make paymentsin, the currency of the loan if not denominated in
local currency; and

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

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

Impairment losses are calculated by discounting the expected future cash flows of aloan, which includes
expected future receipts of contractual interest, at the loan’ s original effective interest rate, and comparing the
resultant present value with the loan’s current carrying amount. The impairment allowances on individually
significant accounts are reviewed at least quarterly and more regularly when circumstances require. This
normally encompasses re-assessment of the enforceability of any collateral held and the timing and amount of
actual and anticipated receipts. Individually assessed impairment allowances are only released when thereis
reasonable and objective evidence of areduction in the established loss estimate.

Collectively assessed loans and advances
Impairment is assessed on a collective basis in two circumstances:

e to cover losses which have been incurred but have not yet been identified on loans subject to individual
assessment; and

o for homogeneous groups of loans that are not considered individually significant.

Incurred but not yet identified impairment

Individually assessed loans for which no evidence of |oss has been specifically identified on an individual basis
are grouped together according to their credit risk characteristics for the purpose of calculating an estimated
collective impairment. This reflects impairment losses that the group has incurred as a result of events occurring
before the balance sheet date, which the group is not able to identify on an individua loan basis, and that can be
reliably estimated. These losses will only be individually identified in the future. As soon as information
becomes available which identifies losses on individual loans within the group, those loans are removed from the
group and assessed on an individual basis for impairment.

The collective impairment allowance is determined after taking into account:

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

e the estimated period between impairment occurring and the loss being identified and evidenced by the
establishment of an appropriate allowance against the individual |oan; and

e management’s experienced judgement as to whether current economic and credit conditions are such that
the actual level of inherent losses at the balance sheet date is likely to be greater or less than that suggested
by historical experience.

The period between aloss occurring and its identification is estimated by local management for each identified
portfolio. The factors that may influence this estimation include economic and market conditions, customer
behaviour, portfolio management information, credit management techniques and collection and recovery
experiencesin the market. Asit is assessed empirically on a periodic basis the estimated period between aloss
occurring and its identification may vary over time as these factors change.
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Homogeneous groups of loans and advances

Statistical methods are used to determine impairment losses on a collective basis for homogeneous groups of
loans that are not considered individually significant, because individual loan assessment is impracticable.
Losses in these groups of loans are recorded on an individual basis when individual loans are written off, at
which point they are removed from the group. Two alternative methods are used to cal culate allowances on a
collective basis:

o when appropriate empirical information is available, the group uses roll-rate methodology. This
methodology employs statistical analyses of historical data and experience of delinquency and default to
estimate the amount of loans that will eventually be written off as aresult of the events occurring before the
balance sheet date, which the group is not able to identify on an individual loan basis, and that can be
reliably estimated. Under this methodol ogy, loans are grouped into ranges according to the number of days
past due and statistical analysisis used to estimate the likelihood that loans in each range will progress
through the various stages of delinquency and ultimately prove irrecoverable. Current economic conditions
are also evaluated when calculating the appropriate level of allowance required to cover inherent loss. The
estimated loss is the difference between the present value of expected future cash flows, discounted at the
origina effective interest rate of the portfolio, and the carrying amount of the portfolio. In certain highly
developed markets, sophisticated models al so take into account behavioural and account management trends
asrevealed in, for example, bankruptcy and rescheduling statistics.

¢ when the portfolio size is small or when information is insufficient or not reliable enough to adopt aroll-rate
methodol ogy, the group adopts a basic approach based on historical experience

In normal circumstances, historical experience provides the most objective and relevant information from which
to assess inherent loss within each portfolio, though sometimes it provides less relevant information about the
inherent loss in a given portfolio at the balance sheet date, for example, when there have been changesin
economic, regulatory or behavioural conditions which result in the most recent trends in portfolio risk factors
being not fully reflected in the statistical models. In these circumstances, the risk factors are taken into account
by adjusting the impairment allowances derived solely from historical loss experience.

These additional portfolio risk factors may include recent loan portfolio growth and product mix, unemployment
rates, bankruptcy trends, geographic concentrations, loan product features (such as the ability of borrowers to
repay adjustable-rate |oans where reset interest rates give rise to increases in interest charges), economic
conditions such as national and local trends in housing markets and interest rates, portfolio seasoning, account
management policies and practices, current levels of write-offs, adjustments to the period of time between loss
identification and write-off, changes in laws and regulations and other items which can affect customer payment
patterns on outstanding loans, such as natural disasters. These risk factors, where relevant, are taken into account
when calculating the appropriate level of impairment allowances by adjusting the impairment allowances derived
solely from historical loss experience.

Roll rates, loss rates and the expected timing of future recoveries are regularly benchmarked against actual
outcomes to ensure they remain appropriate.
Write-off of loans and advances

Loans (and the related impairment allowance account) are normally written off, either partialy or in full, when
thereis no realistic prospect of recovery. Where |oans are secured, thisis generally after receipt of any proceeds
from the realisation of security. In circumstances where the net realisable value of any collateral has been
determined and there is no reasonabl e expectation of further recovery, write off may be earlier.

Reversals of impairment

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

Reclassified loans and advances

Where financia assets have been reclassified out of the fair value through profit or loss category to the loans and
receivables category, the effective interest rate determined at the date of reclassification is used to calculate any
impairment | osses.
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Following reclassification, where there is a subsequent increase in the estimates of future cash receipts as a result
of increased recoverability of those cash receipts, the effect of that increase is recognised as an adjustment to the
effective interest rate from the date of change in the estimate rather than as an adjustment to the carrying amount
of the asset at the date of change in the estimate.

Assets acquired in exchangefor loans

Non-financia assets acquired in exchange for loans as part of an orderly realisation are recorded as assets held
for sale and reported in * Other assets' if the carrying amounts of the assets are recovered principally through
sale, the assets are available for sale in their present condition and their saleis highly probable. The asset
acquired is recorded at the lower of itsfair value less costs to sell and the carrying amount of the loan (net of
impairment allowance) at the date of exchange. No depreciation is charged in respect of assets held for sale. Any
subsequent write-down of the acquired asset to fair value less costs to sell is recognised in the income statement,
in ‘ Other operating income’. Any subsequent increase in the fair value less costs to sell, to the extent this does
not exceed the cumulative write down, is also recognised in ‘ Other operating income’, together with any realised
gains or losses on disposal.

Renegotiated loans

Loans subject to collective impai rment assessment whose terms have been renegotiated are no longer considered
past due, but are treated as up to date loans for measurement purposes once the minimum numbers of payments
required under the new arrangements have been received. Renegotiated loans are considered when calculating
collective impairment provisions, either through management's judgment or by segregation from other parts of
the loan portfolio, to recognise that higher rates of losses are often encountered in this segment of the portfolio.
Loans subject to individual impairment assessment, whose terms have been renegotiated, are subject to ongoing
review to determine whether they remain impaired or should be considered past due. The carrying amount of
loans that have been classified as renegotiated retain this classification until maturity or derecognition. Interest is
recorded on renegotiated |oans taking into account the new contractual terms following renegotiation.

A loan that is renegotiated is derecognised if the existing agreement is cancelled and a new agreement made on
substantially different terms, or if the terms of an existing agreement are modified, such that the renegotiated
loan is substantially a different financial instrument.

Trading assets and trading liabilities

Treasury bills, debt securities, equity shares, loans, deposits, debt securitiesin issue and short positionsin
securities are classified as held for trading if they have been acquired or incurred principally for the purpose of
selling or repurchasing in the near term, or they form part of a portfolio of identified financial instruments that
are managed together and for which there is evidence of arecent pattern of short-term profit-taking. These
financial assets or financial liabilities are recognised on trade date, when the group enters into contractual
arrangements with counterparties to purchase or sell the financial instruments and are normally derecognised
when either sold (assets) or extinguished (liabilities). Measurement isinitialy at fair value, with transaction costs
taken to the income statement. Subsequently their fair values are remeasured and gains and losses from changes
therein are recognised in the income statement in * Net trading income'.

Financial instruments designated at fair value

Financia instruments, other than those held for trading, are classified in this category if they meet one or more of
the criteria set out below and are so designated by management. The group may designate financial instruments
at fair value when the designation:

e eliminates or significantly reduces measurement or recognition inconsistencies that would otherwise arise
from measuring financial assets or financial liabilities, or recognising gains and losses on them, on different
bases. Under this criterion, the main classes of financial instruments designated by the group are:

Long-term debt issues— The interest payable on certain fixed rate long-term debt securities issued has been
matched with the interest on ‘receive fixed/pay variable' interest rate swaps as part of a documented interest
rate risk management strategy. An accounting mismatch would arise if the debt securities issued were
accounted for at amortised cost, because the related derivatives are measured at fair value with changesin
the fair value recognised in the income statement. By designating the long-term debt at fair value, the
movement in the fair value of the long-term debt will aso be recognised in the income statement.
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Financial assets and financial liabilities under unit-linked insurance and unit-linked investment
contracts — Liabilities to customers under linked contracts are determined based on the fair value of the
assets held in the linked funds, with changes recognised in the income statement. If no designation was
made for the assets relating to the customer liabilities they would be classified as available-for-sale and the
changesin fair value would be recorded directly in other comprehensive income. These financial
instruments are managed on afair value basis and information is provided to management on that basis.
Designation at fair value of the financial assets and liabilities under investment contracts allows the changes
in fair values to be recorded in the income statement and presented in the same line.

e appliesto groups of financial assets, financial liabilities or combinations thereof that are managed and their
performance evaluated on afair value basis in accordance with a documented risk management or
investment strategy and where information about the groups of financial instrumentsis reported to
management on that basis. Under this criterion, certain financial assets held to meet liabilities under
insurance contracts are the main class of financial instrument so designated. The group has documented risk
management and investment strategies designed to manage such assets at fair value, taking into
consideration the relationship of assets to liabilities in away that mitigates market risks. Reports are
provided to management on the fair value of the assets. Fair value measurement is also consistent with the
regulatory reporting regquirements under the appropriate regulations for these insurance operations.

o relatesto financia instruments containing one or more embedded derivatives that significantly modify the
cash flows resulting from those financia instruments, including certain debt issues and debt securities held.

The fair value designation, once made, isirrevocable. Designated financia assets and financia liabilities are
recognised when the group entersinto the contractua provisions of the arrangements with counterparties, which
is generally on trade date, and are normally derecognised when either sold (assets) or extinguished (liabilities).
Measurement isinitially at fair value, with transaction costs taken directly to the income statement.
Subsequently, the fair values are remeasured and gains and losses from changes therein are recognised in the
income statement in ‘ Net income from financial instruments designated at fair value'.

Financial investments

Treasury bills, debt securities and equity shares intended to be held on a continuing basis, other than those
designated at fair value, are classified as available-for-sale or held-to-maturity. Financial investments are
recognised on trade date, when the group enters into contractua arrangements with counterparties to purchase
securities, and are normally derecognised when either the securities are sold or the borrowers repay their
obligations.

(i) Avalable-for-saefinancia assets areinitially measured at fair value plus direct and incremental transaction
costs. They are subsequently remeasured at fair value and changes therein are recognised in other
comprehensive income in “Available-for-sale investments — fair value gaing/ (losses)” until the financial
assets are either sold or become impaired. When available-for-sale financia assets are sold, cumulative
gains or losses previously recognised in other comprehensive income are recognised in the income statement
as ' Gains less losses from financial investments'.

Interest income is recognised on available-for-sale debt securities using the effective interest method,
calculated over the asset’ s expected life. Premiums and/or discounts arising on the purchase of dated
investment securities are included in the calculation of their effective interest rates. Dividends are
recognised in the income statement when the right to receive payment has been established.

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

If the available-for-sale financial asset isimpaired, the difference between the financial asset’s acquisition
cost (net of any principal repayments and amortisation) and the current fair value, less any previous
impairment |oss recognised in the income statement, is removed from other comprehensive income and
recognised in the income statement.

Impairment losses for available-for-sale debt securities are recognised within ‘ Loan impairment charges and
other credit risk provision’ in the income statement and impairment losses for available-for-sale equity
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securities are recognised within * Gains less losses from financia investments’ in the income statement. The
impairment methodologies for available-for-sale financial assets are set out in more detail below.

Available-for-sale debt securities: When assessing available-for-sale debt securities for objective
evidence of impairment at the reporting date, the group considers al available evidence, including
observable data or information about events specifically relating to the securities which may result in a
shortfall in recovery of future cash flows. These events may include a significant financia difficulty of
the issuer, abreach of contract such as a default, bankruptcy or other financial reorganisation, or the
disappearance of an active market for the debt security because of financial difficulties relating to the
issuer.

These types of specific event and other factors such as information about the issuers’ liquidity, business
and financial risk exposures, levels of and trendsin default for similar financial assets, national and
local economic trends and conditions, and the fair value of collateral and guarantees may be considered
individually, or in combination, to determine if there is objective evidence of impairment of a debt
security.

In addition, when assessing available-for-sal e asset-backed securities ( ABS's) for objective evidence of
impairment, the group considers the performance of underlying collateral and the extent and depth of
market price declines. Changesin credit ratings are considered but a downgrade of a security’s credit
rating is not, of itself, evidence of impairment. The primary indicators of potential impairment are
considered to be adverse fair value movements, and the disappearance of an active market for a
security.

Available-for-sale equity securities: Objective evidence of impairment for available-for sale equity
securities may include specific information about the issuer as detailed above, but may aso include
information about significant changes in technology, markets, economics or the law that provides
evidence that the cost of the equity securities may not be recovered.

A significant or prolonged decline in the fair value of the asset below its cost is also objective evidence
of impairment. In assessing whether it is significant, the declinein fair value is evaluated against the
original cost of the asset at initial recognition. In assessing whether it is prolonged, the declineis
evaluated against the period in which the fair value of the asset has been below its original cost at initial
recognition.

Once an impairment loss has been recognised on an available-for-sale financial asset, the subsequent
accounting treatment for changes in the fair value of that asset differs depending on the nature of the
available-for-sale financial asset concerned:

for an available-for-sale debt security, a subsequent decline in the fair value of the instrument is
recognised in the income statement when there is further objective evidence of impairment as aresult of
further decreases in the estimated future cash flows of the financial asset. Where thereis no further
objective evidence of impairment, the decline in the fair value of the financial asset isrecognised in
other comprehensive income. If the fair value of the debt security increasesin a subsequent period and
the increase can be objectively related to an event occurring after the impairment loss was recognised in
the income statement the impairment loss is reversed through the income statement to the extent of the
increasein fair value.

for an available-for-sale equity security, all subsequent increases in the fair value of the instrument are
treated as a revaluation and are recognised directly in other comprehensive income. Impairment losses
recognised on the equity security are not reversed through the income statement. Subsequent decreases
in the fair value of the available-for-sale equity security are recognised in the income statement, to the
extent that further cumulative impairment losses have been incurred in relation to the acquisition cost of
the equity security.

Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments and
fixed maturities that the group positively intends, and is able, to hold until maturity. Held-to-maturity
investments are initially recorded at fair value plus any directly attributable transaction costs, and are
subsequently measured at amortised cost using the effective interest method, less any impairment losses.

() Sale and repurchase agreements (including stock lending and borrowing)

When securities are sold subject to a commitment to repurchase them at a predetermined price (‘ repos’), they
remain on the balance sheet and aliability is recorded in respect of the consideration received. Securities
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purchased under commitments to sell (‘ reverse repos’) are not recognised on the balance sheet and the
consideration paid is recorded in ‘ Loans and advances to banks', ‘ Loans and advances to customers’ or ‘ Trading
assets' as appropriate. The difference between the sale and repurchase price is treated as interest and recogni sed
over thelife of the agreement for loans and advances to banks and customers and as net trading income for
trading assets.

Securities lending and borrowing transactions are generally secured, with collateral taking the form of securities
or cash advanced or received. The transfer of securities to counterparties under these agreementsis not normally
reflected on the balance sheet. Cash collateral advanced or received is recorded as an asset or aliability
respectively.

Securities borrowed are not recognised on the balance sheet. If they are sold on to third parties, an obligation to
return the securities is recorded as a trading liability and measured at fair value, and any gains or losses are
included in ‘ Net trading income'.

Derivatives and hedge accounting

Derivatives are recognised initially, and are subsequently remeasured, at fair value. Fair values of exchange-
traded derivatives are obtained from quoted market prices. Fair values of over-the-counter derivatives are
obtained using valuation techniques, including discounted cash flow models and option pricing models.

Derivatives may be embedded in other financial instruments, for example, a convertible bond with an embedded
conversion option. Embedded derivatives are treated as separate derivatives when their economic characteristics
and risks are not clearly and closely related to those of the host contract; the terms of the embedded derivative
would meet the definition of a stand-alone derivative if they were contained in a separate contract, and the
combined contract is not held for trading nor designated at fair value. These embedded derivatives are measured
at fair value with changes therein recognised in the income statement.

