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

Use of non-GAAP financial measures

Our reported results are prepared in accordance
with IFRSs as detailed in the Financial Statements
starting on page 416 of the Annual Report and
Accounts 2013. In measuring our performance, the
financial measures that we use include those which
have been derived from our reported resultsin order
to eliminate factors which distort year-on-year
comparisons. These are considered non-GAAP
financial measures. Non-GAAP financial measures
that we use throughout our Financial Review and are
described below. Other non-GAAP financial
measures are described and reconciled to the

closest reported financial measure when used.

Constant currency

The constant currency measure adjusts for the year-
on-year effects of foreign currency translation
differences by comparing reported results for 2013
with reported results for 2012 retranslated at 2013
exchange rates. Except where stated otherwise,
commentaries are on a constant currency basis,
asreconciled in the table below.

The foreign currency translation differences
reflect the movements of the US dollar against most
major currencies during 2013.

We exclude the trandlation differences because
we consider the like-for-like basis of constant
currency financial measures more appropriately
reflects changes due to operating performance.

Constant currency

Constant currency comparatives for 2012 referred to in the
commentaries are computed by retranslating into US dollars
for non-US dollar branches, subsidiaries, joint ventures and
associates:

o theincome statements for 2012 at the average rates of
exchange for 2013; and

o the balance sheet at 31 December 2012 at the prevailing
rates of exchange on 31 December 2013.

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

Reconciliation of reported and constant currency profit before tax

2013 compared with 2012
2012
Currency at 2013 Constant
2012as trandation exchange 2012 as Reported currency
reported  adjustment’ rates reported change? change?
HSBC US$m US$m US$m US$m % %
Net interest iNCome ........ooo..ovevvveenneees 37,672 (682) 36,990 35,539 (6) o)
Net feeincome .......ccceeeeininicinenee. 16,430 (203) 16,227 16,434 — 1
Net trading income .......c.cceeeevrennneee 7,091 (164) 6,927 8,690 23 25
Own credit spread® ..........cooevveereene. (5,215) 12 (5,203) (1,246) 76 76
Other income/(expense) from financial
instruments 2,989 (53) 2,936 2,014 (33) (31)
Net income/(expense) from financial
instruments designated at fair value (2,226) (41) (2,267) 768
Gainson disposal of US branch
network, US cards business and
PiNg AN oo 7,024 - 7,024 - (200) (200)
Gains less losses from financial
INVESEMENES ....ovevveieeceeceeee 1,189 a7) 1,172 2,012 69 72
Net earned insurance premiums ........ 13,044 (118) 12,926 11,940 (8) 8)
Other operating income ...........ccceeuen. 2,321 (200) 2,121 2,954 27 39
Total operatingincome ................... 82,545 (1,425) 81,120 78,337 5) 3
Net insurance claims® ..........cccccoeee.... (14,215) 96 (14,119) (13,692) (4) ©)
Net operating income® ................... 68,330 (1,329) 67,001 64,645 5) 4)
Loan impairment charges and
other credit risk provisions............. (8,311) 201 (8,110) (5,849) 30 28
Net operating income .........cccoen.e. 60,019 (1,128) 58,891 58,796 2 —
Operating eXpenses ..........c.ccoveeeuennens (42,927) 683 (42,244) (38,556) 10 9
Operating profit ......cccooevveeecccnenns 17,092 (445) 16,647 20,240 18 22
Share of profit in associates
and joint ventures ...........cccceeeeenene. 3,557 45 3,602 2,325 (35) (35)
Profit beforetax ......ccoeeviveereenee. 20,649 (400) 20,249 22,565 9 11
By global business
Retail Banking and Wealth
Management ..............oooeeeevvermeneeens 9,575 (26) 9,549 6,649 (31) (30)
Commercia Banking ........... 8,535 (96) 8,439 8,441 Q) -
Global Banking and Markets ............. 8,520 (247) 8,373 9,441 11 13
Global Private Banking ..................... 1,009 (16) 993 193 (81) (81)
OthEr ..o (6,990 (115) (7,105) (2,159) 69 70
Profit beforetaX ........cccoceeveveereenee. 20,649 (400) 20,249 22,565 9 11
By geographical region
EUrOPE ..ot (3.414) 65 (3,349) 1,825
Hong Kong 7,582 @ 7,581 8,089 7 7
Rest of AsiaPaCifiC ......cccocovreeiennne. 10,448 (227) 10,221 7,764 (26) (24)
Middle East and North Africa ........... 1,350 (36) 1,314 1,694 25 29
North America 2,299 (28) 2,271 1,221 (47) (46)
Latin America 2,384 (173) 2,211 1,972 7) (12)
Profit beforetax .......cccovvvceccicnnnne 20,649 (400) 20,249 22,565 9 11

For footnotes, see page 32.



Underlying performance
To arrive at underlying performance:

o we adjust for the year-on-year effects of foreign
currency translation;

e we€dliminate the fair value movements on our
long-term debt attributable to credit spread
(*own credit spread’) where the net result of
such movements will be zero upon maturity of
the debt. This does not include fair value
changes due to own credit risk in respect of
trading liabilities or derivative liabilities, and

e we adjust for acquisitions, disposals and changes
of ownership levels of subsidiaries, associates,
joint ventures and businesses.

For acquisitions, disposals and changes of
ownership levels of subsidiaries, associates, joint
ventures and businesses, we eliminate the gain or
loss on disposal or dilution and any associated gain
or loss on reclassification or impairment recognised
in the year incurred, and remove the operating profit

or loss of the acquired, disposed of or diluted
subsidiaries, associates, joint ventures and
businesses from all the years presented so we can
view results on alike-for-like basis. For example,
if adisposal was made in the current year, any gain
or loss on disposal, any associated gain or loss on
reclassification or impairment recognised and the
results of the disposed-of business would be
removed from the results of the current year and the
previous year asif the disposed-of business did not
exist in those years. Disposal of investments other
than those included in the above definition do not
lead to underlying adjustments.

We use underlying performance to explain
year-on-year changes when the effect of fair value
movements on own debt, acquisitions, disposals or
dilution is significant because we consider that
this basis more appropriately reflects operating
performance.

The following acquisitions, disposals and
changes to ownership levels affected the underlying
performance:
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Constant currency and underlying reconciliations (continued)
Underlying performance

Disposal gaing/(losses) affecting underlying performance

Disposal

Date gain/(loss)

Ussm

HSBC Bank Canada's disposal of HSBC Securities (Canada) Inc’s full service retail brokerage business® Jan 2012 83

The Hongkong and Shanghai Banking Corporation Limited' s disposal of RBWM operations in Thailand® Mar 2012 108
HSBC Finance Corporation, HSBC USA Inc. and HSBC Technology and Services (USA) Inc.’s

disposal of US Card and Retail ServiCES DUSINESS .............vueeeeeeeceeeeeeee e eeeeseessee s ssesaens May 2012 3,148
HSBC Bank USA, N.A.’s disposal of 138 non-strategic branches® ............ccoc.oevververerivesivennnnns ... May 2012 661
HSBC Argentina Holdings S.A. s disposal of its non-life insurance manufacturing subsidiary® May 2012 102
The Hongkong and Shanghai Banking Corporation Limited' s disposal of its private banking business

T 0T = = o OO Jun 2012 67
The Hongkong and Shanghai Banking Corporation Limited's disposal of its shareholding in a

property company in the PhiliPPINES” ........c...vvereeriresiese e sses s sses st sssss s Jun 2012 130
Hang Seng Bank Limited’s disposal of its non-life insurance manufacturing subsidiary® Jul 2012 46
HSBC Bank USA, N.A.’s disposal of 57 non-strategic branChes’ ..............coccovevveevsrvesseesseesseesseesseesseesnenns Aug 2012 203
HSBC AsiaHoldings B.V. sinvestment [0ss on asubsidiary® ...........ococooceecveceoeceeeeeeceeeeeeeeeeeeee e Aug 2012 (85)
HSBC Bank plc’s disposal of HSBC Securities SA ................... .. Aug 2012 (11)
HSBC Europe (Netherlands) B.V.’ s disposal of HSBC Credit Zrt” .........o.ucveeceeerveeeseeseeeessssessessssesssseeens Aug 2012 (%)
HSBC Europe (Netherlands) B.V.’s disposal of HSBC Insurance (Ireland) Limited” .........cccoovverveeeenne. Oct 2012 (12)
HSBC Europe (Netherlands) B.V.’s disposal of HSBC Reinsurance Limited” ......... Oct 2012 7
HSBC Private Bank (UK) Limited's disposal of Property Vision Holdings Limited’ Oct 2012 D
HSBC Investment Bank Holdings Limited's disposal of its stake in Havas Havalimanlari Yer

Hizmetleri Yatirim Holding ANONIM SITKEL ...........oouoveeeeeeeeeeeeeeeeeeeeeeeees s es s sss s es s ssessees e Oct 2012 18
HSBC Insurance (Asia) Limited’ s disposal of its non-life insurance portfolios® ............co.oovveeeeereereeerrnnenn. Nov 2012 117
HSBC Bank plc's disposal of HSBC Shipping Services LIMited” .........ooo.voviecvuecioesieeeieesssessesssessssennns Nov 2012 )
HSBC Bank (Panama) S.A.’s disposal of its operationsin Costa Rica, El Salvador and Honduras® ............. Dec 2012 (62)
HSBC Insurance Holdings Limited and The Hongkong and Shanghai Banking Corporation Limited’s

disposal of their sharesin Ping An Insurance (Group) Company of China, Ltd (‘Ping An')® .................. Dec 2012 3,012
The Hongkong and Shanghai Banking Corporation Limited's disposal of its shareholding in Global

Payments ASia-Pacific LIMITEA® ...........cocouorvureeeciiees st esses Dec 2012 212
Reclassification gain in respect of our holding in Industrial Bank Co., Limited following the issue of

additional share capital tO third PAIES® ............evveevveerieeesses st Jan 2013 1,089
HSBC Insurance (Asia-Pacific) Holdings Limited' s disposal of its shareholding in Bao Viet Holdings® ... Mar 2013 104
Household Insurance Group Holding company’s disposal of its insurance manufacturing business® .......... Mar 2013 (99)
HSBC Seguros, S.A. de C.V., Grupo Financiero HSBC' s disposal of its property and Casualty Insurance

DUSINESS IN IMIEXICO® .....ooeoeeeee et es e s ssen s ssenssensens Apr 2013 20
HSBC Bank plc’s disposal of its shareholding in HSBC (Hellas) Mutual Funds Management SA” ........... Apr 2013 @)
HSBC Insurance (Asia-Pacific) Holdings Limited disposal of its shareholding in HanaHSBC Life

INSUrance ComPany LimIte® ..o sesnsene May 2013 28
HSBC Bank plc’s disposal of HSBC ASSUraNCeS IARDY .........c.cvucoeceeeeeeeeeeieeseeeseesseesieesieessesssessessaensens May 2013 4)
The Hongkong and Shanghai Banking Corporation Limited' s disposal of HSBC Life (International)

Limited’s Taiwan branch OPEratioNs’ .............ocvucvveeeveresssesisssessssssssssss s ssss s s s s s sssssssesses June 2013 (36)
HSBC Markets (USA) Inc.’sdisposal of its subsidiary, Rutland Plastic Technologies’ ...........cc.covuevuenee. Aug 2013 17
HSBC Insurance (Singapore) Pte Ltd's disposal of its Employee Benefits Insurance businessin

SINGAPOTE ..ottt eeeeeeee e s e ee s s s e s ee s s s s s es s es s seesaes e es e es s eeeaeraenaeenseereees Aug 2013 (8)
HSBC Investment Bank Holdings plc's disposal of itsinvestment in associate FIP Colorado’ .................... Aug 2013 5)
HSBC Investment Bank Holdings plc group’s disposal of itsinvestment in subsidiary, Viking SeaTech® . Aug 2013 54
HSBC Latin America Holdings UK Limited's disposal of HSBC Bank (Panama) S.A.” ......cc.ccocoveverreennne. Oct 2013 1,107
HSBC Latin America Holdings UK Limited's disposal of HSBC Bank (Peru) SA." .......c.coevvvevvererrsnrrenns Nov 2013 (18)
HSBC Latin America Holdings UK Limited's disposal of HSBC Bank (Paraguay) SA.” .....c.oevveevveereenee. Nov 2013 (21)
Reclassification loss in respect of our holding in Yantai Bank Co., Limited following an increasein its

regiStered SNArE CAPITAIS ...........cooeeceeceeeeeecee e Dec 2013 (38)
For footnote, see page 32.

Acquisition gaing/(losses) affecting the underlying performance’
Fair value gain
Date  onacquisition
ussm
Gain on the merger of Oman International Bank S.A.O.G. and the Omani operations of

HSBC Bank Middle East LIMItEa ........c.cvieriiieiiiriiieisieisetieeseseiseeses st sessse st sessses s ssessssssssesnes Jun 2012 3
Gain on the acquisition of the onshore retail and commercial banking business of LIoyds Banking

Group in the UAE by HSBC Bank Middle East LiMited ..........coererererieeerererereeeresesesseeesessesesseesseneenenees Oct 2012 18

For footnote, see page 32.



The following table reconciles selected reported
items for 2013 and 2012 to an underlying basis. We
reconcile other reported results to underlying results

Reconciliation of reported and underlying items

Net interest income

REPOMEA ...t

Currency tranglation adjustment” ...
Acquisitions, disposals and dilutions ...

UNGEIYING it

Other operating income

REPOMED ...ttt

Currency trandation adjustment® ...
Acquisitions, disposals and dilutions ...

UNAENTYING .ottt

Revenue®

[ S 010 o ST

Currency trang ation adjustment®
Own credit spread® ...........oeveeenneee.

Acquisitions, disposals and dilUtioNS ..o
UNAENTYING .ottt

Lics®

[ S 010 o T

Currency trangation adjustment® ...
Acquisitions, disposals and dilutions

(010 1= 7 Y/ T o PR

Total operating expenses

REPOMEA ...ttt

Currency translation adjustment® ...
Acquisitions, disposals and dilutions

UNAEITYING ettt
Underlying cost effiCienCy ratio .........ccccovreeeinnneeccnineseecceeee

Share of profit in associates and joint ventures

REPOMEA ...ttt
Currency translation adjustment? ............coccooceereereereeereeeceersereeeeeeeens
Acquisitions, digposals and dilUtioNS ..........ccveeureereneireeenseeseenssessenenenns

UNAENTYING .ottt

Profit befor e tax

REPOMEA ...t
Currency tranglation adjustment’ ...........o..coeeeereveeevensvoeseseessssesssesssons.

Own credit spread®
Acquisitions, disposals and dilutions

UNAENTYING .ottt

For footnotes, see page 32.

when doing so results in a more useful discussion of
operating performance.

Reconciliation of reported and underlying average risk-weighted assets (‘RWA'S)

Average reported RWAS ...t

Currency translation adjustment® ...

Acquisitions, disposals and dilULiONS ..........c.cceereeeneninenenseneeseeeseiseeins
Average underlying RWAS ...

