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Prior period information

Financial Highlights of the group 2012 and 2011

2012 2011
For theyear (Em)
Profit on ordinary activities before tax™ .. 1,004 3,111
Total OPErating INCOME......c.civiviuiiiririeieere sttt 15,407 16,205
Net operating income before loan impairment charges and other credit risk provisions...........c.ccoceeevenenene. 12,488 14,023
Profit attributable to shareholders of the parent COmMPANY ..o 2,384 2,329
At year-end (Em)
Total equity attributable to shareholders of the parent Company ..........cocoeeorrieeinnecee s 31,675 31,090
RISK WEIGNEEA BSSELS ... 193,402 227,679
Loans and advances to customers (net of impairment allOWaNCES) ..........coeveeererieiirieneerieesees e 282,685 288,014
CUSLOMES BCCOUNES ...ttt bbb bbb bbb bbb 324,886 346,129
Capital ratios (%)
COME TIEN L TAHO vttt 114 9.1
LIS S0 = T SO O TP 124 10.0
TOLAl CAPITAl FBLIO. ... ettt ettt bt et b e e e b e s e s e e b e e e bese et e b e b e bt e s eneebeneebeseeseeneaban 17.3 144
Performanceratios (%)
Return on average invested capital (0n UNderlying basis)?............cccveuevereeeeeeeeeeeeieeeeseeeeeeeessee s sesseenen 6.2 47
Return on average invested capital (on reported basis) ..........cccccvveennee. 32 6.6
Return on average shareholders' funds (equity) of the parent company 35 74
Post-tax return 0N aVerage total BSSELS .........coviriririeiere ettt e 0.1 0.2
Pre-tax return on average risk-Weighted @SSELS ........cc.cveerieirieiereie et e ss e ene s 0.5 15
Dividend payout ratio* 118.4 76.9
Credit coverageratios (%)
Loan impairment charges as a percentage of total operating iNCoOME ..........c.corireierenne e 8.1 75
Loan impairment charges as a percentage of average gross CUStOMEr 80VANCES .........cccovereveererereeueneeerenenns 0.5 04
Efficiency and revenue mix ratios (%)
(@10 W= TeIT= 070V - L] TP 82.0 66.2
As apercentage of total OPErating INCOIMIE ........cviiiieuiuiririiieiee ettt
- net interest income 448 44.6
= NEEFEEINCOITIE ..ottt 245 241
B Ao (1o ot oSS 119 95
Financial ratios (%)
Ratio of customer advances to CUSLOMET BCCOUNLS ...........cucuererrrirrmrerererererereeseseesese e 87.0 83.2
Average total shareholders’ equity tO average total BSSELS..........coererereriirerererieeree s 34 33

1 Excludesgain on sale of £1,265 million of HSBC Private Banking Holdings (Suisse) SA to HSBC Holdings plc.

2 Thereturn on average invested capital measures the return made in the business, enabling management to benchmark the group against
competitors. Thisratio is defined 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-sal e 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 statementsare
dividends per ordinary share declared in a year and are not dividends in respect of, or for, that year.

5 The cogt 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 changesin the group structure since 2011.
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Prior period information (continued)

Key Performance Indicator s

The Board of Directors monitors the group’s progress against its strategic objectives on a regular basis. Progress is
assessed by comparison with the group strategy, operating plan targets and historical performance. Further information on
the key performance indicators is given on page 7 of the Annual Report and Accounts 2013.

Financial KPIs

2012 2011
% %
RiSK adjusted rEVENUE GIOWEN ......vcveieeieceesieiete ettt st sa et naenenreneas (9.3) (5.5)
Cost EffiCIENCY .vvvvveereeireereiee e 82.0 66.2
Pre-tax return on average risk-weighted assets .. . 05 15
COrE N L CAPITAL ...voeeueeeerieietere ettt b bbbt b e e e bt e e e b e e e b e eeebe s b e e e b e e e e se et e e nbe s ebeneens 114 9.1
Financial summary
Summary consolidated income statement
2012 2011
£m £m
NEL INEETESE INCOME ...ttt ettt st et e e e s e e s et e besae et e eaeeseeasessebesaeebeenseneentesaentenneas 6,004 7,223
Net feeincome ..... 3,781 3,900
Trading income ... 1,834 1,536
Net income from financial instruments designated at fair value . 118 433
Gains less losses from financial investments ...........ccoccceeeeee. " 336 292
Net earned INSUFANCE PrEMIUITIS .....ccouiiiiuirieiirieieteseeesteesseseeteseeseeseseesesseseseeesbeseesesbesesseseseseeneabeneenenas 2,286 2,580
Other OPEFaLiNG INCOME ....eveieiireeeet ettt ettt b ettt b s e bbbt e b b e st ne bt ae b b es e nenas 148 241
Total operating income " 15,407 16,205
Net insurance claims incurred and movement in liabilities to policyholders (2,919) (2,182)
Net operating income before impairments and ProViSIONS ........ococeeeerereerierene e 12,488 14,023
Loan impairment charges and other credit risk ProViSIONS ........cocoeicirenieienieiesie e (1,245) (1,623)
NEL OPEr ALING INCOME ....oiuiiieiiiiiet ettt bbbt bbbt e bt b ket ne b 11,243 12,400
Total operating expenses' ... (10,236) (9,288)
Operating profit ... . 1,007 3,112
Share of profit in associates and JOINT VENLUIES .........ccccciiiiriiiieereeesie et 3) (1)
PrOfit DEfOI @ TAX ...uiiviieiie ettt ettt et b et b b e ean 1,004 3111
TaX CTEUI/(EXPENSE) ...eveueeuieeierteieiereeie et ste st et st e e e e besbe e e be e e he s esese e e ebesb et e beneeb e b ebesb et ebesbenesbenenaeanane 156 (734)
Profit for the year before discontinued OPErations ..........cccoeeirirrieeiinnieee e 1,160 2,377
Gain on sale of diSCoNtiNUEH OPEFBLIONS ..........c.evueveeieeieesseee st ssssssss s ses s ssss s ssssnes 1,265 -
Profit fOF TNEYEAN ... et b e st b et e et ne e 2,425 2,377
Profit attributable to shareholders of the parent COmMPANY ..o 2,384 2,329
Profit attributable to NON-CONtrolliNg INEEMESLS .......ccveveiriiieerieiseee e naeneas 41 48

1 Total operating expenses include £1,379 million of provisions relating to customer redress programmes in 2012, compared to £507 million in 2011, other
provisions including £84 million for vacant space and impairment on associated assets, operational losses of £65 million resulting from closed account
balances of dissolved companies, restructuring costs of £193 million in 2012 compared to £237 million in 2011 and an accounting gain in the UK of £360
million resulting from legislative change in the inflation measure used to calculate the indexation of certain pension liabilitiesin May 2011.

2 On the 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.
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Review of business performance

2012 compared with 2011

HSBC Bank plc and its subsidiary undertakings reported
profit before tax of £1,004 million, 68 per cent lower than
2011. Thiswas primarily due to adverse fair value
movements on own debt attributable to credit spreads of
£1,055 million, compared with favourable movements of
£832 million in 2011 and provisions for UK customer
redress programmes of £1,379 million, which compared
with £507 million in 2011. Thiswas partly offset by
favourable Global Banking and Markets revenues,
notably in the Rates and Credit businesses as spreads on
eurozone bonds tightened and investor sentiment
improved. Impairment charges also fell dueto lower
credit risk provisionsin Global Banking and Markets
notably in the legacy credit portfolio, and improved
delinquency ratesin Retail Banking and Weslth
Management due to the continued improvement in the
quality of these portfolios with a higher proportion of
secured lending.

Excluding the fair value movement on own debt and
customer redress provisions, profit before tax was 23 per
cent higher than in 2011.

During the year, the group continued to make
progress in reshaping the businessin Europe. The
disposal of non-core businesses has simplified the
European portfolio, allowing the group to concentrate
resources on businesses where sustainable profits and
growth can be delivered and risks managed effectively.
During 2012, business exits from Hungary, Georgia,
Slovakia, Retail Banking and Wealth Management in
Russia and Poland, and the disposals of Property Vision
in the UK, insurance and reinsurance businessesin
Ireland, and the retail equities brokerage in Greece were
completed.

In November 2012, in line with HSBC' s strategy,
which includes simplifying the management of the
Group, the legal ownership of HSBC Private Banking
Holdings (Suisse) SA, the principal holding company for
the Group’ s Global Private Banking entities, was
transferred to HSBC Holdings plc. The ownership of
HSBC Private Bank (UK) Limited and alimited number
of other private banking businesses remain with HSBC
Bank plc.

Progress continues to be made in aigning the
businesses in country to their respective global business
operating models. Thisis planned to reduce complexity
and lower costsin asustainable way. Total restructuring
costs of £193 million were incurred as a result of
organisationa effectiveness and other initiatives which
delivered sustainable cost savings of approximately £451
million.

Retail Banking and Wealth Management continued
to make progress in delivering against strategy. In the
UK, there was growth in mortgage balances resulting

from the success of competitive offers and marketing
campaigns. Changes were made to the structure of the
UK wealth management business and its products were
enhanced to meet new regulatory requirements. The
expansion of the business continued in Turkey, notably in
personal lending and cards, while in France there was
strong growth in both mortgage and deposit balances.