Derivatives are classified as assets when their fair value is positive, or as liabilities when their fair valueis
negative. Derivative assets and liabilities arising from different transactions are offset only if the transactions are
with the same counterparty, alegal right of offset exists, and the parties intend to settle the cash flows on a net
basis.

The method of recognising fair value gains or losses depends on whether derivatives are held for trading or are
designated as hedging instruments, and if the latter, the nature of the risks being hedged. All gains and losses
from changes in the fair value of derivatives held for trading are recognised in the income statement. When
derivatives are designated as hedges, the group classifies them as either: (i) hedges of the change in fair value of
recognised assets or liabilities or firm commitments (‘fair value hedges'); (ii) hedges of the variability in highly
probable future cash flows attributabl e to a recognised asset or liability, or aforecast transaction (‘ cash flow
hedges'); or (iii) ahedge of anet investment in aforeign operation (‘ net investment hedges'). Hedge accounting
is applied to derivatives designated as hedging instrumentsin afair value, cash flow or net investment hedge
provided certain criteria are met.

Hedge accounting

At theinception of a hedging relationship, the group documents the relationship between the hedging
instruments and the hedged items, its risk management objective and its strategy for undertaking the hedge. The
group aso requires adocumented assessment, both at hedge inception and on an ongoing basis, of whether or
not the hedging instruments, primarily derivatives, that are used in hedging transactions are highly effective in
offsetting the changes attributable to the hedged risks in the fair values or cash flows of the hedged items.
Interest on designated qualifying hedgesisincluded in ‘ Net interest income'.

Fair value hedge

Changesin the fair value of derivatives that are designated and qualify as fair value hedging instruments are
recorded in the income statement, along with changesin the fair value of the hedged assets, liabilities or group
thereof that are attributable to the hedged risk.

If a hedging relationship no longer meets the criteria for hedge accounting, the cumulative adjustment to the
carrying amount of the hedged item is amortised to the income statement based on a recal culated effective
interest rate over the residua period to maturity, unless the hedged item has been derecognised, in which case it
is released to the income statement immediately.
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Cash flow hedge

The effective portion of changesin the fair value of derivatives that are designated and qualify as cash flow
hedges is recognised in other comprehensive income within “Cash flow hedges —fair valuegaing/(losses)”. Any
gainor lossin fair value relating to an ineffective portion is recognised immediately in the income statement.

The accumulated gains and losses recognised in other comprehensive income are reclassified to the income
statement in the periods in which the hedged item will affect profit or loss. However, when the forecast
transaction that is hedged results in the recognition of a non-financial asset or a non-financia liability, the gains
and losses previously recognised in other comprehensive income are removed from equity and included in the
initial measurement of the cost of the asset or ligbility.

When a hedging instrument expires or is sold, or when a hedge no longer meets the criteria for hedge accounting,
any cumulative gain or loss recognised in other comprehensive income at that time remains in equity until the
forecast transaction is eventually recognised in the income statement. When a forecast transaction is no longer
expected to occur, the cumulative gain or loss that was reported in other comprehensive income isimmediately
reclassified to the income statement.

Net investment hedge

Hedges of net investments in foreign operations are accounted for in asimilar way to cash flow hedges. A gain
or loss on the effective portion of the hedging instrument is recognised in other comprehensive income; again or
loss on the ineffective portion is recognised immediately in the income statement. Gains and losses previously
recognised in other comprehensive income are reclassified to the income statement on the disposal, or part
disposal, of the foreign operation.

Hedge effectivenesstesting

To qualify for hedge accounting, the group requires that at the inception of the hedge and throughout its life,
each hedge must be expected to be highly effective (prospective effectiveness) and demonstrate actual
effectiveness (retrospective effectiveness) on an ongoing basis.

The documentation of each hedging relationship sets out how the effectiveness of the hedge is assessed. The
method a group entity adopts for assessing hedge effectiveness will depend on its risk management strategy.

For prospective effectiveness the hedging instrument must be expected to be highly effective in offsetting
changesin fair value or cash flows attributable to the hedged risk during the period for which the hedge is
designated. For actual effectiveness to be achieved, the changesin fair value or cash flows must offset each other
in the range of 80 per cent to 125 per cent.

Hedge ineffectivenessis recognised in the income statement in ‘ Net trading income’.

Derivativesthat do not qualify for hedge accounting

All gains and losses from changes in the fair values of derivatives that do not qualify for hedge accounting are
recognised immediately in the income statement. These gains and losses are reported in ‘ Net trading income’,
except where derivatives are managed in conjunction with financial instruments designated at fair value (other
than derivatives managed in conjunction with debt securities issued by the group), in which case gains and losses
arereported in *Net income from financial instruments designated at fair value'. The interest on derivatives
managed in conjunction with debt securities issued by the group which are designated at fair value is recognised
in ‘Interest expense’. All other gains and losses on these derivatives are reported in *Net income from financia
instruments designated at fair value'.

Derivatives that do not qualify for hedge accounting include non-qualifying hedges entered into as part of
documented interest rate management strategies for which hedge accounting was not, or could not, be applied.
The size and direction of changesin fair value of non-qualifying hedges can be volatile from year to year, but do
not alter the cash flows expected as part of the documented management strategies for both the non-qualifying
hedge instruments and the assets and ligbilities to which the documented interest rate strategies relate. Non-
qualifying hedges therefore operate as economic hedges of the related assets and liabilities.

Derecognition of financial assets and liabilities

Financial assets are derecognised when the contractual right to receive cash flows from the assets has expired; or
when the group has transferred its contractua right to receive the cash flows of the financial assets, and either:
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o substantialy al the risks and rewards of ownership have been transferred; or

o thegroup has neither retained nor transferred substantially all the risks and rewards, but has not retained
control.

Financial liabilities are derecognised when they are extinguished, that is when the obligation is discharged,
cancelled or expires.

(m) Offsetting financial assets and financial liabilities

(n)

(0)

Financia assets and financid liabilities are offset and the net amount is reported in the balance sheet when there
isalegaly enforceable right to offset the recognised amounts and there is an intention to settle on anet basis, or
realise the asset and settle the liability simultaneously.

Subsidiaries, associates and joint ventures

The group classifies investments in entities which it controls as subsidiaries. Investments in which the group,
together with one or more parties, has joint control of an arrangement set up to undertake an economic activity
are classified asjoint ventures. The group classifies investments in entities over which it has significant
influence, and that are neither subsidiaries nor joint ventures, as associates.

The bank’ s investments in subsidiaries are stated at cost less any impairment losses. Impairment losses
recognised in prior periods are reversed through the income statement if, and only if, there has been a changein
the estimates used to determine the investment in subsidiary’ s recoverable amount since the last impairment loss
was recognised.

Investments in associates and interests in joint ventures are recognised using the equity method. Under this
method, such investments are initially stated at cost, including attributable goodwill, and are adjusted thereafter
for the post-acquisition change in the group’ s share of net assets.

Profits on transactions between the group and its associates and joint ventures are eliminated to the extent of the
group’ sinterest in the respective associates or joint ventures. Losses are also eliminated to the extent of the
group’ sinterest in the associates or joint ventures unless the transaction provides evidence of an impairment of
the asset transferred.

A structured entity is an entity that has been designed so that voting or similar rights are not the dominant factor
in deciding who controls the entity, for example when any voting rights relate to administrative tasks only, and
key activities are directed by contractual agreement. Structured entities often have restricted activitiesand a
narrow and well defined objective. Examples of structured entities include investment funds, securitisation
vehicles and asset backed financings. Involvement with consolidated and unconsolidated structured entitiesis
disclosed in Note 41.

For the purposes of disclosure, the group would be considered to sponsor another entity if it hasakey rolein
establishing that entity or in bringing together the relevant counterparties so that the transaction, which isthe
purpose of the entity, can occur. This may include instances where the group initially sets up an entity for a
structured transaction, and acts as an underwriter or lead manager. The group would not be considered a sponsor
once our initial involvement in setting up the structured entity had ceased even if we were subsequently involved
with an entity to the extent of providing arm’ s length servicesin the normal course of business, for example
through the provision of senior lending.

Goodwill and intangible assets

(i) Goodwill arises on the acquisition of subsidiaries, when the aggregate of the fair value of the consideration
transferred, the amount of any non-controlling interest and the fair value of any previously held equity
interests in the acquiree exceed the amounts of the identifiable assets and liabilities acquired. If they do not
exceed the amounts of the identifiable assets and liabilities of an acquired business, the differenceis
recognised immediately in the income statement. Goodwill arises on the acquisition of interestsin joint
ventures and associates when the cost of investment exceeds the group’ s share of the net fair value of the
associate’' s or joint venture' s identifiable assets and liabilities.

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

Goodwill is alocated to cash-generating units for the purpose of impairment testing, which is undertaken at
the lowest level at which goodwill is monitored for internal management purposes. Impairment testing is
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(i)

performed at least annually, and whenever there is an indication that the cash-generating unit may be
impaired, by comparing the recoverable amount from a cash-generating unit with the carrying amount of its
net assets, including attributable goodwill. The recoverable amount of an asset is the higher of itsfair value
less cost to sell and itsvaluein use. Value in use is the present value of the expected future cash flows from
a cash-generating unit. If the recoverable amount is less than the carrying value, an impairment lossis
charged to the income statement. Goodwill is stated at cost |ess accumulated impairment losses.

Goodwill on acquisitions of interests in joint ventures and associates isincluded in ‘ Interests in associates
and joint ventures' and is not tested separately for impairment.

At the date of disposal of abusiness, attributable goodwill isincluded in the group’s share of net assetsin
the calculation of the gain or loss on disposal.

Goodwill isincluded on adisposal group held for sale if the group is a cash-generating unit (' CGU’) to
which goodwill has been alocated or it is an operation within such a CGU. The goodwill associated with the
operation disposed of is measured on the basis of the relative values of the operation disposed of and the
portion of the CGU retained.

Intangible assets include the present value of in-force long-term insurance business, computer software,
trade names, mortgage service rights, customer lists, core deposit relationships, credit card customer
relationships and merchant or other loan relationships. Computer software includes both purchased and
internally generated software. The cost of internally generated software comprises all directly attributable
costs necessary to create, produce and prepare the software to be capable of operating in the manner
intended by management. Costs incurred in the ongoing maintenance of software are expensed immediately
asincurred. Intangible assets are subject to impairment review if there are events or changesin
circumstances that indicate that the carrying amount may not be recoverable. Where:

— intangible assets that have an indefinite useful life, or are not yet ready for use, are tested for
impairment annually. This impairment test may be performed at any time during the year, provided it is
performed at the same time every year. An intangible asset recognised during the current period is
tested before the end of the current year; and

— intangible assets that have afinite useful life, except for the present value of in-force long-term
insurance business, are stated at cost |ess amortisation and accumulated impairment losses and are
amortised over their estimated useful lives. Estimated useful lifeisthe lower of legal duration and
expected useful life. The amortisation of mortgage servicing rights isincluded within * Net fee income’.

For the accounting policy governing the present value of in-force long-term insurance businesses, see
Note 2(x).

(iii) Intangible assets with finite useful lives are amortised, generally on a straight-line basis, over their useful

lives asfollows:

TFBOE NMBIMES ...ttt e et be bt be e b e b e et e e ebesbe e abennas 10 years

Mortgage servicerights..........cco... generally between 5 and 12 years
Internally generated software ........ between 3 and 5 years

Purchased software .........c.cccoeeenenene between 3 and 5 years
Customer/merchant relationships between 3 and 10 years

(1= TSRSt generally 10 years

(p) Property, plant and equipment

Land and buildings are stated at historical cost, or fair value at the date of transition to IFRSs (* deemed costs'),
less any impairment |osses and depreciation cal culated to write off the assets over their estimated useful lives as
follows:

freehold land is not depreciated;

freehold buildings are depreciated at the greater of 2% per annum on a straight-line basis or over their
remaining useful lives; and

leasehold buildings are depreciated over the shorter of their unexpired terms of the leases or over their
remaining useful lives.

Equipment, fixtures and fittings (including equipment on operating |leases where the group is the lessor) are
stated at cost less any impairment losses and depreciation calculated on a straight-line basis to write off the
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(n

assets over their useful lives, which run to a maximum of 35 years but are generally between 5 years and 20
years.

Property, plant and equipment is subject to an impairment review if there are events or changesin circumstances
which indicate that the carrying amount may not be recoverable.

The group holds certain properties as investments to earn rentals or for capital appreciation, or both. Investment
properties are included in the balance sheet at fair value with changes therein recognised in the income statement
in the period of change. Fair values are determined by independent professional valuers who apply recognised
valuation techniques.

Finance and operating leases

Agreements which transfer to counterparties substantially al the risks and rewards incidental to the ownership of
assets, but not necessarily legal title, are classified as finance leases. When the group is alessor under finance
leases the amounts due under the |eases, after deduction of unearned charges, are included in ‘ Loans and
advances to banks' or ‘ Loans and advances to customers', as appropriate. The finance income receivableis
recognised in ‘ Net interest income’ over the periods of the leases so as to give a constant rate of return on the net
investment in the leases.

When the group is alessee under finance |eases, the |eased assets are capitalised and included in ‘ Property, plant
and equipment’ and the corresponding liability to the lessor isincluded in ‘ Other liabilities . A finance lease and
its corresponding liability are recognised initialy at the fair value of the asset or, if lower, the present value of
the minimum lease payments. Finance charges payable are recognised in ‘ Net interest income' over the period of
the lease based on the interest rate implicit in the lease so as to give a constant rate of interest on the remaining
balance of the liability.

All other leases are classified as operating leases. When acting as lessor, the group includes the assets subject to
operating leases in ‘ Property, plant and equipment’ and accounts for them accordingly. Impairment |osses are
recognised to the extent that residual values are not fully recoverable and the carrying value of the assetsis
thereby impaired. When the group is the lessee, leased assets are not recognised on the balance sheet. Rentals
payable and receivable under operating leases are accounted for on a straight-line basis over the periods of the
leases and are included in * General and administrative expenses and ‘ Other operating income’ respectively.

Income tax

Income tax comprises current tax and deferred tax. Income tax is recognised in the income statement except to
the extent that it relates to items recognised in other comprehensive income or directly in equity, in which caseit
is recognised in the same statement in which the related item appears.

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

Deferred tax is recognised on temporary differences between the carrying amounts of assets and liabilitiesin the
balance sheet and the amounts attributed to such assets and liabilities for tax purposes. Deferred tax liabilities are
generally recognised for al taxable temporary differences and deferred tax assets are recognised to the extent
that it is probable that future taxable profits will be available against which deductible temporary differences can
be utilised.

Deferred tax is calculated using the tax rates expected to apply in the periods in which the assets will be realised
or the liabilities settled based on tax rates and laws enacted, or substantively enacted, by the balance sheet date.
Deferred tax assets and liabilities are offset when they arise in the same tax reporting group and relate to income
taxes levied by the same taxation authority, and when the group has alega right to offset.

Deferred tax relating to actuarial gains and losses on post-employment benefits is recognised in other
comprehensive income. Deferred tax relating to share-based payment transactions is recognised directly in
equity to the extent that the amount of the estimated future tax deduction exceeds the amount of the related
cumulative remuneration expense. Deferred tax relating to fair value remeasurements of available-for-sale
investments and cash flow hedging instruments which are charged or credited directly to other comprehensive
income, is also credited or charged directly to other comprehensive income and is subsequently recognised in the
income statement when the deferred fair value gain or loss is recognised in the income statement.
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(s) Pension and other post-employment benefits

(®

The group operates anumber of pension and other post-employment benefit plans. These plansinclude both
defined benefit and defined contribution plans and various other post-employment benefits such as post-
employment healthcare.

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

The defined benefit pension costs and the present value of defined benefit obligations are calculated at the
reporting date by the scheme’ s actuaries using the Projected Unit Credit Method. The net charge to the income
statement mainly comprises the service cost and the net interest on the net defined benefit asset or liability and is
presented in operating expenses.

The past service costs which are charged immediately to the income statement is the change in the present value
of the defined benefit obligation for service in prior periods, resulting from a plan amendment or curtailment.

Actuarial gains and losses comprise experience adjustments (the effects of differences between the previous
actuarial assumptions and what has actually occurred), as well as the effects of changesin actuarial assumptions.
Actuarial gains and losses are recognised in other comprehensive income in the period in which they arise.

The defined benefit liability recognised in the balance sheet represents the present value of defined benefit
obligations adjusted for unrecognised past service costs and reduced by the fair value of plan assets. Any net
defined benefit surplusis limited to unrecognised past service costs plus the present value of available refunds
and reductions in future contributions to the plan.

The costs of obligations arising from other defined post-employment benefits plans, such as defined benefit
health-care plans, are accounted for on the same basis as defined benefit pension plans.