2013 2012 Change?
usS$m US$m %
............................ 35,539 37,672 (6)
(682)
(273) (2,015)
............................ 35,266 34,975 1
............................ 2,632 2,100 25
(195)
(2,234) (811)
............................ 398 1,094 (64)
............................ 64,645 68,330 (5)
(1,341)
1,246 5,215
............................... (2,596) (10,607)
............................ 63,295 61,597 3
............................ (5,849) (8,311) 30
201
32 376
............................ (5,817) (7,734) 25
............................ (38,556) (42,927) 10
683
353 1,490
............................ (38,203) (40,754) 6
............................ 60.4% 66.2%
............................ 2,325 3,657 (35)
............................ 45
............................... (14) (1,425)
............................ 2,311 2,177 6
............................ 22,565 20,649 9
............................ (412)
1,246 5,215
(2,225) (10,166)
............................ 21,586 15,286 41
Y ear ended 31 December
2013 2012 Change
USsbn USs$hn %
..................... 1,104 1,172 (6)
- (6)
...................... (16) (88)
..................... 1,088 1,078 1
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Constant currency and underlying reconciliations (continued)

Global businesses

Global businesses

Retail Banking and Wealth M anagement

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

2012
Currency at 2013
2012 as tranglation exchange 2013 as
reported adjustment® rates reported
UsS$m ussm uS$m uUssm
Net interest inCome ........cccceerrerirenene 20,298 (368) 19,930 18,339
Net feeincome .......cocoeeeeecieirennene. 7,205 (113) 7,092 7,021
Net trading incOme .......cccccecvevvvrernnee 304 (18) 286 686
Net income/(expense) from
financial instruments designated
at fair value .......ooooevecicecnninnne, 1,893 (26) 1,867 1,638
Gainson disposal of US branch
network and cards business ........... 3,735 - 3,735 -
Gains less losses from financial
INVESEMENES ... (@) 89 55
Net earned insurance premiums 11,191 (68) 11,123 10,543
Other operating income (including
dividend inCOME).........ccccceeuererernnne 1,496 (34) 1,462 565
Total operating income 46,218 (634) 45,584 38,847
Net insurance claimsincurred and
movement in liabilitiesto
policyholders ..........coovevicicecnennn (12,357) 44 (12,313) (12,107)
Net operating income® .................... 33,861 (590) 33,271 26,740
[0 (5,515) 135 (5,380) (3,227)
Net operating income ..........cccceeuee. 28,346 (455) 27,891 23,513
Operating EXPENSES .......ccovveeveeeererennns (19,769) 415 (19,354) (17,248)
Operating profit .......cccoeeevvveccnennns 8,577 (40) 8,537 6,265
Income from associates™ ................... 998 14 1,012 384
Profit beforetax ... 9,575 (26) 9,549 6,649

For footnotes, see page 32.

Reported
change?
%

(10)
©)
126

(13)
(100)

43)

(6)
(62)
(16)

(1)
41
A
13
@n
(62)
(Eih)

Constant
currency

change?
%

®)
@
140

(12)

(100)

(38)

®)
(61)
(15)

(20)

(16)

11
@)
(62)
(30)



Reconciliation of reported and underlying items

Net interest income

Reported net interest INCOME .......c.ciueueiiiiiriie e
Currency translation adjUStMENt” ............cc.oovueveeeeeeeeeeeeeeeeeeeeeee e
Acquisitions, disposalS and dilULIONS ..o seseeeeees

L0101 4 YT o R PRRRTTR

Other operating income

Reported other Operating iNCOME ..o
Currency trandation adjustment® ...
Acquisitions, digposals and dilULIONS ... sssssessessssesssees

L0101 4 YT o RPN

Revenue®

Reported revenue ............cccceeeeneee
Currency trandation adjustment® ...
Acquisitions, disposals and AiIULIONS ...........cereenrnceeesssesi s

UNAENTYING ettt

Lice

REPOMEA LICS ..ottt
Currency translation adjustment® ...
Acquisitions, disposals and AiIULIONS ..o

UNGEITYING ittt ettt

Operating expenses

Reported Operating EXPENSES .......ccvoruereuereriririeeeieeseessiesesesesess et ses e sssesseseneaeas
Currency trangation adjustment” ...
Acquisitions, disposalS and dilULIONS ... es s eeiees

UNGEITYING ettt ettt ettt

Underlying cost €ffiCIENCY Fatio .........cccvirriniiceicieie e

Share of profit in associates and joint ventures

REDOMEA ...ttt b bbbttt b bt
Currency translation adjUSIMENT .........c.ccuevueeeeeeeeereessesse et ses s sessssnsenees
Acquisitions, disposals and AiIULIONS ...........c.vreeerieninceeese e

UNAENTYING ettt

Profit before tax

Reported profit DEFOrE taX .........c.covreeiierreeer e
Currency translation adjustment® ...
Acquisitions, disposalS and dilULIONS ... ses s seaseeeees

UNGEITYING ettt ettt ettt

For footnotes, see page 32.

Principal RBWM business

2013 2012
US$m Us$sm
18,339 20,298

(368)

(151) (1,735)

18,188 18,195
544 1,472
(33)

(312) (395)
232 1,044
26,740 33,861
(590)

(494) (6,447)
26,246 26,824
(3,227) (5,515)

135

33 377
(3,194) (5,003)
(17,248) (19,769)
415

203 1,176
(17,045) (18,178)

64.9% 67.8%

384 998

14
(6 (670)

378 342
6,649 9,575
(26)

(264) (5,565)
6,385 3,984

Change?
%

(10)

(63)

(1)

@

41

36

13

(62)

11

@y

60

year-to-year in the ongoing business and to assess

o ] the factors and trends in the business which are
The Principal RBWM business measure excludes the anticipated to have amaterial effect in future years.

effects of the US run-off portfolio and the disposed
of US CRS business. We believe that looking at the

Principal RBWM business without the run-off and provided below.

disposed of businesses allows management to more
clearly discuss the cause of material changes from

Tables which reconcile reported RBWM financial
measures to Principal RBWM financial measures are
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Constant currency and underlying reconciliations (continued)

Global businesses

Principal Retail Banking and Wealth Management business

2013 compared with 2012
2012
Currency at 2013
2012 as tranglation exchange 2013 as Reported
reported adjustment” rates reported change’
USsm US$m US$m US$m %
Net interest inCome .......cceeeververrenens 16,468 (368) 16,100 16,278 )
Net fee income 6,777 (113) 6,664 7,010 3
Other income’ 3,403 (109) 3,294 1,780 (48)
Net operating income® ..................... 26,648 (590) 26,058 25,068 (6)
LICS oo (2,624) 135 (2,489) (2,522) 4
Net operating income .........cccccceuneee. 24,024 (455) 23,569 22,546 (6)
Total operating eXpenses ..........c.e..... (17,937) 415 (17,522) (16,082) 10
Operating profit .......cccoeevvveecnennns 6,087 (40) 6,047 6,464 6
Income from associates™ .................. 996 14 1,010 385 (61)
Profit beforetax .......cccoevevvvrenenee 7,083 (26) 7,057 6,849 ?3)
For footnotes, see page 32.
Reconciliation of Principal RBWM business
2013 2012
usS$m ussm
Net interest income
REPOMEd RBWM ..ottt 18,339 20,298
USCRS ...ttt e - 1,267
US rUN-Off POIFOIIO .oueiiieicic et 2,061 2,563
Principal RBWM DUSINESS ......ccccoiiiieieiiinirieieiceisesieie et 16,278 16,468
Net feeincome
REPOIMEA RBWIM ...ttt sese s e nsssennnnnens 7,021 7,205
USCRS....ccoovee = 395
US run-off portfolio .. 1 33
Principal RBWM DUSINESS ......ccccuvuvieieiiriseeeeesiseseete st st ssssssssssssesssenssenens 7,010 6,777
Other income’
REPOMEA RBWIM ...ttt bbbttt 1,380 6,358
US CRS ..ttt ettt bbbttt — 3,155
L0 1S (010 ) 1o o o TSR (400) (200)
Principal RBWM DUSINESS ......ccooiiiiieieiiririeieieiesisieie ettt 1,780 3,403
Net operating income®
REPOMEA RBWIM ...ttt 26,740 33,861
USCRS.....ccoooveene — 4,817
US run-off portfalio .......... 1,672 2,396
Principal RBWM DUSINESS ......ccociiiiiieiiinirieieictireseeie ettt 25,068 26,648
Lice
REDOMEA RBWIM ...ooooeoeeee oo eeeeseseeseseeesseesessseeeesseeeseseesseesseenesseseeeesseesesenes (3,227) (5,515)
US CRS ..ooooooeeeeeeeeeeeeeseeeeeeeeoeess s seesessesss s seesssssesss s esessssoess s eeesssseens s seessssennss = (322)
US run-0ff POrFOlIO ... e (705) (2,569)
Principal RBWM DUSINESS ......ccccciuvueieiiririeieeesesesee st s sessssesesesssassesssenssenens (2,522) (2,624)
Net operating income
Reported RBWM 23,513 28,346
USCRS ..o — 4,495
LIS 010 ) 1o o o USSR 967 a73)
Principal RBWM DUSINESS ......ccooiiiiieieiiririeieeisesieie st 22,546 24,024

Constant
currency

change’
%

1
5
(46)

4
@
4
8

7
(62)
®

Changée’
%

(10)
(100)
(20)
@

®
(100)
(67)

(78)
(100)
100

(48)

(21)
(100)
30
(6)

42

100
73

(17
(100)

(6)



Total operating expenses
REPOMEA RBWIM ...ttt ne s ese e e s nsssennnenens

US run-Off POFFOLIO ..c.ceeicececrc et
Principal RBWM DUSINESS ......cccociuvieieiinisiceiesisesie et ese et sesesesssassesssenssenens

Operating profit/(loss)
Reported RBWM

US run-off portfalio ..........
Principal RBWM business

Share of profit in associates and joint ventures
REPOIEA RBWIM ...ttt

US run-0ff POIFOlIO ...
Principal RBWM DUSINESS ...ttt

Profit befor e tax

US run-off portfolio
Principal RBWM DUSINESS ......ccccciuvieieiiririceeeiseseete st s et sssssesssassesssenssenens

For footnote, see page 32.

Retail Banking and Wealth Management — HSBC Finance

Reconciliation of reported and underlying items

Revenue®
REPOME FEVENUE ...ttt
Acquisitions, digposals and dilULIONS .........cccoueuereeenrnenneneisenseesssesssseessssesssssesssssssesssens

L0101 4 YT o R PRRRTTR

Profit/(loss) before tax
Reported profit/(10SS) DEFOre tax ..........cooreeeiieniririeeeererese e
Acquisitions, disposalS and dilULIONS ..o seseeeeees

L1014 YT o TR

For footnote, see page 32.

10

2013 2012 Changé?
US$m US$m %
(17,248) (19,769) 13
= (729) 100
(1,166) (1,103) (6)
(16,082) (17,937) 10
6,265 8,577 (27)
= 3,766 (100)
(199) (1,276) 84
6,464 6,087 6
384 998 (62)
(€] 2
385 996 (61)
6,649 9,575 (31)
- 3,766 (100)
(200) (1,274) 84
6,849 7,083 (3
Y ear ended 31 December
2013 2012 Change?
US$m Ussm %
1,672 7,251 (77)
105 (4,888)
1,777 2,363 (25)
(200) 2,443
120 (3,889)
(80) (1,446) 94
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Constant currency and underlying reconciliations (continued)
Global businesses

Commercial Banking

2013 compared with 2012
2012
Currency at 2013 Constant
2012 as tranglation exchange 2013 as Reported currency
reported adjustment” rates reported change’ change?
US$m ussm usS$m uUssm % %
Net interest inCOMe .......cceveerrvenenne 10,361 (220) 10,141 10,200 2 1
Net feeinComMe ......cccvveveeeereeirerecirenne 4,470 (69) 4,401 4,717 6 7
Net trading inCOMe .......c.coeeeeeerenenne 633 (15) 618 649 3 5
Net income/(expense) from
financial instruments designated
at fair value .......cocooeveeecicicncne, 250 a7 233 332 33 42
Gains on disposal of US branch
network and cards business ........... 277 - 277 - (100) (200)
Gains less |osses from financial
INVESIMENLS ... 22 2 20 1 (95) (95)
Net earned insurance premiums ........ 1,786 (49) 1,737 1,375 (23) (21)
Other operating income (including
dividend inCOME) .......cccvvveeveerennne 554 (10) 544 636 15 17
Total operating income 18,353 (382) 17,971 17,910 ) -
Net insurance claims incurred and
movement in liabilities to
policyholders ........ccccoeevverveeecnnnnnne (1,802) 53 (1,749) (1,545) 15 12
Net operating income® ................... 16,551 (329) 16,222 16,365 (0] 1
LICS oo (2,099) 59 (2,040) (2,384) (14) a7)
Net operating income .........ccccceeneee. 14,452 (270) 14,182 13,981 3 (0]
Operating EXPENSES ......cocevvervreerererennns (7,598) 149 (7,449) (7,049) 7 5
Operating profit .....cccceeervveeieienens 6,854 (121) 6,733 6,932 1 3
Income from associates™ ................... 1,681 25 1,706 1,509 (10) (12)
Profit beforetax ... 8,535 (96) 8,439 8,441 @ -

For footnotes, see page 32.
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Reconciliation of reported and underlying items

Y ear ended 31 December
2013 2012 Changée?

