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HSBC ASIA PACIFIC HOLDINGS (UK) LIMITED

REPORT OF THE DIRECTORS FOR THE YEAR ENDED 31 DECEMBER 2009

BUSINESS REVIEW
Principal activities and development

HSBC Asia Pacific Holdings (UK} Limated (the Company) 1s an investment holding company Its subsidiaries are
engaged 1n financial services, securities, msurance brokerage services, commercial banking and the provision of
accounting and other services 1 the Asia-Pacific region During the year, the Company continued to strengthen is
mvestments in the region The Company acquired PT Bank Ekonomi Raharja Tbk (“Bank Ekonomi”) in Indonesia
during 2009

Performance and position

The results and position of the Company for the year ended 31 December 2009 and the state of the Company’s
affairs at that date are set out on pages 6 to 29

The results of the Company show a pre-tax profit of USD139 mullion for the year (2008 a loss of USD123 miilion)
During the year, the Company earned dividend mcome from its subsidiaries of USD79 million (2008 USD73
million), recognised a reversal of impairment loss 1n one of 1ts subsidiaries of USD142 million (2008 mil), and
incurred an impairment loss of USD74 million in another subsidiary (2008 USD162 mulhon), and incurred an
impairment loss of USD2 mullion 1n its mvestment m available-for-sale financial mvestment (2008 USD18 mullion)

The Company had a net equity position of USD2,121 mulhion for 2009 (2008 USD340 million) The Company’s
equity position mmproved with the 1ssue of redeemable preference shares during the year Amounts due to its
immediate parent company of USD839 million were converted into redeemable preference shares and there was a
further 1ssue of redeemable preference shares of USD790 mullion, resulting in an mncrease n equty of USD1,629
milhion during 2009 Investment in subsidiaries mcreased with the acquisition of Bank Ekonomi for USD682 muilhion
The Company made a capital injection into HSBC Bank (Taiwan) Limited of USD310 million which was reflected in
other assets Other major balances are mainly inter-company amounts

Future outlook

No change n the Company’s activities 1s anticipated The Company shall continue to mvest m its subsidiaries,
including a further capital mnjection into HSBC Bank (Taiwan) Limited, which was incorporated m Taiwan upon
approval from the Fmancial Supervisory Commussion on 28 January 2010

Principal risks and uncertainties

Being an mvestment holding company, the Company 1s subject to the risks of the performance of its subsidiaries
which could result in impairment of these investments For the mayor subsidiaries whach provide financial services,
performance has improved, especially HSBC Australia Holdings Pty Lumited which has shown a favourable growth
as the Austrahan economy picked up The other subsidianies which provide msurance brokerage services and
securities services in Taiwan are mamtaming steady performance PT Bank Ekonoru Raharja Tbk which mamly
provides commercial banking services, was acquired during the year and 1s expected to contribute more to the results
of the Company n the future HSBC Ins Investment (Mauritius) Ltd has shown some fluctuation i 1its net asset value
manly due to 1ts available-for-sale investments i India HSBC Securities (Japan) Limited has closed down 1ts equity
business resulting n a decrease 1n its operating income and expenses

The management of the business and the execution of the Company’s activities are subject to a number of other risks
These risks are stated in note 18 of the agcounts and are mitigated by the Company’s management policies

Key performance indicators (*KPI1s”)

The Company 1s an investment holding company which derives its ncome from dividends which 1s the mamn
indicator of 1ts performance Return on net assets 1s another key performance indicator, which shows a sigmificant
increase m 2009 to 7% (2008 -36%) Apart from these measures, given the straightforward nature of the business,
the Company’s Directors are of the opinion that anatysis using other KPIs 1s not necessary for an understanding of
the development, performance or position of the business
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HSBC ASIA PACIFIC HOLDINGS (UK) LIMITED
REPORT OF THE DIRECTORS FOR THE YEAR ENDED 31 DECEMBER 2009
PRINCIPAL PLACE OF BUSINESS

The Company 1s incorporated and domiciled in England and Wales Its registered office and principal place of
business 1s 8 Canada Square, London, E14 SHQ, Umted Kingdom