Commercia Banking continued to invest in the UK,
increasing the number of International Relationship
Managers and launching an International Small and
Medium Enterprise (* SME’) Fund to support UK
businesses that trade, or aspire to trade, internationally.
Dedicated ‘ China Desks', which aim to provide local
support to Chinese companies as they look to expand
their international businesses, were established in the UK,
France and Germany. Growth in Payments and Cash
Management revenues reflected higher transaction
volumes from new mandates and investmentsin new
products. In line with the strategy, the Business Banking
segment continued its focus of attracting and servicing
international SMESs. In the UK sales of interest rate
protection products to customers in the Business Banking
segment were withdrawn.

Global Banking and Markets continued to develop
cross-product capabilities in the growing renminbi
market. In the first half of 2012, the group issued the first
international renminbi bond outside of Mainland China
and Hong Kong. Since then a number of significant
transactions, supported by collaboration with other
regional teams, has reinforced HSBC' s position as the
leading house for international renminbi issuance. In the
Foreign Exchange business, the focus remained on
enhancing product offeringsin e-FX platformsto a
broader client base. In Payments and Cash Management,
the business won a number of mandates and implemented
the Global Liquidity Solutions proposition to provide
advanced liquidity management functionality for clients.
Global Banking and Markets continues to actively
manage down the legacy credit exposures using a clear
economic framework for making disposal decisions.

In 2012, Global Private Banking repositioned its
business model and target client base to focus on selected
priority markets. Building on existing product strengths
and leveraging Group capabilities the business will focus
on meeting the needs of higher net worth international
and domestic customers. Thiswill provide clients with
globally consistent products and services while improving
co-ordination of marketing and servicing activity.

The following items are significant in a comparison
of 2012’ sresults to 2011:

e provisionsof £1,379 million in 2012 and £507
million in 2011. In 2012, this included £938 million
estimated redress for the possible mis-selling of PP
policies and £375 million in relation to the possible
mis-selling of interest rate protection products, of
which £168 million relates to the estimated redress
payable to customers;



HSBC BANK PLC

Prior period information (continued)

e other provisionsincluding £84 million for vacant
space and impairment on associated assets;

e operational losses of £65 million resulting from
closed account balances of dissolved companies;

e operating expenses of £193 millionin 2012in
relation to restructuring, compared to £237 million in
2011; and

e an accounting gain of £360 million resulting from
legislative change in the inflation measure used to
calculate the defined benefit obligation in the UK for
deferred pensions recognised in 2011.

Net interest income decreased by £319 million or 4
per cent. Balance Sheet Management revenues declined
asyield curves continued to flatten and interest rates
remained low. The redeployment of liquidity from
disposals of available-for-sale debt securitiesto relatively
lower yielding central bank placements also contributed
to the decline.

In Retail Banking and Wealth Management net
interest income was lower primarily due to lower deposit
spreadsin France. Thiswas partly offset by an increasein
Turkey due to growth in average personal lending and
credit card balances due to business expansion and strong
growth in UK average residential mortgage balances and
margins.

Net interest income increased in Commercial
Banking due to improved lending balances in the UK and
Turkey partialy offset by lower deposit spreadsin
France.

Net interest income decreased in Global Private
Banking reflecting the impact of the inclusion of only 10
months in 2012, following the transfer of the majority of
the segment to HSBC Holdings plc, compared to afull
year in 2011. The redeployment of liquidity from higher
yielding debt securities which had matured to relatively
lower yielding securities a so contributed to the decline,
as the business selectively managed exposures to
eurozone sovereign debt.

Net fee income declined by £119 million or 3 per cent
mainly dueto afall in brokerage feesin Global Private
Banking following the transfer of the majority of the
business segment to HSBC Holdings plc at the beginning
of November 2012. In Commercial Banking, new
mandates earned in Payments and Cash Management and
higher transaction volumes in Global Trade and
Receivables Finance resulted in higher levels of net fee
income in the UK. Higher net fee income in Retall
Banking and Wealth Management reflected lower levels
of insurance fees payable and increased levels of cards
feeincome in Turkey. The growth in Global Banking &
Markets fees reflected increased client demand for debt
capital financing.

Trading income increased by £298 million or 19 per
cent primarily due to significantly higher Rates and

Credit revenues as spreads tightened and investor
sentiment improved following stimuli by central banks.
This was despite significant adverse fair value
movements in Rates, including a charge from own credit
spreads on structured liabilities as spreads tightened
which compared with again reported in 2011. In
addition, there was a net charge of £196 million asthe
result of a change in estimation methodology in respect of
credit valuation adjustments on derivative assets and
debit valuation adjustments on derivative liabilities.
Foreign Exchange income was also stronger as aresult of
robust client flows.

Foreign exchange losses were reported on trading
assets held as economic hedges of foreign currency debt
designated at fair value, which are offset in ‘Net income
fromfinancial instruments designated at fair value'.

Net income from financial instruments designated at
fair value decreased by £315 million or 73 per cent in
2012. Excluding the adverse fair value movements due to
the change in credit spreads on own debt held at fair
value, net income from financial instruments designated
at fair value was £ 1,173 million in 2012 compared with a
net expense of £399 million in 2011. This reflected
favourable foreign exchange movements on foreign
currency debt designated at fair value issued as part of the
bank’s overall funding strategy, with an offset reported in
‘Trading income’. In addition, net investment gains were
recognised on the fair value of assets held to meet
liabilities under insurance and investment contracts as
market conditions improved, compared with net
investment losses in 2011. The corresponding movement
in ligbilities to customersis recorded under ‘ Net
insurance claims incurred and movement in liabilities to
policyholders’ to the extent that these investment gains or
losses were attributed to policyholders holding unit-
linked insurance policies and insurance or investment
contracts with Discretionary Participation Features
(‘DPFs)).

Gains lesslosses from financial investments were
£44 million or 15 per cent higher than in 2011 mainly
from higher gains on the disposal of available-for-sale
debt securities as part of portfolio management activities.
This was partly offset by losses on the disposal of legacy
assetsin Global Banking and Markets in the UK.

Net earned insurance premiums decreased by £294
million or 11 per cent mainly due to lower life insurance
salesin Retail Banking and Wealth Management in
France as aresult of the adverse economic environment
and increased competition from other banking products.
The disposal of the insurance and reinsurance businesses
in Ireland in 2012 &l so contributed to the decline.

Other operating income decreased by £93 million
or 39 per cent. Thisincluded losses on the sale of
certain syndicated loans in Global Banking and
Marketsin the UK.
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Net insurance claims incurred and movement in
liabilities to policyholdersincreased by £737 million
driven by gains on the fair value of assets held to support
policyholder contracts, with a corresponding increase in
‘Net income from financial assets designated at fair
value' . Thiswas partly offset by lower reserves
established for new business reflecting the declinein
premiumsin France, together with the run down and
subsequent disposal of the insurance and reinsurance
businessesin Ireland in 2012.

Loan impairment charges and other credit risk
provisions decreased by £378 million or 23 per cent.
Global Banking and Markets reported lower credit risk
provisions on available-for-sal e asset-backed securities
driven by an improvement in underlying asset prices, as
well aslower charges on Greek sovereign debt. In
addition, there was a reduction in loan impairment
chargesin Retail Banking and Wealth Management in the
UK as the business continued to identify and monitor
customers facing financial hardship and focused personal
lending growth on higher quality assets. This reduction
was partly offset by higher impairment charges driven by
growth in the card and personal lending portfoliosin
Turkey. The increase in Commercial Banking was due to
anumber of specific impairmentsin the UK and higher
impairment charges in Greece, Spain and Turkey. The
lower impairment charge in Group Private Banking
reflected the non-recurrence of provisions against Greek
debt securitiesin 2011.

Total operating expenses increased by £948 million
or 10 per cent. Thisincluded additional provisions of
£1,379 million in 2012 in respect of customer redress
provisions, primarily in the UK, compared with a charge
of £507 millionin 2011. These provisionsincluded £938
million for the possible mis-selling of Payment Protection
Insurance (‘PPI’) policies and £375 million in relation to
the possible mis-selling of interest rate productsin
previous years, of which £168 million relates to the
estimated redress to be paid to customers.

Costs al so rose due to the non-recurrence of a credit
of £360 million following a change in the inflation
measure used to calculate the defined benefit obligation
in the UK for deferred pensions. Restructuring costs of
£193 million were £44 million lower than in 2011, as the
review initiated in 2011 to improve cost efficiency
continued to be implemented and the group completed
disposals and exits across Europe.

Excluding these items, costs fell during 2012. Strict
cost control and the continued delivery of organisational
effectiveness programmes resulted in sustainable cost
savings of approximately £451 million. The number of
employees (expressed in FTES) at the end of the 2012
was 7 per cent lower than at the end of 2011. This
reflected the planned net reduction of staff numbers
across the group from organisational effectiveness
initiatives and business disposals.

The savings obtained through the organisational
effectiveness programmes and business disposals enabled
the group to invest in strategic initiatives including
certain business expansion projects and enhance
processes and technology capabilities.