UsS$m USsm %
Net interest income
Reported Net interest iNCOME .......c.ciueuerririrriec e s 10,200 10,361 2
Currency tranglation adjUStMENt” .............cc.oovueveereeeeeeeeeeeeeeeeeeee e eeeeae (220)
Acquisitions, digposals and dilULIONS ... ssssesssssessessssssssens (92) (211)
UNAENYING ottt 10,108 9,930 2
Other operating income
Reported other Operating iNCOME .........ccoiiirireer ettt 621 536 16
Currency tranglation adjUSEMENt: .............cco.evueeveeeereeeeeeeeeeie s seeeae (10
Acquisitions, digposals and dilULIONS ..o ssssesssssesessssesssens (470) (187)
UNGEITYING ettt ettt 151 339 (55)
Revenue®
REPOME FEVENUE ...ttt ettt 16,365 16,551 @
Currency translation adjustment® ... (329)
Acquisitions, disposals and AiIULIONS ...........c.vrrercerinceeeene e (593) (762)
UNAEMYING ettt bbbt es 15,772 15,460 2
Lice
REPOMEA LICS ...ttt bbbttt (2,384) (2,099) (24)
Currency translation adjUSIMENT .........c.ccuevveeveeeeeeeeesiessees s sesse s eessssssssenees - 59
Acquisitions, disposals and dilULIONS ... es e seaseeeees (1) —
UNGEITYING ettt ettt ettt (2,385) (2,040) a7
Operating expenses
RePOrted OpPErating EXPENSES .....cvovrvruerererereresssseseesessssesssesesessssssesssessssesessssssssssesessnns (7,049) (7,598) 7
Currency translation adjUStMENt’ ..............oocveeeveerveesreesssesssies e ssses s = 149
Acquisitions, disposalS and dilULIONS ... eeb s essesseeees 63 191
UNAENTYING ottt (6,986) (7,258) 4
Underlying cost effiCIENCY Fai0 .......ccocierrerieeiiirerieeeereree e 44.3% 46.9%
Share of profit in associates and joint ventures
REPOMEA ...ttt bbbt bbbt 1,509 1,681 (20)
Currency transation adjustment® ... 25
Acquisitions, disposalS and dilULIONS ... ses s ssaseeeees (10) (351)
UNGEITYING ettt 1,499 1,355 11
Profit before tax
Reported profit DEFOrE taX .........ccovreeciierreeeerrs e 8,441 8,535 (€]
Currency translation adjUSIMENT .........c.ccuevueveeeeeerees st sesse s sessssssenees - (96)
Acquisitions, disposalS and dilULIONS ... eses s ssaseeeees (541) (922)
UNGEITYING ettt ettt ettt 7,900 7,517 5

For footnotes, see page 32.
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Global Banking and Markets

2013 compared with 2012
2012
Currency at 2013
2012 as tranglation exchange 2013 as
reported adjustment® rates reported
UsS$m ussm usS$m US$m
Net interest inCOMe .......cooeevervenienne 6,960 (227) 6,833 6,766
Net feeincome .......oovciceccnnnennne 3,329 (22) 3,307 3,482
Net trading inCOME .......ccoeuveerereninnns 5,690 (90) 5,600 6,780
Net income/(expense) from
financial instruments designated
at fair value ........coooevvecinencinnienne 1,094 (13) 1,081 599
Gains less |osses from financial
INVESEMENES ..o 730 8) 722 747
Net earned insurance premiums 25 (©)] 22 6
Other operating income (including
dividend inCOME).........ccoceueverevernene. 461 9 470 799
Total operating income 18,289 (254) 18,035 19,179
Net insurance claims incurred and
movement in liabilitiesto
policyholders ..........ccccoveernnnnene. (16) 1 (15) 3)
Net operating income® .................. 18,273 (253) 18,020 19,176
[0 (670) 5 (665) (207)
Net operating income ..........cccceeuee. 17,603 (248) 17,355 18,969
Operating eXPeNnSseS .........covveeecernenes (9,907) 95 (9,812) (9,960)
Operating profit .......cccoeervveccnennns 7,696 (153) 7,543 9,009
Income from associates™ .................. 824 6 830 432
Profit beforetax ... 8,520 (147) 8,373 9,441

For footnotes, see page 32.

Reconciliation of reported and constant
Global Banking and Markets

currency management view of total

2013 compared with 2012
2012
Currency at 2013

2012 as tranglation exchange 2013 as
reported adjustment* rates reported
US$m ussm uS$m US$m
Markets™ ... 6,105 (75) 6,030 6,935
Credit .o 485 2 483 796
RELES ... 1,607 (18) 1,589 1,653
Foreign Exchange . 3,215 (54) 3,161 3,186
EQUItIES ..o 798 (1) 797 1,300
Capital FINanCing ........c.ccccevevvereeeeenns 3,758 (34 3,724 3,994
Payments and Cash Management . 1,680 (32) 1,648 1,770
Securities Services ........ocoevverenan. 1,623 (20) 1,603 1,662

Global Trade and Receivables
Finance .....ccoovveeeerenrinieeeens 740 (14) 726 741
Balance Sheet Management .............. 3,738 (64) 3,674 3,110
Principal Investments ...........ccccoceunuee. 188 3 185 512
Debit valuation adjustment .. 518 (6) 512 105
(01117= N (77) (5) (82) 347
Total operating income ..........cccuu... 18,273 (253) 18,020 19,176

For footnotes, see page 32.
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Reconciliation of reported and underlying items

Net interest income

Reported net interest income .......
Currency trandation adjustment® ...
Acquisitions, disposalS and dilULIONS ... eeaseeeees

UNGEITYING ettt

Other operating income

Reported other Operating iNCOME .......ccovivreeeeirireseeee e seneenens
Currency tranglation adjUStMENt ............co.oovueveereeeeeeeeeeeeeeeeeeeee e seeeeeneae
Acquisitions, disposalS and dilULIONS ... seseeeeees

UNGEITYING ettt

Revenue®

REPOIEA FEVENUE ...ttt
Currency translation adjUStMENt” .............cc.oovueveeeeeeeeeeeeeeeeeee e eeeeee e
Acquisitions, digposals and dilULIONS .........cccoceueinerenrnnnsneseneeesss s sssssssssssssssssens

L0101 4 YT o T PRRRTTR

Lics
REPOMEA LICS ..ttt sttt
Currency trandation adjustment® ...
Acquisitions, disposals and dilutions

UNAENYING ettt

Operating expenses

RepOrted Operating EXPENSES .......cccorurtrueerereririeieesesssisisiesesesssss e et ssses e sssesaeseseneas
Currency translation adjUSIMENT .........c.ccuevueeveeeeeereesiesse et sesseess e ssssesnsenees
Acquisitions, disposals and AiIULIONS ..o

UNAENTYING ettt

Underlying cost €ffiCIENCY Fai0 ....cceveriveeieeieri e

Share of profit in associates and joint ventures

REPOIEA ...ttt
Currency trandation adjustment® ...
Acquisitions, disposals and dilutions ...

L0 1= 4 YT o R PRRRTTR

Profit beforetax

Reported profit DEFOrE taX ..ot
Currency translation adjUSIMENt: .............co.oeveeeeeeeereeeeeeeeeeee s seeeae
Acquisitions, disposals and AiIULIONS ...........cvinniiceeeesesessesesseses s

UNAENTYING ettt

For footnotes, see page 32.
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2013 2012
US$m uUssm
6,766 6,960
(127)
(26) (56)
6,740 6,777
670 313
10
(407) (78)
263 245
19,176 18,273
(253)
(460) (219)
18,716 17,801
(207) (670)
5
(207) (665)
(9,960) (9,907)
95
54 107
(9,906) (9,705)
52.9% 54.5%
432 824
6
2 (404)
434 426
9,441 8,520
(147)
(404) (516)
9,037 7,857

Change’
%

©)

@

114

69

69

@

@

(48)

1
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Global Private Banking
2013 compared with 2012

Net interest income ........cccceevvevevenee.
Net feeincome .......cccceevveveeevecreenenene.
Net trading incCOMe ......ccoveeevrennee

Net income/(expense) from
financial instruments designated

atfair value ....cccooveveeecieeveceens

Gains less |osses from financial

INVESIMENES ...
Net earned insurance premiums ........

Other operating income /(expense)

(including dividend income) .........

Total operating income
Net insurance claims incurred and
movement in liabilities to

policyholders ........coccocvvenvncicnens

Net operating income® ...

Net operating income ...
Operating expenses ..

Operating profit .........

Income from associates™ ...................

Profit beforetax .......ccoveevvevennee.

For footnotes, see page 32.

2012
Currency at 2013

2012 as translation exchange 2013 as
reported adjustment* rates reported
US$m uUS$m US$m US$m
1,294 (6) 1,288 1,146
1,232 1 1,233 1,150
490 1) 489 394

- - - 4
©) - ©) ©)

42 2 14 16
157 (13) 144 (231)
3,212 a7) 3,195 2,476
(40) 2 (42) (37)
3,172 (29) 3,153 2,439
(27) 1 (26) (31)
3,145 (18) 3,127 2,408
(2,143) 2 (2,141) (2,229)
1,002 (16) 986 179
7 - 7 14
1,009 (16) 993 193

15

Reported
change?
%
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()
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(6;)
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(23)
(15)
(23)

4
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Constant
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%

(11)
()
(19)
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(23)
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(23)
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Reconciliation of reported and underlying items

Y ear ended 31 December
2013 2012 Changée?

Us$m USsm %
Net interest income
Reported Net interest iNCOME .......c.ciueuerririrriec e s 1,146 1,294 (11)
Currency tranglation adjUStMENt” .............cc.oovueeeeeeeeeeeeeeeeeeeeee e eeee e (6)
Acquisitions, digposals and dilULIONS ... sssssessssssssssees (4) (13)
UNAENYING ettt 1,142 1,275 (20)
Other operating income
Reported other Operating iNCOME .........ccoiiirireer ettt (239) 151
Currency translation adjUStMENt .............cco.oeveeeveeeereeeeeeeeeeee s seeeae (13)
Acquisitions, digposals and dilULIONS ..o ssssesssssesessssesssens 1) (56)
UNAENTYING ottt (240) 82
Revenue®
REPOME FEVENUE ...ttt ettt 2,439 3,172 (23)
Currency translation adjustment® ... (19)
Acquisitions, disposals and AiIULIONS ...........c.vrreeenncince e (5) (72)
UNGEITYING 1ttt ettt ettt 2,434 3,081 (21)
Lice
REPOMEA LICS ...ttt bbbttt (32) 27) (15)
Currency translation adjUSIMENT .........c.ccoeveeeeeeeeeereessesssess s sssss e ssssssnsnees 1
Acquisitions, disposalS and dilULIONS ..........ccoceueirerenerineireeeseeses e seeseeeees - -
UNGEITYING ettt ettt ettt (31) (26) (29)
Operating expenses
RePOrted OpPErating EXPENSES .....cvovrvruerererereresssseseesessssesssesesessssssesssessssesessssssssssesessnns (2,229) (2,243) 4)
Currency translation adjUStMENt’ ..............oocveeeveerveesreesssesssies e ssses s 2
Acquisitions, disposalS and dilULIONS ... esseseeeees 4 15
UNGEIYING oottt (2,225) (2,126) (5)
Underlying cost €ffiCIENCY Fai0 .....cceovreriveeeeierriree e 91.4% 69.0%
Profit before tax
Reported profit DEFOrE taX .........ccoireeirrieeeer e 193 1,009 (81
Currency tranglation adjUStMENt .............cco.oeveeeeeerereeeeeeeeeeee s seeeae (16)
Acquisitions, disposals and AiIULIONS ...........c.vreerinincnee e (1) (57)
UNGEITYING 1ttt ettt ettt 192 936 (79)

For footnotes, see page 32.
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Other
2013 compared with 2012

Net interest income ........ccoceevveevvevenene
Net feeincome .......cccceevvevvveicrenienn
Net trading inCOMe .......ccevevererinene
Own credit spread® ..........ccooveeereennn.

Other income/(expense) from
financial instruments designated

at fair value .....coccoeveeveeeveeeecrene

Net income/(expense) from
financial instruments designated

at fair value ....cocceeveeveeveeeceevenn

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

PiNg AN .o

Gains less losses from financial

INVEStMENtS .....ccoveveeeveiceeeeen

Other operating income (including

dividend inCOME) ........occceeveverenne

Total operating income
Net insurance claims incurred and
movement in liabilitiesto

policyholders ........coccocevevvnccnens

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

Net operating income .........cccccceuneee.
Operating EXPENSES ......cocevvervreeeererennns
Operating loss .....occeeeeneniriricceens
Income from associates™ ..................

Lossbeforetax .....coevevereeeneennne

For footnotes, see page 32.

2012
Currency at 2013
2012 as tranglation exchange 2013 as
reported adjustment® rates reported
USsm US$m uS$m uUssm
(730) 4 (734) (737)
194 - 194 64
(537) (1) (538) 6
(5,215) 12 (5,203) (1,246)
(248) 7 (241) (558)
(5,463) 19 (5,444) (1,804)
3,012 - 3,012 -
344 - 344 1,212
5,512 (210) 5,302 6,910
2,332 (196) 2,136 5,651
2,332 (196) 2,136 5,651
2,332 (196) 2,136 5,651
(9,369) 81 (9,288) (7,796)
(7,037) (115) (7,152) (2,145)
47 - 47 (14)
(6,990 (115) (7,105) (2,159)
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Reported
change?
%

©)
(67)

76
(125)

67

(100)
252

25
142
142
142

17

70

69

Constant
currency

change?
%

(6_7 )
76
(132)

67

(100)
252

30
165
165
165

16

70

70



Reconciliation of reported and underlying items

Revenue®
REPOIEA FEVENUE ...ttt
Currency trandation adjustment*
L@ AR = s (1 o ='='s KOO
Acquisitions, disposals and dilutions

Underlying

Operating expenses
RepOorted Operating EXPENSES .......ccvovreereueieriririeeeieesesssseseiestsess s ses et sesseneneaeas
Currency translation adjustment® ...
Acquisitions, disposals and dilutions

Underlying

Underlying cost efficiency ratio

L oss before tax

Reported loss beforetax ..............
Currency translation adjustment*
L@ AR = s (1 o ='='s KOO
Acquisitions, disposals and dilutions

Underlying

For footnotes, see page 32.
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Y ear ended 31 December

2013 2012
US$m US$m
5,651 2,332
(209)

1,246 5,215
(1,044 (3,107)
5,853 4231
(7,796) (9,369)
81

29 1
(7,767) (9,287)

132.7%

219.5%

(2,159) (6,990)
(127)

1,246 5,215
(1,015) (3,106)
(1,928) (5,008)

Change?
%

142

38

17

16

69

62



HSBC HOLDINGS PLC

Constant currency and underlying reconciliations (continued)
Geographical regions

Geographical regions
Europe

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

2012

2012 Currency at 2013 2013 Constant

as tranglation exchange as Reported currency
reported adjustment” rates reported change’ change’

US$m ussm usS$m US$m % %

Net interest inComMe .........covevveereecrnenns 10,3%4 (38) 10,356 10,693 3 3
Net feeinCome .......coceveeerereeeerecenenes 6,169 1 6,170 6,032 2 2

Net trading inCOMe .......coeveeeererenene 2,707 (19) 2,688 4,423 63 65

Own credit Spread® ... (4,110) 12 (4,098) (1,015) 75 75

Other income/(expense) from
financial instruments designated
at fair value ......ccccoeveeencncccicinnnne 1,895 12 1,907 1,433 (24) (25)
Net income/(expense) from
financial instruments designated

at fair value .......cocoeveeeecenicininene, (2,215) 24 (2,191) 418
Gains less losses from financial

INVESIMENLS ... 364 (4) 360 379 4 5
Net earned insurance premiums ........ 3,630 85 3,715 3,158 (23) (15)
Other operating income (including

dividend inCOME) .......ccceureerrereeenne 1,189 49 1,238 604 (49) (51)
Total operating income ................... 22,238 98 22,336 25,707 16 15

Net insurance claims incurred and
movement in liabilities to

POlicynOldErS ..o (4,630) (121) (4,751) (4,740) @) =
Net operating income® .................... 17,608 (23) 17,585 20,967 19 19
[T (1,921) 15 (1,906) (1,530) 20 20
Net operating income .........ccceuuneee. 15,687 8) 15,679 19,437 24 24
Operating eXPEeNSES ........coveeveeeeererenens (19,095) 74 (19,021) (17,613) 8 7
Operating profit/(10SS) .......cccceeevrvnnne (3,408) 66 (3,342) 1,824
Income/(loss) from associates™ ......... (6) 1) ) 1
Profit/(loss) beforetax .......coounnee. (3,414) 65 (3,349) 1,825