Share-based payments

The cost of share-based payment arrangements with employees is measured by reference to the fair value of
equity instruments on the date they are granted, and recognised as an expense on a straight-line basis over the
vesting period, with a corresponding credit to ' Retained Earnings’ . The vesting period is the period during which
all the specified vesting conditions of a share-based payment arrangement are to be satisfied. The fair value of
equity instruments that are made available immediately, with no vesting period attached to the award, are
expensed immediately.

Fair value is determined by using appropriate valuation models, taking into account the terms and conditions
upon which the equity instruments were granted. Vesting conditions include service conditions and performance
conditions. Market performance conditions are taken into account when estimating the fair value of equity
instruments at the date of grant, so that an award is treated as vesting irrespective of whether the market
performance condition or non-vesting condition is satisfied, provided all other conditions are satisfied.

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

Where an award has been modified, as a minimum, the expense of the original award continues to be recognised
asif it had not been modified. Where the effect of a modification isto increase the fair value of an award or
increase the number of equity instruments, the incremental fair value of the award or incremental fair value of
liahilities are measured at the higher of the initial fair value, less cumulative amortisation, and the best estimate
of the expenditure required to settle the obligation.

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

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

Foreign currencies

Itemsincluded in the financial statements of each of the group’ s entities are measured using the currency of the
primary economic environment in which the entity operates (‘ the functional currency’).

Transactions in foreign currencies are recorded in the functional currency at the rate of exchange prevailing on
the date of the transaction. Monetary assets and liabilities denominated in foreign currencies are translated into
the functional currency at the rate of exchange ruling at the balance sheet date. Any resulting exchange
differences are included in the income statement. Non-monetary assets and liabilities that are measured at
historical cost in aforeign currency are translated into the functional currency using the rate of exchange at the
date of theinitia transaction. Non-monetary assets and liabilities measured at fair value in aforeign currency are
trandated into the functional currency using the rate of exchange at the date the fair value was determined. Any
exchange component of again or 1oss on a non-monetary item is recognised in other comprehensive income if
the gain or loss on the non-monetary item is recognised in other comprehensive income. Any exchange
component of again or [oss on anon-monetary item is recognised in the income statement if the gain or losson
the non-monetary item is recognised in the income statement

In the consolidated financial statements, the assets, including related goodwill where applicable, and ligbilities of
branches, subsidiaries, joint ventures and associates whose functional currency is not sterling, are translated into
the group’ s presentational currency at the rate of exchange ruling at the balance sheet date. The results of
branches, subsidiaries, joint ventures and associates whose functional currency is not sterling are translated into
sterling at the average rates of exchange for the reporting period. Exchange differences arising from the
retranglation of opening foreign currency net investments, and exchange differences arising from retranslation of
the result for the reporting period from the average rate to the exchange rate prevailing at the period end, are
recognised in other comprehensive income. Exchange differences on a monetary item that is part of anet
investment in aforeign operation are recognised in the income statement of the separate financial statements. In
consolidated financial statements these exchange differences are recognised in other comprehensive income. On
disposal of aforeign operation, exchange differences relating thereto and previously recognised in other
comprehensive income are recognised in the income statement.

Provisions

Provisions are recognised when it is probable that an outflow of economic benefits will be required to settle a
current legal or constructive obligation, which has arisen as aresult of past events, and for which areliable
estimate can be made of the amount of the obligation.

Contingent liabilities, which include certain guarantees and letters of credit pledged as collateral security, are
possible obligations that arise from past events whose existence will be confirmed only by the occurrence, or
non-occurrence, of one or more uncertain future events not wholly within the control of the group; or are present
obligations that have arisen from past events but are not recognised because it not probable that settlement will
require outflow of economic benefits, or because the amount of the obligations cannot be reliably measured.
Contingent liabilities are not recognised in the financia statements but are disclosed unless the probability of
settlement is remote.

(w) Financial guarantee contracts

Liabilities under financial guarantee contracts not classified as insurance contracts are recorded initially at their
fair value, which is generally the fee received or receivable. Subsequently, the financial guarantee liabilities are
measured at the higher of theinitial fair value, less cumulative amortisation, and the best estimate of the
expenditure required to settle the obligations.

The group hasissued financial guarantees and similar contracts to other group entities. Where it has previously
asserted explicitly that it regards such contracts as insurance contracts and has used accounting applicable to
insurance contracts, the group may elect to account for guarantees as insurance contracts. This election is made
on acontract by contract basis, but the election for each contract is irrevocable. Where these guarantees have
been classified as insurance contracts, they are measured and recognised as insurance liabilities.

Where the group is the recipient of a guarantee, including from other HSBC Group companies, amounts
receivable under a claim are recognised when their receipt is virtualy certain. Any fees payable to the guarantor
are expensed over the period of the guarantee contract.
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(xX) Insurance contracts

Through its insurance subsidiaries, the group issues contracts to customers that contain insurance risk, financial
risk or acombination thereof. A contract under which the group accepts significant insurance risk from another
party by agreeing to compensate that party on the occurrence of a specified uncertain future event is classified as
an insurance contract. An insurance contract may also transfer financial risk, but is accounted for as an insurance
contract if the insurance risk is significant.

While investment contracts with discretionary participation features are financial instruments, they continue to
be treated as insurance contracts as permitted by IFRS 4.

Insurance contracts are accounted for as follows:

I nsurance premiums

Premiums for life insurance contracts are accounted for when receivable, except in unit-linked insurance
contracts where premiums are accounted for when liabilities are established.

Gross insurance premiums for non-life insurance business are reported as income over the term of the insurance
contract based on the proportion of risks borne during the accounting period. The unearned premium (the
proportion of the business underwritten in the accounting year relating to the period of risk after the balance
sheet date) is calculated on adaily or monthly pro rata basis.

Reinsurance premiums are accounted for in the same accounting period as the premiums for the direct insurance
contracts to which they relate.

Insurance claims and reinsurance recoveries

Grossinsurance claims for life insurance contracts reflect the total cost of claims arising during the year,
including claim handling costs and any policyholder bonuses allocated in anticipation of a bonus declaration.
Claims arising during the year include maturities, surrenders and death claims.

Maturity claims are recognised when due for payment. Surrenders are recognised when paid or at an earlier date
on which, following notification, the policy ceases to be included within the calculation of the related insurance
liahilities. Death claims are recognised when notified.

Gross insurance claims for non-life insurance contracts include paid claims and movements in outstanding
claimsliabilities.
Reinsurance recoveries are accounted for in the same period as the related claim.

Liabilitiesunder insurance contracts

Liabilities under non-linked life insurance contracts are calculated by each life insurance operation based on
local actuarial principles. Liabilities under unit-linked life insurance contracts are at least equivalent to the
surrender or transfer value which is calculated by reference to the value of the relevant underlying funds or
indices.

Outstanding claims liabilities for non-life insurance contracts are based on the estimated ultimate cost of all
claimsincurred but not settled at the balance sheet date, whether reported or not, together with related claim-
handling costs and a reduction for the expected value of salvage and other recoveries. Liabilities for claims
incurred but not reported are made on an estimated basis, using appropriate statistical techniques.

A liability adequacy test is carried out on insurance liabilities to ensure that the carrying amount of the liabilities
issufficient in the light of current estimates of future cash flows. When performing the liability adequacy test, all
contractual cash flows are discounted and compared with the carrying value of the liability. When a shortfall is
identified it is charged immediately to the income statement.

Future profit participation on insurance contracts with discretionary participation features

Where contracts provide discretionary profit participation benefits to policyholders, liabilities for these contracts
include provisions for the future discretionary benefits to policyholders. These provisions reflect actual
performance of the investment portfolio to date and management expectation on the future performance in
connection with the assets backing the contracts, as well as other experience factors such as mortality, lapses and
operational efficiency, where appropriate. This benefit may arise from the contractual terms, regulation, or past
distribution policy.
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Investment contracts

Unit linked and non-unit linked

Customer liabilities under linked and certain non-linked investment contracts and the corresponding financial
assets are designated at fair value. Movementsin fair value are recognised in ‘ Net income from financia
instruments designated at fair value'. Premiums receivable and amounts withdrawn are accounted for as
increases or decreases in the liahility recorded in respect of investment contracts.

Liabilities under linked investment contracts are at least equivalent to the surrender or transfer value which is
calculated by reference to the value of the relevant underlying funds or indices.

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

The incremental costs directly related to the acquisition of new investment contracts or renewing existing
investment contracts are deferred and amortised over the period during which the investment management
services are provided.

Investment contracts with discretionary participation features

While investment contracts with discretionary participation features are financial instruments, they continue to
be treated as insurance contracts as permitted by IFRS 4. The group therefore recognises the premiums for those
contracts as revenue and recognises as an expense the resulting increase in the carrying amount of the liability.

In the case of net unrealised investment gains on these contracts, whose discretionary benefits principally reflect
the actual performance of the investment portfolio, the corresponding increase in the liabilities is recognised in
either the income statement or other comprehensive income, following the treatment of the unrealised gains on
the relevant assets. In the case of net unrealised losses, adeferred participating asset is recognised only to the
extent that its recoverability is highly probable. Movementsin the liabilities arising from realised gains and
losses on relevant assets are recognised in the income statement.

Present value of in-for ce long-ter m insurance business

The value placed on insurance contracts that are classified as long-term insurance business or long term
investment contracts with discretionary participating features (“DPF") and arein force at the balance sheet date
isrecognised as an asset. The asset represents the present value of the equity holders’ interest in the issuing
insurance companies profits expected to emerge from these contracts written at the balance sheet date.

The present value of in-force long-term insurance business and long term investment contracts with DPF,
referred to as ' PVIF, is determined by discounting the equity holders' interest in future profits expected to
emerge from business currently in force using appropriate assumptions in assessing factors such as future
mortality, lapse rates and levels of expenses and arisk discount rate that reflects the risk premium attributable to
the respective contracts. The PVIF incorporates allowances for both non-market risk and the value of financial
options and guarantees. The PVIF asset is presented gross of attributable tax in the balance sheet and movements
in the PVIF asset are included in “ Other operating income’ on a gross of tax basis.

Debt securities in issue and deposits by customers and banks

Financial liabilities are recognised when the group enters into the contractual provisions of the arrangements
with counterparties, which is generally on trade date, and initially measured at fair value, which is normally the
consideration received net of directly attributable transaction costs incurred. Subsequent measurement of
financia liabilities, other than those measured at fair value through profit or loss and financial guarantees, is at
amortised cost, using the effective interest rate method to amortise the difference between proceeds received, net
of directly attributable transaction costs incurred, and the redemption amount over the expected life of the
instrument.

Share capital and other equity instruments

Shares are classified as equity when there is no contractual obligation to transfer cash or other financial assets.
Incremental costs directly attributable to the issue of equity instruments are shown in equity as a deduction from
the proceeds, net of tax.
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(aa)Cash and cash equivalents

For the purpose of the cash flow statement, cash and cash equivalents include highly liquid investments that are

readily convertible to known amounts of cash and which are subject to an insignificant risk of change in value.

Such investments are normally those with less than three months’ maturity from the date of acquisition, and

include cash and balances at central banks, treasury bills and other eligible bills, loans and advances to banks,

itemsin the course of collection from or in transmission to other banks and certificates of deposit.
(bb)Discontinued operations

A discontinued operation is a component of the group’ s business, the operations and cash flows of which can be
clearly distinguished from the rest of the group and which:

e Represents a separate major line of business or geographical area of operations;

e Ispart of asingle co-ordinated plan to dispose of a separate major line of business or geographical area of
operations; or

e Isasubsidiary acquired exclusively with aview to re-sale.

Classification as a discontinued operation occurs on disposal or when the operation meets the criteria to be
classified as held-for-sale, if earlier.

When an operation is classified as a discontinued operation, the comparative consolidated income statement is
re-presented as if the operation had been discontinued from the start of the comparative year.

3 Critical accounting policies

The results of the group are sensitive to the accounting policies, assumptions and estimates that underlie the
preparation of its consolidated financia statements. The accounting policies used in the preparation of the
consolidated financial statements are described in detail in Note 2.

When preparing the financial statements, it isthe Directors’ responsibility under UK company law to select suitable
accounting policies and to make judgements and estimates that are reasonable and prudent.

The accounting policies that are deemed critical to the group’s results and financial position, in terms of the
materiality of the items to which the policy is applied, or which involve a high degree of judgement including the use
of assumptions and estimation, are disclosed below:

Impair ment of loans and advances

The group’ s accounting policy for losses arising from the impairment of customer loans and advances is described in
Note 2(f). Further information can be found in the Report of the Directors: Risk (Credit Risk). Loan impairment
allowances represent management’ s best estimate of losses incurred in the loan portfolios at balance sheet date.

Management is required to exercise judgement in making assumptions and estimations when calculating loan
impairment allowances on both individually and collectively assessed loans and advances. The most significant
judgemental areais the calculation of collective impairment allowances.

The methods used to cal culate collective impairment allowances on homogeneous groups of loans that are not
considered individually significant are disclosed in Note 2(f). They are subject to estimation uncertainty, in part
because it is not practicable to identify losses on an individual loan basis because of the large number of individually
insignificant loansin the portfolio.

The methods involve the use of statistically assessed historical information which is supplemented with significant
management judgement to assess whether current economic and credit conditions are such that the actual level of
inherent losses is likely to be greater or less than that suggested by historical experience. In normal circumstances,
historical experience provides the most objective and relevant information from which to assess inherent loss within
each portfolio. In certain circumstances, historical 1oss experience provides less relevant information about the
inherent loss in a given portfolio at the balance sheet date, for example, where there have been changes in economic,
regulatory or behavioural conditions such that the most recent trends in the portfolio risk factors are not fully
reflected in the statistical models. In these circumstances, such risk factors are taken into account when calculating
the appropriate levels of impairment allowances, by adjusting the impairment allowances derived solely from
historical loss experience.
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Risk factors include loan portfolio growth, product mix, unemployment rates, bankruptcy trends, geographic
concentrations, loan product features, economic conditions such as national and local trendsin housing markets, the
level of interest rates, portfolio seasoning, account management policies and practices, changesin laws and
regulations, and other factors that can affect customer payment patterns. Different factors are applied in different
regions and countries to reflect different economic conditions and laws and regulations. The methodology and the
assumptions used in calculating impairment losses are reviewed regularly in the light of differences between loss
estimates and actual loss experience. For example, roll rates, |oss rates and the expected timing of future recoveries
are regularly benchmarked against actual outcomes to ensure they remain appropriate.

However, the exercise of judgement requires the use of assumptions which are highly sensitive to the risk factors, in
particular, to changes in economic and credit conditions across geographical areas. Many of the factors have a high
degree of interdependency and there is no one single factor to which the group’ s loan impairment allowances as a
whole are sensitive. It is possible that the outcomes within the next financial year could be different from the
assumptions built into the models, resulting in a material adjustment to the carrying amount of loans and advances.

Goodwill impair ment

The group’ s accounting policy for goodwill is described in Note 2(0). The review of goodwill impairment represents
management’ s best estimate of the factors below:

e thefuture cash flows of the cash-generating units (' CGUS') are sensitive to the cash flows projected for the
periods for which detailed forecasts are available, and to assumptions regarding the long-term pattern of
sustainable cash flows thereafter. Forecasts are compared with actual performance and verifiable economic data,
but they necessarily and appropriately reflect management’ s view of future business prospects at the time of the
assessment; and

¢ thediscount rate used to discount the future expected cash flows is based on the cost of capital assigned to an
individual CGU, and can have a significant effect on their valuation. The cost of capital percentageis generaly
derived from a Capital Asset Pricing Model, which incorporates inputs reflecting a number of financial and
economic variables, including the risk-free interest rate in the country concerned and a premium for the inherent
risk of the business being evaluated. These variables are subject to fluctuationsin external market rates and
economic conditions beyond management’ s control and are therefore require the exercise of significant
management judgment and are consequently subject to uncertainty.

A declinein aCGU’ s expected cash flows and/ or an increase in its cost of capital reducesthe CGU’ S estimated
recoverable amount. If thisislower than the carrying value of the CGU, a charge for impairment of goodwill is
recognised in the income statement for the year.

The accuracy of forecast cash flows is subject to a high degree of uncertainty in volatile market conditions. In such
market conditions, management retests goodwill for impairment more frequently than annually to ensure that the
assumptions on which the cash flow forecasts are based continue to reflect current market conditions and
management’ s best estimate of future business prospects.

Management reviewed the current and expected performance of the CGUs as at 31 December 2013 and determined
that there was no indicator of potential impairment of the goodwill allocated to the CGUs. However, in the event of
further significant deterioration in the economic and credit conditions beyond the levels already reflected by
management in the cash flow forecasts for the CGUs, amaterial adjustment to a CGU’ s recoverable amount may
occur which may result in the recognition of an impairment charge in the income statement.

Note 21 includes details of the CGUs with significant balances of goodwill and states the key assumptions used to
assess the goodwill in each CGU for impairment.