Given the UK statutory tax rate of 24.5 per cent, the
effectivetax rate (' ETR’) for HSBC Bank plc would be
expected to be at or around thislevel. In 2012 the ETR
would have been approximately 23.3 per cent except for
the impact of specific non-recurring items. Adjustments
in respect to prior years and non-taxable income on the
sale of HSBC Private Banking Holdings (Suisse) SA
reduced the 2012 ETR by 16.1 per cent and 14.1 per cent
respectively. The adjustment in respect of prior years
includes items on which HSBC Holdings plc has agreed
to assume the bank's liability as part of a settlement with
the UK tax authorities and atax recovery in respect of
European dividends following arecent favourable ruling
by the European Court of Justice. The amount of foreign
exchange revaluation reserve recycled through the
Income Statement, following the sale of HSBC Private
Banking Holdings (Suisse) SA, of £1,258 million which
is not taxable also reduced ETR. As aresult of these one -
off items the ETR for the year was a credit of 6.9 per
cent.
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Review of business position

Summary consolidated balance sheet’

2012 2011
£m £m

L= = 1SS TSRS 815,481 827,970
Cash and balances @ CeNtral DANKS...........o.ci ettt be s 51,613 56,460
Trading @SSetS.......cevvvrvnrrerniniicceeeens 161,516 126,598
Financial assets designated at fair value... 15,387 15,332
Derivative assets .......ccvvervevevevvrrrerenenes 177,808 176,993
Loans and advances to banks..... 32,286 44,603
L 08NS aNd B0VANCES 1O CUSLOIMIEYS........ceueitiuieieieierteseetesee e stesesiesseseseesssseseeseebeseeseabesesse s ebeseenesbeseeseebenessensebesee st ebeseenenan 282,685 288,014
FINANCIE] INVESIMENES ...t n et nenenas 71,265 93,112
ONEY <.tttk R R R R R R R R E e E R R R bbb b nen e 22,921 26,858
Total liabilities..... 783,281 796,366
Deposits by banks.... 39,571 41,032
Customer accounts... 324,886 346,129
Trading liabilities.......cccoovvvvvvcccne 122,896 119,211
Financial liabilities designated at fair value. . 32,918 31,992
DErVALIVE [TBDITITIES. ...ttt et b et b et b e e et e b e se e bt s b et e b et e bt sb e e et e ne e bt neennenan 181,095 178,121
DEDE SECUMTIES N TSTUE. ...ttt sttt et b e e et b e e e he e b e s e eb e s e b e se et e b e se e Rt e b enees e s e b e nbe e ebeseeneaban 40,358 42,688
Liabilities under iNSUranCe CONtFACES ISSUBH ........c.crurueuiuiririeieteiresieees ettt sttt ettt 17,913 16,347
(@17 SO 23,644 20,846
T OLAI EOUITY ..neeeeetcert ettt bbbt h bbb e bbb e e E bt bbb e e bttt nn 32,200 31,604
Total shareholders’ equity ... . 31,675 31,090
NON-CONETONING INEEIESES. ... ettt ettt e et e e e b b et e b e e e st b e s s eb e s e heeE e e e bt se e st e b eneebe s esenb et ebeseeneanan 525 514
Summary of key balances on a continuing operations basis’

2012 20112

£m £m

LI = = 1SS TSRS 815,481 780,598
Of which:
Cash and balances @ CeNtral DANKS...........o.ci ittt s 51,613 50,023
Loans and advances to customers.. . 282,685 273,271
FINANCIAl INVESIMENES ...ttt sttt b e st e e e e b e e e st b e s e eb e e e e he e A e e e bt se e Rt e b e neeb e b e se st et ebeneeneanan 71,265 75,421
IO =V = o L =TSSR 783,281 756,081
Of which:
CUSIOMEN BOCOUNES «...vvvveevesssssssseseesssessssessses st s s ssessses s st se s s s b s s s s s s b s st s bbbt bs bbbt st [ 324,886 | 296,900 |

1 Reported balances as at 31 December.
2 Excludes HSBC Private Banking Holdings (Suisse) SA balance.



HSBC BANK PLC

Prior period information (continued)

Movements in 2012

Total reported assets were £815 billion, 2 per cent lower
than at 31 December 2011.

Excluding the effect of the transfer of HSBC Private
Banking Holdings (Suisse) SA to HSBC Holdings plc,
total assets increased by 4 per cent.

The following commentaries are after adjusting for
the impact of the transfer of HSBC Private Banking
Holdings (Suisse) SA.

The group maintained a strong and liquid balance
sheet with the ratio of customer advances to customer
accounts at 87.0 per cent (2011: 83.2 per cent).

The group’ s reported coretier 1 ratio stood at 11.4
per cent (2011: 9.1 per cent).

Assets

Cash and balances at central banks rose by 3 per
cent as agreater portion of the surplus liquidity was
placed with central banks, reflecting both the group’s
conservative risk profile and growth in customer deposits.

Trading assets increased by 28 per cent. At the end
of 2011, as eurozone debt concerns dominated the global
economy, the group reduced its holdings of debt and
equity securities and did not replace maturitiesin the
reverse repo book. In 2012, client activity increased from
these subdued levels and resulted in arise in reverse repo
and securities borrowing balances, together with higher
holdings of equity securities.

Financial assets designated at fair value werein line
with 2011.

Derivative assets were broadly in line with
December 2011 levels. The downward movementsin
yield curves of major currencies led to arisein thefair
value of interest rate contracts. This was offset by a
declinein the fair value of credit derivative contracts as
spreads tightened, and reduced fair values of foreign
exchange derivatives.

Loans and advances to banks declined by 21 per
cent, driven by areduction in reverse repo balancesin
Europe.

Loans and advances to customers increased by 3 per
cent. Residential mortgage balances continued to grow
strongly, reflecting the success of marketing campaigns
and competitive pricing in the UK. In addition, an
increase in lending to corporate customers, the result of
demand for credit from SMEsin the UK, and higher
levels of corporate overdraft balances which did not meet
netting criteria also contributed to the increase the UK.
Lending to Globa Banking and Markets customers
declined as aresult of the disposal of selected positions as
exposure to certain sectors was reduced, together with a
small number of large repayments. Reverse repos
balances also declined.

Financial investments declined by 6 per cent as part
of the group’ s redeployment of liquidity arising following
the strategic disposal of government debt securities.

Liabilities
Deposits by banks declined by 15 per cent due to

lower placements by, and repo activity with, other
financial institutions.

Customer accounts rose by 9 per cent. Thiswas
driven by higher Payments and Cash Management
balances and arise in deposits in the UK reflecting the
success of deposit gathering campaigns. The increasein
current accounts, in the UK, was also attributable to the
rise in overdrafts which did not meet netting criteria, with
a corresponding rise reported in loans and advances to
customers.

Trading liabilities grew by 3 per cent, largely due to
a decrease in the number of repos that were eligible for
netting.

Derivative liabilities increased by 2 per cent. The
derivative businesses are managed within market risk
limits and, as a consequence, the increase in the value of
‘Derivative liabilities' broadly matched that of
‘Derivative assets .

Debt securitiesin issue fell by 12 per cent as
maturing bonds and certificates of deposit were not
replaced. Thiswas compounded by paydowns of
commercial paper during the period.

Liabilities under insurance contracts increased by 10
per cent. The increase was driven mainly by reserves
established for new business premiums written in France,
together with an increase in equity markets, which
resulted in an increase in the fair value of assets held to
support unit-linked and investment and insurance
contracts with DPFs.

Equity

Total shareholders’ equity rose by 2 per cent, mainly
due to the favourable movement on the available-for-sale
reserve from a negative balance of £2,020 million at 31
December 2011 to a negative balance of £266 million at
31 December 2012, reflecting an improvement in the fair
value of these assets.
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Performance and Business Review

Profit on ordinary activities before tax

Retail Banking and Wealth Management ............cocooverenenneneeieseienins
Commercial Banking ......cccoeevveeverieiinieieneiseseee e
Global Banking and Markets .........ccoceoveerieeneienenieeseieseseseseseseesessenens
Global Private Banking .........cccccoeirieiiiinnisiceseseeesie e
Other/INErSEgMENt? —.........ovceceeeere e eeeeteeeesee et

Retail Banking and Wealth Management

NEL INLENESE INCOME ...ttt ere s
NELFEEINCOME ...ttt nnens

Trading income*

Other INCOME.......cuiiiiici e
Net operating income before impairments and provisions............ccc.coe.e...
Loan impairment charges and other credit risk proviSions............ccccceeeee

Net OpErating iNCOME ......c.covvveeiiririereiei e

Total operating expenses

OPErating Profit ...oecoreeieeere e
Share of profit in associates and jOiNt VENTUES...........cvveeeerereeeeininnneeens

Profit DEfOr@taX .....occveiieciiicecececeese st

Profit before tax — by country

United KiNGOOM.........cviiieeieeiseseseiee e snens
FTAINCE.. .ttt st saa e st e st et eete et ans

In the 2012 Annual Report and Accounts, the group’s
segments reported under IFRS 8 Operating Segments
were: UK Retail Banking, Continental Europe Retail
Banking, Global Banking and Markets, Global Private
Banking and Other. Following the sale of HSBC Private
Banking (Suisse) SA in November 2012, which made up
the magjority of Global Private Banking, and a
reorganisation of reporting lines, operating segments
were reviewed for all reporting periods from 1 January
2013. The group has revised its operating segments, to:
Retail Banking and Wealth Management, Commercial
Banking, Global Banking and Markets, Global Private
Banking and Other. The 2012 and 2011 comparatives
have been adjusted accordingly.