For footnotes, see page 32.
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Reconciliation of reported and underlying items — Europe

Net interest income

Reported nNet interest iNCOME ........c.ciueueriiririiteeetee e
Currency tranglation adjUStMENt” ............cc.oovueeeereeeeeeeeeeeeeeeeeeeee e
Acquisitions, digposals and dilULIONS ... ssssssssssssssssens

L0 1= 4 YT o R PRRRTTR

Other operating income

Reported other Operating iNCOME .........ccociirierii ettt
Currency translation adjUStMENt: .............co.oeveeeeeeeereeeeeeeeeeee s seeeae
Acquisitions, digposals and dilULIONS ... sssssssssssssesssssssees

UNAENTYING ottt

Revenue®

REPOME FEOVENUE .....uiiiiieieeieetecte ettt et
Currency translation adjustment*
OWN Credit SPIEAO% .......oovveoveecece sttt
Acquisitions, disposalS and dilULIONS ... es e sseseeeees

UNGEITYING ettt sttt

Lics®

[ S 010 =0 I PR
Currency tranglation adjUStMENt” .............cc..oovueeeeeeeeeeeeeeeeeeeeeeeeee s
Acquisitions, disposalS and dilULIONS ... seseeeeees

UNGEITYING ettt

Operating expenses
Reported Operating EXPENSES ........coeruiririiiceiieieee et
Currency trandation adjustment® ...
Acquisitions, disposals and dilutions

L0101 4 YT o R PRRRTTR
Underlying cost effiCIENCY FaliO .....ceoveriveeieeriririeee s

Profit/(loss) before tax
Reported profit/(10SS) DEFOre tax .........ccoovceenerrinieeeerses e
Currency tranglation adjUStMENt .............co.oeveeeeeerereeeeeeeeeeee s seeeae
Own credit spread®
Acquisitions, disposals and dilutions

UNGEITYING ettt ettt

For footnotes, see page 32.
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Y ear ended 31 December
2013 2012 Changée?
US$m US$m %
10,693 10,394 3
(38)
17 15
10,710 10,371 3
529 1,080 (51)
49
(69) (54)
460 1,075 (57)
20,967 17,608 19
(35
1,015 4,110
(51) (36)
21,931 21,647 1
(1,530) (1,921) 20
15
(1,530) (1,906) 20
(17,613) (19,095) 8
74
28 46
(17,585) (18,975) 7
80.2% 87.7%
1,825 (3414)
53
1,015 4,110
(18) 10
2,822 759 272




HSBC HOLDINGS PLC

Constant currency and underlying reconciliations (continued)

Geographical regions

Hong Kong

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

2012
2012 Currency at 2013 2013
as tranglation exchange as
reported adjustment® rates reported
USsm US$m uS$m uUssm
Net interest income ........cceevevrennnee 5,316 - 5,316 5,993
Net feeincome .......ccoceevvveveeervrennneens 3,335 - 3,335 3,877
Net trading incOmMe ......coceevevrennee 1,463 — 1,463 1,570
Own credit Spread® ........ooovevvverivn. - - - =
Other income/(expense) from
financial instruments designated
at fair value ......cccveeevnccnicieenes 447 - 447 258
Net income/(expense) from
financial instruments designated
at fair value .......ooooevecicecniinne, 447 - 47 258
Gains less |osses from financial
INVESIMENES ... 322 - 322 53
Net earned insurance premiums ........ 5,957 1 5,958 6,081
Other operating income (including
dividend inCOME)........cccoervreeeeenennne 1,948 (2) 1,946 1,941
Total operating income 18,788 (D] 18,787 19,773
Net insurance claims incurred and
movement in liabilities to
policyholders ..........ccocovnveccnenne (6,366) (1) (6,367) (6,570)
Net operating inCOMe® ... 12,422 2 12,420 13,203
LICS oo (74) - (74) (137)
Net operating income ...........c..o...... 12,348 2 12,346 13,066
Operating eXPensesS ..........occreeeerernnns (4,848 - (4,848) (5,045)
Operating profit .......cccoeeevevreccnennns 7,500 2) 7,498 8,021
Income from associates™ .................. 82 1 83 68
Profit beforetax ......ccovvverevnnenene. 7,582 (1) 7,581 8,089

For footnotes, see page 32.
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(42)

(84)
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Constant
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change?
%

13
16
7
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Reconciliation of reported and underlying items — Hong Kong

Y ear ended 31 December

2013 2012 Change’

US$m USsm %
Net interest income
[ S 010 <o R 5,993 5,316 13
Currency trangation adjustment® ... -
Acquisitions, digposals and dilULIONS .........cccoueueneeenrnerreneseneeesss s ssssessssssssessssesssens — (9)
UNAENTYING ottt 5,993 5,307 13
Other operating income
REDOMEA ...ttt ee et 1,791 1,924 ()]
Currency translation adjustment® ... 2
Acquisitions, disposalS and dilULIONS ... ses s seaseeiees - (375)
UNGEITYING ettt 1,791 1,547 16
Revenue®
[ S 010 = o [OOSR 13,203 12,422 6
Currency trandation adjustment* %3]
Own credit spread® ..., = -
Acquisitions, disposalS and dilULIONS ... see e seaseeeees - (445)
UNGEITYING ettt 13,203 11,975 10
Lice
REPOIEA ...ttt (137) (74) (85)
Currency tranglation adjUSIMEN: .............cc.oeveeevuevereeeeeeeeseie s seeeae -
Acquisitions, digposals and dilULIONS .........cccoueueineneneeensenesnses s ssssesssssessesssessssees - -
UNGEITYING 1ttt ettt ettt (137) (74) (85)
Operating expenses
LS 070 1= [PPSO (5,045) (4,848) 4
Currency translation adjUSIMENt” ...........c..oovveerveerrsesseesseesssies e ssesssesssenes -
Acquisitions, disposalS and dilULIONS ... seseeeeees - 34
UNAENTYING ottt (5,045) (4,814) (5)
Underlying Cost €ffiCIENCY FaLi0 .......ccerruivriririicieieieiers e 38.2% 40.2%
Profit before tax
REDOMEA ...ttt b e bbbt st ee bbbt 8,089 7,582 7
Currency translation adjUSIMENT ...........cc.eveeeeeeeeeeeeeeiessees s sssssesssssssnsenees )
OWN CrEdit SPREBOC ........oooeeeeeeeee e s s s eeessenssenesesnnne - -
Acquisitions, disposals and dilutions - (420)
UNAENYING ottt 8,089 7,161 13

For footnotes, see page 32.
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HSBC HOLDINGS PLC

Constant currency and underlying reconciliations (continued)

Geographical regions

Rest of Asia-Pacific

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

Net interest inCoMe .......coeueeeeevererieens
Net feeincome ........ccccvvveveennnenens
Net trading income ..
Oown credit Spread® ........ooovevvverivn.
Other income/(expense) from
financial instruments designated
atfar value .....cooeveeeeciereeeene
Net income/(expense) from
financial instruments designated
atfairvalue ......cccoveenees
Gainson disposal of Ping An ............
Gains less losses from financial
INVESIMENES ..o
Net earned insurance premiums ........
Other operating income (including
dividend inCOME) ........c.ccceuvveverenne

Total operating income

Net insurance claims incurred and
movement in liabilities to
policyholders ..........cocevcecerieninene.

Net operating income ..........cccceeuee.
Operating EXPENSES .......ccovvervreeeerenens
Operating profit .......cccoeevvveecnennns
Income from associates™ ...................

Profit beforetax ......ccovvvvreivnnenene.

For footnotes, see page 32.

2012

2012 Currency at 2013 2013
as trandation exchange as
reported adjustment® rates reported
usS$sm US$m uS$m uUssm
5,391 (119) 5,272 5,439
2,083 77) 2,006 2,059
1,053 (56) 997 456
3 - ©) ()

109 2 111 57
106 2 108 56
3,012 - 3,012 -
16 ) 15 1,222
812 @ 811 837
1,829 (237) 1,592 2,635
14,302 (489) 13,813 12,704
(718) 1 (717) (726)
13,584 (488) 13,096 11,978
(436) 12 (424) (361)
13,148 (476) 12,672 11,617
(5,806) 204 (5,602) (5,640)
7,342 (272) 7,070 5,977
3,106 45 3,151 1,787
10,448 (227) 10,221 7,764
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Reported
change’
%

1

)
(67
67

(48)
(47)

(100)

7,538

(11

@
(12
17
(12

(19
(42)
(26)

Constant
currency

change’
%

3
3

(>4)
67

(49)

(48)
(100)

8,047

66
®)

@
©)
15
®)
@
(15)
(43)
(24)



Reconciliation of reported and underlying items

Net interest income

Reported net interest iNCOME .........ceveereeeerereinernreceeieereeees
Currency tranglation adjustment® ...........cccoooeeeueererererererereenens
OWN Credit SPread® ..o eeeeneen
Acquisitions, disposals and dilUtions ............cvecereenerncrneecrnnenes

UNAENYING .ottt

Other operating income

Reported other operating inCome .........cccocovrreeeresreseeeeeens
Currency translation adjustment’ ..........cccoeveerevneesreesiesreeeerenen.
Acquisitions, disposals and dilutions ..........c..cceeereeeneeneneerensenenens

UNAEITYING et

Revenue®

REPOME FOVENUE ......cvenreeeeieeee ettt

Currency tranglation adjustment
Own credit spread® ...........coooovenene..
Acquisitions, disposals and dilutions ...

(010 (= 1 Y1 o S

Lics

REPOMEA LICS ...ttt
Currency tranglation adjustment” ............cco.coooeeeereeererererereeeennns
Acquisitions, disposals and dilUtions ..........cccceeereeenenerseneserenenes

UNAENYING .ot

Operating expenses

Reported operating EXPENSES .......cccoverereriererereresieereseseseeseeesees
Currency translation adjustment’ ...........cccoeeeereveeesreesresreeesrenen.
Acquisitions, disposals and dilUtioNs ...

UNAENYING .ot
Underlying cost efficiency ratio ...........ccovreeeennireceninenns

Share of profit in associates and joint ventures

REPOMEA ...
Currency tranglation adjustment® ..............cooeveeevreeveresreressenennne
Acquisitions, disposals and dilutions .............cceereeeneerenierensenenens

UNAEITYING et

Profit befor e tax

Reported profit DEFOre taxX ........cccvevvvreeierirereeeeres e

Currency tranglation adjustment” ...
Own credit spread® ..........cooveeeeneee.

Acquisitions, disposals and dilUtions ..........cccceeereeenenerseneserenenes
(0010 1= 7 Y/ 1o RS

For footnotes, see page 32.
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Y ear ended 31 December
2013 2012 Changée?
US$m US$m %
................................ 5,439 5,391 1
................................ (119
................................ 1 3
.................................. - (22)
................................ 5,440 5,253 4
................................ 2,633 1,823 44
................................ (233)
.................................. (1,139) (299)
................................ 1,494 1,291
................................ 11,978 13,584 (12
..... (488)
..... 1 3
..... (1,139) (3,342)
................................ 10,840 9,757 11
................................ (361) (436) 17
................................ 12
.................................. - (2)
................................ (361) (426) 15
................................ (5,640) (5,806) 3
................................ 204
.................................. 72 111
................................ (5,568) (5,491) 1)
................................ 51.4% 56.3%
................................ 1,787 3,106 (42
................................ 45
.................................. (19) (1,416)
................................ 1,768 1,735 2
................................ 7,764 10,448 (26)
..... (227)
..... 1 3
.................................. (1,086) (4,649)
................................ 6,679 5,575 20



HSBC HOLDINGS PLC

Constant currency and underlying reconciliations (continued)

Geographical regions

Middle East and North Africa

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

2012

2012 Currency at 2013 2013

as tranglation exchange as

reported adjustment® rates reported

US$m US$m uS$m US$m

Net interest inCome ........coveeeerennnne 1,470 (43) 1,427 1,486
Net feeincome ........ccccovvvvcnineninene 595 (1) 584 622
Net trading income .. 390 (9) 381 357
Oown credit Spread® ..., (12) - (12 )

Other income/(expense) from

financial instruments designated

atfar value ......ccooveeeieereceee - — - 2
Net income/(expense) from

financial instruments designated

at fair value .....coeeveeevcceciceeene, (12) - (12) )
Gains less losses from financial

INVESIMENES ..o 9 - 9 (18)
Net earned insurance premiums ........ - - - -
Other operating income/(expense)

(including dividend income) ......... (22) — (22) 58
Total operating income 2,430 (63) 2,367 2,503
Net insurance claims incurred and

movement in liabilities to

policyholders .........occoeevvvevvereennnnns — — - —
Net operating income® ................... 2,430 (63) 2,367 2,503
LICS oo (286) 4 (282) 42
Net operating income .........ccccceeneee. 2,144 (59) 2,085 2,545
Operating EXPENSES ......coeevrervreeeernrennns (1,166) 23 (1,143) (1,289)
Operating profit ......ccceceenvveneeienens 978 (36) 942 1,256
Income from associates™ ................... 372 — 372 438
Profit beforetax ......covveececnenne 1,350 (36) 1,314 1,694

For footnotes, see page 32.
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Reported
change?
%

1
5

®)
67

83

19

(11)
28
18
25

Constant
currency

change?
%

4
7

(6)
67

83

22
(13)
33
18
29



Reconciliation of reported and underlying items — Middle East and North Africa

Net interest income

Reported net interest iNCOME .......c.cuieueiriiiriireeee e
Currency tranglation adjUStMENt” ............co..oovueeeeeeeeeeeeeeeeeeeee e eeee e eeneae
Acquisitions, digposals and dilULIONS .........cccoueueinerenrnerrenesesseessessssses s ssssssssssssssssens

L0 1= 4 YT o R PRRRTTR

Other operating income

Reported other Operating iNCOME .........ccociirierii ettt
Currency translation adjUSIMENY .............cco.oeveeeveeeereeeeeeeeeeie s seeeae
Acquisitions, digposals and dilULIONS ... sssssessssssssssens

UNAENTYING ottt

Revenue®

REPOME FEOVENUE .....uiiiiieieeieetecte ettt et
Currency translation adjustment® ...
OWN Credit SPIEAO% .......ovvveoveececee st
Acquisitions, disposalS and dilULIONS ... ses e ssaseseeees

UNGEITYING ettt sttt

Lics®

Reported LICS ..o
Currency trandation adjustment® ...
Acquisitions, disposalS and dilULIONS .........coceueerecereeenienereerese s

UNGEITYING ettt

Operating expenses

Reported Operating EXPENSES ........coeruiririiiceiieieee et
Currency trandation adjustment® ...
Acquisitions, digposals and dilULIONS .........cccoveueenerenrnenreneseneeesssesssses s sssssessssssssssens

L0101 4 YT o R PRRRTTR
Underlying cost effiCIENCY FaliO .....ceoveriveeieeriririeee s

Profit before tax

Reported profit DEFOrE taX ...t
Currency trandation adjustment*
OWN Credit SPIEA0% .......oooveeeveeece sttt
Acquisitions, disposalS and dilULIONS ... ses e ssaseeeees

UNGEITYING ettt ettt

For footnotes, see page 32.
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Y ear ended 31 December
2013 2012 Changée?
US$m US$m %
1,486 1,470 1
(43)
= G)]
1,486 1,419 5
49 27)
- 64
49 37 32
2,503 2,430 3
(63)
4 12
— 3
2,507 2,382 5
42 (286)
4
42 (282)
(1,289) (1,166) (11)
23
— 15
(1,289) (1,128) (14)
51.4% 47.4%
1,694 1,350 25
(36)
4 12
— 18
1,698 1,344 26




HSBC HOLDINGS PLC

Constant currency and underlying reconciliations (continued)

Geographical regions

North America

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

Net interest inCoMe .......cceueeeeerererinnns
Net feeincome .........cocvveceernnennns
Net trading income ..
Own credit Spread® ...,
Other income/(expense) from
financial instruments designated
atfar value ....ccooeveeeeeineeveeeene
Net income/(expense) from
financial instruments designated
atfar value ....ccoooveeeeeinireeeene
Gains on disposal of US branch
network and US cards business .....
Gains less losses from financial
INVESIMENES ..o
Net earned insurance premiums ........
Other operating income/(expense)
(including dividend income) .........