Valuation of financial instruments

The group’ s accounting policy for valuation of financial instruments is described in Note 2(d) on the Financial
Statement. The best evidence of fair value is a quoted price in an actively traded market. In the event that the market
for afinancia instrument is not active, a valuation techniqueis used. The majority of valuation techniques employ
only observable market data, and so the reliability of the fair value measurement is high. However, certain financia
instruments are valued on the basis of valuation techniques that feature one or more significant market inputs that are
unobservable. Valuation techniques that rely to a greater extent on unobservable inputs require a higher level of
management judgement to calculate afair value than those based wholly on observable inputs.

Valuation techniques used to calculate fair values are discussed in Note 31. The main assumptions and estimates
which management considers when applying a model with valuation techniques are:
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o thelikelihood and expected timing of future cash flows on the instrument. These cash flows are estimated based
on the terms of the instrument, although management judgment may be required when the ability of the
counterparty to service the instrument in accordance with the contractual termsisin doubt. Future cash flows
may be sensitive to changes in market rates;

o selecting an appropriate discount rate for the instrument. The determination of this rate is based on an assessment
of what a market participant would regard as the appropriate spread of the rate for the instrument over the
appropriate risk-free rate; and

e judgment to determine what model to useto calculate fair value in areas where the choice of valuation model is
particularly subjective, for example, when valuing complex derivative products.

When applying a model with unobservable inputs, estimates are made to reflect uncertaintiesin fair values resulting
from alack of market datainputs, for example, as aresult of illiquidity in the market. For these instruments, the fair
value measurement is less reliable. Inputs into valuations based on unobservable data are inherently uncertain
because there are little or no current market data available from which to determine the level at which an arm’ s length
transaction would occur under normal business conditions. However, in most cases there are some market data
available on which to base a determination of fair value, for example historical data, and the fair values of most
financia instruments will be based on some market observable inputs even where the unobservable inputs are
significant.

Disclosure of types and amounts of fair value adjustments made in determining the fair value of financial instruments
measured at fair value using valuation techniques is provided in Note 31. In addition a sensitivity analysis of fair
value for financial instruments with significant unobservable inputs to reasonably possibly alternative assumption
and arange of assumption can be found in Note 31. Given the uncertainty and subjective nature of valuing financial
instruments at fair value, it is possible that the outcomes within the next financial year could differ from the
assumptions used, and this would result in a material adjustment to the carrying amount of financial instruments
measured at fair value.

Pensions

The group’ s accounting policy for pension and other post-employment benefitsis described in Note 2(s) on the
Financial Statements.

The most significant judgments in measuring the present value of defined benefit obligations relate to the
determination of actuarial and financial assumptions. These assumptions include the nominal discount rate, rate of
inflation over the period of projected cash flows and member longevity. Management reviews these assumptionsin
conjunction with its actuarial advisors and benchmarks its conclusions against market practice.

Judgment is also required in selecting the expected rate of return on plan assets which determines the net expense
recognised. The expected rate of return on plan assets represents the best estimate of long-term future asset returns,
which takes into account historical market returns plus additional factors such as the current rate of inflation and
interest rates. The expected rates of return are weighted on the basis of the fair value of the plan assets.

The key assumptions used, and the sensitivity to changes in these assumptions, are disclosed in Note 7 Employee
compensation and benefits. It is reasonably possible that the actuarial and financial assumptions determined at the
end of the next year, are significantly different to these assumptions. This could result in the group recording material
actuarial gains or losses in the next financia year.

Provisions

The accounting policy for provisions is described in Note 2(v) on the Financia Statements. Note 29 on the Financial
Statements discloses the major categories of provisions recognised.

Provisions are uncertain in timing or amount, and are recognised when there is a present obligation as aresult of a
past event and the outflow of economic benefit is probable and can be estimated reliably. Judgement isinvolved in
determining whether an obligation exists, and in estimating the probability, timing and amount of any outflows.
Professional expert advice is taken on litigation provisions, property provisions (including onerous contracts) and
similar liabilities.

Provisionsfor legal proceedings and regulatory matters typically require a higher degree of judgement than other
types of provisions. When cases are at an early stage, accounting judgements can be difficult because of the high
degree of uncertainty associated with determining whether a present obligation exists as aresult of a past event,
estimating the probability of outflows and making estimates of the amount of any outflows that may arise. As matters
progress through various stages of development, management and legal advisers evaluate on an ongoing basis
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whether provisions should be recognised and their estimated amounts, revising previous judgements and estimates as
appropriate. At more advanced stages, it istypically possible to make judgements and estimates around a better
defined set of possible outcomes. However, such judgements can be very difficult and the amount of any provision
can be very sensitive to the assumptions used. There could be awide range of possible outcomes for any pending
legal proceedings, investigations or inquiries. Asaresult, it is often not practicable to quantify arange of possible
outcomes for individual matters. It is aso not practicable to meaningfully quantify ranges of potential outcomesin
aggregate for these types of provisions because of the diverse nature and circumstances of such matters and the wide
range of uncertainties involved. For a detailed description of the nature of uncertainties and assumptions and the
effect on the amount and timing of possible cash outflows on material matters, see Note 42 on the Financial
Statements.

Provisions for customer remediation al so require significant levels of estimation and judgement. The amounts of
provisions recognised depend on a number of different assumptions, for example, the number of customer complaints
expected to be received, the response rates from customers who are contacted as part of customer outreach activities,
the uphold rate for complaints and the amounts payable in respect of compensation and costs of conducting reviews.
These assumptions are revised as additional information becomes available.

In view of the inherent uncertainties and the high level of subjectivity involved in the recognition and measurement
of provisions, it is possible that the outcomes in the next financial year could differ from those on which
management’ s estimates are based, resulting in materially different amounts of provisions recognised and outflows of
economic benefits from those estimated by management for the purposes of the 2013 Financia Statements.
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4 Net earned insurance premiums

I nvestment
Non-linked Linked life contractswith
insurance insurance  DPF features Total
£m £m £m £m
2013
Gross WItten PremMiumS .........coeoeerereeese e 294 314 1,526 2,134
Movement in unearned premiums 16 — — 16
Gross arned PreMiUMS ......c.c.eoeeeeeeerereereseesereseesesesesseseseseneeees 310 314 1,526 2,150
Gross written premiums ceded tO reinsurers .........c.coeeeeeenenee (109) 4) - (113)
Reinsurers’ share of movement in unearned premiums ........... (15) — — (15)
Reinsurers’ share of gross earned premiums ..........ccoceeeeeenenene (124) (4) — (128)
Net earned iNSUranCce Premiums ........oocoeeeeeeereseeseesesee e 186 310 1,526 2,022
2012
GroSS WIIttEN PreMiUMS .....c.cvereeeeiiriieieeeeneseeeese e 321 380 1,705 2,406
Movement in unearned PremiumsS .........c.coevereeierienenesesieseieseeenes 27 — — 27
Gross €arned PrEMIUMS ......c.coueuerueereereeieseeesresesseseeeseesesseseeesseneas 348 380 1,705 2,433
Gross written premiums ceded to reinsurers .............. . (117) 4) — (121)
Reinsurers’ share of movement in unearned premiums ................. (26) — — (26)
Reinsurers’ share of gross earned premiums ..........coeeeeevereeerenenees (143) (4) — (147)
Net earned iNSUranCe PremiumS ........ccoveeeenerniereenereseeeeseeenenes 205 376 1,705 2,286
5 Net insurance claims incurred and movement in liabilities to policyholders
Investment
Non-linked Linked life contractswith
insurance Insurance  DPF features Total
£m £m £m £m
2013
Claims, benefits and surrenders paid... . 141 197 1,473 1,811
Movement in liabilitieS........ccoceiveeeieee e, 48 388 877 1,313
Gross claimsincurred and movement in liabilities................... 189 585 2,350 3,124
Reinsurers’ share of claims, benefits and surrenders paid........ (76) 3 - (79)
Reinsurers’ share of movement in liabilities .......c..cccovevvvennns (7) (10) — 17)
Reinsurers’ share of claimsincurred and movement in liabilities
................................................................................................. (83) (23) - (96)
Net insurance claimsincurred and movement in liabilities to
POHCYNOIAENS ... 106 572 2,350 3,028
Investment
Non-linked Linked life  contractswith
insurance Insurance DPF features Total
£m £m £m £m
2012
Claims, benefits and surrenders paid...........occeeeeverenereeceneens 174 139 1,589 1,902
Movement in liabilities 107 393 713 1,213
Gross claimsincurred and movement in liabilities................... 281 532 2,302 3,115
Reinsurers’ share of claims, benefits and surrenders paid........ (91) 4) - (95)
Reinsurers’ share of movement in liabilities .......c..cccovevvvennns (96) (5) — (101)
Reinsurers’ share of claimsincurred and movement in liabilities
................................................................................................. (187) 9) - (296)
Net insurance claims incurred and movement in liabilitiesto
POHCYNOIAENS ... 94 523 2,302 2,919

127



HSBC BANK PLC

Notes on the Financial Statements (continued)

6 Net operating income

Net operating income is stated after the following items of income, expense, gains and losses:

2013 2012
£m £m
Income
Interest recognised on impaired fiNaNCial SSELS ..........coiiiiriririreeeee e 47 25
Fees earned on financial assets or liabilities not held for trading nor designated at fair value, other than
feesincluded in effective interest rate calculations on these types of assets and liabilities ................. 3,043 2,851
Fees earned on trust and other fiduciary activities where the group holds or invests assets on behalf of
TES CUSLOITIENS ...ttt renenennn e 703 710
Expense
Interest on financial instruments, excluding interest on financial liabilities held for trading or
AeSIGNALE @ FAIT VAIUE ...ttt et sb et e be s 2,714 3,340
Fees payable on financial assets or liabilities not held for trading nor designated at fair value, other
than fees included in effective interest rate calculations on these types of assets and liabilities .......... 511 502
Fees payable on trust and other fiduciary activities where the group holds or invests assets on behalf of
TS CUSLOITIEY'S ...ttt ettt h et e b ekt b et h e b et b e s e b e e e he e b e e e b e e b e se e b e e eb e ebebenb et ebesbeneebenenseanane 1 2
Gaing/(losses)
Gaing/(losses) on disposal or settlement of [0ans and adVanCeS .........c.ccceveiriiirerciere s 3 (41)
(Losses)/gains on financial liabilities measured at amortised cost . 5) 1
Impairment of available-for-sale eqUIty SNAIES ..o (36) (26)
(Losses) on disposal of property, plant and equipment, intangible assets and non-financial investments ()] a7
L oan impairment chargesand other credit risk provisions
Net impairment charge on 10anS and @0VANCES .........cccciiriies veririerieesie e (1,102) (1,213)
Net impairment of available-for-sale debt SECUNLIES .........ccoviiiiiniecrc e 136 (29)
Net impairment in respect of other credit FiSK ProVISIONS ........ccocvieeiirinieeerre s (5) 3)
(971) (1,245)
7 Employee compensation and benefits
Total employee compensation
2013 2012
£m £m
WEGES QNG SAIGMIES .....evieeiieie ettt ettt e et b b he b e e s b e ee e b e s b et e b e e e bt et e se et et ebenbe e ebennan 3,358 3,943
SOCIEl SECUNILY COSES ...ttt 475 512
POst-employment DENEFILS ......c.ooie e s 5 334
LI OO OSSOSO 3,838 4,789
1  Includes£nil million in respect of discontinued operations (2012: £436 million).
Average number of persons employed by the group during the year
2013 2012!
Retail banking wealth management 30,991 32,403
Commercial banking 8,744 8,413
Global Banking and Markets 6,975 6,791
Global Private Banking 738 2,738
Other 22,376 23,845
LI OO OSSOSO 69,824 74,190

1  The 2012 comparatives have been restated in accordance with the revised operating segments (Note 2 (c)). Global function
employees are included within ‘ Other’.
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Post-employment benefit plans

Income statement charge

2013 2012
£m £m
Defined benefit pension plans
- HSBC Bank (UK) Pension Scheme (198) 106
- Other plans .....ccoooeveeeneieniieenes 21 35
Defined contribution PENSION PIANS ........covoueuiiiieicir et 175 186
2 327
Defined benefit REalthCare Plans...... ...t 7 7
5 334
Defined benefit post-employment benefit plans
Net assets/(liabilities) recognised on balance sheet in respect of defined benefit plans
2013 2012
£m £m
Defined benefit PENSION PINS ......coviviuiiiic e 1,041 1,439
— HSBC Bank (UK) PENSION SChEIMIE ......couiiiiiiiieieirieieie ettt e 1,234 1,619
Fair VAlUE OF PIAN GSSELS ......couiiiieieiiriericieree etttk b e bbb e bt be et beneas 19,156 17,999
Present value of defined benefit obligations ..........cocovveicieiccsecc e (17,922) (16,380)
— OLNEN PINS .ttt bbbkttt en e (193) (180)
Fair VAlUE OF PlaN GSSELS ....c.eiveieiiiireiei ettt 354 298
Present value of defined benefit obligations ..o (547) (478)
Defined benefit healthCar€ PlanS ..........couoviueiiiirie e (125) (139)
Present value of defined DENEfit ODIIGALiONS ...........cvvv..eceeeereeeeeeeseeeeeeeseeeeeseeeeseeeseeeeseeeeeseeeeseseeeseseeene | (125)]| (139)]
Fair VAIUE OF Plan BSSELS .....ceeuiiieieeieieeeieeet ettt b et b et b e b e e b e e 19,510 18,297
Present value of defined benefit 0bligations ........ccccvveecireirirce s (18,594) (16,997)
916 1,300
Retirement DEN€fit [1ADIITIES ........couiueueirieiereie bbb (318) (319)
RELITemMENt DENEFIT BSSELS .......cueieeieeieeeee ettt se et 1,234 1,619
Cumulative actuarial gains/(losses) recognised in other comprehensive income
2013 2012
£m £m
ALLJIBNUAIY ..oovooeeoveeresveseeessseseeesseessessessass s s sessssessasssessessesssasssasssess e st anssessessassannssesssesssnsssnssansanssnses (408) (505)
HSBC Bank (UK) PENSION SCHEME ........coiiiiieieeee et (973) 131
Other plans 2 (55)
HEBITNCAIE PIANS ...ttt bbb 14 21
Total actuarial gains/(losses) recognised in other comprehensive income for the year (957) 97
AT 3L DECEIMDES .....cuvtiieieeiistietniseees it b et bbbt b et bbbt eb s (1,365) (408)
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Pension plans

The extant plans are funded defined benefit plans with assets held in trust or similar funds separate from the group.
The plans are reviewed at least annually or in accordance with local practice and regulations by qualified actuaries.
The actuarial assumptions used to calculate the defined benefit obligations and related current service costs vary
according to the economic conditions of the countries in which the plans are situated.

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

Healthcare benefit plans

The group provides post-employment healthcare benefits under plans in the United Kingdom, which are unfunded.
Post-employment healthcare benefit plans are accounted for in the same manner as pension plans. The plans are
reviewed at least annually or in accordance with local practice and regulations by qualified actuaries. The actuarial
assumptions used to calculate the defined benefit obligation and related current service cost vary according to the
economic conditions of the countries in which they are situated. The group’s total healthcare cost for the year was £7
million (2012: £7 million).

Post-employment defined benefit plans’ principal actuarial assumptions

The principal actuarial financial assumptions used to calculate the group’s obligations under its UK defined benefit
pension and post-employment healthcare plans at 31 December were as follows. These assumptions will also form
the basis for measuring periodic costs under the plansin the following year:

Rate of
increase for
pensionsin
payment and Healthcare
Discount Inflation deferred Deferred Rateof pay cost trend
rate rate pensions revaluation Increase rates
% % % % % %
2013 .. 4.45 3.60 3.30 2.80 4.10 7.10
20012 ..ot 450 3.10 2.90 2.30 3.60 6.60

The group determines the discount rates to be applied to its obligations in consultation with the plans local actuaries,
onthebasisof the current average yield of high quality (AA rated or equivalent) debt instruments, with maturities
consistent with those of the defined benefit obligations.