Overview

Retail Banking and Wealth Management reported a profit
before tax of £411 million, 49 per cent lower than 2011.
This was primarily due to an increase in provisions
recognised in respect of customer remediation
programmes, partially offset by lower loan impairment
charges.

2012 2011

£m £m

Reported Reported

.............................................. 411 806
.............................................. 766 1,051
.............................................. 642 (94)
---------------------------------------------- 480 528
.............................................. (1,295) 820
1,004 3,111

2012 2011

£m £m

.............................................. 3,394 3,438
.............................................. 1,532 1,520
32 39

.............................................. (52) 14
.............................................. 4,906 5,011
.............................................. (248) (408)
.............................................. 4,658 4,603
(4,248) (3,796)

.............................................. 410 807
.............................................. 1 (1)
.............................................. 411 806
2012 2011

£m £m

.............................................. 309 811
.............................................. 85 43
.............................................. 18 24
.............................................. (20) 4
.............................................. 26 19
.............................................. (6) (95)
411 806

For Retail Banking and Wealth Management, the
following items are significant in a comparison of 2012's
results against 2011

provisions of £982 million in 2012 and £493 million
in 2011. In 2012, thisincluded £938 million
estimated redress in respect of the possible mis-
selling of PPl policies; and

e restructuring costs of £47 million in 2012 and £118
million in 2011 resulting from business
transformation initiatives; and

e anaccounting gain of £162 million resulting from
legislative change in the inflation measure used to
calculate the defined benefit obligation in the UK for
deferred pensions recognised in 2011.

Excluding the above items, Retail Banking and
Wealth Management profit before tax was £1,440
million, 15 per cent higher than 2011.

In Retail Banking and Wealth Management, progress
continued on delivering the strategy of building long-term
sustainable relationships with target customers with
particular focus on mortgage lending and wealth
management. The share of new UK mortgage lending in
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2012 was 12 per cent, which was higher than the 10 per
cent share of new lending in the prior year, while
maintaining aloan-to-value ratio of 52 per cent. New
mortgage lending of £19.5 hillion was approved during
2012, compared to the group’ s original lending
commitment of £15 billion, with £5 billion approved for
first time buyers.

During the year, the group’ s Wealth Management
products and services were re-designed in accordance
with the changes in regulation arising from the Financial
Services Authority's Retail Distribution Review, which
will be introduced on 1 January 2013. The business
continues to offer a competitive fee-based financial
advice service to Premier customers.

Retail Banking and Wealth Management benefited
from the non-recurrence of the restructuring costsin
France in 2011 and the previously announced closures of
businesses in Poland, Russia, Georgia, Slovakia and
Hungary. Thiswas partialy offset by the cost of business
expansion in Turkey and the impact from the disposal of
the insurance and reinsurance businessesin Ireland. The
focus continues to be on simplifying the existing business
and continued development in Wealth Management
targeting the mass affluent market.

Financial perfor mance

Net interest income decreased by £44 million or 1 per
cent primarily due to lower deposit spreadsin France
reflecting the adverse market conditions, partly offset by
higher personal lending and mortgage balancesin Turkey
due to business expansion.

Net fee income was £12 million or 1 per cent higher
compared to 2011, primarily dueto alower level of
commissions paid following the winding down and
disposal of the insurance business and reinsurance
businessesin Ireland, along with growth in card volumes
in Turkey. This was partly offset by lower fees from
assets under management in France dueto afall in
average client assets from net money flow and lower
general insurance revenues in the UK.

Trading income decreased by £7 million or 18 per
cent due to adverse fair value adjustments on non-
qualifying hedges on the French mortgage portfolio along
with adverse market movements on derivatives used as
economic hedges in the insurance business in France.
This was partly offset by an increase in the UK as aresult
of bringing the provision of travel money servicesin-
house during 2011.

Other income decreased by £66 million due to the
impact of the one-off gain arising from the changein
methodology used in the recognition of wealth insurance
products sold in 2012, along with lower Wealth revenues
which were impacted by structural changes made to the
business in anticipation of the changesin regulation
arising from the Retail Distribution Review in the UK. In
addition, other income in Ireland was lower dueto the
winding down and disposal of the insurance and
reinsurance businesses. These were partly offset by
higher insurance manufacturing revenues in France.

Loan impairment charges and other credit risk
provisions decreased by £160 million or 39 per cent
lower due to lower levels of delinquency across the
secured and unsecured portfolios resulting from the
continued focus on improving collections and the high
quality of new business booked over the last four yearsin
the UK. Thiswas partly offset by an increase in loan
impairment charges in Turkey as the balance sheet grew
due to business expansion.

Total operating expenses rose by £452 million or 12
per cent. Excluding the customer redress provisions of
£982 million in 2012 compared with £493 million in
2011, restructuring costs and the £162 million accounting
gain arising from changes in indexation of certain pension
liabilities recognised in 2011, operating expenses were
£128 million or 4 per cent lower than prior year. Cost
reductions were delivered through sustainable cost
savings and the re-engineering of business processes that
commenced in 2011 along with the completion of
business exits and disposals.
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Commercial Banking

2012 2011
£m £m
INEL TNEEIESE INMCOME ...ttt ettt b et b e e b et h s b et et e seeae e b et e b e s e b e se et et e e enennan 2,037 1,939
Net feeincome........ccoeveee 1,047 1,022
Trading income... 26 13
Other income 70 90
Net operating income before impairments and provisions 3,180 3,064
Loan impairment charges and other credit risk provisions (699) (600)
NEL OPEr ALING INCOME ...ttt ettt bbbttt bbbt e bbbk ne b 2,481 2,464
Total operating expenses .... (1,715) (1,413)
Operating Profit ....ccccoveererneeenrreeeseeeneees 766 1,051
Share of profit in associates and JOINT VENLUIES..........cccciiurerieirieree et - —
PrOfit DEfOr @ TAX ...ttt ettt e e 766 1,051
Profit before tax — by country
2012 2011
£m £m
LT 0= o I QT 0T o (oo RSSO 529 765
France.... 128 120
Germany 41 44
BI04,V TS 45 39
IVTAITAL <.t bbbttt b et . 33 45
(01101 SO (10) 38
766 1,051

Overview

Commercial Banking reported a profit before tax of
£766 million, 27 per cent lower than 2011. Thiswas
primarily due to an increase in provisions recognised in
respect of customer remediation programmes and
higher loan impairment charges, partly offset by growth
in net interest income.

For Commercia Banking, the following items are
significant in a comparison of 2012’ s results against
2011:

e provisionsof £162 million in 2012 and £14 million
in 2011. In 2012, thisincluded £168 million in
relation to the possible mis-selling of interest rate
protection products, of which £74 million relates
to the estimated redress payable to customers,

e operational losses of £65 million resulting from the
closed account balances of dissolved companies;

e restructuring costs of £22 million in 2012 and £45
million in 2011 resulting from business
transformation initiatives; and

e anaccounting gain of £130 million from legislative
change in the inflation measure used to calculate
the defined benefit obligation in the UK for
deferred pensions recognised in 2011.

Excluding the items above, Commercia Banking
profit before tax was £1,015 million, 4 per cent higher
than 2011.

Commercia Banking continued to implement the
strategy to become the leading internationa trade and
business bank. In 2012, the business launched an
International Small and Medium Enterprise (' SME’)
Fund to support UK businesses that trade, or aspire to
trade, internationally. By the end of 2012, lending
through the fund totalled £5.1 billion, exceeding the

10

origina target of £4 billion. Total gross new lending to
SMEsin the UK rose by 3 per cent to £12.3 billion and
over 80 per cent of small business lending applications
received during the year were approved.

Revenue from international customers increased
and the focus on this client base, together with targeted
initiatives such as deposit acquisition, regional pricing
strategies and streamlining of systems and processes,
led to arise in the Payments and Cash Management and
Global Trade and Receivable Finance income.

Commercia Banking continued to focus on its
business portfolio in core markets and segments with
controlled exits from certain portfolios, along with the
exit of Georgia, Slovakia and Hungary. Payments and
Cash Management continued to build a consistent
product offering across Europe and has won mandates
from both new and existing clients.

Financial Performance

Net interest income increased by £98 million or 5
per cent primarily due to growth in average customer
account and average lending balances in the UK and
improved lending marginsin Turkey, partly offset by
lower deposit spreads in France reflecting the adverse
market conditions.

Net fee income increased by £25 million or 2 per
cent primarily due to a change in pricing in Payments
and Cash Management in the UK and number of new
client mandates in both Payments and Cash
Management and Global Trade and Receivable Finance
across Europe.

Trading income increased by £13 million from an
increase in fair value of derivatives contracts held
within insurance unit-linked funds in the UK. Thereisa
corresponding offset reported in “ Other income” .
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Other income decreased by £20 million or 22 per Total Operating Expenses increased by £302
cent due to the impact of the one-off gain arising from million or 21 per cent. Excluding the customer redress
the changes in methodology used in recognition of provisions of £162 million in 2012 compared with £14
insurance revenues in 2011. This was also impacted by million in 2011, operational losses of £65 million
the offset on the gains on derivatives reported within resulting from closed account balances of dissolved
‘Net trading income'. companies, restructuring costs and the £130 million

accounting gain arising from changes in indexation of
certain pension liabilities recognised in 2011, operating
expenses were £18 million or 1 per cent lower than the
prior year. Cost reductions were delivered through
sustainable cost savings and the re-engineering of
business processes that commenced in 2011.