Total operating income

Net insurance claims incurred and
movement in liabilitiesto
policyholders ..........ccocovvnveccnnne

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

Net operating income .........cccoen.e.
Operating eXPenSES ........cooevvreeeeerennns
Operating profit ......cccoovvveeecccnenns
Income from associates™ ..................

Profit beforetax .......ccoveevvevennee.

For footnotes, see page 32.

2012
2012 Currency at 2013 2013
as trandation exchange as
reported adjustment® rates reported
uUS$m US$m uS$m US$m
8,117 (42) 8,075 5,742
2,513 (18) 2,495 2,143
507 (6) 501 948
(2,090) - (1,090) (226)
(129) - (129) (62)
(1,219) - (1,219) (288)
4,012 - 4,012 -
251 @ 250 294
193 - 193 34
467 3 470 (31)
14,841 (64) 14,777 8,842
(148) - (148) (39)
14,693 (64) 14,629 8,803
(3,457) 6 (3,451) (1,197)
11,236 (58) 11,178 7,606
(8,940) 30 (8,910) (6,416)
2,296 (28) 2,268 1,190
3 - 3 31
2,299 (28) 2,271 1,221
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Reported
change’
%

(29)
(15)
87
79

52

76
(100)

17
(82

(40)

74
(40)
65
(32
28
(48)
933
(47

Constant
currency

change?
%

(29)
(14)
89
79

52

76
(100)

18
(82)

(40)

74
(40)
65
(32
28
(48)
933
(46)



Reconciliation of reported and underlying items — North America

Y ear ended 31 December
2013 2012 Changée?

ussm UsSsm %
Net interest income
Reported net interest iNCOME .......c.cuieueiriiiriireeee e 5,742 8,117 (29)
Currency tranglation adjUStMENt” .............cc.oovueeeereeeeeeeeeeeeeeee e eeseeeee e (42)
Acquisitions, disposals and AilULIONS ... (14) (1,433
L0 1= 4 YT o R PRRRTTR 5,728 6,642 (24)
Other operating income
Reported other Operating iNCOME .........ccociirierii ettt (208) 406
Currency translation adjUStMEN: .............co.oeveeeeeeeereeeieeeeeeeee s seeeae 3
Acquisitions, digposals and dilULIONS .........cccoueeuenerenenerrenesensessssesseseessssessssssssesssessssees 97 (134)
UNGEITYING ettt ettt (11) 275
Revenue®
REPOME FEOVENUE .....uiiiiieieeieetecte ettt et 8,803 14,693 (40)
Currency translation adjustment® (64)
OWN CIEUIt SPIEAO® ..o ssss s ssss s sssssse 226 1,090
Acquisitions, disposalS and dilULIONS ... seseies e ssaseseeees 89 (5,982)
UNGEITYING ettt sttt 9,118 9,737 (6)
Lice
REPOMEA LICS...c.iieieeeeeiiirisieiee ettt ses e sae et s e e ssesese e sessnsnsenenennns (1,197) (3,457) 65
Currency tranglation adjUStMENt” .............cc..oovueeeeeeeeeeeeeeeeeeeeeeeeee s 6
Acquisitions, disposalS and dilULIONS .........coceeueereceneeinieieireeresee e seeeeeeees - 325
UNAENTYING ottt (1,197) (3,126) 62

Operating expenses
Reported Operating EXPENSES ........coeruiririiiceiieieee et (6,416) (8,940) 28

Currency trandation adjustment® ... 30

Acquisitions, disposals and dilutions 14 796

L0101 4 YT o R PRRRTTR (6,402) (8,114) 21
Underlying cost effiCIENCY FaliO .....ceoveriveeieeriririeee s 70.2% 83.3%

Profit/(loss) before tax

Reported profit DEFOrE taX ...t 1,221 2,299 (47)
Currency translation adjUStMENt: .............cco.oeveeeeeeereeeeeeeeeeie s (28)

Own credit spread® 226 1,090

Acquisitions, disposals and dilutions 103 (4,861)

UNGEITYING ettt ettt 1,550 (1,500)

For footnotes, see page 32.
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HSBC HOLDINGS PLC

Constant currency and underlying reconciliations (continued)

Geographical regions

Latin America

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

Net interest inCome .......cccceeeverereenns
Net feeincome ........ccccvvveveennnenens
Net trading income ..
Own credit Spread® ........oovevvverivn.
Other income/(expense) from
financial instruments designated
atfar value ....ccooeveeeeeineeveeeene
Net income/(expense) from
financial instruments designated
atfar value ....ccooeveeeeineereeeene
Gains less losses from financial
INVESEMENES ..o
Net earned insurance premiums ........
Other operating income (including
dividend inCOME) ......ccovvveervrnrennns

Total operating income

Net insurance claims incurred and
movement in liabilitiesto
policyholders .........cccoeevverveecniennne

Net operating income .........ccccceeneee.
Operating EXPENSES ......coeevveevreeeererennns
Operating profit ......ccceceenvveneeienens
Income from associates™ ..................

Profit beforetax ......ccoeeviveereenee.

For footnotes, see page 32.

2012

2012 Currency at 2013 2013
as trandation exchange as
reported adjustment® rates reported
uUS$m US$m uS$m US$m
6,984 (440) 6,544 6,186
1,735 (98) 1,637 1,701
971 (74) 897 936
667 (67) 600 326
667 (67) 600 326
227 (12) 216 82
2,452 (203) 2,249 1,830
268 (49 219 1,124
13,304 (942) 12,362 12,185
(2,353) 217 (2,136) (1,617)
10,951 (725) 10,226 10,568
(2,137) 164 (1,973) (2,666)
8,814 (561) 8,253 7,902
(6,430 388 (6,042) (5,930
2,384 (173) 2,211 1,972
2,384 (173) 2,211 1,972

29

Reported
change’
%

(11)
@)
©)

(51)

(51)

(64)
(29)

319
®

31
®
(25)
(10)

17

17

Constant
currency
change?
%
(5)
4
4

(46)
(46)

(62)
(19)

413
@

24

(35)
4

(11

(11



Reconciliation of reported and underlying items

Y ear ended 31 December

2013 2012 Changée?

ussm Us$m %
Net interest income
Reported net interest iNCOME .......c.cuieueiriiiriireeee e 6,186 6,984 (11)
Currency tranglation adjUStMENt” .............cc.oovueveeeeeeeeeeeeeeeeeeeeeeee s (440)
Acquisitions, digposals and dilULIONS ... ssssssssesssssssees (277) (561)
UNAENYING ottt 5,909 5,983 1)
Other operating income
Reported other Operating iNCOME .........ccociirierii ettt 1,115 253 341
Currency translation adjUStMENt: ............cco.oevueevueeereeeeeeeeeeee s seeeae (48)
Acquisitions, digposals and dilULIONS ... ssssesssssesesssssssees (1,123) (14)
UNGEITYING ettt ettt (8) 191
Revenue®
REPOME FEOVENUE .....uiiiiieieeieetecte ettt et 10,568 10,951 (©)]
Currency translation adjustment® ... (725)
Acquisitions, disposals and AiIULIONS ...........c.vreurerniciee e (1,495) (805)
UNAENYING ettt 9,073 9,421 (4)
Lice
REPOMEA LICS ...ttt ns (2,666) (2,137) (25)
Currency translation adjUSIMENT .........c.ccueveeeeeeeeeerees st es s sssss e ssssssssnees 164
Acquisitions, disposalS and dilULIONS ... ses s eseeseeeees 32 53
UNGEITYING ettt ettt ettt (2,634) (1,920) 37)
Operating expenses
RePOrted OPErating EXPENSES .....c.covrureerereereresisseseesessssesssesesessesesessessssesesessssssssesessens (5,930) (6,430) 8
Currency translation adjUStMENt’ ..............oocveerveerveesreessses e ssses s 388
Acquisitions, disposalS and dilULIONS ... es s seeseeeees 239 488
UNAENTYING ottt (5,691) (5,554) 2
Underlying cost effiCIENCY Falio .........ccovrerieiiinirnieieeerrs e 62.7% 59.0%
Profit beforetax
Reported profit DEFOrE taX ........ccceeiirireccee s 1,972 2,384 a7
Currency tranglation adjUStMENt” .............cc.oovueveeeeeeeeeeeeeeeeeeeeeeee s 173)
Acquisitions, disposals and dilULIONS ... (1,224) (264)
UNAENTYING ottt 748 1,947 (62

For footnotes, see page 32.
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HSBC HOLDINGS PLC

Constant currency and underlying reconciliations (continued)
Global businesses

Reconciliation of reported to underlying average risk-weighted assets

Global businesses

Retail Banking and Wealth M anagement

2013 2012 Change
USs$bn USs$bn %
AVErage reported RWAS .......covirieieieiiriseeeseeses e se st sessssesesasnsessnsnes 251.5 313.8 (20)
Currency tranglation adjustment — 1.7)
Acquisitions, disposals and AilULIONS ... (2.8) (3.3
Average UNderlying RWAS ...t 248.7 280.8 (1)
Commercial Banking
2013 2012 Change
USsbn USs$bn %
Average reported RWAS .......c.ooiiiiiceiieieensree ettt 388.7 396.8 2
Currency trandation adjustment* - @7
Acquisitions, digposals and dilULIONS .........cccoueuenerenerenreneseneeesssessssesssssesssssesssssssssssees (8.9 (43.7)
Average UNerlying RWAS ..ot eess st ses s ses s sesesnsassesnns 379.8 351.4 8
Global Banking and Markets
2013 2012 Change
US$bn USs$bn %
Average reported RWAS ..ottt s 416.8 4124 1
Currency trandation adjustment® - (2.6)
Acquisitions, disposals and AiIULIONS ...........cveerenenincnecee e (3.6) (11.7)
Average underlying RWAS ..ottt 413.2 398.1 4
Global Private Banking
2013 2012 Change
USs$bn USs$bn %
AVErage reported RWAS ...ttt 21.8 221 (D]
Currency translation adjustment® — (0.2)
Acquisitions, disposalS and dilULIONS ... es e eseaseseees — (0.1)
Average UNderlying RWAS ...ttt 21.8 219 @

For footnote, see page 32.
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HSBC HOLDINGS PLC

Constant currency and underlying reconciliations (continued)
Global businesses

Footnotes to Reconciliations of non-GAAP financial measures

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

2 Positive numbers are favourable: negative numbers are unfavourable.

3 Changesin fair value due to movements in own credit spread on long-term debt issued. This does not include the fair value changes due
to own credit spread on structured notesissued, derivatives and other hybrid instruments included within trading liabilities.

4 Net insurance claimsincurred and movement in liabilities to shareholders.

5 Net operating income before loan impairment charges and other credit risk provisions, also referred to as ‘revenue’.

6 The operating results of these disposals were removed from underlying results in addition to disposal gains and |osses.

7 The operating results of these disposals and acquisitions were not removed from underlying results as they were not significant.

8 Loan impairment charges and other credit risk provisions.

9 Other income in this context comprises where applicable net trading income, net income/(expense) from other financial instruments
designated at fair value, gains less losses from financial investments, dividend income, net earned insurance premiums and other
operating income less net insurance claims incurred and movement in liabilities to policyholders.

10 In 2013, Markets included an [ adverse/favourable] fair value movement of US$[ ] m on the widening of credit spreads on structured
liahilities (2012: adversefair value movement of US$629m).

11 In each Group entity, Balance Sheet Management is responsible for managing liquidity and funding under the supervision of the local
Asset and Liability Management Committee. Balance Sheet Management also manages the structural interest rate position of the entity
within a Global Markets limit structure. Balance Sheet Management revenues include notional tax credits on income earned from tax-
exempt investments of US$H[ 1min 2013 and US$116min 2012, which are offset within ‘ Other’.

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

Constant currency and underlying reconciliations (continued)
Basel lll implementation and CRD IV

Basel lll implementation and CRD IV investors on the estimated effects of these rules on our

(Unaudited)

In June 2013, the European Commission published
the final Regulation and Directive, known
collectively as CRD 1V, to give effect to the Basel 111
framework in the EU. This came into effect on 1
January 2014.

In December 2013, the PRA issued itsfinal rules
on CRD 1V in PS 7/13, which transposes the various
areas of national discretion within the final CRD IV
legidation in the UK. Despite these final PRA rules
further PRA consultations are due in 2014 for CRD
IV capital buffers and Pillar 2.

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 to become legally enforceable, which
provides further uncertainty asto the capital
requirements under CRD V.

Following publication of the final CRD IV rules
and UK national discretions, in order to provide
transparency to the way we manage our transition to
Basel 111 under CRD 1V, we set out information for

33

CET1 capital position in the table on page 34.

Thisis supplemented by a table on page 35
which presents a reconciliation of our reported core
tier 1 capital and RWAs to our estimated CET1 end
point capital and estimated RWAs at 31 December
2013. The position at 31 December 2013 is
compared with that at 31 December 2012, where the
estimated effect was based on the earlier July 2011
draft CRD 1V text. The capital position is presented
on an end-point definition of CET1 capital, applying
all deductions and regulatory adjustmentsto CET1
capital in full, as they would apply at the end of the
transitional period.

The tables quantify the capital and
RWA impacts currently known and are based on our
interpretation of the final CRD 1V regulation and
final rulesissued by PRA, as supplemented
by regulatory guidance.

The effects of draft EBA standards are not
captured in our numbers. These could have
additional, potentially significant effects on our
capital position and RWAsS.

For the detailed basis of preparation,
see the Basis of preparation, page 41.




Composition of regulatory capital on an estimated CRD 1V end point basis and Year 1 transitional basis

(Unaudited)

Shareholders' EQUITY .....cvovvveerieeerireseeee e e es

Shareholders’ equity per balance sheet1®......
Foreseeable interim dividend ............cccc.c.....
Preference share premium ........