DIVIDENDS

The Directors do not recommend the payment of a dividend 1n respect of the vear ended 31 December 2009 (2008
nil)

DIRECTORS
The followmng directors served during the year

E D Ancona (resigned 1 September 2009)
R G Barber (Alternate P A Stafford)

1J Mackay (appointed 1 September 2009)
R C Picot

C D Spooner (Alternate S L Slater)

The Articles of Association of the Company provide that in certain circumstances the Directors are entitled to be
mdemmnified out of the assets of the Company agamst claims from third parties i respect of certain habilities arising
n connection with the performance of their functions, m accordance with the provisions of the Companies Act 2006
Indemnuity provisions of this nature have been in place during the financial year but have not been utilised by the
Directors

FINANCIAL INSTRUMENTS

The financial risk management objectives and policies of the Company, together with an analysis of the exposure to
such risks, as required under Part I of Schedule 7 of the Large and Medum-sized Companies and Groups (Accounts
and Reports) Regulations 2008 are set out in note 18 to the financial statements

SUPPLIER PAYMENT POLICY

The Company does not currently subscribe to any code or standard on payment practice It 1s the Company’s policy,
however, to settle the terms of payment with those suppliers when agreeing the terms of each transaction, to ensure
that suppliers are made aware of the terms of payment and to abide by the terms of payment

During the year, the Company only received goods and services from group undertakings Part 5 of Schedule 7 of
the Large and Medium-sized Companies and Groups (Accounts and Reports) Regulations 2008, setting out reporting
requirements n relation to the policy and practice on payment of creditors 1s, therefore, not applicable

DISCLOSURE OF INFORMATION TO AUDITORS

Each person who 1s a Director at the date of approval of this report confirms that so far as the Director 1s aware, there
15 no relevant audit information of which the Company's auditor 1s unaware, and the Director has taken all the steps
that he or she ought to have taken as a Director 1n order to make himself or herself aware of any relevant audit
information and to establish that the Company's auditor 15 aware of that information This confirmation 1s given
pursuant to section 418 of the Companies Act 2006 and should be mterpreted 1n accordance therewith

AUDITOR

KPMG Audit ple are deemed to be reappointed 1n accordance with an elective resolution made under section 386 of
the Company Act 1985 which continues in force under the Companies Act 2006

. . J_i_ Y S




HSBC Asia Pacific Holdings (UK) Limited
Fmnancial statements for the year ended 31 December 2009

HSBC ASIA PACIFIC HOLDINGS (UK) LIMITED

REPORT OF THE DIRECTORS FOR THE YEAR ENDED 31 DECEMBER 2009

STATEMENT OF DIRECTORS’ RESPONSIBILITIES IN RELATION TO FINANCIAL STATEMENTS

The following statement, which should be read in conjunction with the auditors’ statement of their responsibilities set
out 1n their repott on page 5, 1s made with a view to distingutshing for the shareholder the respective responsibitities
of the Directors and of the auditors m relation to the financial statements

The Drrectors are responsible for preparing the Directors’ Report and the financial statements for the year ended 31
December 2009 1 accordance with applicable law and regulations

Company law requires the Directors to prepare financial statements for each financial year Under that law, they
have elected to prepare the financial statements in accordance with International Financial Reporting Standards
(‘IFRSs) as adopted by the European Union (*EU’) and applicable law

The financial statements are required by law and IFRSs as adopted by the EU to present fairly the financial position
of the Company and the performance for that period, the Companies Act 2006 provides 1 relation to such financial
statements that references n the relevant part of that Act to financial statements giving a true and fair view are
references to their achieving a fair presentation

In preparing these financial statements, the Directors are required to

select suitable accounting policies and then apply them consistently,

make judgements and estimates that are reasonable and prudent, and

state whether they have been prepared in accordance with IFRSs as adopted by the EU, and

prepare the financial statements on the going concern basis unless it 1s inappropriate to presume that the
Company will continue 1n business

The Directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any
time the financial position of the Company and enable them to ensure that its financial statements comply with the
Companies Act 2006 They have general responsibility for takmg such steps as are reasonably open to them to
safeguard the assets of the Company and to prevent and detect fraud and other uregularities

By order of the Board

/

A A Patel
Secretary

HSBC Asia Pacific Holdings (UK) Limited
Registered Number 1113112

8 Canada Square

London

E14 5HQ

Dated 25 February 2010




HSBC Asia Pacific Holdings (UK) Limited
Financial statements for the vear ended 31 December 2009
INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF
HSBC ASIA PACIFIC HOLDINGS (UK) LIMITED

We have audited the financial statements of HSBC Asia Pacific Holdmgs (UK) Limited (the Company) for the year
ended 31 December 2009 set out on pages 6 to 29 The financial reporting framework that has been apphed 1n therr
preparation 1s applicable law and International Financial Reporting Standards (‘IFRSs’) as adopted by the EU

This report 1s made solely to the Company’s members, as a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Our audit work has been undertaken so that we might state to the Company’s members those
matters we are required to state to them m an auditors’ report and for no other purpose To the fullest extent
permitted by law, we do not accept or assume responsibility to anyone other than the Company and the Company’s
members, as a body, for our audit work, for this report, or for the opions we have formed

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

As explamed more fully i the Directors’ Responsibilities Statement set out on page 4, the Directors are responsible
for the preparation of the financial statements and for being satisfied that they give a true and far view Our
responsibility 15 to audit the financial statements 1n accordance with applicable law and International Standards on
Audming (UK and Ireland) Those standards require us to comply with the Auditing Practice Board’s (‘FAPB’s’)
Ethical Standards for Auditors

SCOPE OF THE AUDIT OF THE FINANCIAL STATEMENTS

A description of the scope of an audit of financial statements 1s provided on the APB’s web-site at
www frc org uk/apb/scope/UKNP

OPINION ON FINANCIAL STATEMENTS
In our opinion the financial statements

* give a true and fair view of the state of the Company’s affairs as at 31 December 2009 and of its profit for the
year then ended,

= have been properly prepared m accordance with [FRSs as adopted by the EU, and

= have been prepared in accordance with the requirements of the Companies Act 2006

OPINION ON OTHER MATTER PRESCRIBED BY THE COMPANIES ACT 2006

In our opmion the information given i the Directors’ Report for the financial year for which the financial statements
are prepared 1s consistent with the financial statements

MATTERS ON WHICH WE ARE REQUIRED TO REPORT BY EXCEPTION

We have nothung to report 1n respect of the following matters where the Companies Act 2006 requires us to report to
you if, i our opinion

* adequate accounting records have not been kept, or

= the financial statements are not in agreement with the accounting records and returns, or
= certamn disclosures of Directors’ remuneration specified by law are not made, or

» we have not received all the mformation and explanations we require for our audit

o o A —
Jonathan Bingham, Senior Statutory Auditor
For and on behalf of KPMG Audit Plc,
Statutory Auditor

Chartered Accountants

London, England

25 February 2010
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HSBC ASIA PACIFIC HOLDINGS (UK) LIMITED
Income Statement
for the year ended 31 December 2009

Note 2009 2008
US$'000 US$’000
Dividend income 4 79,468 73,045
Net exchange (loss)/gan (141) 51
General and administrative expenses 7 (5,546) (14,659)
Loss on disposal of subsidiaries 5 - (1,467)
Impairment loss on available-for-sale financial investment 13 (2,445) (17,538)
Impairment loss on subsidiaries 6 (74,000) (162,231)
Reversal of impairment loss on subsidiaries 6 142,231 -
Results from operating activities 139,567 (122,799
Interest mcome 11 - 11,288
Interest expense 15 - (10.632)
Profit/(loss) before tax 139,567 (122,143)
Tax expense 8 276 405
Profit/(loss) for the year 139,291 (122,548)
Profit/(loss) attributable to shareholders 139,291 (122,548)