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

Life expectancy at Life expectancy at
age 65for amale age 65 for afemale
Mortality table member currently: member currently:
Aged 65  Aged 45 Aged 65  Aged 45
2013 .o e s SAPS S1t 23.6 25.2 24.9 26.8
2002 ..o SAPS S1t 23.9 25.6 25.2 27.1

1  Adjusted SAPS S1 with CMI_2013 improvements (2012: CMI_2011 improvements) and a 1.25 per cent long-term annual
improvement. Light table with 1.01 rating for male pensioners and 1.02 rating for female pensioners.
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Actuarial assumption sensitivities

The discount rate is sensitive to changes in market conditions arising during the reporting period. The mortality rates
used are sensitive to experience from the plan member profile. The following table shows the effect of changesin

these and the other key assumptions on the principal plan:

HSBC Bank (UK) Pension

Scheme
2013 2012
£m £m

Discount rate
Change in pension obligation at year end from a25bpSinCrease .........cccveveererereniseneieseseeese e (818) (737)
Changein pension obligation at year end from a25bps dECrEase .........covvvueueirnieieiniresieeeseeeeees 877 789
Change in following year pension cost from a25bpSinCrease .........ccoccvererereinensiese s (49) (48)
Change in following year pension cost from a25bpS deCcrease .........coccoverererieieneieneseeseeeeeeesieen 49 46
Rate of inflation
Change in pension obligation at year end from a25bpSinCrease .........cccoevevereiereniseneieseseeesee e 601 545
Changein pension obligation at year end from a25bps dECrEaSe .........covvvveueiririeiceneresieeeseeeeeees (688) (521)
Change in following year pension cost from a25bpSinCrease ..........cocovereiereienisnienecese e 33 29
Change in following year pension cost from a25bpS deCcrease .........cocoeverererieieneiinereeseeeeseesieens (36) (29)
Rate of increase for pensionsin payment and deferred revaluation
Change in pension obligation at year end from a25bpSinCrease .........cccueveereieneninereieseseeesee e 787 445
Changein pension obligation at year end from a25bps dECrEase .........covvveueiririeeeenireniereesseeeeees (741) (428)
Change in following year pension cost from a25bpSinCrease .........ccocoverevereienissiesecese e 41 21
Change in following year pension cost from a25bpS deCcrease .........coccoverererieieneneneseeseseee e (38) (22)
Rate of pay increase
Change in pension obligation at year end from a25bpSinCrease .........cccveveereiereneseneieseseeesee e 128 108
Changein pension obligation at year end from a25bps dECrEase .........covvvveueiririeieenireniereeseeeeeees (124) (207)
Change in following year pension cost from a25bpSinCrease ..........cocoverrereinessiene s 10 8
Change in following year pension cost from a25bpS decrease .........coccovvererenieieneineseeseeeese e 9) 9
Mortality
Change in pension obligation from each additional year of longevity assumed ..........cccccvvevrineiennnene 431 410

The following table shows the effect of changesin the mortality rates on defined benefit pension plans other than the

principal plan:
Other Plans
2013
£m
Change in pension obligation from each additional year of longevity assumed ..........cccccvvevriereienenene 10
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Defined benefit pension plans

Net asset/(liability) under defined benefit pension plans
Present value of defined

Fair value of plan assets benefit obligations Net benefit asset/(liability)
HSBC Bank HSBC Bank HSBC Bank
(UK) Pension Other (UK) Pension Other (UK) Pension Other
Scheme plans Scheme plans Scheme plans
£m £m £m £m £m £m
Net defined benefit liability
At 1 January 2013 17,999 298 (16,380) (478) 1,619 (180)
Current SErVICE COSt ...vvvevrerererieeriereeeenns - - (167) (13) (167) (23)
Past service cost and (gains)/ losses from
settlements............. . - - 280 3) 280 3)
plan amendments - - 280 - 280 -
past service costs and gains and losses
from settlement occurring together ........| - - - 3) - 3)
SENVICE COSLE ..t - - 113 (16) 113 (16)
Net interest (income)/cost on the net
defined benefit liability 806 8 (721) (13) 85 (5)
Remeasurement effects recognised in other
comprehensive income 524 5 (1,497) 3) (973) 2
return on plan assets (excluding interest
income) 524 5 - - 524 5
actuarial losses/(gains) from changesin
demographic assumptions - - 34 1 34 1
actuarial losses/(gains) from changesin
financial assumptions - - (1,569) 5) (1,569) 5)
actuarial losses/(gains) from experience - - 38 1 38 1
Exchange differences - 38 - (45) - @)
Contributions by the group
Normal 207 6 - - 207 6
Specid 180 - - - 180 -
Contributions by employees 24 - (29) 5) - 5)
Benefits paid (584) (1) 587 13 3 12
At 31 December 2013 19,156 354 (17,922) (547) 1,234 (193)
Retirement benefit liabilities recognised on
the balance sheet - (193)
Retirement benefit assets recognised on the
balance sheet 1,234 -
Present value of defined benefit obligation
relating to :
actives (5,381) (355)
deferreds (5,056) (70)
pensioners (7,485) (122)

132



HSBC BANK PLC

Notes on the Financial Statements (continued)

Present value of defined

Fair value of plan assets benefit obligations Net benefit asset/(liability)
HSBC Bank HSBC Bank HSBC Bank
(UK) Pension Other  (UK) Pension Other  (UK) Pension Other
Scheme plans Scheme plans Scheme plans
£m £m £m £m £m £m
Net defined benefit liability
At 1 January 2012 17,183 728 (15,739) (968) 1,444 (240)
CUIrent SENVICE COSE ...vvvvrrvrerrierieerieerinaens - - (149) (37) (149) 37)
Past service cost and (gains)/ losses from
SettlementS......cooveveeerie e — — — (2) — (2)
plan amendments ... | - -1 - Q]| -1 @]
SEIVICE COSE ..t - - (249) (39) (149) (39)
Net interest (income)/cost on the net
defined benefit liability 786 29 (743) (25) 43 4
Remeasurement effects recognised in other
comprehensive income 429 16 (298) (71) 131 (55)
return on plan assets (excluding interest
income) 429 16 - - 429 16
actuaria losses/(gains) from changesin
demographic assumptions - - (460) - (460) -
actuarial losses/(gains) from changesin
financial assumptions - - (386) (68) (386) (68)
actuarial losses/(gains) from experience — — 548 3) 548 3)
Exchange differences - ()] - 21 - 7
Contributions by the group
Normal 150 47 - - 150 47
Special - - - - - -
Contributions by employees 23 9 (23) 9) - -
Benefits paid (572) 27 572 43 - 16
Administrative costs and taxes paid by the
plan - - - - - -
Disposal - (490) - 570 - 80
At 31 December 2012 17,999 298 (16,380) (478) 1,619 (180)
Retirement benefit liabilities recognised on
the balance sheet - (280)
Retirement benefit assets recognised on the
balance sheet 1,619 -
Present value of defined benefit obligation
relatingto:
actives @,717) (275)
deferreds (4,389) (46)
pensioners (7,274) (257)

The group expects to make £215 million of contributions to the HSBC UK Pension Scheme during 2014.
Benefits expected to be paid from plansto retirees over each of the next five years and in aggregate for the five
years thereafter, are as follows:

2014 2015 2016 2017 2018 2019-2023
£m £m £m £m £m £m
HSBC Bank (UK) Pension Scheme 602 622 643 664 686 3,886
Other plans 18 13 14 16 16 86
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Fair value of plan assets by asset classes

2013 2012
Quoted No quoted Quoted  No quoted
mar ket mar ket market market
pricein pricein pricein pricein
Fair active active Thereof Fair active active Thereof
value mar ket mar ket HSBC value market market HSBC
£m £m £m £m £m £m £m £m
HSBC Bank (UK) Pension
Scheme
Fair value of plan assets 19,156 17,999
Equities 2,815 2,218 597 6 2,412 2,412 - 10
Bonds 10,712 10,712 - - 10,496 10,496 - -
Contractually linked
instruments 1,778 1,776 2 — — - — —
Property 805 - 805 - 980 - 980 -
Derivatives 1,710 - 1,710 1,710 3,233 - 3,233 3,233
Other 1,336 1,336 - - 878 878 - -
Other plans
Fair value of plan assets 354 298
Equities 60 50 10 - 43 43 - 3
Bonds 127 117 10 6 122 122 - 6
Property 5 - 5 - 10 - 10 -
Derivatives — - - — — - — —
Other 162 111 51 32 123 123 - 21

The principal plan has entered into derivative transactions with the bank to manage the risks arising from its
portfolio. These derivatives comprise interest rate (London Interbank Offered Rate - ‘LIBOR’) swaps and inflation
(UK Retail Prices Index - ‘RPI') swaps. Under the terms of these swaps, the plan is committed to making LIBOR-
related interest payments in exchange for cash flows paid into the Scheme based on a projection of the future benefit
payments to the Scheme members. Further details of these swap arrangements are included in Note 43.

The actual return on plan assets for the year ended 31 December 2013 was a positive return £1,343 million (2012;
positive return of £1,260 million). The group expects to make £249 million of normal contributions to defined benefit

pension plans during 2014.

Total expense recognised in the income statement in ‘Employee compensation and benefits

2013 2012

HSBC Bank HSBC Bank

(UK) Pension (UK) Pension
Defined benefit pension plans Scheme Other plans Scheme Other plans
£m £m £m £m
Current service cost 167 13 149 37
Net interest (income) on net defined benefit assets' (85) 5 (43) 4)
Past service (credit)/cost (280) 3 — 2
Total (gain)/ expense (198) 21 106 35

1  2012: Expected return on plan assets less interest cost

Triennial valuation

UK regulation requires pension schemes be valued formally every three years and a funding plan agreed between the
trustee and scheme sponsor. The most recent triennia actuarial valuation of the UK Scheme performed by the
Scheme Actuary on behalf of the Trustee has been carried out as at 31 December 2011. At that date, the market value
of the Scheme's assets was £17.2 billion. The market value of the plan represented 100 per cent of the amount
expected to be required, on the basis of the assumptions adopted, to provide the benefits accrued to members after
alowing for expected future increases in earnings, and resulted in neither surplus nor deficit. The method adopted for

this valuation was the projected unit method.

The expected cash flows from the plan were projected by reference to the UK Retail Prices Index (‘RPI’) swap
break-even curve at 31 December 2011. Salary increases were assumed to be 0.5 per cent per annum above RPI and
inflationary pension increases, subject to a minimum of 0 per cent per annum and a maximum of 5 per cent per
annum (maximum of 3 per cent per annum in respect of service accrued since 1 July 2009) were assumed to bein
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line with RPI. The projected cash flows were discounted at the LIBOR swap curve at 31 December 2011 plusa
margin for the expected return on the investment strategy of 160 basis points per annum.

The mortality experience of the Scheme' s pensioners over the three year period since the previous valuation was
analysed and the mortality assumption set on the basis of the experience in the six years 2006-2011, using the SAPS
S1 series of tables with adjustment for the specific mortality experience of the Scheme. Allowance for future
improvements in longevity was made in line with the medium cohort effect with along-run rate of improvements of
2.0 per cent for males and 1.5 per cent for females.

Ongoing contributions

Following the completion of the 2011 triennial valuation, the bank pays contributions at the rate of 43 per cent of
pensionable salaries (Iless member contributions) from 1 April 2013. An additional employer contribution was paid in
April 2013 equal to 9 per cent of pensionable salaries, in respect of the period 1 January 2012 to 31 March 2013.

Solvency position

As part of the 31 December 2011 valuation, calculations were also carried out as to the amount of assets that might
be needed to meet the liabilitiesif the Scheme was discontinued and the members’ benefits bought out with an
insurance company (although in practice this may not be possible for a plan of this size) or the Trustee continued to
run the plan without the support of the bank. The amount required under this approach was estimated to be £26.2
billion as at 31 December 2011. In estimating the solvency position for this purpose, a more prudent assumption
about future mortality was made than for the assessment of the ongoing position and it was assumed that the Trustee
would alter the investment strategy to be an appropriately matched portfolio of cash and interest and inflation swaps.
An explicit allowance for expenses was also included.

Future accrual

In 2013, following consultation on various employee benefit proposals, the bank announced to employeesin 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 aresult, defined benefit pensions based on service to 30 June 2015 will continue to be linked
to final salary on retirement (underpinned by increasesin 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 viainsurance policies from 1 January 2015, consistent with other UK employees.
Thisresulted in areduction in the defined benefit obligation of the Scheme and a corresponding gain of £280 million,
recorded in ‘ Past service cost and (gains)/losses on settlements’ in the table above.
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Directors’ emoluments

The aggregate emoluments of the Directors of the bank, computed in accordance with the Companies Act 2006 as
amended by statutory instrument 2008 N0.410, were:

2013 2012

£000 £000
FEES oottt e e n e et 1,382 1,087
Salaries and other emoluments. 1,438 2,266
BOMUSES ......cueieiiitiie ittt se et te et ese s s te e ese e e se s s e st et e sa e st e te e es e s e s e s eneeEesaesenEe e eRe e esenneneeneneeneneenen 3,3342 5,294°

6,154 8,647
Vesting of Restricted Share Plan @Wards ...........coceiiiiieineieee sttt — 873

1 Feesincluded fees paid to non-executive directors.

2 Incentive awards made to executive directors are delivered in the form of cash and HSBC Holdings plc shares. The amount shown is
comprised of £463,875 in cash, £695,813 in deferred cash, £463,875 in Redtricted Shares and £695,813 in deferred Restricted Shares,
issued under the HSBC Share Plan 2011, and £1,014,212 in shares awarded under the Group Performance Share Plan (‘GPSP’)
which is the long-termincentive under the HSBC Share Plan 2011. The total vesting period of deferred awardsis no less than three
years, with 33% of the award vesting on each of the first and second anniversaries of the date of the award and the balance vesting on
the third anniversary of the date of the award. Where the total vesting period is three years, the share awards will be subject to a six
month retention period upon vesting. GPSP awards are subject to a five year vesting period and on the vesting date are subject to a
retention requirement until cessation of employment.

3 Theamount shown is comprised of £827,306 in cash, £1,146,459 in deferred cash, £764,306 in Restricted Shares and £1,146,459 in
deferred Restricted Shares issued under the HSBC Share Plan 2011, and £1,409,627 in deferred Restricted Shares issued under the
GPSP. Thetotal vesting period of deferred awards is no less than three years, with 33% of the award vesting on each of the first and
second anniversaries of the date of the award and the balance vesting on the third anniversary of the date of the award. Where the
total vesting period isthree years, the share awards will be subject to a six month retention period upon vesting. GPSP awards are
subject to a five year vesting period and on the vesting date are subject to a retention requirement until cessation of employment.

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

Awards were made to four Directors under long-term incentive plans in respect of qualifying services rendered in
2013 (2012: five Directors). During 2013, no Directors received shares in respect of awards under long-term
incentive plans that vested during the year (2012: three Directors).

Retirement benefits are accruing to one Director under a defined benefit scheme and are accruing to two Directors
under money purchase schemes in respect of Directors’ qualifying services. Contributions of £158,963 were made
during the year to money purchase arrangements in respect of Directors’ qualifying services (2012: £238,467).

In addition, there were payments under retirement benefit agreements with former Directors of £809,519 (2012:
£783,293), including payments in respect of unfunded pension obligations to former Directors of £693,632 (2012:
£664,825). The provision as at 31 December 2013 in respect of unfunded pension obligations to former Directors
amounted to £11,664,633 (2012: £11,532,388).

Discretionary bonuses for Directors are based on a combination of individual and corporate performance and are
determined by the Remuneration Committee of the bank’ s parent company, HSBC Holdings plc. The cost of any
conditional awards under the HSBC Share Plan 2013 are recognised through an annual charge based on the fair value
of the awards, apportioned over the period of service to which the award relates. Details of the Plans are contained
within the Directors' Remuneration Report of HSBC Holdings plc.

Of these aggregate figures, the following amounts are attributable to the highest paid Director:

2013 2012

£000 £000
501 666

1,645* 2,7417

1  Awards made to the highest paid Director are delivered in the form of cash and HSBC Holdings plc shares. The amount shown is
comprised of £219,305 in cash, £328,958 in deferred cash, £219,305 in Restricted Shares and £328,958 in deferred Restricted Shares
issued under the HSBC Share Plan 2011, and £548,180 in shares awarded under the Group Performance Share Plan (' GPSP") which
isthe long-termincentive under the HSBC Share Plan 2011. Thetotal vesting period of deferred awardsis no less than three years,
with 33% of the award vesting on each of the first and second anniversaries of the date of the award and the balance vesting on the
third anniversary of the date of the award. Where the total vesting period is three years, the share awards will be subject to a six
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month retention period upon vesting. GPSP awards are subject to a five year vesting period and on the vesting date are subject to a
retention requirement until cessation of employment.

2 Awards made to the highest paid Director in respect of 2012 performance comprise a mixture of cash and HSBC Holdings plc
shares. The amount shown is comprised of £340,235 in cash, £510,351 in deferred cash, £340,235 in Restricted Shares and £510,353
in deferred Restricted Sharesissued under the HSBC Share Plan 2011, and £1,040,000 in shares awarded under the Group
Performance Share Plan (‘GPSP’) which is the long-term incentive under the HSBC Share Plan 2011. The total vesting period of
deferred awardsis no less than three years, with 33% of the award vesting on each of the first and second anniversaries of the date of
the award and the balance vesting on the third anniversary of the date of the award. Where the total vesting period isthree years, the
share awards will be subject to a six month retention period upon vesting. GPSP awards are subject to a five year vesting period and
on the vesting date are subject to a retention requirement until cessation of employment

The highest paid Director did not receive any shares as the result of awards under long-term incentive plans that
vested during the year. The highest paid Director exercised no share options over HSBC Holdings plc ordinary shares
during the year.