Other equity iNStrUMENts .........ccccceereerennencees
Deconsolidation of special purpose entities® ...

Deconsolidation of insurance entities ..........ccoveeeceeereresesensrenenens

NON-CONLIONING INEEESLS ...

Non-controlling interests per balance sheet .....
Preference share non-controlling interests ..........ccccvene..

Non-controlling interests transferred to tier 2 capita ..........
Non-controlling interests in deconsolidated subsidiaries ....

Surplus non-controlling interest disallowed in CET1 ..........ccccceee.

Regulatory adjustments to the accounting basis ...........ccccovveecienenne.

Own credit SPread® ..o
Debit valuation adjustment
Cash flow hedging reserve

DEAUCLIONS .....vvviiiriieciceeieie et
Goodwill and intangible @SSELS ........cccccvevvereriereniresreeerer s
Deferred tax assets that rely on future profitability (excluding those arising from

temporary diffErenCes) ..o

Defined benefit pension fund assets ..........cccccvverrcicnene.
Additional valuation adjustment (referred to as PVA)

Investments in own shares through the holding of composite products of which HSBC is a component (exchange

traded funds, derivatives, and index stock) ..........c.cceee..
Excess of expected |osses over impairment allowances

Common equity tier 1 capital .......ccoovveicennnccceee s

Transitional adjUSIMENL: .......ccoorireiirrreeeree s
Unrealised gains arising from revaluation of property ..........ccccce.....

Common equity tier 1 capital on year 1 transitional basis...............

For footnotes, see page 46.

Whilst CRD IV alows for the majority of
regulatory adjustments and deductions from CET1 to
be implemented on a gradual basis from 1 January
2014 to 1 January 2018, the PRA has largely decided
not to make use of these transitional provisions. This
resultsin acost to our transitional CET1 ratio,
corresponding to the treatment of unrealised gains on
investment property, which are only capable of being
recognised in CET1 capital from 1 January 2015.

For tier 1 and tier 2 capital, the PRA followed
the transitional provisions timing as set out in CRD
IV to apply the necessary regulatory adjustments and
deductions. The effect of these adjustments will be
phased in at 20% per annum from 1 January 2014
to 1 January 2018.

Furthermore, non-CRD |V compliant additional
tier 1 and tier 2 instruments benefit from a
grandfathering period. This progressively reduces

................................................................................. (6,387)
................................................................................. 3,644

................................................................................. (1,311)
................................................................................. 782

................................................................................. (35,969)
................................................................................. (24,899)

................................................................................. (680)

At 31 December
2013
US$m

.................................................................................. 164,057

...... 181,871
...... (3,005)
...... (1,405)
...... (5.851)
...... (1,166)

...... 8,588
...... (2,388)
...... (488)

...... (757)

1112
(451)
121

(1,731)
(2,006)

(677)
(5,976)

................................................................................. 132,514
................................................................................. 1,281

.................................................................................

................................................................................. 131,233

the eligible amount by 10% annually, following an
initial 20% on 1 January 2014, until they are fully
phased out by 1 January 2022.

Under CRD |V, banks should maintain aPillar 1
tier 1 buffer of 1.5% of RWAs and atier 2 buffer of
2.0% of RWAs. Going forward, as the grandfathering
provisions fall away, we intend to meet these buffers
in an economic manner by issuing non-equity capital
as necessary. At 31 December 2013, the Group had
US$11.7bn of CRD 1V compliant, non-equity capital
instruments and US$37.8bn of non-equity capital
instruments qualifying as eligible capital under
CRD IV by virtue of application of the grandfathering
provisions, after applying the 20% reduction outlined
above.

For afull disclosure of the CETL, tier 1 and total capital
position on a ‘transitional basis' at 31 December 2013,
see Appendix |11 of the Pillar 3 Disclosures 2013 report.
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Reconciliation of current rulesto CRD IV end point rules

(Unaudited)
Final text July 2011 text*
At 31 December 2013 At 31 December 2012
RWAs Capital RWAs Capital
uUssm ussm us$m us$m
Reported coretier 1 capital under the current regime ..........ccoeceeecereensisenenes 149,051 138,789
Regulatory adjustments applied to coretier 1 in respect of amounts subject
to CRD IV treatment
Foreseeable interim dividend ... (3,005) -
Deconsolidation of insurance undertakings in reserves..............ccoecenccnnne. (6,387) -
Surplus non-controlling interest disallowed in CETL ... (1,311) (2,299)
Debit valuation adjustment (451) (372)
Own credit spread on trading liabilities 75 -
Removal of filters under current regime:
— unrealised gains/(losses) on available-for-sale securities ..o (2,595) (1,223)
— unrealised gains on available-for-sale equities 1,474 2,088
— reserves arising from revaluation of Property ...........ccceveevnnsiinscnenns 1,281 1,202
Deferred tax liabilities on intangibles ... 299 267
Deferred tax assets that rely on future profitability (excluding those
arising from temporary differences) ..o (680) (456)
Defined benefit pension fund lHabilities ... (1,213) (1,596)
Additional valuation adjustment (referred to as PVA) .......cccccoevviiciiiiiinens (2,006) (1,720)
Investments in own shares through the holding of composite products
of which HSBC is a component (exchange traded funds, derivatives,
and INAEX SLOCK) ....cocvviiiiiiic s (677) (1,322)
Excess of expected |osses over impairment allowances
deducted 1009% from CETL ..ot (2,874) (3,084)
Removal of 50% of tax credit adjustment for expected |0SSeS ..........c.cceunecne (151) (111
Securitisations positions risk-weighted under CRD 1V ... 1,684 1,776
Deductions under threshold approach
Amount exceeding the 10% threshold:
— significant investmentsin CET1 capital of banks, financial
INSLItUtioNS 8N INSUFANCE ...t - (6,097)
Amount in aggregate exceeding the 15% threshol d:
— significant investmentsin CET1 capital of banks, financial
INSLItUtioNS 8N INSUFANCE ......cvieeiecicierei s - (2,029)
— dEfErred taX @SSELS ...cceverireeeereiereses ettt enes — (1,310)
Estimated CET1 capital under CRD [V ..o 132,514 122,503
RePOIrted total RWAS ......coieeieeiiirreeee et 1,092,653 1,123,943
Changes to capital requirements introduced by CRD 1V
Amounts in aggregate below 15% threshold and therefore subject
0 25096 MISK WEIGNE ..vuceveiecieeiietseet et 38,713 45,940
Credit valuation adjuStment ..........cccoerrinicice s 30,726 60,360
Securitisation positions and free deliveries risk-weighted under CRD IV ... 42,288 44,513
Other MOVEMENLS .....cveiciieicieee et snens 10,559 17,099
Estimated total RWAsUNder CRD 1V ..o 1,214,939 1,291,855
EStimated CETLFAtiO ..cuocueiiiririeiceerises et 10.9% 9.5%
Estimated regulatory impact of management actions
Management actions completed in 2013:
Dilution of our shareholding in Industrial Bank and the subsequent
change in accounting treatMeNt ...........cccoovreeerennseeeeresee e (38,880) (2,150)
Completion of the second tranche of the disposal of Ping An ........cccceeueeee. 3,522 9,393
Estimated total after management actions completed in 2013 ...........cccccceevnenee 1,256,497 129,746
Estimated CET1 ratio after management actions completed in 2013 ......... 10.3%

For footnote, see page 46.
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The main effect of the CRD 1V final rules
compared with those at 31 December 2012, when the
estimated impact was based on the earlier July 2011
draft text, is detailed below.

To effect the deduction of significant
investments in insurance companies from CET1,
consistent with the treatment in our Interim Report
2013, we have removed from the Group consolidated
reserves the contribution of our insurance business
and calculated the amount of the insurance holding
deduction, subject to threshold calculations, at cost.
The regulatory treatment of insurance holdings was
clarified in the final PRA rules set out in PS 7/13.
The change in treatment had a negative capital
impact of US$6.4bn on our reserves and resulted in
the value of our ‘significant investmentsin CET1
capital of banks, financial institutions and insurance’
falling below the threshold amounts for deduction.

The estimated amount of capital deduction for
non-significant (or ‘immaterial’) holdings of
financia sector entities has changed upon
finalisation of the CRD 1V text.

At 31 December 2012, we quantified the effect
of management actions estimated to be necessary to
negate a capital deduction against thisitem. This
followed an interpretation of the draft July 2011
CRD 1V text around the restriction in the rules for
netting of long and short positions held in the trading
book, whereby the maturity of the short position has
to match the maturity of the long position, or have a
residua maturity of no less than ayear.

For our interim results, following confirmation
of the legislation, we changed the basis of
presentation of the CRD IV estimated capital
position, to reflect further regulatory clarification
and the anticipated impact of management actions
that while contemplated at that time, could not be
concluded ahead of final rules. Consequently, the
presentation of the capital position at 31 December
2012 was changed to take into account the effect of
those management actions on immaterial holdings.

At 31 December 2013, following evolving
regulatory discussions, as well as systems
enhancements, we have been able to more
effectively match our long and short positions
under one year maturity. In addition, we have now
executed selected management actions to optimise
our maturity profile and make best use of matching
opportunities. These measures have brought our net
long position below the deduction threshold.

The EBA's publication of their final draft
regulatory technical standards (‘RTS') on ‘Own
Funds — Part |11’ on 13 December 2013 elaborates on
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the capital calculation of holdings of capital
instruments of financial sector entities. The draft
contains significant change from the initial
consultation and is still due for consideration and
adoption by the European Commission. We are
monitoring devel opments and depending upon the
final standard we will consider the effect, together
with any further management actions.

Our CET1 capital ratio at 31 December 2013
was reduced by US$3bn to reflect our prospective
fourth interim dividend declared, net of projected
scrip dividend, which will be paid in 2014. This
represents a change in our basis of preparation to
reflect CRD IV final rules.

A notable change compared with our
31 December 2012 estimates relates to the CVA risk
capital charge, which decreased to US$30.7bn,
mainly as aresult of the introduction of exemptions
under the final CRD IV rules.

Other movementsin our RWAs include residual
credit risk items following the finalisation of the
rules and their respective systems implementation.
The latter will continue as future regulatory
proposals are published in finalised form.

For a detailed description of the items above, see the Basis of
preparation, page 42.

Leverage ratio
(Unaudited)

The leverage ratio was introduced into the Basel 111
framework as a non-risk-based backstop limit, to
supplement risk-based capital requirements. It aims
to constrain the build-up of excessleveragein the
banking sector, introducing additional safeguards
against model risk and measurement errors. Theratio
is a volume-based measure calculated as Basel 111
tier 1 capital divided by total on- and off-balance
sheet exposures.

Basdl |11 providesfor atransitional period for
the introduction of this ratio, comprising a supervisory
monitoring period that started in 2011 and aparallel
run period from January 2013 to January 2017.
The parallel run will be used to assess whether the
proposed minimum ratio of 3% is appropriate, with a
view to migrating to aPillar 1 requirement from
1 January 2018.

In November 2013, the PRA issued a
supervisory statement on leverage and capital ratios
which requires major UK banks from 1 January 2014
to meet a3% CRD IV end point tier 1 leverage ratio
but after taking deductions to reflect the FPC's
assessment of expected future losses, future costs
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of conduct redress and adjusting for a more prudent
calculation of risk weights, as published previously
in June 2013.

In January 2014, the Basel Committee published
itsfinalised leverage ratio framework, along with
the public disclosure requirements applicable from
1 January 2015. Under CRD |V, thefinal calibration
and legidative proposals are expected to be
determined following areview of the revised Basel
proposals and the basis of the EBA's assessment of the
impact and effectiveness of the leverageratio during a
monitoring period from 1 January 2014 until 30 June
2016.

Monitoring leverage has been part of HSBC's
regulatory reporting since December 2010. From
the 2012 year end, ahead of the Basel 111 disclosure
timeline, UK banks were required by the PRA to
disclose an estimated leverageratio at year-end and
mid-year, using ahybrid of Basel |11 and CRD IV

In January 2014, the PRA issued a letter to major
UK banks setting out the approach to be taken for
calculating the leverage ratio for year-end 2013
Pillar 3 disclosures. This confirmed that the
calculation of the leverageratio is conceptually
unchanged and will continue to be based on ahybrid
of Basel |1l and CRD |V basis. The numerator is now
calculated using thefinal CRD IV end point tier 1
(rather than draft) capital definition. The calculation of
the exposure measure will continue to be based on the
December 2010 Basdl 111 text.

It should be noted that this PRA-prescribed
basis for disclosing the leverage ratio is not aligned
with the November 2013 supervisory statement, the
CRD 1V final rules or the Basel Committee's final
proposals on the Basel 111 leverage ratio. However,
the CRD |V basisis expected to be aligned to Basel
during 2014.

,5)"‘ ) For a detailed basis of preparation of
rules. Wi the leverage ratio, see the Basis of
W » preparation, page 45.
Estimated leverage ratio
(Unaudited)
PRA-
prescribed
basis
US$bn
At 31 December 2013
Total assets per finanCial DAIANCE SNEEL ........ccoviireeee ettt e e e e nantesnse e senanaennnn 2,671
Adjustment to reverse netting of loans and deposits allowable UNder IFRS ... 93
Reversa of the accounting values: (482)
DIEFIVALIVES ...ttt h bt E e b h bbb E et bbbttt (282)
Repurchase agreement and SECUMTIES FINANCE .........c.cueuiriiiririeiceierreie ettt (200)
Replaced with regulatory values: 386
(= RV (YRR 239
Repurchase agreement and SECUNtIES FINBNCE .......c.ceuiuiiiriii i 147
Addition of off balance sheet commitments and guarantees: 388
Guarantees and CONtINGENE [IADITTTTIES ........ccvvrieuiiiriee bbbttt 85
COMIMUTMENES ©.viueieetetereesiseseeeeseseseseseeeeseseeresessesesesesessesesesesessssesesesesesseseseseseseseesesesesese et esesese e sns et esene e sensesesesesnentesnseneren 295
Other 8
Exclusion of items already deducted from the Capital MEASUIE ...........ccociiiiririeiieririeee e (28)
Exposure measure after regulatory adjUSEMENES ...t n b 3,028
Tier 1 capital under CRD 1V (€10 POIML) .....ouiiiiirireeieeieetsee et see st se b e se st b ese e be s e e sesbesese s st et e bebese st essbebebensananas 133
Estimated leverage ratio (EN0 POINT) ..ottt ee ettt se b se bbb s e bbb e e st ebebene s 4.4%
Tier 1 capital under CRD 1V (including instruments that will be ineligible for inclusion after
Basel 11 transitional period has fully €lapSed) ........cceeiirireeeeier et sa e nns e senees 149
Estimated leverageratio (including instrumentsthat will beineligible for inclusion after
Basel 111 transitional period has fully €lapSed) ...t bbb 4.9%
At 31 December 2012
Estimated |everage ratio (EN0 POIML) ........oiceioirrieieieerire sttt sttt e sttt s et ae e e s b e be e st e se e b e bebeae st eesbeb et e s st et b ebenenes 4.2%
Estimated leverage ratio (including instruments that will be ineligible for inclusion after
Basel 11 transitional period has fully €lapSed) .......cceieirreeeirer et neees 4.8%
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Future developments
(Unaudited)

UK regulatory update

The UK financial services regulatory structure has
undergone substantial reform following the abolition
of the FSA and the establishment of three new
regulatory bodies on 1 April 2013. These three
bodies comprise the FPC, a committee of the Bank
of England, the PRA, a subsidiary of the Bank of
England and the Financial Conduct Authority
(‘FCA).