Loan impairment charges increased by £99 million
or 17 per cent due to customer specific impairments
spread across a number of industry sectorsin the UK
along with higher provisionsin Greece, Spain and
Turkey due to adverse market conditions. Given the
weakened financial state of some commercial
customers, a continuation in the positive impairment
trend remains sensitive to general economic activity.

Global Banking and Markets

2012 2011

£m £m

INEL TNEEIESE INMCOME. ...ttt bbbttt b et be e et b e e b e sb et sb et e b e sbene b e e b e e enees 876 1,323

Net feeincome............. 616 598

Trading income... 1,554 1,083

OFNEN INMCOMIE. ...ttt ettt b et b etk s e e st b et e b e e e b e b e se e b e seehesb et e b e s eb e e e st eb et ebeseesesbenensens 973 267

Net operating income before impairments and ProViSIONS..........ccoeireererererieese e seenes 4,019 3,271

Loan impairment charges and other credit risk provisions.... (280) (543)

Net operating iNnCoME ..........ccceevevvrrrrrereeeeee s 3,739 2,728

Total operating expenses..... (3,093) (2,822)

Operating Profit .....ooeeeeeereeeienrseeeseeene 646) (94)

Share of profit in associates and JOINt VENLUIES...........cociiiiririeeriiieic et (4) —

PrOfit DEfOIr @ TAX .vcviiiiciececec et sttt e et e s et et ebe b e e ebesaenesbeneerennans 642 (94)
Profit before tax — by country

2012 2011

£m £m

(55) (294)

326 (124)

178 131

66 54

20 13

107 126

642 (94)

1  Thebank's Balance Sheet Management business, reported within Global Banking and Markets, provides funding to the trading businesses. To report Global
Banking and Markets 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).

Overview e aprovision of £207 million in 2012, in respect of the
possible mis-selling of interest rate protection
products, of which £94 million relates to the
estimated redress to be paid to customers;

Global Banking and Markets reported a profit before tax

of £642 million in the period compared with aloss before

tax of £94 millionin 2011.

e restructuring costs of £36 million in 2012 and £60
million in 2011 resulting from business
transformation initiatives; and

Overall, revenues rose by 23 per cent, primarily due
to higher trading revenuesin Rates and Credit as spreads
tightened and investor sentiment improved following

stimulus by central banks. Foreign Exchange e an accounting gain of £68 million resulting from
performance was stronger as aresult of robust client legislative change in the inflation measure used to
flows, in part due to enhanced collaboration with calculate the defined benefit obligation in the UK for
Commercia Banking. These movements were partly deferred pensions recognised in 2011.

offset by lower revenues in Financing and Equity Capital
Markets within Global Banking, and Balance Sheet
Management. Net interest income decreased by £447 million or 34
per cent compared to 2011, mainly due to the declinein
Balance Sheet Management revenues asyield curves
continued to flatten and interest rates remained low,
together with areduction in the available-for-sale debt

Financial performance

For Global Banking and Markets, the following
items are significant in making a comparison of 2012's
results against 2011:

11



HSBC BANK PLC

Prior period information (continued)

security portfolio as aresult of disposals. Revenues were
also lower in Credit and Lending, reported in Global
Banking, as clients sought long-term funding from debt
capital markets. In the legacy credit portfolio, reported in
Global Markets, areduction in portfolio size resulted in
lower effective yields. This was partly offset by higher
Payments and Cash Management revenues which
increased due to growth in average liability balances and
transaction volumes. This reflected new mandates and an
increased focus on cross-selling payments and cash
management solutions to international customers.

Net fee income increased by £18 million or 3 per cent
compared with 2011. Revenues from primary market
issuance, mainly within Credit increased as the business
enhanced regional coverage and actively captured growth
in client demand for debt capita financing. This was
partly offset by lower revenues in Financing and Equity
Capital Marketsin Global Banking, as advisory and
underwriting fees declined reflecting the challenging
economic environment.

Trading income was £471 million or 43 per cent
higher than 2011. Rates trading revenues increased,
despite significant adverse fair value movements from
own credit spreads on structured liabilities as spreads
tightened, compared with again reported in 2011,
together with a charge of £387 million reported in the
fourth quarter as aresult of achange in estimation
methodology in respect of credit valuation adjustments on
derivative assets to reflect evolving market practices.
Excluding legacy credit, Credit trading revenues
increased as credit spreads tightened resulting in gains on
corporate bonds. Foreign Exchange performance
increased from robust client flows in part due to enhanced
collaboration with Commercial Banking, along with
increased volumes as the business improved its electronic
pricing and distribution capabilities. This was partly

offset, however, by lower revenues from less volatile
marketsin 2012.

Foreign exchange losses were reported on trading
assets held as economic hedges of foreign currency debt
designated at fair value, with the offset reported in * Other
income’ . In addition, trading income benefited by £191
million from the change in estimation methodology for
debit valuation adjustments on derivative liabilities.

Other income grew by £706 million mainly due to
foreign exchange gains on debt designated at fair value,
with the offset reported in ‘ Trading income’, as noted
above. Balance Sheet Management reported higher gains
on the disposal of available-for-sale debt securities as part
of portfolio management activities. This was partly offset
by losses on the disposal of legacy assetsin Global
Banking and Markets in the UK.

Loan impairment charges and other credit risk
provisions declined by £263 million or 48 per cent,
primarily due to lower impairments on available-for-sale
asset-backed securities driven by an improvement in
underlying asset prices, along with lower charges on
Greek sovereign debt.

Total operating expenses increased by £271 million
or 10 per cent. Thisincluded a customer redress provision
of £207 million relating to interest rate protection
products, of which £94 million relates to the estimated
redress to be paid to customers. In addition, restructuring
costs of £36 million were incurred in 2012 compared with
£60 million in 2011, and an accounting gain of £68
million resulting from a change in the inflation measure
used to calculate the defined benefit obligation for
deferred pensionsin the UK was recognised in 2011.
Excluding these, expenses increased by £20 million or 1
per cent predominantly driven by higher performance
costs which increased relative to revenue growth.

12
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Global Private Banking

NEL INLErESE INCOME ...
L= 1 Y g Tor oS

Trading income

OthEr INCOME ... s
Net operating income before impairments and provisions ...........c..........
Loan impairment charges and other credit risk provisions............c.cc......
Net Operating iNCOME........cceiriieirieeete e
Total OPErating EXPENSES......cueuevrireeiiirerrereeerereseesee e se e snenenens
OPErating Profif ...cccooceeeirrieecers e
Share of profit in associates and joint VENtUres............cccooveeenerereennecne

Profit DEFOr @1aX c.viuiieeieeieeiees st

Profit before tax — by country

2012* 2011

£m £m

............................................... 597 750
............................................... 583 700
254 250

............................................... 8 22
............................................... 1,442 1,722
............................................... (18) (72)
............................................... 1,424 1,650
............................................... (943) (1,122)
............................................... 481 528
............................................... ) —
............................................... 480 528
2012 2011

£m £m

............................................... 134 53
............................................... @) 10
............................................... 25 19
............................................... - 1
............................................... 328 377
480 528

1 The results for 2012 include only 10 months of HSBC Private Banking Holdings (Suisse) SA, prior to its sale.

Overview

Global Private Banking reported profit before tax of £480
million in 2012 compared with £528 million in 2011, a
decrease of 9 per cent. The significant item in making a
comparison of 2012’ sresults against 2011 is the sale of
HSBC Private Banking Holdings (Suisse) SA to HSBC
Holdings plc in November 2012.

The results exclude the November and December
2012 results for HSBC Private Banking Holdings (Suisse)
SA.

Financial performance

Net interest income decreased by £153 million or 20
per cent against 2011, reflecting the sale of the majority
of the business segment. Excluding this impact, net
interest income was 10 per cent lower as higher yielding
positions matured, opportunities for reinvestment were
limited by lower prevailing yields and the business
managed selectively the exposures to eurozone sovereign
debt. Thiswas partly offset by a corresponding increase
in ‘net trading income’ through arbitrage opportunities on
funding swaps.

Net fee income was lower by £117 million or 17 per
cent. Thefall reflected the inclusion of fee income for

only 10 months. Net fee income was also impacted by a
decline in fees from assets under management and
account services due to areduction in average client
assets, and in client numbers following a programme to
refocus the target client base.

Net trading income increased by £4 million, or 2 per
cent. The impact of the sale of HSBC Private Banking
Holdings (Suisse) SA was offset by higher volumes of
funding swap positions.

Other income decreased by £14 million primarily due
to the loss on the sale of Property Vision in 2012 and the
non-recurrence of gains realised on HSBC vested shares
in 2011.

Loan impairment charges and other credit risk
provisions declined by £54 million mainly due to the non-
recurrence of the impairment charge in 2011 recorded
against Greek available-for-sale debt securities.

Total operating expenses decreased by £179 million
or 16 per cent compared to 2011. Excluding the sale,
operating expenses were broadly flat, as the reduction
resulting from organisational effectivenessinitiatives was
partially offset by customer redress provisions of £28
million and restructuring costs of £31 million in 2012.