Pension contributions of £113,963 were made by the bank in respect of services by the highest paid Director during
the year.

8 Auditors’ remuneration

2013 2012

£m £m

Audit fees payableto KPMG* 71 9.3
Audit fees payable to non-KPM G entities 0.5 0.6
Total auditors remuneration 7.6 9.9

1 Feespayableto KPMG for HSBC Bank plc’s statutory audit and the audit of the bank’s subsidiaries.

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

2013 2012
£m £m
Audit fees for HSBC Bank plc statutory audit™ 38 3.1
— feesrelating to current year 34 2.8
— feesrelating to prior year 0.4 0.3
Fees for other services provided to the group 8.9 12.0
— audit of the group’s subsidiaries, pursuant to legislation® 32 6.1
— audit-related assurance services® 44 46
— audit of pension schemes associated with the group 0.1 0.1
Tax services
— taxation compliance services 0.1 0.1
— taxation advisory services 0.2 0.3
All other services 0.9 0.8
Total fees payable 12.7 15.1

1 Feespayableto KPMG Audit Plc for the statutory audit of the consolidated financial statements of the group and the separate
financial statements of the HSBC Bank plc. They exclude amounts payable for the statutory audit of the bank’s subsidiaries which
have been included in ‘ Fees payable to KPMG for other services provided to the group’.

2 Including fees payable to KPMG for the statutory audit of the bank’s subsidiaries.

3 Including services for assurance and other servicesthat relate to statutory and regulatory filings, including comfort letters and
interimreviews.

Fees payable to KPMG for non-audit services for HSBC Bank plc are not disclosed separately because such fees are
disclosed on a consolidated basis for the group.
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9 Share-based payments

Income statement charge

Restricted and performance share awards® ....
Savings-related and other share option plans

Equity-settled share-based PAYMENTS® ..........c.ooueeeeeueeercieeeeeeeeeeeesseseesses e ensenses s

2013 2012

£m £m

....... 127 244
....... 20 27
.............. 147 271

1 Restricted share awardsinclude awards granted under the Group Performance Share Plan (‘GPSP’)
2 Thischarge, which was computed from the fair val ues of the share-based payment transaction when contracted, arose under
employee share awards made in accordance with HSBC' s reward structures (discussed further below).

The share-based payment income statement charge is recognised in wages and salaries (Note 7).

Deferred share awards

Included in the income statement charge above is £112 million relating to deferred share awards (2012: £230
million). The following table identifies the years in which these awards were, or are expected to be, granted. It also
shows the expected charge to be recognised in future years in respect of awards granted in current and prior years and

awards expected to be granted in the future.

Income statement impact of deferred share awards on current and future years

Chargerecognised in 2013
in respect of performance year:

Charge expected to be recognised in 2014
or later in respect of performance year:

2013 Pre-2013 Total
£m £m £m
62 33 95

Charge expected to be recognised in 2013
or later in respect of performance year:

2013 Pre-2013 Total
£m £m £m
HSBC deferred share awards ...........ccccenee 45 67 112
Charge recognised in 2012
in respect of performance year:
2012 Pre-2012 Total
£m £m £m
HSBC deferred share awards ..........cc.cceuueee 62 168 230

HSBC Share Awards

Restricted share awards

The policy with respect to these awardsiis:

2012 Pre-2012 Total
£m £m £m
70 63 133

¢ vesting of the awards is based on continued employment with HSBC of between one and five years from the date

of award;
¢ shares are awarded without corporate performance conditions; and
e certain shares are awarded subject to aretention requirement.

The purpose of these awards is to reward employee performance and potential, to aid recruitment and retention, and

to part-defer annual bonuses.

Performance Share awards

The policy with respect to these awardsiis:

¢ vesting of the awards is based on three independent performance measures (HSBC's relative Total Shareholder
Return (‘TSR’) (40%), economic profit (40%) and growth in HSBC earnings per share (‘' EPS') (20%)) and an
overriding ‘ sustained improvement’ judgement by the Group Remuneration Committee;

¢ performance conditions are measured over athree year period and reviewed annually; and

o awards are forfeited to the extent the performance conditions have not been met.

The purpose of these awards is to align the interests of executives with the creation of shareholder value and
recognise individua performance and potential, and to reflect HSBC' s relative and absol ute performance over the
long-term, taking into account an external measure of value creation, a measure of the extent to which the return on
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capital invested in HSBC isin excess of a benchmark return and a direct measure of the profits generated for
sharehol ders.

Movement on HSBC share awards

Restricted share awards Perfor mance share awar ds*
2013 2012 2013 2012
Number Number Number Number
(000s) (000s) (000s) (000s)
Outstanding at 1 JANUAY ........cceeveereerieeriereniesieesiesese e sesee s 87,430 111,330 355 -
Additions during the year ..........ccccevveeieveiviencie e 47,612 110,816 428 355
Released iNthe Year ........cccvveeeviice e (50,514) (104,792) (72) -
Forfeited iINthe YA ......c..ccviviirecre s (1,165) (5,931) (20) -
L = o SRS 30,541 (23,993) 25 -
Outstanding at 31 DeCember .......ccccvveevereireesee e 113,904 87,430 726 355
Weighted average fair value of awards granted (£) .........c.ccceeee 717 4.02 7.29 5.56

1 Additions during the year comprised reinvested dividend equivalents.

HSBC Share Option Plans

Savings-related share option plans

The policy with respect to these optionsis:

o the options are exercisable within three months following the first anniversary of the commencement of a one-year
savings contract or within six months following either the third or fifth anniversaries of the commencement of
three-year or five-year contracts, respectively; and

o the exercise priceis set at a 20% (2012: 20%) discount to the market value immediately preceding the date of
invitation.

The purpose of these awards is to enable eligible employees to save up to £250 per month (or its equivaent in euros),
with the option to use the savings to acquire shares, and to align the interests of employees with the creation of
shareholder value.

HSBC Holdings Group Share Option Plan

The policy with respect to these optionsis:
o vesting of the options is based on achievement of certain TSR targets; and
¢ the options are exercisable between the third and tenth anniversaries of the date of grant.

The purpose of these awards was to provide along-term incentive plan between 2000 and 2005, when certain HSBC
employees were awarded share options, and to align the interests of those higher performing employees with the
creation of shareholder value.

The table on page 140 shows the movement on HSBC share option plans during the year.

Calculation of fair values

Fair values of share options/awards, measured at the date of grant of the option/award, are calculated using a Black-
Scholes model. When modelling options/share awards with vesting dependent on HSBC's TSR over a period, the
TSR performance targets are incorporated into the model using Monte-Carlo simulation. The fair values calculated
are inherently subjective and uncertain due to the assumptions made and the limitations of the model used.
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Significant weighted average assumptions used to estimate the fair value of the options granted were as follows:

Savings-Related Share Option Plans
3-year plans 5-year plans

2013
RiSK-FrE INLErESt FALEY (D6) <.u.vvoveoeeeeeececeevee et ves e sses s es s en s 0.9 17
Expected lifé? (years) ........ 3 5
EXPECLE VOB lIty? (0) w..voovveveeceeeeeieeeeseseveee st ees s s essnsens 20 20
Share price at grant date (£) ......cceeevereeerieieneieresee et 6.89 6.89
Savings-Related Share Option Plans

1-year plan 3-year plans 5-year plans
2012
RiSK-FrE INLErESt FALEY (D6) <.u.vvoveoeeeeeececeevee et ves e sses s es s en s 0.4 0.6 12
EXPECLET lifE% (YEAIS) w.vvovvereereerceeeesesse s sssssses s sees s ssss st enssessnsens 1 3 5
EXPECLED VOIALlIty? (D0) ©.ovuvveveeeeseisesiesieiisssssesssss s s s sssss sttt 25 25 25
Share price at grant date (£) ......cccoevereeerieieneieresee e 5.46 5.46 5.46

1 Therisk-freerate was determined fromthe UK giltsyield curve for certain Savings-Related Share Option Plans, including the UK
Plans. A similar yield curve was used for the other Savings-Related Share Option Schemes.

2 The expected life of options depends on the behaviour of option holders, which isincorporated into the option model on the basis of
historical observable data and is not a single input parameter but a function of various behavioural assumptions.

3 Expected volatility is estimated by considering both historic average share price volatility and implied volatility derived from traded
options over HSBC shares of similar maturity to those of the employee options.

The expected US dollar denominated dividend yield was determined to be 4.5 per cent per annum in line with
consensus analyst forecasts (2012: 4.5 per cent).

Movement on HSBC share option plans

Savingsrelated share HSBC Holdings Group
option plans shar e option plan
Number WAEP! Number WAEP!
(000s) £ (000s) £
2013
Outstanding at L JaNUAMY .........ccoveeerememerererererereeseseseseseseseeenns 56,119 4.22 40,257 6.87
Granted during the YEar ...........coeeeeirineienesee e 8,205 5.47 -
Exercised during theyear ..... (5,668) 4.68 (20,026) 6.18
Transferred during the year .. . (164) 417 (123) 7.17
Forfeited and expired during theyear ...........cccoeeeeininncnennnne (5,187) 4.61 (4,139) 6.15
Outstanding at 31 DeCEMDEN ........cccveerrerererererereres e 53,305 4.21 25,969 7.23
Weighted average fair value of options granted during the
VEBE (E) coviveeeiiieierieesie sttt st 119 -
Weighted average share price at the date the options were
EXENCISEA (£) ©vvevereereerineeesresiesessesesesessessesessesessessesessesessessesessens 6.95 6.99
At 31 December 2013
Exercise price range (£):
B.00 =450 .. 39,324 -
451 —6.00 ..o 13,974 -
B.01 — 7.50 ..ot e 7 25,797
751-9.00 ......... - 172
Of which exercisable: 319 -
Weighted average remaining contractual life (years) ..........c....... 152 -
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Savings-related HSBC Holdings

share Group
option plans  share option plan
Number WAEP! Number WAEP!
(000s) £ (000s) £
2012
Outstanding @ 1 JANUENY ........oveueerereeeeinineereiesireseeieeses e 71,526 3.82 41,836 6.86
Granted during thE YEAI .........cceceeeierinirireee e 21,945 4.43 - 0.00
Exercised during the Year .........cccoceveeeeececeeecesee e (26,066) 3.32 (80) 6.02
Transferred during the YEar ..........ccveeveereeeneiereee e seeseens (1,938) 4.04 (934) 6.77
Forfeited and expired during theyear ............ccceeveneincincnene. (9,348) 5.74 (565) 6.95
Outstanding at 31 DeCeMbBEY ......ccceovvereirereee e 56,119 4.22 40,257 6.87
Weighted average fair value of options granted during the
VOB (E) woveeeeerieieieseee sttt ettt 122 -
Weighted average share price at the date the options were
EXENCISEA (£) cvvevvverereeeeiereeesieseeessesessesessesessessesessessesessesesseseeses 5.55 5.78
At 31 December 2012
Exercise pricerange (£):
B.00 =450 et 45,433 -
451 —6.00 ..ot 9,687 -
6.01-7.50 996 40,057
7.51-9.00 1 200
9.01 — 1050 .ottt 2 -
Of which eXercisable: .......ccovriiinicc e 2,300 -
Weighted average remaining contractual life (years) ...........c..... 2.01

1 Weighted Average Exercise Price.

Pre-IFRS 2 awards

Detailed below are the share-based payment awards made before the date of application of IFRS 2 on 7 November
2002 and therefore not accounted for within the balance sheet or income statement.

The HSBC Holdings Group Share Option Plan

2013 2012

Weighted Weighted
average average
exercise exercise
Number price Number price
(000's) £ (000's) £
Outstanding @ 1 JANUENY .......coovveveuenereereiiirireeieeneseereiee e 303 6.50 15,022 7.31

EXErCISEA ..ottt (303) 6.50 - -
Transferred ... - - (50) 7.13
EXPITEA ..o - - (14,669) 7.32
Outstanding and exercisable at 31 December®? ...........cocvvvvveee. — — 303 6.50

1  Theabove includes the bank employee awards of 35,000 options outstanding at 1 January 2013 (2012: 7,692,481), and no options
outstanding at 31 December 2013 (2012: 35,000).
2 Theweighted average exercise price for bank employees was £6.50 at 1 January 2013 (2012:1 January £7.32, 31 December £6.50).
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10 Tax expense

Current taxation

UK corporation tax charge — on current year profit ...........ccccovveeeecnnneenes
UK corporation tax charge — adjustmentsin respect of prior years ............
Overseas tax — 0N CUrrent Year Profit .........coveeerrneeinneseeesseee s
Overseas tax — adjustment in respect of Prior Years ........cocceeeeeerereecnenene

Deferred taxation

Origination and reversal of temporary differences ..........ccocecvevciicincnne
Effect of changesinthetax raeS .......ccocvvveveeeveeienei e
Adjustment in respect of Prior YEArS ........cccverrereeieneneeeseiesesee e

Total tax charged/(credited) to the income statement ..........ccccoeereveennne.

2013 2012
£m £m
176 172

(112) (312)
361 389

(1) ©)]
424 246
254 (381)

47 30

29 (51)
330 (402)
754 (156)

The UK corporation tax rate applying to HSBC Bank plc and its subsidiaries was 23.25 per cent (2012: 24.5 per
cent). Other overseas subsidiaries and overseas branches provided for taxation at the appropriate rates in the countries

in which they operate.

The following table reconciles the tax expense which would apply if al profits had been taxed at the UK corporation

tax rate:

Taxation at UK corporation tax rate of 23.25% (2012: 24.5%) ...
Effect of taxing overseas profit at different rates ...
Non taxable income and gains subject to tax at alower rate........
Deferred tax temporary differences not provided.............ccccceenee
Permanent disallowables ..o
Changes iNTaX FAES ......ccevveuereeereeerereeese e se e saeneneens
Local taxes and overseas withholding taxes ..........c.ccoeevvererennnns
Other ItBMS ..ot
Tax loss received for N0 CONSIAEration...........ccovvveereererereeeennenes
Adjustment in respect of Prior YEars .........cooeeeerreeereneneeeceenns
Recycling of foreign exchange revaluation reserve on sale of
HSBC Private Banking Holdings (Suisse) SA .......cccocevveveee.

Total tax charged/(credited) to the income statement ..................

2013 2012
Per centage of Percentage of
overall tax overall tax
charge charge
£m % £m %
766 2325 556 245
84 2.6 59 2.6
(28) (0.9) (49) (2.2)
49 15 6 0.3
4 0.1 18 0.8
49 15 30 13
33 1.0 70 31
(120) (3.6) (63) 2.8)
- - (98) (4.3)
(83) (2.5) (366) (16.1)
- - (319) (14.1)
754 22.9 (156) (6.9)

The UK Government announced that the main rate of corporation tax for the year beginning 1 April 2013 would
reduce from 24% to 23% to be followed by a further 2% reduction to 21% for the year beginning 1 April 2014 and a
further 1% reduction to 20% for the year beginning 1 April 2015. The reduction in the corporation tax rate to 23%
was enacted through the 2012 Finance Act and this results in aweighted average rate of 23.25% for 2013 (2012:
24.5%). The reductions to 21% and 20% that were announced in the 2012 Autumn Statement and 2013 Budget
respectively became enacted through the 2013 Finance Act on 17 July 2013.