The PRA and the FCA are the supervisors
inheriting the majority of the FSA’s functions. The
FPC isresponsible for macro-prudential supervision,
focusing on systemic risk that may affect the UK’s
financial stability.

UK authorities have a number of areas of
ongoing regulatory focus. A common themeis the
ability of banks' internal models to adequately
capture the risk of the portfolio.

During 2013, the PRA proposed awholesale
loss given default (‘LGD’) and exposure at default
(‘EAD’) framework to UK banks that includes the
treatment of low-default portfolios. Thisimposed
LGD and EAD floors based on the foundation
approach in the case of portfolios with data quality
shortcomings and also those with fewer than 20
events of default per country.

In December 2013, the PRA concluded its
review of HSBC and confirmed that the floors
should be implemented across a range of portfolios
by the end of March 2014. Work is underway to
implement the change, which is currently estimated
to have a negative impact on our CET1 ratio in the
range of 25bps to 35bps.

In December 2013, the PRA issued its
Supervisory Statement SS13/13 in relation to Market
Risk. Thisrequires firms to identify risks not
adequately captured by models and to hold
additional funds against those under its Risks not in
VaR (‘RNIV’) framework. In assessing these risks,
no offsetting or diversification will be allowed
across risk factors. To aign with this, we are
currently reviewing and revising our methodology.

In July 2013, the EBA published a consultation
paper on prudent valuation together with a
Quantitative Impact Study. We await the outcome
of the EBA consultation process and the finalised
standard during 2014.
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Systemically important banks

In parallel with the Basel |11 proposals, the Basel
Committee issued a consultative document in July
2011, ‘Global systemically important banks:
assessment methodology and the additional loss
absorbency requirement’. In November 2011, it
published its rules and the Financia Stability Board
(‘FSB’) issued the initial list of global systemically
important banks (‘ G-SIB’s). Thislist, which includes
HSBC and 28 other major banks from around the
world, will be re-assessed periodically through
annual re-scoring of the individual banks and a
triennial review of the methodol ogy.

The banks included in the list, depending on
their relative ranking, will be required to hold a
buffer in the form of CET1 capital on ascale
between 1% and 2.5%.The requirements, initially for
those banks identified as G-SIBsin November 2014,
on the basis of end-2013 data, are envisaged to be
phased in from 1 January 2016, becoming fully
effective on 1 January 2019. However, national
regulators have discretion to introduce higher
thresholds than the minima.

In July 2013, the Basel Committee issued
updated final rules, ‘ Global systemically important
banks: updated assessment methodology and the
additional |oss absorbency requirement’. Based
on this, in November 2013 the FSB and the Basel
Committee updated the list of G-SIBs, using end-
2012 data. One more ingtitution was added to the list
of 28 banking groupsidentified as G-SIBsin 2012,
increasing the overall number to 29. The add-on
of 2.5% previously assigned to HSBC was left
unchanged.

The EBA is currently consulting on the
implementation of the Basel methodology within the
EU.

Regulatory capital buffers

CRD 1V, in addition to giving effect to the Basel
Committee's surcharge for G-SIBsin the form of
aglobal systemically important institutions buffer
(‘G-SlIB’), establishes a number of additional
capital buffers, to be met by CET1 capital, broadly
aligned with the Basel 111 framework. CRD 1V
contempl ates that these will be phased in from

1 January 2016, subject to national discretion.

These new capital requirements include a
capital conservation buffer designed to ensure banks
build up capital outside periods of stress that can be
drawn down when losses are incurred, set at 2.5% of
RWAS.
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Additionally, CRD IV sets out a systemic risk
buffer (‘ SRB’) for the financia sector as awhole, or
one or more sub-sectors, to be deployed as necessary
by each EU member state with aview to mitigate
structural macro-prudential risk. It is expected that,
if such arisk was found to be prevalent, the SRB
would be set at a minimum of 1% of the exposures
to which it would apply. Thisis not restricted to
exposures within the member state itself. To the
extent it would apply at aglobal level, it is expected
that the higher of the G-SIIB and the SRB would
apply.

To implement the CRD IV capital buffersin the
UK, in August 2013 the PRA issued a consultation
proposing changes to the Pillar 2 framework and
explaining its interaction with the buffers. Under the
Pillar 2 framework, banks are already required to hold
capital in respect of theinternal capital adequacy
assessment and supervisory review which leads to a
final determination by the PRA of individual capital
guidance under Pillar 2A. Thisis currently met by
total capital, and in accordance with PS 7/13, is now
to be met 56% by CET1 from 1 January 2015.

The PRA also proposed to introduce a PRA
buffer, to replace the current capital planning add-on
(known as Pillar 2B), also to be held in the form of
CET1 capital.

The PRA buffer isintended to be calcul ated
independently and then compared to the extent to
which other CRD IV buffers may aready cover the
same risks. Depending upon the business undertaken
by an individual firm, the PRA has stated its
expectation that the capital conservation buffer and
relevant systemic buffers should serve asimilar
purpose to the PRA buffer and therefore be deducted
fromit.

In PS 7/13, the PRA delayed the publication
of the remaining rules on capital buffers, pending
confirmation from HM Treasury of the UK authority
responsible for setting the systemic buffers. The
designated UK authority will have the discretion
to set the precise buffer rates above the CRD IV
minima and to accelerate the timetable for their
implementation.

CRD |V aso contemplates a cyclical buffer
in linewith Basel 111, in the form of an institution-
specific countercyclical capital buffer (*CCB’), to
protect against future losses where unsustainable
levels of leverage, debt or credit growth pose a
systemic threat. Should a CCB berequired, it is
expected to be set in the range of 0-2.5%, whereby
the rate shall consist of the weighted average of the
CCB rates that apply in the jurisdictions where
relevant exposures are located.
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In January 2014, the FPC issued a policy
statement on its powers to supplement capital
requirements, through use of the CCB and the
Sectoral Capital Requirements (‘ SCR’) tools. The
CCB dlowsthe FPC to raise capital requirements
above the micro-prudential level for al exposuresto
borrowersin the UK. The SCR is a more targeted
tool which allows the FPC to increase capital
requirements above minimum regulatory standards
for exposures to three broad sectors judged to pose
arisk to the stability of the financial systemasa
whole: residential and commercia property; and
other parts of the financial sector, potentially on a
global basis.

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
capital planning buffer with annual concurrent stress
tests, the results of which are expected to inform the
setting of the PRA buffer, the CCB, sectoral capital
requirements and other FPC recommendations to
the PRA. The PRA is expected to further consult
on Pillar 2, the transition to the PRA buffer and the
relationship between the PRA buffer and the stress
testing exercisein 2014.

Until outstanding consultations are published
and guidance issued, there remains uncertainty as
to the interaction between these buffers, the exact
buffer rate requirements and the ultimate capital
impact.

For a high-level representation of the proposed
buffers under the new regime, see figure below.
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Potential effect of regulatory proposals on
HSBC'’s capital requirements

Given the developments outlined above, it remains
uncertain what HSBC's final capital requirement will
be. However, elements of the capital requirements
that are known to date are as follows:

%

Minimum CET1® ... 45
Capital conservation buffer® ........................ 25
G-SIIB buffer (to be phased in

UP 10 2019)%....oeeeeeesess s 25

In December 2011, against the backdrop of
eurozone instability, the EBA recommended that
banks aim to reach a 9% EBA-defined coretier 1
ratio by the end of June 2012. In July 2013, the EBA
replaced the 2011 recapitalisation recommendation
with a new measure on capital preservation. This
equates for HSBC to US$104bn, compared with
actual coretier 1 capital held of US$141bn at
30 June 2013. To monitor this, banks submitted
additional reporting and capital plansin November
2013 to demonstrate that appropriate levels of capital
are being preserved. The EBA indicated they will
review this recommendation by December 2014.

RWA integrity

In July 2013, the Basel Committee published its
findings on the * Analysis of risk-weighted assets
for credit risk in the banking book’, reporting
that while the mgjority of RWA variability arises
from the underlying credit quality of a portfolio,
differences al so arise from banks' choices under
the IRB approach. One of its recommendations to
counteract this variance was the introduction of
new or increased capital floors.

In parallel with the above and as part of the
review of the Basel capital framework, also in July
2013, the Basel Committee published a discussion
paper on its findings, ‘ The regulatory framework:
balancing risk sensitivity, simplicity and
comparability’. The Basel Committee proposed that
arange of measures should be considered, including
the possibility of additiona floors, as a potential tool
to constrain the effect of variation in RWASs derived
frominternal model outputs, to provide further
comfort that banks' risks are adequately capitalised
and to make capital ratios more comparable.

In November 2013, the FPC postponed a
decision on whether to propose parallel RWA
disclosures by UK banks on the Basel standardised
approach, pending further assessment by the PRA of
the merits, cost and benefits of such a proposition.
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In December 2013, the EBA published the final
results of its investigation into RWAs in the banking
book, aimed at identifying any materia differencein
RWA outcomes between banks and understanding the
sources of such differences. The report concluded that
differencesin implementation of the IRB approach
were linked to differences in practice on the part of
both supervisors and banks.

The EBA set out a number of policy
recommendations to address its findings. These
include enhancing the disclosure and transparency
of RWA-related information, supporting supervisors
in properly implementing the single rulebook with
the delivery of existing mandates set out in CRD 1V
and devel oping additional guidance that specifically
addresses and facilitates consistency in supervisory
and bank practice.

We are reviewing these proposals and aim to
further develop the measures that have aready been
taken to support and provide transparency to our
metrics, such as RWA flow analysis (on pages 302
and 303 of the Annual Report and Accounts 2013.)
and RWA density analysis (on page 36 of the
Pillar 3 Disclosures 2013 report), which reflects our
compliance with the EDTF framework.

Structural banking reform

The Independent Commission on Banking (‘1CB’)
published itsfinal report in September 2011 and the
UK government expressed broad approval for the
principle of establishing aring-fenced bank for retail
banking activities and greater |oss absorbing

capacity.

In December 2013, the UK’s Financial Services
(Banking Reform) Act 2013 received Royal Assent,
becoming primary legislation. It implements
the recommendations of the ICB and of the
Parliamentary Commission on Banking Standards,
which inter alia establish aframework for ‘ring-
fencing’ the UK retail banking from trading
activities, and sets out requirements for loss
absorbency in the form of equity capital and loss
absorbing debt. The PRA, subject to the approval
of HM Treasury, is empowered to require banking
groups to restructure their operationsiif it considers
that the operation of the ring-fencein agroup is
proving to be ineffective. The exercise of these
powers may lead to groups being required to split
their retail and investment banking operations into
separate corporate groups. A consultation has also
taken place on draft secondary legislation setting out
further details but the underlying rules from
supervisory authorities are not yet available.

The UK Financial Services (Banking Reform)
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Act 2013 also creates a ‘ bail-in" mechanism as an
additional resolution tool alongside existing options
to transfer all or part of the bank to a private sector
purchaser, to transfer parts of the bank to a new
'bridge’ bank which is later sold or takes the bank
into temporary public sector ownership. In a‘bail-
in’, shareholders and creditorsin the bank have their
investments written down in value or converted into
new interests (such as new shares) without the bank
being placed in liquidation. This allows the bank to
continue to provide its core banking services without
interruption and ensures that the solvency of the
bank is addressed without taxpayer support, while
also alowing the Bank of England to provide
temporary funding to this newly solvent bank.
Certain liabilities such as deposits protected by

the Financial Services Compensation Scheme are
excluded from bail-in. It is intended that these bail-in
provisions will be consistent with the European
Recovery and Resolution Directive once it comes
into force.

The UK government intends to complete the
legislative process by the end of this Parliament in
May 2015 and to have reformsin place by 2019.

In February 2012, the European Commission
appointed a High Level Expert Group under the
Governor of the Bank of Finland, Erkki Liikanen,
to consider potential structural changes in banks
within the EU. The group recommended, inter alia,
the ring-fencing of certain market-making and
trading activities from the deposit-taking and retail
payments activities of major banks and possible
amendments to the use of bail-in instruments as
aresolution tool, as well as anumber of other
comments.
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In January 2014, following a consultation
period, the European Commission published its
own legidative proposals on the structural reform
of the European banking sector which would
prohibit proprietary trading in financial instruments
and commaodities, 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 alow for derogation from these
requirements for super-equivalent national regimes.
On the current basis, it is understood that non-EU
subsidiaries of the Group which could be separately
resolved without a threat 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 legidation is agreed. The relationship
between the UK, French, German and any EU
proposals has till to be clarified (as does the
interactivity between any of these proposals and the
US Volcker Rule), although the G20 has asked the
FSB, in collaboration with the IMF and OECD, to
assess the cross-border consistency and global
financia stability implications of structural
measures, to be completed by the end of 2014.
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Basis of preparation of the estimated effect of the CRD IV end point applied to the 31 December
2013 position
(Unaudited)

The table on page 35 presents a reconciliation of our reported coretier 1 and RWA position at 31 December 2013
to the pro forma estimated CET1 and estimated RWAs based on the Group’s interpretation of the final CRD 1V
legislation and final rulesissued by the PRA, supplemented by ongoing regulatory guidance, as applicable. At
31 December 2012, we estimated the impact based on the July 2011 draft CRD 1V text.

CRD IV wasfinalised in June 2013 and came into effect on 1 January 2014. The final text of the legislation contains
significant provisions for national discretion and in December 2013 the PRA published Policy Statement PS7/13
containing the final rules and supervisory statements implementing CRD 1V in the UK.

Notwithstanding, there remains considerable areas of uncertainty in the legislation, with numerous formal regulatory
technical standards (‘RTS’) and implementing technical standards due for issue by the EBA still to be drafted and
finalised by the European Commission, leaving the CRD IV rules subject to significant uncertainty. We have not
incorporated the impact of those draft standards in our estimates. Furthermore, PRA consultations on capital buffers
and Pillar 2 have been delayed to 2014.

Asthe transposition of the CRD 1V rulesin the UK was only published in late December, we are till in the process
of upgrading our models and systems used to calculate capital numbersin a CRD IV environment. As a consequence,
the estimates include manual adjustments and are subject to change.

Given the above, the final CRD IV impact on the Group’s CET1 and RWAs may differ from our current estimates.

The detailed basis of preparation is described below for items that are different from the rules in application as at
31 December 2013 (‘Basel 11/PRA old regime’). We have a so outlined where the basis of preparation has changed
from our 31 December 2012 disclosures, principally as aresult of publication of PRA's final rules and ongoing
regulatory clarification of the rules as understanding evolves.