13
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Other

2012 2011

£m £m
INEL TNEEIESE INMCOME ...ttt bbb e e et b e e e b e et e e b et e b e seeneebe e enenbenean (43) (93)
Net feeincome........... 3 60
Trading income... 9 ]
Other INCOME....c..iiriireiieierieiee ettt (937) 1,064
Net operating income before impairments and provisions..... (986) 1,024
Loan impairment charges and other credit risk provisions.... — —
Net Oper ating iNCoOME........cccovvueueeririnieieereriee e (986) 1,024
TOtal OPEratiNg EXPENSES.....c.cviteuiatreetetetee sttt ae et re e st b bt et b et e bbb et e bbb b bt e naeneaeana (310) (204)
OPEFALING PIOMIT ettt b ket b et b et se et bt s bt (1,296) 820
Share of profit in associates and joint ventures... 1 -
PrOfit DEfOr @ TAX uiuieiiiieieeecese ettt s et e et e e e s s e seese e e s e e e e e tenaenenrenean (1,295) 820
The reported loss before tax in *Other’ was £1,295 e  other provisionsincluding £84 million for vacant
million, compared to a profit before tax of £820 million space and impairment on associated assets; and
in 2011 . ———
e  restructuring costs of £57 million in 2012 and £14

Other includes: million in 2011.

e thechangein own credit spread on long-term debt
which resulted in aloss of £1,055 millionin 2012
compared with gains of £832 million in 2011,

14
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Average balance sheet and net interest income

Average balances are based on daily averages of the
group’ s banking activities with monthly or less frequent
averages used elsewhere. Net interest margin numbers are
calculated by dividing net interest income as reported in
the income statement by the average interest-earning

assets from which interest income is reported within the
‘Net interest income’ line of the income statement.
Interest income and interest expense arising from trading
assets and ligbilities and the funding thereof isincluded
within ‘Net trading income’ in the income statement.

Assets
2013 2012 2011
Average Interest Yield Average Interest  Yield Average Interest  Yield
balance  income % balance  income %  balance  income %
Summary £m £m £m £m £m £m
Interest-earning assets measured at
amortised cost (itemised below)... 405,671 10,000 247 465,594 10,674  2.29 459,830 11,351 247
Trading assets and financial assets
designated at fair value................ 133,406 2122 159 134,841 2,463 1.83 163,859 3,264 1.99
Impairment provisions..........c.ccceeuee. (3,499) (3,488) (3,402)
Non-interest-earning assets.............. 283,677 341,851 341,685
Total assets and interest income....... 819,255 12,122 1.48 938,798 13,137 140 961,972 14,615 152
Short-term funds and loans and
advancesto banks........c.ccccoceeene
HSBC BanK ......cocoeeeeeceeiciciciennnn 64,734 559  0.86 66,474 615 093 40,319 733 1.82
HSBC France........coceeveeceerennnnn 22,450 82 037 20,540 112 055 23,267 298 1.28
HSBC Private Bank Holdings (Suisse) - - - 3,925 26 0.66 4,027 23 0.57
Other ... 3,662 59 16,141 123 18,717 48 0.26
90,846 700 0.77 107,080 876 0.82 86,330 1,102 1.28
L oans and advancesto customers
HSBC BanK ......cccoeveeeeceeicicierernnn 164,782 5306 322 157,871 5,262 3.33 167,229 5,161 3.09
HSBC France 40,570 1,068 263 42,703 1,082 253 48,755 1,303 2.67
HSBC Private Bank Holdings (Suisse) - - - 18,299 374 204 22114 459 2.08
Other ...t 37,998 1652 435 54,649 1,519 278 34,281 1,339 391
243,350 8026 3.30 273,522 8,237 3.01 272,379 8,262 3.03
Financial investments
HSBC Bank ......cccoeveeveveicicicnennnn 33,443 415 124 33,990 498 147 39,343 617 157
HSBC France........cocveeeeeceeuennnnns 7,623 32 042 6,934 82 1.18 3,011 83 2.76
HSBC Private Bank Holdings (Suisse) - - - 14,098 204 145 22,862 361 158
HSBC Assurance Vie 10,737 402 374 9,967 387 388 10,019 436 4.35
Other ..o 19,261 405 210 19,432 386 1.99 25308 482 1.90
71,064 1254 176 84,421 1,557 1.84 100,543 1,979 1.97
Other interest-ear ning assets
HSBC BanK ......cccoeeeeeceeiciciciennnn 23 2 870 12 - - 11 1 9.09
HSBC France........ccocoeviciiiiinnns 240 13 542 - - - - - -
HSBC Private Bank Holdings (Suisse) - - 5 - - - - -
Other ..o 148 5 554 4 567 7
411 20 487 571 4 0.70 578 8 1.38
Total interest-earning assets
HSBC BanK ......cocoeeeeeceeiciciciennnn 262,982 6,282 239 258,347 6,375 247 246,902 6,512 264
HSBC France........coceeveeceerennnnn 70,883 1,195 169 70,177 1,276 182 75,033 1,684 224
HSBC Private Bank Holdings (Suisse) - - - 36,327 604 166 49,003 843 1.72
Other ..o 71,806 2,523 100,743 2,419 88,892 2,312
405,671 10,000 247 465,594 10,674 2.29 459,830 11,351 247

In November 2012, the group sold HSBC Private Banking Holdings (Suisse) SA to HSBC Hoaldings plc, with the
exception of HSBC Private Bank (UK) Limited which remains part of the group.
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Total equity and liabilities

2013 2012 2011
Average Interest Cost  Average Interest Cost  Average Interest Cost
balance  expense % balance  expense %  balance  expense %
Summary £m £m £m £m £m £m
Interest-bearing liabilities measured at
amortised cost (itemised below).......... 382,582 3,039 0.79 418,280 3,770 090 418,176 4,128 0.99
Trading liabilities and financial liabilities
designated at fair value (excluding own
EDL) v 128,368 1,366 1.06 105,563 1,512 143 117,211 2,268 1.93
Non-interest bearing current accounts 31,243 40,045 39,402
Total equity and other non—interest
bearing ligbilities..........cccovvvvrnenene. 277,062 374,910 387,183
Total equity and liahilities...........ccceu..... 819,255 4,405 054 938,798 5,282 056 961,972 6,396 0.66
Depositsby banks...........cccovveiinine.
HSBC BanK.......covveeeieeieieieierenenennns 22,131 180 0.81 26,855 331 123 27,071 370 1.37
HSBC France.........ccocovveeeerennnnnnnns 13,171 55 0.42 16,102 109 0.68 18,943 247 1.30
HSBC Private Bank Holdings (Suisse) - - - 1,056 2 0.19 873 2 0.23
Other ..o 823 52 6.32 15,521 50 0.32 10,657 110 1.03
36,125 287 0.79 59,534 492 0.83 57,544 729 1.27
Financial liabilitiesdesignated at fair
value—own debt issued
HSBC BanK......coevveveieieieieiererenennns 18,229 271 149 17,399 329 1.89 16,292 269 1.65
HSBC France.......c.ocoveeveieeererernnnnnnns 5,549 43 0.77 4,422 74 1.67 4,461 108 242
HSBC Private Bank Holdings (Suisse) - - - - - - - - -
(0107 SO 290 13 4.48 256 22 8.59 246 19 7.72
24,068 327 1.36 22,077 425 1.93 20,999 396 1.89
Customer accounts
HSBC BanK.......covveeeieeieieieierenenennns 201,863 1,100 054 181,721 1,143 063 177,857 1,241 0.70
HSBC France.......c.ocoeeeveieeererernnnnnnns 30,095 164 054 29,681 255 0.86 31,866 407 1.28
HSBC Private Bank Holdings (Suisse) - - - 30,483 154 0.51 38,538 233 0.60
(0107 SO 40,879 523 1.28 43,591 623 143 41,137 399 0.97
272,837 1,787 0.65 285476 2,175 0.76 289,398 2,280 0.79
Debt securitiesin issue
HSBC BanK.......covveeeieeieieieierenenennns 30,889 265 0.86 31,159 405 1.30 29,461 387 131
HSBC France 8,085 35 0.43 9,157 75 0.82 11,654 162 1.39
Regency Assets Limited 6,678 27 0.40 4,564 20 0.44 3,728 36 0.97
Other (includes intercompany
elimination) ........ccovvevevvnenececeeens 2,234 237 5,087 138 4,105 87
47,886 564 1.18 49,967 638 1.28 48,948 672 1.37
Other interest—bearing liabilities
HSBC Bank..... 76 5 6.58 - - - - - -
HSBC France 502 26 518 - - - - - -
HSBC Private Bank Holdings (Suisse) - - - 10 - - 14 1 7.14
(0107 SO 1,088 43 1,216 40 1,273 50
1,666 74 4.44 1,226 40 3.26 1,287 51 3.96
Total interest—bearing liabilities
HSBC BanK......ccovveeeeieieieiciererenennns 273,188 1,821 0.67 257,134 2,208 0.86 250,681 2,272 0.91
HSBC France.......c.ocoveueveieiererernnnnnnns 57,402 323 0.56 59,362 513 0.86 66,924 925 1.38
HSBC Private Bank Holdings (Suisse) - - - 31,549 156 0.49 39,425 236 0.60
(0107 SO 51,992 895 70,235 893 61,146 695
382,582 3,039 0.79 418,280 3,770 090 418,176 4,128 0.99
Net interest margin
2013 2012 2011
% % %
Net interest margin.........coceeevevvniecenene. 1.72 1.48 1.57
HSBC BanK.......cceueveverieienirerinesenenenes 1.70 1.61 1.72
HSBC France.........ccccovvvvevveverererenenes 1.23 1.09 101
HSBC Private Bank Holdings (Suisse) - 1.23 1.24
Other ... 2.27 151 1.82
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Other information (continued)

Distribution of averagetotal assets

2013 2012 2011

% % %

HSBC BanK ......ccocvveeveicieierenenennns 724 65.2 66.3
HSBC France........ccocoveveininiccenne 20.8 19.0 17.9
HSBC Private Bank Holdings (Suisse) - 4.8 5.7
Other ..o 6. 11.0 10.1
100.0 100.0 100.0

Analysis of changesin net interest income

The following table allocates changes in net interest income between volume and rate for 2013 compared to 2012, and for
2012 compared to 2011.