The effective tax rate for 2013 of 22.9% was marginally lower than the UK corporation tax rate of 23.25%. The tax
rate reflected an adjustment to prior-year liabilities. This has been partly offset by the geographical distribution of the
profit from overseas subsidiaries and branches and non-recognition of tax lossesin the group’s operationsin Ireland.
The effective tax rate in 2012 of (6.9%) was lower primarily due to a non-taxable intragroup disposal of HSBC
Private Banking Holdings (Suisse) SA and losses claimed from HSBC Holdings plc for nil consideration.
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M ovement of net deferred tax assets/(liabilities) befor e offsetting balances within countries

The group
Loan Property, Available- Goodwill
Retirement impairment Unused tax plant and for-sale Cash flow Share-based Assetsleased Revaluation and
benefits allowances losses equipment investments hedges payments tocustomers of property intangibles Other Total
£m £m £m £m £m £m £m £m £m £m £m £m

ASSELS.....coiie e - 80 294 108 35 - 76 33 - 20 10 656
Liabilities (243 - - @ (61) (82 - - (13) - (81) (481)
At 1 January 2013 ..o (243) 80 294 107 (26) (82 76 33 (13) 20 (71) 175
Income statement .........ccevvevvvevevererererenenes (220) 8 (284) 71 7 - (18) 78 - 51 (23) (330)
Other comprehensive income:

- available-for-sale investments ............ - - - - 11 - - - - - - 11

- cash flow hedges...... - - - - - 109 - - - - - 109

- actuarial movements 251 - - - - - - - - - - 251
Equity:

- share-based payments...........c.ccccerenene. - - - - - - (8) - - - - (8)
Foreign exchange and other adjustments... 26 - 4 - (84) 2) 1 - ) 19 66 (20)

57 8 (280) 71 (66) 107 (25) 78 (@) 37 43 23

ASSELS. ... - 88 14 179 — 25 51 113 — 71 - 541
LighilitieS....ccererererirrrsc e (186) - - (@) (92) - - 2 (20) (14 (28) (343)
At 31 December 2013.........coooveeerererennnn (186) 88 14 178 (92) 25 51 111 (20) 57 (28) 198
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M ovement of net deferred tax assets/(liabilities) befor e offsetting balances within countries

The group
Loan Property,  Available- Goodwill
Retirement impairment  Unused tax plant and for-sadle  Cashflow Share-based Assetsleased Revaluation and
benefits  allowances losses  equipment investments hedges  payments tocustomers of property intangibles Other Total
£m £m £m £m £m £m £m £m £m £m £m £m
ASSELS. ... - 58 7 103 61 — 90 — — - - 319
Lighilities....ccooerererecccceees (87 - - - - () - (159 (23) - (99) (445)
At 1 January 2012 ........coooeviieierennnnnnnns 87 58 7 103 61 77) 90 (159) (23) - (99) (126)
INCOME SEALEMEN ......oocveeeereceeereereenrees (122) (3) 304 5 @ - (31) 191 2 42 16 402
Other comprehensive income:
- available-for-sale investments ............ - - (20) - (103) - - - - - - (123)
- cash flow hedges...........ccceeveurinnnnnnne - - - - - 7) - - - - - (7)
- actuarial movements..........ccovvveveennns (©)] - - - - - - - - - - (©)]
Equity:
- share-based payments.........cccoccevenenne - - - - - - 18 - - - - 18
Foreign exchange and other adjustments... 31 25 3 Q) 18 2 Q) 1 8 (22) 12 14
(156) 22 287 4 (87 (5 (14 192 10 20 28 301
- 80 294 108 35 - 76 33 - 20 10 656
(243) - - @ (61) (82 - - (13 - (81) (481)
(243) 80 294 107 (26) (82) 76 33 (13) 20 (71) 175

(penunuod) SJUBLWIBIRIS |RIOUBUIH 3Y) UO S8I10N

O07d XNVd D08SH
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Movement of net deferred tax assets/(liabilities) befor e offsetting balances within countries
The bank

Loan Property, Available- Goodwill
Retirement impairment  Unused tax plant and for-sale  Cashflow Share-based and
benefits  allowances losses equipment investments hedges  payments intangibles Other Total
£m £m £m £m £m £m £m £m
- 18 280 105 1 - 62 38 22 526
(274 - - - - (50 - - - (3249
(274) 18 280 105 1 (50) 62 38 22 202
INCOME SLALEMENT ....cveeeeiieeeeee e (220) ()] (285) 71 - - (11 48 ) (411)
Other comprehensive income:
- avallable-for-saleinvestments.............ccocovveennee. - - - - - - - - - -
- cash flow hedges ... - - - - - 52 - - - 52
- actuarial MOVEMENLS .......ccceeererererieire e 250 - - - - - - - - 250
Equity:
- share-based PaymeNts.........ooceerrerrereenrereeeeenens - - - - - - 9) - - 9)
Foreign exchange and other adjustments............c..c..... 2 - 5 - @ D - 1 - 2
28 (@) (280 71 (@) 51 (20) 49 (@) (116)
ASSELS.....ceeiii e - 11 - 176 - 1 42 87 16 333
LiBDIlIES. ... (246) - - - - - - - [€)) (247)
At 31 December 2013........ccooovvrrnereeeeeeererenenenas (246) 11 — 176 — 1 42 87 15 86

(penunuod) SJUBLWIBIRIS |RIOUBUIH 3Y) UO S8I10N
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M ovement of net deferred tax assets/(liabilities) befor e offsetting balances within countries

The bank

Income statement .......
Other comprehensive income:
- available-for-sale investments ...........ccoceeereinennne
- cash flow hedges .
- actuarial MOVEMENLS .......ccceeerveierenieire e
Equity:
- share-based PaymeNts.........oeeerereriereerrereeecenens

Foreign exchange and

other adjustments..........c.c.c...

Loan Property, Available- Goodwill
Retirement impairment Unused tax plant and for-sale  Cashflow Share-based and
benefits  allowances losses equipment investments hedges  payments intangibles Other Total
£m £m £m £m £m £m £m £m
— 26 — 101 - - 76 — 35 238
(138) - - - - 47 - - - (185)
(138) 26 - 101 - (47) 76 - 35 53
(122) (8) 300 6 - - (32 38 (13) 169
- - (20) - 1 - - - - (19)
. B B . . @ B B B @
(16) - - - - - - - - (16)
- - - - - - 18 - - 18
2 - - 2 - 1 - - - 1
(136) (8) 280 4 1 (3) (14) 38 (13) 149
— 18 280 105 1 - 62 38 22 526
(274) - - - - (50 - - - (324
(274) 18 280 105 1 (50) 62 38 22 202

(penunuod) SJUBLWIBIRIS |RIOUBUIH 3Y) UO S8I10N
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HSBC BANK PLC

Notes on the Financial Statements (continued)

After netting off balances within countries, the balances as disclosed in the accounts are as follows:

Thegroup The bank
2013 2012 2013 2012
£m £m £m £m
Deferred taxX aSSELS ....vcvrvererireeereeeseseee e seseee et e e seeneens 222 274 88 204
Deferred tax liabilities (24) (99) (2) (2)
198 175 86 202

For the group, the amount of temporary differences for which no deferred tax asset is recognised in the balance sheet
iS£776 million (2012: £708 million). This amount isin respect of losses where the recoverability of potential benefits
isnot considered likely.

For the bank, the amount of temporary differences for which no deferred tax asset is recognised in the balance sheet
isnil (2012: nil).

Deferred tax is not recognised in respect of the group’ sinvestments in subsidiaries and branches where remittance is
not contemplated, and for associates and interests in joint ventures where it has been determined that no additional
tax will arise. The aggregate amount of temporary differences associated with such investmentsis nil (2012: nil).
Following the change in the UK tax treatment of dividends on 1 July 2009, no UK tax is expected to arise on
distributions from group entities and no temporary difference exists except where withholding tax or other foreign
tax could arise on the investments. No meaningful amount of temporary differences associated with such investments
can be disclosed.

11 Dividends

HSBC Bank plc dividends to shareholders of the parent company were as follows:

2013 2012
Dividends declared on ordinary shares £ per share £m £ per share £m
Second interim dividend in respect of the previous year ............. - - 0.25 200
Third interim dividend in respect of the previous year 1.76 1,400 - -
First interim dividend in respect of the current year ........ 0.71 570 0.72 575
Second interim dividend in respect of the current year ............... - - 251 2,000
2.47 1,970 3.48 2,775

2013 2012
Dividends on preference shares classified as equity £ per share £m £ per share £m

Dividend on HSBC Bank plc non-cumulative

third dollar preference shares ... 1.16 41 117 41
1.16 41 1.17 41

12 Discontinued Operations

Sale of HSBC Private Banking Holdings (Suisse) SA

In November 2012, the group sold HSBC Private Banking Holdings (Suisse) SA to HSBC Holdings plc. Prior to the
sale, the bank had acquired HSBC Private Bank (UK) Limited from HSBC Private Banking Holdings (Suisse) SA in
October 2012. HSBC Private Banking Holdings (Suisse) SA and its subsidiaries comprised the mgority of the
Private Banking segment.

The profit from discontinued operations, before gain on disposal, of £316 million was attributable entirely to the
shareholders of the parent company.
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HSBC BANK PLC

Notes on the Financial Statements (continued)

2013 2012
£m £m
Cash flowsfrom (used in) discontinued operations
Net cash used in Operating 8CtVITIES ........ccvoiriireueirrecieeee s - 14
Net cash from investing activities - 2,323
Net cash from financing activities - -
Net cash fIOWS fOr thE YEAK ......oveeieeecesc e — 2,337
Effect of disposal on thefinancial position of the group
INEE BSSELS. ...ttt bt b e e bbbt e et b e bRt b e e bt bR e et b e et b e ae et - (3,732
(€707l 11V T IoTg oo a1 o] T =11 o IR - (2,796)
CONSIAEratiON FECAIVEU .....covvriiieerseses e - 6,535
Profit 0N ISPOSAL ......oouiiiiiiee e e - 7
13 Segment analysis
The factors used in identifying the group’ s reporting segments are discussed in Note 2(c) Operating Segments.
The types of products and services from which each reportable segment derives its revenue are discussed in the
‘Report of the Directors: Operating and Financial Review — Products and Services'.
Profit/(loss) for the year
Year ended 31 December 2013
Inter-
RBWM CMB GB&M GPB Other segment Total
£m £m £m £m £m £m £m
Net iNterest iNCOME .......ccverecrreierrenreree s 3,569 2,144 1,101 224 (73) 4 6,961
NEt FERINCOME ... 1,502 1,143 588 100 3 - 3,336
Net trading iNCOME .......coeirieieriireeree e 147 23 2,192 10 (22) 23 2,373
Other iNCOME ......cocviieerricieiere e (147) 60 400 4 (65) (74) 170
Net oper ating income befor e loan impair ment
chargesand other credit risk provisions ............ 5,071 3,370 4,281 330 (157) (55) 12,840
Loan impairment charges and other credit risk
PrOVISIONS ....oviiiiiieieieieie et (223) (601) (133) (14) — — (971)
Net operating inCoME ........ccceerererieierereereeeeee e 4,848 2,769 4,148 316 (157) (55 11,869
Employee compensation and benefits ............cccooeneee. (1,066) (554)  (1,067) (82) (1,069) - (3,838)
General and administrative expenses' ...............co....... (2,517) (832)  (1,998) (93) 1,190 55 (4,195)
Depreciation and impairment of property, plant and
EQUIPIMENT ..ot 7 (10) 3 1) (310) - (331)
Amortisation and impairment of intangible assets ..... (83) (41) (54) - (33) - (211)
Total operating eXPeNSES ........cocevvererrereerereeeeenens (3673) (1,437) (3,122) (176) (222) 55 (8,575)
Operating Profit .....cocecerneernieeseeseseeeeneens 1,175 1332 1,026 140 (379) - 3,294
Share of profit in associates and joint ventures .......... 2 1 3) — — — —
Profit DEfOrtax ......coevrecnencerineeree s 1,177 1,333 1,023 140 (379) — 3,294
Cost efficiency ratio 7243% 4264% 72.93% 53.33% 66.78%

1 Thereallocation and recharging of employee and other expensesincurred directly in the ‘Other’ reporting segment is shown in

‘General and administrative expenses .
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HSBC BANK PLC

Notes on the Financial Statements (continued)

Y ear ended 31 December 2012
Inter-
RBWM CMB GB&M GPB? Other  segment Total
£m £m £m £m £m £m £m
Net INterest iNCOME .....ccooveerericiriere e 3,3% 2,037 876 597 (43) 43 6,904
NEt FERINCOME ... 1,532 1,047 616 583 3 - 3,781
Net trading iNCoOME .....cccevviieercere s 32 26 1,554 254 9) (23) 1,834
Other INCOME ..o (52) 70 973 8 (937) (93) (31)
Net operating income before loan impairment
charges and other credit risk provisions ................. 4,906 3,180 4,019 1,442 (986) (73) 12,488
Loan impairment charges and other credit risk
PrOVISIONS ...ovvinieicieiisie et (248) (699) (280) (18) — — (1,245)
Net Operating iNCOME ..........vvuevverveereerreeereeseieseesseneses 4,658 2481 3,739 1,424 (986) (73) 11,243
Employee compensation and ben€fits ... (1,118) (496) (1,157) (557)  (1,461) - (4,789)
General and administrative expensest...............cc......... (3,050) (1,182) (1,897) (371) 1,521 73 (4,906)
Depreciation and impairment of property, plant and
EQUIPIMENE ...t (6) (8) (5) (14) (333) - (366)
Amortisation and impairment of intangible assets ..... (74) (29) (34) (1) (37) — (75)
Total operating EXPENSES .......c.covvrvereerirereeieieneneneiens (4,248) (1,715) (3,093 (943) (310) 73 (10,236)
Operating Profit .........ccoouneieeininiseienens 410 766 646 481 (1,296) - 1,007
Share of profit in associates and joint ventures .......... 1 — (4) (1) 1 — 3)
Profit DEfOre tax ..........ccoeoevevreeinneeeereseeeneees 411 766 642 480 (1,295) — 1,004
Cost efficiency ratio 86.59% 53.93% 76.96%  65.40% 81.97%

1 Thereallocation and recharging of employee and other expensesincurred directly in the ‘ Other’ reporting segment is shown in

‘General and administrative expenses .

2 In November 2012, the group sold HSBC Private Banking Holdings (Suisse) SA to HSBC Holdings plc. The ownership of HSBC
Private Bank (UK) Limited remains within the group. Included within the Global Private Banking reporting segment profit before tax

of £380 million relating to discontinued operations.

Other information about the profit/(loss) for the year

Inter-

RBWM CMB GB&M GPB Other  segment Total
£m £m £m £m £m £m £m

Year ended 31 December 2013
Net operating iNCOME: .........ccovueeeriererereeiese e 4,848 2,769 4,148 316 (157) (55 11,869
External 4,446 3,000 4,631 301 (509) - 11,869
INEEr-SEOMENE ....ocveeeeeieiree e 402 (231) (483) 15 352 (55) —

Y ear ended 31 December 2012

Net operating iNCOME. .........oeeenirinieeereriee e 4,658 2,481 3,739 1,424 (986) (73) 11,243
External 4,283 2,693 4,232 1,235 (1,200) - 11,243
INEEr-SEOMENE. ....ccveeeeeieieieeeeree e 375 (212) (493) 189 214 (73) —
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HSBC BANK PLC

Notes on the Financial Statements (continued)

14

Balance sheet information

RBWM CMB

£m £m
Year ended 31 December 2013
Loans and advances to customers (Net) .........ccevevreereererennns 107,287 63,819
Investment in associates and joint venture. 20 18
TOtAl @SSELS ... 148,065 81,509
CUSLOMEYN BCCOUNES.....evevrereesreeressseesessssssessesssssssssssssesnsns 124,183 81,133
Total HabilitiES....cvvvvveeecereeeee e 152,599 108,662
Y ear ended 31 December 2012
Loans and advances to customers (Net) ..........c.ceceeveeuennnee. 104,702 65,454
Investment in associates and joint venture. 18 17
Total aSSELS ... .. 151,301 90,825
Customer accounts.. .. 118187 75,261
Total lHabilitieS.....covveeeeeeieeeee e 149,006 76,813

Information by country

GB&M GPB
£m £m

124,910 8,515

29 -
631,114 16,174
170,773 13,311
555,911 16,108

103,729 8,252

32 -
641,318 12,101
121,730 9,250
632,331 12,033

Inter-

Other  segment Total
£m £m £m
501 - 305,032

- - 67

22,335 (87,503) 811,695

617 - 390,017

15,308 (69,812) 778,776

548 - 282,685

- - 67
23,688 (103,752) 815,481
458 — 324,886

18,437 (105,339) 783,281

31 December 2013 31 December 2012
External net External net

Operating Non-current Operating Non-current
income® 3 assets income™® assets’
£m £m £m £m
United KinGdom ........coeveiiieinieieseeeseese s snens 9,149 3,385 7,964 3,921
1,990 6,365 1,822 6,243
6 - 381 -
. 542 177 513 176
TUPKEY oottt 701 75 696 91
Other COUNLMIES.......oiuiciecieiee e 452 232 1,112 232
LI - SRS 12,840 10,234 12,488 10,663

1 Net operating incomeis attributed to countries on the basis of the customers’ location.
2 Non current assets consist of property, plant and equipment, goodwill, other intangible assets and certain other assets expected to be

recovered more than twelve months after the reporting period.

3 Net operating income before loan impairment charges and other credit risk provisions, also referred to as revenue. The table
previously reported net operating income after loan impairment charges and other credit risk provisions.