The notes on pages 11 to 29 form part of these financial statements
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HSBC ASIA PACIFIC HOLDINGS (UK) LIMITED
Statement of Comprehensive Income
for the year ended 31 December 2009

Note 2009
US$000
Profit/(loss) for the year 139,291
Increase 1n /(reversal of) cumulative fair value of available-for-
sale financial investment 13 17,618
Income tax on other comprehensive mmcome i6 (4,933)
Other comprehensive income for the year 12,685
Total comprehensive income for the year 151,976
Total comprehensive income for the year attributable to
shareholders 151,976

The notes on pages 11 to 29 form part of these financial statements

2008
US$°000

(122,548)
(15,041)
4211

(10,830)

(133,378)

(133,378)
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HSBC ASIA PACIFIC HOLDINGS (UK) LIMITED
Statement of Financial Position
as at 31 December 2009

Note 2009 2008
US$’000 Uss’000

ASSETS
Bank deposits placed with fellow subsidiary company 30,433 86,723
Amount due from subsidiaries 1i 336,702 325,508
Other assets 12 310,958 63,253
Total current assets 681,093 475,484
Available-for-sale financial investment 13 41,735 25,744
Investments in subsidianes 14 1,444,960 736,306
Total non-current assets 1,486,695 762,050
Total assets 2,167,788 1,237,534
LIABILITIES
Amount due to immediate parent company I5 41,100 897,144
Tax habilities 7 219
Other habilities 619 18
Total current liabilities 41,726 897,381
Deferred taxation 16 4,933 -
Total non-current hiabilities 4,933 -
Total habilities 46,659 897,381
EQUITY
Called up share capital 17 163 -
Share premium 1,998,050 369,213
Capital contribution reserve 14,719 14,719
Available-for-sale fair value reserve 12,685 -
Retained earnings 95 512 43,779
Total equity 2,121,129 340,153
Total equity and liabilities 2,167,788 1,237,534

Approved by the Board of Directors on 25 February 2010

Signed on behalf of the Board

L Vo
/

R C Picot
Durector

The notes on pages 11 to 29 form part of these financial statements
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HSBC Asia Pacific Holdings (UK) Limited

Financial statements for the year ended 31 December 2009

HSBC ASIA PACIFIC HOLDINGS (UK) LIMITED

Statement of Cash Flows

for the year ended 31 December 2009

Cash flows from operating activities
Profit / (loss) for the year

Adjustments for

Dividend income from subsidianes
Loss on disposal of a subsidiary
Interest mcome

Interest expense

Impairment loss on financial mvestment
Impairment loss on subsidiaries
Reversal of impairment loss on subsidiaries
Exchange difference

Operating cash flows before changes 1n worKing capital
Increase i amount due from a subsidiary

Increase in other assets

Increase/(decrease) i other hiabilities

Cash used in operations

Overseas tax paid

Net cash used in operating activities

Cash flow from investing activities

Purchase of available-for-sale financial investment
Proceeds from partial disposal of a subsidiary

Net cash outflow from acquisition of a subs:diary
Dhividends received from subsidiaries

Net cash (used in)/inflow from mvesting activities
Cash flow from financing activities

Proceeds from 1ssue of redeemable preference shares
Increase 1n amount due to immediate parent company
Repayment of amount due to immediate parent company
Net cash inflow from financing activities

Net (decrease)/increase in cash and cash equivalents
Cash and cash equivalents at 1 January

Cash and cash equivalents at 31 December

Sigmificant non-cash transaction
Extinguishment of amounts due to immediate parent company
as consideration for 1ssue of redeemable preference shares

-10 -

2009
US$’000
139,567
(79,468)

2,445
74,000
(142,231)
141
(5,546)
(247,709)
601
(252,654)

488

(253,142)

(818)

(682,234)
79,468

(603,584)

790,000
12,425

(1,989)
800,436
(56,290)

86,723

30,433

839,000

2008
US$°000
(122,143)
(73,045)
1,467
(11,288)
10,632

17,538
162,231

(51)

(14,659)
(66,700)
(53,992)
__®
(135,357)

274

(135,631)

(2,645)
63,862

73,043

134,262

228,269
(140,273)

87,996
86,627
96

86,723



HSBC Asia Pacific Holdings (UK) Limited
Fmancial statements for the year ended 31 December 2009

Notes on the Financial Statements

1.