I ncr ease/(decr ease) Increase/(decrease)
in 2013 compar ed in 2012 compared
with 2012 with 2011
2013 Volume Rate 2012 Volume Rate 2011
£m £m £m £m £m £m £m
Interest income
Short-term funds and loans and advances to banks..
HSBC BanK .....ccocuevicieieceeeceecee e 559 (16) (40) 615 475 (593) 733
HSBC FTanCe......ccovevriereeinieeseiseseeeseesessnnaenens 82 10 (40) 112 (35) (151) 298
HSBC Private Bank Holdings (SUiSSe) ................ - (26) - 26 @ 4 23
(@1 4= TR 59 (95) 31 123 (7) 82 48
700 (133) (43) 876 286 (512) 1,102
Loans and advances to CUStOMEYS...........ccceeveveeerenens
HSBC Bank 5,306 230 (186) 5,262 (289) 390 5,161
HSBC France 1,068 (59) 40 1,082 (162) (59) 1,303
HSBC Private Bank Holdings (SUisse) ................ - (374) - 374 (79) (6) 459
(@1 0= TR 1,652 (463) 596 1,519 796 (616) 1,339
8,026 (909) 698 8,237 35 (60) 8,262
Financial investments..........cccvceeeeveeneseesese s
HSBC BanK .....ocvcvivieieieveeicieeseee s 415 (8) (75) 498 (84) (35) 617
HSBC FIanCe......ccoeveieeeieeieeeteeeie st seevenenens 32 8 (58) 82 108 (109) 83
HSBC Private Bank Holdings (Suisse) - (204) - 204 (138) (29) 361
HSBC ASSUraNCE Vi€....c.ecveererieirieseeeseeeseeinnens 402 30 (15) 387 (@) 47) 436
(@1 4= TR 405 3) 22 386 (112) 16 482
1,254 (246) (57) 1,557 (318) (104) 1,979
Interest expense
Deposits by banks
HSBC Bank ..... 180 (58) (93) 331 ?3) (36) 370
HSBC France.......ccooeeeeieirieenenerieienenes 55 (20) (34) 109 37) (101) 247
HSBC Private Bank Holdings (SUiSSg) ................ - (%) - 2 - - 2
OthEN e 52 (47) 49 50 50 (110) 110
287 (193) (12) 492 137 (374) 729
CUSLOMEY @CCOUNTS......ccuerereeeereiereeeseesee e
HSBC BanK .....ccvceveeieieveeiceeseee e 1,100 127 (170) 1,143 27 (125) 1,241
HSBC France.........ccooeveicviinicinicccc s 164 4 (95) 255 (28) (124) 407
HSBC Private Bank Holdings (SUiSSe) ................ - (154) - 154 (49) (30) 233
OthEr e 523 (39) (61) 623 24 200 399
1,787 (96) (292) 2,175 (31) (74) 2,280
271 16 (74) 329 18 42 269
43 19 (50) 74 - (39 108
13 3 (12) 22 1 2 19
327 38 (136) 425 20 9 396
Debt SeCUritieSiNISSUE......c.covvveveeiiririeeceeeeceee
HSBC BanK .....cveeeeieieecececeeee e 265 4 (136) 405 22 4 387
35 9) (3D 75 (35) (52) 162
27 9 2) 20 8 (29) 36
237 (77) 176 138 21 30 87
564 (27) (47) 638 (85) 51 672
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Other information (continued)

In-country foreign currency and cross-border amounts outstanding

The following table summarises the aggregate of the in-
country foreign currency and cross-border outstandings
by type of borrower to countries which individually
represent in excess of 0.75% of total assets. The
classification is based on the country of residence of the
borrower but also recognises the transfer of country risk
in respect of third-party guarantees, eligible collatera
held and residence of the head office when the borrower

isabranch. In accordance with the Bank of England
Country Exposure Report (‘ Form CE’) guidelines,
outstandings comprise loans and advances (excluding
settlement accounts), amounts receivable under finance
leases, acceptances, commercial bills, certificates of
deposit (‘CD’s) and debt and equity securities (net of
short positions), and exclude accrued interest and intra-
group exposures.

Government
and official
Banks institutions Other Total
£m £m £m £m
At 31 December 2013
US s 7,117 10,989 16,960 35,066
UK e et 6,949 600 28,031 35,580
France .. 2,964 3,179 3,925 10,068
Germany .. 7,198 8,942 4,000 20,140
Turkey ...... 1,889 1,797 3,911 7,597
Cayman Idands . 10 - 12,308 12,318
ITRANG <o 406 50 4,379 4,835
At 31 December 2012
U S et nre e 5,499 12,962 12,961 31,422
10,672 1,244 24,276 36,192
6,045 4,250 6,340 16,635
Germany 6,144 6,045 6,216 18,405
Turkey 2,341 3,975 4,029 10,345
Cayman Islands 1 - 14,050 14,051
Ireland 1,049 71 7,302 8,422
At 31 December 2011
U S et re e 5,577 12,025 16,733 34,355
6,427 1,412 37,260 45,099
5,634 4,891 5,305 15,830
6,365 2,285 3,338 11,988
1,347 1,655 4,705 7,707
272 - 16,355 16,627
IFRIANA .o 1,097 79 11,347 12,523
Contractual obligations
The table below provides details of selected known
contractual obligations of the group.
At 31 December 2013
Payments due by period
1to5 Morethan 5
Total Lessthan 1year years years
£m £m £m £m
Long-term debt obligations...........cccoeveinenniiieierceee 67,001 24,134 23,577 19,290
Term deposits and certificates of deposit..........cccvevereeenne. 76,436 73,837 2,243 356
Capital (finance) lease obligations...........coocevevnievecrnenes 144 8 39 97
Operating lease obligations.............. 1,644 164 588 892
Purchase obligations...........ccccoeoereinencicneienene 14 14 - -
Short positionsin debt securities and equity shares.. 31,935 21,426 4,732 5,777
Current tax lHability .......ccoeerereiiieierere e 89 89 - -
Pension/health care obligation............cocecvenninciencinenns 3,450 285 950 2,215
180,713 119,957 32,129 28,627
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Other information (continued)

Loan maturity and interest rate sensitivity analysis

At 31 December 2013 the analysis of loan maturity and
interest rate sensitivity by loan type on a contractual
repayment basis was as follows:

Maturity of 1 year or less
Loans and adVanCeS 10 DANKS ..........ccuiuiiiiiiii e

Commercia 10anSto CUSLOMErS........eeverereeerreereennns
Manufacturing and international trade and services..
Real estate and other property related....................
Non-bank finanCial INSHIULIONS........cc.coviiieirieiee et esae e ereseenas
[0 7= 1 010 17= 1 SRS
Other COMMEICIAL ......cviiuiciececeees ettt st et e e s b e s teebesbeesee s ensessesaeeseeneenaesensenen

Maturity after 1 year but within 5years
L0ans and a0VanCES 10 DANKS ......c.ccueveirieirieiee ettt e sttt seetesae e te e sse s eseseeneeteneenensenens

Commercial l0ansto CUStOMELS.........cccvvveeveeeeienenne.
Manufacturing and international trade and services..
Real estate and other property related....................
Non-bank finanCial INSHEULIONS..........cciiiiicieiccc et s sr et e ae e e aenas
[0 7= 1 01017 1 SO SRSN
[©107= oo 40140 (o - PSSR SSR

Interest rate sensitivity of loans and advances to banks and
commercial loansto customers.
Fixed interest rate..................
A T o (=TT 1 = (== E - (= DSOS

Maturity after 5years
Loans and advanCeS tO DANKS...........ccuiiiiiecicecee et sttt sre b e e e aenan

ComMENCial |08NSTO CUSIOMENS......eveuietereerisieesieseeteseeesteessessesesseeesesaesestesessensesessessseseesessesessessesessenseseseenes
Manufacturing and international trade aNd SEIVICES..........cccriirireiereeeriee e
Real estate and other property FElaLEd ..........coeiriiereeeree et
Non-bank financial institutions...........

GOoVEernMEeNtS..........cveeeeeveennns
Other COMMEICIAL ......cviiuiciececeees ettt st et e e s b e s teebesbeesee s ensessesaeeseeneenaesensenen

Interest rate sensitivity of loans and advances to banks and
COMMEXCI Al [0ANSTO CUSLOMENS......cueiieiiitecteceeiese ettt ettt e et e st e s besae et e e e e e e tesresbesneesnensennenen
LR DG o M 1= (=S (SR
RV A o TR 1011 == B TSRS
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At 31 December 2013
£m

49,053

56,378
7,983
45,620
1,333
26,027

137,341

3,825

17,609
11,582
5,615
208
9,408

44,422

9,461
38,786

48,247

371

5,839
3,611
1,427

479
6,110

17,466

4,337
13,500

17,837




HSBC BANK PLC

Other information (continued)

Deposits

The following table summarises the average amount of
bank deposits, customer deposits and certificates of
deposit (' CDs') and other money market instruments
(which are included within Debt securitiesin issue in the
bal ance sheet), together with the average interest rates

paid thereon for each of the past three years. The Other
category includes securities sold under agreements to
repurchase.