Analysis of financial assets and liabilities by measurement basis

The following tables analyse the carrying amount of financial assets and liabilities by category as defined in IAS 39

and by balance sheet heading:
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The group

Financial assets
Cash and balances at central banks .........ccocceeieveevnierecienccisens
Items in the course of collection from other banks ..
Trading @SSELS ....cccoerverireriiiniereee e

Financial assets designated at fair value ....
DeriVatiVeS .....ocoeeveeieerieee s

Financial liabilities

DePosits by Danks ........cccoeeerirniciiceere e
CUSLOMEY BCCOUNLES ...vveuviiiiieiiieiet st eeeesieesiee e s siae b sbe e sseens
Items in the course of transmission to other banks ......................
Trading 1aDilItIeS ....coveveeeeeee e
Financial liabilities designated at fair value ..
Derivatives..................
Debt securitiesin issue.. .
Other lIabiliItIES ...vvvveveveeeeeveees et
oo (0 R
Subordinated [1ahilities .........c.cccoeeeeeieicicecce e

Total financial liabilities ........ccccceviiieieieesec e
Total non-financial 1iabilities ..........ccoeveeveeiieveiesceeeeee s

At 31 December 2013

Financial Derivatives Derivatives

assetsand designated designated

Designated Held-to- Available-  liabilitiesat asfair value  ascash flow

Held for at fair maturity Loansand for-sale amortised hedging hedging
trading value securities receivables securities cost instruments  instruments Total
£m £m £m £m £m £m £m £m £m
- - - - - 67,584 - - 67,584
- - - - - 1,948 - - 1,948
134,097 - - - - - - - 134,097
- 16,661 - - - - - - 16,661
135,997 - - - - - 456 786 137,239
- - - 53,228 - - - - 53,228
- - - 305,032 - - - - 305,032
- - - - 75,030 - - - 75,030
- - - - - 5,027 - - 5,027
- - - - - 2,412 - - 2,412
270,094 16,661 — 358,260 75,030 76,971 456 786 798,258
13,437
811,695
- - - - - 50,683 - - 50,683
- - - - - 390,017 - - 390,017
- - - - - 960 - - 960
91,842 - - - - - - - 91,842
- 34,036 - - - - - - 34,036
135,384 - - - - - 1,250 718 137,352
- - - - - 32,895 - - 32,895
- - - - - 5,411 - - 5,411
- - - - - 2,694 - - 2,694
- - - - - 10,785 - - 10,785
227,226 34,036 — — — 493,445 1,250 718 756,675
22,101

778,776

(penunuod) SJUSWIAIRIS [RIDURUIH 3Y) UO S9I0N
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The group

Financial assets
Cash and balances at central banks .........ccocceeieveeiniereiesecisins
Items in the course of collection from other banks ..
Trading @SSELS ....cccovrveirierieiniereee e

Financial assets designated at fair value ....
[DIC AVZ 11V S

Financial liabilities

DePosits by Danks ........cccoeeerirniciiceere e
CUSLOMEY BCCOUNLES ...vveuviiiiieiiieiet st eeeesieesiee e s siae b sbe e sseens
Items in the course of transmission to other banks ......................
Trading l1aDilitieS ....coveveeeeeee e
Financial liabilities designated at fair value ..
Derivatives..................
Debt securitiesin issue.. .
Other lIabiliItIES ...vvvveveveeeeeveees et
oo (1 T
Subordinated [1ahilities .........ccoceeeeeiieneicecee e

Total financial liabilities ........ccccceviiieieieesec e
Total non-financial 1iabilities ..........ccoeveeveeiieveiesceeeeee s

Total labilities ......cccoevviviiiiiiii

At 31 December 2012

Financial Derivatives Derivatives

assets and designated designated

Designated Held-to- Available- liabilitiesat  asfair vaue as cash flow

Held for at fair maturity Loans and for-sale amortised hedging hedging
trading value securities receivables securities cost instruments instruments Total
£m £m £m £m £m £m £m £m £m
- - - - - 51,613 - - 51,613
- - - - - 1,961 - - 1,961
161,516 - - - - - - - 161,516
- 15,387 - - - - - - 15,387
176,559 - - - - - 88 1,161 177,808
- - - 32,286 - - - - 32,286
- - - 282,685 - - - - 282,685
- - - - 71,265 - - - 71,265
- - - - - 4,269 - - 4,269
- - - - - 2,435 - - 2,435
338,075 15,387 — 314,971 71,265 60,278 88 1,161 801,225
14,256
815,481
- - - - - 39,571 - - 39,571
- - - - - 324,886 - - 324,886
- - - - - 1,017 - - 1,017
122,896 - - - - - - - 122,896
- 32,918 - - - - - - 32,918
178,809 - - - - - 1,500 786 181,095
- - - - - 40,358 - - 40,358
- - - - - 6,286 - - 6,286
- - - - - 2,961 - - 2,961
- - - - - 10,350 - - 10,350
301,705 32,918 — — — 425,429 1,500 786 762,338
20,943

783,281
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The bank

Financial assets
Cash and balances at central banks .........ccccocveveeveveneieciiecieniens
Items in the course of collection from other banks.......................

Trading assets .
Financial assets
Derivatives ......

Loans and advances to banks ......
Loans and advances to customers ...
Financial investments .................

designated at fair value .........cccoooeeencencnncnnnne.

Total finanCial aSSELS .......cvevveveieece e

Total non-financial assets

Total assets .....

Financial liabil

ities

DePosits by DanKs ........cccoeeeririniieircere e
CUSIOMEY @CCOUNLS .....eeveieiereerierieeeeie e

Items in the course of transmission to other banks ..

Trading l1abilities ........coovvvc e
Financial liabilities designated at fair value ...........ccccccveeereene.

Derivatives ......

Debt SECUNTIES TN ISTUE ...c..oveececeee e

Other liabilities

Accruals ....cooevevennnne .
Subordinated liabilities .........cocevviveeirircceeeeeere e

Total financial liabilitieS ......cccceveererieireerer e
Total non-financial liabilities ........ccocevvevireierirerc e

Total liabilities

At 31 December 2013

Financial Derivatives  Derivatives

assetsand designated designated

Designated Held-to- Available- liabilitiesat asfair value ascash flow

Held for at fair maturity Loansand for-sale amortised hedging hedging
trading value securities  receivables securities cost instruments instruments Total
£m £m £m £m £m £m £m £m £m
- - - - - 60,996 - - 60,996
- - - - - 1,374 - - 1,374
101,287 - - - - - - - 101,287
- 3,983 - - - - - - 3,983
111,685 - - - - - 493 445 112,623
- - - 41,566 - - - - 41,566
- - - 240,180 - - - - 240,180
- - - - 45,048 - - - 45,048
- - - - - 3,657 - - 3,657
- - - - - 1,065 - - 1,065
212,972 3,983 — 281,746 45,048 67,092 493 445 611,779
16,150
627,929
- - - - - 52,514 - - 52,514
- - - - - 312,080 - - 312,080
- - - - - 422 - - 422
62,414 - - - - - - - 62,414
- 22,006 - - - - - - 22,006
113,428 - - - - - 995 287 114,710
- - - - - 19,576 - - 19,576
- - - - - 3,662 - - 3,662
- - - - - 1,573 - - 1,573
- - - - - 9,903 - - 9,903
175,842 22,006 — — — 399,730 995 287 598,860
1,875

600,735

(penunuod) SJUSWIAIRIS [RIDURUIH 3Y) UO S910N
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The bank

Financial assets
Cash and balances at central banks .........c.ccoceevveveveneveciieienienns
Itemsin the course of collection from other banks.......................
Trading @SSELS ....ccvcoereeieerieinie et

Financial assets designated at fair value ....
DeriVatiVeS .....cceovveeieereeeeeseseeseees

Total finanCial ASSELS .....cvevveveeeereeere e
Total non-financial aSSELS ........ccceveeeeeiicierece e

Totalassets

Financial liabilities

DePosits by Danks ........cccoeeerirniciiceere e
CUSIOMES @CCOUNLES .....voveieeriisieeiie et see e see e e
Items in the course of transmission to other banks ......................
Trading l1ahilitieS ....coeveereeeee e
Financial liabilities designated at fair value ..
DEriVAiVES ....oceecveeeeeee e
Debt securitiesin issue.. .
Other lIabilitIES ...vvvveeeveeeeeveees et
oo 1 S
Subordinated [1aDilities ........cccverererieerceerce e

Total financial liabilitieS ......ccccvvevrereeireererere e
Total non-financial liabilities ........ccocevveireiereicec e

Total labilities ......cccoevviviiiiiiii

At 31 December 2012

Financia Derivatives Derivatives

assets and designated designated

Designated Held-to- Available- liabilitiesat ~ asfairvalue  ascashflow

Held for at fair maturity Loans and for-sale amortised hedging hedging
trading value securities receivables securities cost insruments  instruments Total
£m £m £m £m £m £m £m £m £m
- - - - - 45,262 - - 45,262
- - - - - 1,213 - - 1,213
137,999 - - - - - - - 137,999
- 4,373 - - - - - - 4,373
139,695 - - - - - 162 483 140,340
- - - 17,207 - - - - 17,207
- - - 225,567 - - - - 225,567
- - - - 36,603 - - - 36,603
- - - - - 3,205 - - 3,205
— — — — — 1,075 — — 1,075
277,694 4,373 — 242,774 36,603 50,755 162 483 612,844
16,786
629,630
- - - - - 30,129 - - 30,129
- - - - - 256,341 - - 256,341
- - - - - 334 - - 334
104,946 - - - - - - - 104,946
- 23,513 - - - - - - 23,513
142,217 - - - - - 1,537 167 143,921
- - - - - 24,970 - - 24,970
- - - - - 5,020 - - 5,020
- - - - - 1,587 - - 1,587
- - - - - 9,968 - - 9,968
247,163 23,513 — — — 328,349 1,537 167 600,729
1,834

602,563

(penunuod) S1UBWIBIRIS [RIDUBUIH4 8] UO S810N
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HSBC BANK PLC

Notes on the Financial Statements (continued)

15

Trading assets

16

Trading assets:
—which may be repledged or resold by counterparties ...........
—not subject to repledge or resale by counterparties ..............

Treasury and other igiblebills ...
DEDt SECUMNTIES ...t
EQUItY SECUMLIES ...oviiciiiceeeeees s
Loans and advancesto banks ...........ccceveveveneieeeesecese e
Loans and advances tO CUSIOMEX'S .........ccvvveerueereneereseereneeseeenns

Thegroup The bank
2013 2012 2013 2012
£m £m £m £m
53,174 53,883 31,232 36,508
80,923 107,633 70,055 101,491
134,097 161,516 101,287 137,999
2,623 2,258 643 1,120
56,414 54,576 28,821 30,084
36,007 22,892 34,422 22,050
16,067 32,655 16,568 38,258
22,986 49,135 20,833 46,487
134,097 161,516 101,287 137,999

Included within the above figures for the group are debt securities issued by banks and other financia institutions of
£ 12,062 million (2012: £10,163 million), of which £ 2,382 million (2012: £2,078 million) are guaranteed by various

governments.

Included within the above figures for the bank are debt securities issued by banks and other financial institutions of
£ 6,456 million (2012: £5,049 million), of which nil (2012: nil) are guaranteed by governments.

Financial assets designated at fair value through profit or loss

Financial assets designated at fair value:
—not subject to repledge or resale by counterparties................

DEDE SECUNMTIES. ...t s
EQUItY SECUMTIES. .....coviiiiiei et

Securities designated at fair value.........cccoeeveeeecenecvesecesieenns
Loans and advancesto banks...........ccecveveveviesiseeieesese s

Thegroup The bank
2013 2012 2013 2012
£m £m £m £m
16,661 15,387 3,983 4,373
6,903 7,122 3,983 4,373
9,714 8,236 - -
16,617 15,358 3,983 4,373
44 29 — —
16,661 15,387 3,983 4,373
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Notes on the Financial Statements (continued)

17 Derivatives

Fair values of derivatives by product contract type held

The group

Foreign exchange ......

Interest rate ........

Commodity and other ...
Gross total fair values ...
IN[=: 1174 o

Commodity and other
Grosstotal fair values
Netting ...c.ccovereenens

The bank

Commodity and other
Gross total fair values
IN[=: 1174 o

Foreign exchange ......
Interest rate.................

Commodity and other ...

Gross total fair values

At 31 December 2013

Assets Liabilities
Trading Hedging Total Trading Hedging Total
£m £m £m £m £m £m
32,851 245 33,096 (33,644) (159) (33,803)
244,392 997 245,389 (240,448) (1,809)  (242,257)
10,296 - 10,296 (13,001) - (13,001)
3,713 - 3,713 (3,582 - (3,582)
865 - 865 (829) - (829)
292,117 1,242 293,359 (291,504) (1,968)  (293,472)
(156,120) 156,120
137,239 (137,352)
At 31 December 2012
Assets Liabilities
Trading Hedging Total Trading Hedging Total
£m £m £m £m £m £m
28,212 2 28,214 (30,962) (25) (30,987)
352,380 1,247 353,627 (349,088) (2,261)  (351,349)
8,523 - 8,523 (11,074) - (11,074)
4,787 - 4,787 (5,123) - (5,123)
646 - 646 (551) - (551)
394,548 1,249 395,797 (396,798) (2,286)  (399,084)
(217,989) 217,989
177,808 (181,095)
At 31 December 2013
Assets Liabilities
Trading Hedging Total Trading Hedging Total
£m £m £m £m £m £m
33,260 192 33,452 (33,965) (159) (34,124)
163,636 746 164,382 (162,402) (1,123)  (163,525)
10,137 - 10,137 (12,578) - (12,578)
3,713 - 3,713 (3,579 - (3,579)
880 - 880 (845) - (845)
211,626 938 212,564 (213,369) (1,282)  (214,651)
(99,941) 99,941
112,623 (114,710)
At 31 December 2012
Assets Liabilities
Trading Hedging Total Trading Hedging Total
£m £m £m £m £m £m
28,329 - 28,329 (30,905) - (30,905)
238,711 645 239,356 (236,121) (1,704)  (237,825)
8,450 - 8,450 (10,746) - (20,746)
4,787 - 4,787 (5,121) - (5,121)
652 - 652 (558) - (558)
280,929 645 281,574 (283,451) (1,704)  (285,155)
(141,234) 141,234
140,340 (143,921)
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Notes on the Financial Statements (continued)

Use of derivatives

The group transacts derivatives for three primary purposes: to create risk management solutions for clients, to
manage the portfolio of risks arising from client business, and to manage and hedge the group’s own risks.
Derivatives (except for derivatives which are designated as effective hedging instruments as defined in IAS 39) are
held for trading. The held for trading classification includes two types of derivatives: those used in sales and trading
activities, and those used for risk management purposes but which for various reasons do not meet the qualifying
criteriafor hedge accounting. The second category includes derivatives managed in conjunction with financial
instruments designated at fair value. These activities are described more fully below.

The group’ s derivative activities give rise to significant open positionsin portfolios of derivatives. These positions
are managed constantly to ensure that they remain within acceptable risk levels, with matching deals being used to
achieve this where necessary. When entering into derivative transactions, the group employs the same credit risk
management procedures to assess and approve potential credit exposures that are used for traditional lending.

Trading derivatives

Most of the group’ s derivative transactions relate to sales and trading activities. Sales activities include the
structuring and marketing of derivative products to customers to enable them to take, transfer, modify or reduce
current or expected risks. Trading activities in derivatives are entered into principally for the purpose of generating
profits from short-term fluctuations in price or margin. Positions may be traded actively or be held over a period of
time to benefit from expected changes in currency rates, interest rates, equity prices or other market parameters.
Trading includes market-making, positioning and arbitrage activities. Market-making entails quoting bid and offer
prices to other market participants for the purpose of generating revenues based on spread and volume; positioning
means managing market risk positions in the expectation of benefiting from favourable movementsin prices, rates or
indices; arbitrage involves identifying and profiting from price differentials between markets and products.

As mentioned above, other derivatives classified as held-for-trading include non-qualifying hedging derivatives,
ineffective hedging derivatives and the components of hedging derivatives that are excluded from assessing hedge
effectiveness. Non-qualifying hedging derivatives are entered into for risk management purposes but do not meet the
criteriafor hedge accounting. These include derivatives managed in conjunction with financial instruments
designated at fair value.

Gains and losses from changes in the fair value of derivatives, including the contractual interest, that do not qualify
for hedge accounting are reported in ‘ Net trading income’, except for derivatives managed in conjunction with
financial instruments designated at fair value, where gains and losses are reported in * Net income from financial
instruments designated at fair value', together with the gains and losses on the hedged items. Where the derivatives
are managed with debt securities in issue, the contractual interest is shown in ‘ Interest expense’ together with the
interest payable on the issued debt. Substantially all of the group’ s derivatives entered into with the group’s
undertakings are managed in conjunction with financial liabilities designated at fair value.

Notional contract amounts of derivatives held for trading purposes by product type

At 31 December

Thegroup The bank
2013 2012 2013 2012
£m £m £m £m
FOreign eXChange .........ccoceurrririnenriicccceeee e 2,343,902 1,752,454 2,375,578 1,787,854
Interest rate 13,612,533 10,694,278 9,581,060 7,465,092
Equity ........... 336,980 285,442 330,845 279,793
Credit ........... 263,524 339,538 263,531 339,543
Commodity 34,233 41,533 35,414 44,246
Total dENiVALIVES ...t 16,591,172 13,113,245 12,586,428 9,916,528

The notional or contractual amounts of these instruments indicate the nominal value of transactions outstanding at the
balance sheet date; they do not represent amounts at risk.

Derivatives valued using models with unobservable inputs

The difference between the fair value at initial recognition (the transaction price) and the value that would have been
derived had valuation techniques used for subsequent measurement been applied at initial recognition, le