At 31 December 2013, our estimate of individual non-significant holdingsin financial sector entitiesthat are,

in aggregate, above 10% of the Group's CET1 capital translates into a net long position amount that is below the
threshold for deduction, as aresult of management actions executed to optimise our maturity profile and make best
use of matching opportunities. Our estimates are based on the CRD |V final rules and ongoing regulatory guidance.

The EBA’s publication of their final draft RTS on *Own Funds— Part 111" on 13 December 2013 elaborates on the
capital calculation of holdings of capital instruments of financial sector entities. The draft contains significant change
frominitial consultation and still due for consideration and adoption by the European Commission. Thisis currently
under review and depending upon the final standard we will consider what, if any, further management actions will
be possible to mitigate any impact.

To effect the deduction of significant investments in insurance companies from CET1, we have removed from the
Group consolidated reserves the contribution of our insurance business and cal culated the amount of the insurance
holding deduction, subject to threshold calculations, at cost. The regulatory treatment of insurance holdings was
clarified in the final PRA rules as set out in PS 7/13.

Following regulatory guidance, our CET1 capital ratio as at 31 December 2013 reflects our prospective fourth
interim dividend declared, net of projected scrip dividend, which will be paid in 2014. This represents a change in our
basis of preparation.

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

Fourth interim dividend: we have deducted the prospective fourth interim dividend from our CET1 capital at

31 December 2013, following our interpretation of the final rules and regulatory clarification. The amount deducted
corresponds to the declared dividend, net of the scrip amount estimated based on our historic planning assumptions.
Thisfollows CRD IV fina rules and represents a change in the basis of preparation compared with 31 December
2012 as well asthe current disclosed capital position under Basel 11.

Deconsolidation of insurance undertakingsin reserves: under the Basel 11/PRA old regime, the Group consolidated
reserves include the post-acquisition reserves of our unconsolidated insurance businesses, which is then reflected in the
value of the Basel 1l deduction from tier 1 and tier 2 capital. The CRD 1V rules do not consider such atreatment.
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However, the PRA stated in PS 7/13 that the treatment contemplated under the PRA old regime was no longer
considered appropriate. In accordance with the PRA's final rules, we have therefore excluded the post-acquisition
reserves from our CET1 reserves, leaving the investment to be deducted from CET1 (subject to thresholds) valued at
cost.

Investmentsin own sharesthrough the holding of composite products of which HSBC isa component
(exchange traded funds, derivatives, and index stock): the value of our holdings of own CET1 instruments,
whereit is not aready deducted under IFRSs, is deducted from CET1. Under CRD IV, this deduction comprises
not only direct but also indirect and synthetic, actual and contingent, banking and trading book gross long positions.
Trading book positions are calculated net of short positions only where there is no counterparty credit risk on these
short positions (this restriction does not apply to short index positions being offset against other index positions).

The EBA’s publication of their final draft RTS on *Own Funds — Part 111" on 13 December 2013 elaborates on the
capital calculation of holdings of capital instruments of financial sector entities. The draft contains significant change
frominitial consultation and still due for consideration and adoption by the European Commission. Thisis currently
under review and may change our estimates. Depending upon the final standard we will consider what, if any,
management actions will be possible to mitigate any impact.

Under Basel 11/PRA old regime, there is no regulatory adjustment made to the amounts already deducted under IFRS
rules.

Sur plus non-controlling interest disallowed in CET 1: non-controlling interests arising from the issue of common
shares by our banking subsidiaries receive limited recognition. The excess over the minimum capital requirements
of the relevant subsidiary, calculated on the basis of itslocal reporting as well asits contribution to the parent
consolidated requirements, is not allowable in the Group’s CET1 capital to the extent it is attributable to minority
shareholders.

The final rules reguire a calculation of the surplus to be undertaken at the sub-consolidated level for each relevant
subsidiary. In addition, the calculation of the minimum requirements of the subsidiary includes any additional capital
requirements imposed by the local regulations, to the extent those are to be met by CET1 capital.

Under the Basel 11/PRA old regime, there is no regulatory restriction applied to minority interests.

Unrealised gaing/(losses) on available-for-sale debt securities: under CRD 1V, there is no adjustment to remove
from CET1 capital unrealised gains and losses on available-for-sale debt securities. The final CRD 1V text includes
anational discretion for competent authorities to retain a prudential filter for those unrealised gains or losses on
exposures to central governments. In PS 7/13, the PRA clarified that they were unlikely to apply such afilter and as a
conseguence we have not applied such afilter in our estimates.

Under Basel 11, both unrealised gains and losses are removed from capital (net of tax).

Unrealised gains on available-for-sale equities and reserves arising from revaluation of property: thereisno
adjustment for unrealised gains and losses on reserves arising from the revaluation of property and on available-for-
sale equities. Under the Basel 11/PRA old regime, unrealised net gains on these items are included in tier 2 capital
(net of deferred tax) and net losses are deducted from tier 1 capital.

Defined benefit pension fund assets and liabilities: in line with the Basel 11/PRA old regime, the amount of
retirement benefit assets as reported on the balance sheet is to be deducted from CET1. At 31 December 2013, the
amount of retirement benefit liabilities as reported on the balance sheet was fully recognised in CET1 rather than
being replaced by any commitment funding plans as allowed under the Basel 11/PRA old regime.

Excess of expected losses over impair ment allowances deducted 100% from CET 1: the amount of excess of
expected losses over impairment allowancesis deducted 100% from CET1. Under the Basel [1/PRA old regime, this
amount is deducted 50% from coretier 1 and 50% from total capital.

Removal of 50% of tax credit adjustment for expected losses: the amount of expected losses in excess of
impairment allowances that is deducted from CET1 capital is not reduced for any related tax effects. Under the
Basel 11/PRA old regime, any related tax credit offset isrecognised 50% in coretier 1 and 50% in tier 1 capital.

Securitisation positionsrisk-weighted under CRD |V: securitisation positions that were deducted from coretier 1
under the Basel |1/PRA old regime have been included in RWAs at 1,250%.

Deferred tax liabilities on intangibles: the amount of intangible assets deducted from CET1 has been reduced by
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the related deferred tax liability. Under Basel 11, the goodwill and intangible assets are deducted at their accounting
value.

Deferred tax assetsthat rely on future profitability (excluding those arising from temporary differences): the
deferred tax assets that rely on future profitability and do not arise from temporary differences are deducted 100%
from CET1. The deferred tax assets that rely on future profitability and arise from temporary differences are subject
to the separate threshold deduction approach detailed separately. Under Basel 11, these items receive a risk weighting
of 100%.

Additional valuation adjustment (referred to as prudent valuation adjustment or ‘PVA’): under Basel 11, banks
arerequired to comply with requirements for prudent and reliable valuation of any balance sheet position measured
at market or fair value. Under CRD 1V, al assets and derivatives measured at fair value are subject to specified
standards for prudent valuation, covering uncertainty around the input factors into the fair value valuation models—
namely, uncertainty around the mark-to-market of positions, model risk, valuation of lessliquid positions and credit
valuation adjustments.

Where the accounting fair value calculated under IFRSs is higher than the valuation amount resulting from the
application of the prudential adjustments, this would result in an additional valuation adjustment or PVA deduction
from CET1 capital.

Following PRA direction, we have included an estimate of the impact of PVA, on a tax-effected basis, based on
our current methodology. However, there is guidance outstanding following ongoing EBA consultation. A new
consultation paper was issued by the EBA in July 2013 and a Quantitative Impact Study was launched on 22 July
2013 to assess the effect of the proposals. Further clarity on the requirements following finalisation of the EBA
process and discussions with our regulator could potentially change thisfigure.

Debit valuation adjustment (‘DVA’): the amount of al fair value gains and losses on OTC derivative liabilities
that results from changes to our own credit spread are derecognised from CET1.

Individually non-significant holdingsin CET1 capital of financial sector entitiesin aggregate above 10% of
HSBC CET1: under CRD 1V, theinvestmentsin CET1 instruments of financial sector entities, where we have a
holding of not more than 10% of the CET1 instruments issued by those entities, are deducted from CET1 to the
extent the aggregate amount of such holdings exceeds 10% of our CET1 capital (ca culated before any threshold
deductions).

At 31 December 2012 we had quantified the effect of management actions estimated to be necessary to negate a
capital deduction against thisitem. This followed an interpretation of the draft July 2011 CRD 1V rules around the
restriction in the rules for netting of long and short positions held in the trading book, whereby the maturity of the
short position has to match the maturity of the long position, or have aresidual maturity of no less than a year.
Consistent with our interim disclosures, we have changed the basis of presentation of the CRD |V estimated capital
position as at 31 December 2012 in the table on page 35 to reflect the effect of the management actions deemed
necessary at the time.

At 31 December 2013, following publication of CRD 1V and evolving regulatory discussions, as well as systems
enhancements, we have been able to more effectively match our long and short positions under one year maturity. In
addition, we have now executed sel ected management actions to optimise our maturity profile and make best use of
matching opportunities which bring our net long position below the deduction threshold.

The EBA’s publication of their final draft RTS on ‘Own Funds— Part |11’ on 13 December 2013 offers clarification

on the extent to which we are required to look through holdings in intermediate entities to identify indirect financia
sector exposures. Thisis currently under review and depending upon the final standard we will consider the impact
and what, if any, further management actions will be taken.

Deductions under threshold approach: under CRD |V, where we have a holding of more than 10% of the CET1
instruments issued by banks, financia institutions and insurance entities which is not part of our regulatory
consolidation, that holding is subject to a threshold deduction approach. Under the Basel 11/PRA old regime, these
exposures are deducted 50% from tier 1 capital and 50% from total capital, except for certain insurance holdings
that met the requirements under the transitional provision of the current rules and until 31 December 2012 that were
alowed to be deducted 100% from total capital.

Deferred tax assets that rely on the future profitability of the bank to be realised and which arise from temporary
differences are also subject to this threshold deduction approach. Under the Basel 11/PRA old regime, these assets
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would be subject to 100% risk weighting.

Under CRD 1V, the amount of such deferred tax assets and significant investments which individually and in
aggregate exceed 10% and 15% respectively of our CET1, are fully deducted from CET1 capital. Amounts falling
below the 10% and 15% thresholds are risk-weighted at 250%.

Key changes to capital requirements introduced by CRD IV

Credit valuation adjustment (' CVA’) risk: introduced as a new requirement under CRD |V rules, thisis a capital
charge to cover the risk of mark-to-market losses on expected counterparty risk, and is referred to as a regulatory
CVA risk capital charge.

Where we have both specific risk VAR approval and internal model method approval for a product, the CVA VAR
approach has been used to calculate the CVA capital charge. Where we do not hold both approvals, the standardised
approach has been applied. We have estimated our regulatory CVA risk capital charge calculated on afull range of
derivative counterparties on the basis of the final CRD |V text, which exempts from the calculation of the CVA risk
capital charge certain corporates, retirement benefits pension funds and specific sovereign bodies.

We have identified the counterparties falling under the corporates exemption in a manner consistent with their
categorisation for the purposes of related EU regulation concerning mandatory clearing of derivatives. We have aso
exempted applicable sovereigns.

At 31 December 2012, we had estimated our regulatory CVA risk capital charge based on the draft July 2011 CRD IV
text, without any exemptions.

Amountsin aggregate below 15% threshold and therefore subject to 250% risk weight: as explained above,
items that fall under the threshold approach treatment under CRD 1V, and which are below the 10% and 15%
thresholds, are risk-weighted at 250%.

Securitisation positions and free deliveriesrisk-weighted under CRD |V: securitisation positions which were
deducted 50% from core tier 1 and 50% from total capital, and free deliveries (i.e., transactions where payment has
been made for securities, foreign currencies or commodities, before receiving them, or where these have been
delivered before receiving payment) that were deducted from total capital under current rules, are now included in
RWAs at 1,250%.

Other movements: includes residual items following the finalisation of the rules and our continued systems
implementation of these.

Notable items relate to changes in counterparty credit risk, such as the increase in the asset value correlation
multiplier for financial counterparties, additional requirements for collateralised counterparties, margin period of risk
and new requirements for exposuresto central counterparties (' CCPs').

Similarly for credit risk, thisincludes key items such as the increase in the multiplier for financial counterparties, the
change in the treatment of deferred tax assets and the confirmation of risk weights for immovable property following
PRA final rules.

Leverage ratio: basis of preparation
(Unaudited)

The estimated tier 1 capital figureis based on an *end point Basel I11° definition of tier 1 capital applicable from

1 January 2022, applying the final CRD IV rules published in June 2013. We have calculated our tier 1 capital in
accordance with the basis of preparation outlined on page 42. We &l so disclose an estimated leverage ratio which
includes, in our tier 1 capital, instruments that will be ineligible for inclusion after the Basel 111 transitional period has
fully elapsed.

The total exposures are calculated according to the December 2010 Basel 111 rules text, the instructions for the

Basal 111 July 2012 Quantitative Impact Study, its related Frequently Asked Questions and the PRA’s guidance on the
methodologies used there. They are based on financial accounting rules for on- and off-balance exposures, adjusted
asfollows:

e the scope of netting for derivatives and securities financing transactions (‘ SFTS') is extended to all scenarios
where we would recognise a netting agreement for Basel |1 regulatory purposes, except for cross-product netting
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which is not permitted. For SFTs, only cash payables and receivables are netted and not securities provided or
received,

e theinclusion of potentia future exposure add-ons for both OTC and exchange-traded derivatives;

e off-balance sheet items are included in full except for commitments that are unconditionally cancellable at any
time by HSBC without prior notice, where only 10% of the exposures are included;

e theexclusion of items deducted from the cal culation of end point tier 1 capital; and

e for investments in banking associates that are equity accounted in the financial accounting consolidation but
proportionally consolidated for regulatory purposes, the accounting treatment is used.

It should be noted that this PRA-prescribed basis for disclosing the leverage ratio is not at this time aligned with
the November 2013 supervisory statement, the CRD IV final rules or the Basel Committee’s final proposals on the
Basel 111 leverage ratio

Footnotes to Capital

1 Includes externally verified profits for the year ended 31 December 2013.

2 Mainly comprises unrealised gaing/losses on available-for-sale debt securities related to SPES.

3 Includes own credit spread on trading liabilities.

4 The basis of preparation for the calculation of the CET1 ratio is detailed on page 42. The CET1 ratio presented for 31 December 2012
has changed from the presentation in the Annual Report and Accounts 2012 and is shown post anticipated management actions to
mitigate capital deductions for non-significant holdings of financial sector entities, consistent with the Interim Report 2013. Selected
management actions have since been undertaken.

5 In November 2013, the PRA published its expectations that from 1 January 2014, capital resources should be held equivalent to at least
7% of risk-weighted assets using a Basel 111 end point definition of CET1 but after taking into account any adjustments set by the PRA
to reflect the FPC's capital shortfall exercise recommendations. We assume but it has not yet been confirmed that the 7% equates to the
4.5% minimum CET1and the 2.5% capital conservation buffer requirements.

6 The systemic buffers are still pending transposition in the UK.

46