2013 2012 2011
Average  Average Average Average Average Average
balance rate balance rate balance rate
£m % £m % £m %
Depositsby banks.........cccviiineinirneeeeee 46,729 64,896 66,759
Demand and other—non-interest bearing.... 10.604 _ 4.427 _ 4791 _
Demand-interest Dearing.........c.ccoeeereeerecenensesieennns 3,259 0.5 5,637 0.4 10,396 0.7
LI T= SRR 10,725 1.2 15,381 15 12,542 2.2
OLNEY .o 22,141 16 39,451 11 39,030 13
Customer accounts.........coeveeeereeneenne 308,711 330,182 334,471
Demand and other—non-interest bearing 35,874 - 45,641 - 49,497 -
Demand-interest bearing.........ccccceueene. 170,962 04 | 160,147 04 | 146,641 04
Savings. 37,502 15 38,807 1.8 35,784 1.7
Time..... 27,466 12 44,376 13 52,069 13
OLNEY . 36,907 11 41,211 10 50,480 0.8
CDsand other money market instruments.............. 18,155 0.5 20,972 0.5 29,633 0.6
Certificates of deposit and other time deposits
At 31 December 2013, the maturity analysis of CDs and
other wholesale time deposits, by remaining maturity,
was as follows:
At 31 December 2013
After 3months After 6 months
3months but within6  but within 12 After 12
or less months months months Total
£m £m £m £m £m
Certificates of depoSIt.........ccovvvveerererieiciririnnens 5,390 3,066 1,076 _ 9,532
Time dePOSItS...c.covveeeeiiirieicerereee e
ANKS. 21,924 364 313 649 23,250
CUSIOMENS ...t 32,462 6,173 3,069 1,950 43,654

Short-term borrowings

Short-term borrowings are included within customer
accounts, deposits by banks and debt securitiesin issue
and are not shown separately on the balance sheet. Short-
term borrowings are defined by the US Securities and
Exchange Commission as Federal funds purchased and
securities sold under agreements to repurchase,
commercia paper and other short-term borrowings.

The only significant short-term borrowings are securities
sold under agreements to repurchase and certain debt

securitiesin issue. For securities sold under agreements to
repurchase, the group runs matched repo and reverse repo
trading books. The group generally observes lower year-
end demand in the reverse repo lending business which
results in lower repo balances at the balance sheet date.
Additional information on theseis provided in the table
below.
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Other information (continued)

Repos and short-term bonds

2013 2012 2011
£m £m £m
Securities sold under agreementsto repurchase
Outstanding at 31 DECEMDEN ... 75,019 66,156 60,188
Average amount outstanding during the year ................... 86,502 81,812 80,956
Maximum quarter-end balance outstanding during the year............ccceoveerennnne 90,361 74,673 84,652
Weighted average interest rate during the Year ... 0.2% 0.3% 0.7%
Weighted average interest rate at the year-end............cocceveerieneienenencsecenns 0.6% 0.4% 1.1%
Short-term bonds
Outstanding at 31 DECEMDEN ..ot 17,775 18,876 12,934
Average amount outstanding during the year. 19,184 16,462 13,103
Maximum quarter-end balance outstanding during the year ... 22,342 18,876 13,563
Weighted average interest rate during the year .. 0.1% 0.1% 0.1%
Weighted average interest rate at the year-end...........cccovvciiiniiccinnccnns 0.3% 0.2% 1.1%
Financial investments
Carrying amounts of financial investments
2013 2012 2011
£m £m £m
Financial investments:
— which may be repledged or resold by counterparties .............cccooecenenee. 11,435 7,979 12,555
— not subject to repledge or resale by counterparties.........c.ccoveeveeererenenns 63,595 63,286 80,557
75,030 71,265 93,112
Fair value of financial investments
Treasury and other digible bills - available-for-sale........ccccoooeininninccnnne. 2,196 5,203 6,737
DEbt SECUMLIES ..o 71,828 65,034 85,151
— AVaAlBDIEFOr-SAlE ... 71,828 65,034 81,000
— NED-tO-MEIUNILY ...ttt - - 4,151
Equity securities - available-for-sal........ooorrricnienieneiseeeeeee e 1,006 1,028 1,224
Total finanCial INVESIMENLS ....c.vevieireieereeer e 75,030 71,265 93,112

£2,936 million (2012: £1,953 million, 2011: £6,193 million) of the debt securities issued by banks and other financia
institutions are guaranteed by various governments. The fair value of the held to maturity financia investments reported
in 2011 was £4,204 million.

Financial investments at fair value

2013 2012 2011
£m £m £m

At 31 December 2012
US TIASUNY ...ttt ettt 5,551 7,881 7,566
US Government agencies............. - - 1,048
US Government sponsored entities.. - - 1
UK Government..........c.oeeeeeernneneen 13,729 10,392 19,368
Hong KONg GOVEMIMENL.........coiiieierierientiseeee e — — 338
Other QOVEIMIMENL ......covieiuieieeeieiei et 23,615 21,487 19,870
Asset-back securities..........cc.oe... 14,069 15,392 17,129
Corporate debt and other securities.. 17,060 15,085 26,621
EQUITIES ..ottt ettt 1,006 1,028 1,224
75,030 71,265 93,165
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Other information (continued)

Contractual maturities and weighted aver age yields of investment debt securities at 31 December 2013

After oneyear but After fiveyearsbut
Within one year withinfiveyears  within ten years After ten years
Amount Yield Amount Yield Amount Yield Amount Yield

£m % £m % £m % £m %
Availablefor sale
US Treasury 2,849 0.3 1,213 1.0 1,551 19 7 -
UK Government - - 7,181 36 6,149 7.2 390 51
Other government 3409 42 12454 34 359% 6.1 1,051 02
Asset-back securities 29 05 919 10 4002 06 10204 07
Corporate debt and other securities 1,754 10 9,826 10 3,958 0.9 997 0.9
Total amortised cost 8,041 31,593 19,256 12,649
Total fair value 8,028 32,464 19,528 11,808
The maturity distributions of asset-backed securities are annualised interest income for the year ended 31
presented in the above table on the basis of contractual December 2013 by the carrying amount of available-for-
maturity dates. The weighted average yield for each sale debt securities at that date. The yields do not include
range of maturities is calculated by dividing the the effect of related derivatives.
Gross loans and advances by industry sector
2013 2012 2011 2010 2009
Amount Amount Amount Amount Amount
£m % £m % £m % £m % £m %
Per sonal
Residential mortgages 83,882 23.2% 82,544 259 77,871 232 72,327 209 68,028 20.9
Other personal’ 25,257 7.0% 23,222 73 33571 100 35,008 10.1 33,588 10.3
109,139 30.2% 105,766 332 111,442 332 107,335 31.0 101,616 31.2
Commercial
Commercial, industrial and
international trade 79,826 221% 78,176 246 71,098 211 72,006 208 69,211 21.3
Commercial real estate 18,755 52% 20,504 6.4 21,034 62 19,970 58 20,987 6.4
Other property-related 4,421 1.2% 4,580 14 4,908 15 4,125 12 3,840 12
Government 2,020 0.6% 1,481 05 1,977 0.6 1,452 04 1,357 04
Other commercial® 39,051 10.8% 32,283 102 33,498 100 33,771 9.8 29,858 9.2
144,073 39.9% 137,024 431 132,515 394 131,324 38.0 125,253 38.5
Financial
Non-bank financial institutions 52,662 145% 40,539 127 43,881 13.1 46,087 13.3 47,008 14.4
Settlement accounts 935 0.3% 316 0.1 440 0.1 612 0.2 502 0.2
53,597 14.8% 40,855 128 44,321 13.2 46,699 135 47510 14.6
Asset-backed securities reclassified 1,559 04% 2,286 07 3,085 09 3,390 10 3872 12
Total grossloansand advancesto
customers 308,368 85.3% 285,931 89.8 291,363 86.7 288,748 835 278,251 85.5

Grossloansand advancesto banks 53,249 14.7% 32,310 10.2 44,635 133 57,077 165 47,051 14.5
Total grossloansand advances 361,617 100.0% 318,241  100.0 335998 100.0 345825 100.0 325,302  100.0

1  ‘Other personal loans and advances include second lien mortgages and other property- related lending.
2 ‘Other commercial loans and advances' include advances in respect of agriculture, transport, energy and utilities.

Risk elements

2013 2012 2011 2010 2009

£m £m £m £m £m

Impaired loans 7,894 6,818 7,514 6,783 6,619
Unimpaired loans contractually past 90
daysor moreasto principal or interest 14 23 27 41 35
Troubled debt restructuring (not
included in the classification above) 863 789 458 165 177

The interest that would have been recognised under the original terms of impaired and restructured |oans amounted to
approximately £137 million in 2013 (2012 £115 million). Interest income from such loans of approximately £66 million
was recorded in 2013 (2012 £26 million).
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