BASIS OF PREPARATION OF THE FINANCIAL STATEMENTS

The Company has prepared its financial statements in accordance with International Fmancial Reporting
Standards (‘[FRSs’} as 1ssued by the International Accounting Standards Board (‘IASB’) and as endorsed by the
European Umon (‘EU”) EU-endorsed IFRSs may differ from IFRSs as issued by the IASB 1f, at any point in
time, new or amended IFRSs have not been endorsed by the EU At 31 December 2009, there were no
unendorsed standards which were required to be implemented for the year ended 31 December 2009 affecting
these financial statements, and there was no difference between IFRSs endorsed by the EU and 1FRSs 1ssued by
the IASB n terms of therr application to the Company Accordingly, the financial statements for the year ended
31 December 2009 are prepared 1n accordance with IFRSs as tssued by the IASB

IFRSs compnise accounting standards 1ssued by the IASB and 1ts predecessor body as well as interpretations
1ssued by the International Financial Reporting Interpretations Commuttee (‘IFRIC’) and 1ts predecesscr body

A summary of the significant accounting policies adopted by the Company 1s set out in note 2

The measurement basis used 1n the preparation of the financial statements 15 the historical cost basis except that
the following assets and hiabilities are stated at their fair value as explamed 1n the following policies set out below

(a) financial mstruments classified as available-for-sale (see note 2(c))
(b) financial mstruments designated as fair value hedges (see note 2(g))

The preparation of financial infermation requires management to make judgements, estimates and assumptions
that affect the application of policies and reported amounts of assets, liabilities, mcome and expenses The
estunates and associated assumptions are based on historical experience and vanous other factors that are
believed to be reasonable under the circumstances, the results of which form the basis of making judgement about
carrymng values of assets and habilities that are not readily apparent from other sources  Actual results may differ
from these estimates

The estimates and underlying assumptions are reviewed on an ongoing basts Note 14(c) and note 18 contan
information about the assumptions and the nsk factors relating to impaiwrment of subsidiaries and fawr value of
financial mstruments respectively Revisions to accounting estimates are recognised tn the pertod in which the
estimate 15 revised if the revision affects only that period, or in the period of the revision and future peniods if the
revision affects both current and future periods

The company 1s a wholly owned subsidiary of another body corporate and 15 exempt under section 400 of the
Compantes Act 2006 from the obligation to prepare group financial statements

In accordance with the critena set out in International Accounting Standard (‘IAS’) 27 ‘Consohidated and
Separate Financial Statements’, the Company 1s exempt from the preparation of consolidated financial statements
as HSBC Holdings ple, the ultimate controlling party of the Company, produces consolidated financial statements
m accordance with IFRSs which are available for public use HSBC Holdings ple 15 ncorporated in the United
Kingdom and its consolidated financial statements are available upon request from its registered office at 8
Canada Square, London E14 SHQ They are also available on the HSBC Group’s web site at www hsbe com
Consequently, these financial statements do not give all the information about the economic activities of the
Group of which the Company 1s the parent which would have been disclosed had the Company prepared
consolidated financial statements

-11-




2.

HSBC Asia Pacific Holdings (UK) Limited
Financial statements for the year ended 31 December 2009

SIGNIFICANT ACCOUNTING POLICIES

()

®)

(c)

Determination of fair value

All financial mstruments are recogmsed 1mitially at farr value [n the normal course of business, the fair value
of a financial mstrument on mitial recognition 15 the transaction prnice (that 1s the fair value of the
consideration given or recesved) In certain circumstances, however, the far value may be estimated, usmg a
valuation techmque or by using other observable current market transactions n the same mstrument

Subsequent to mitial recognition, the fair values of financial instruments are determuned as follows
{1)  Available-for-sale financial investment

The farr value of available-for-sale financial mvestment 1s determuned by reference to financial
information on the equity mstrument

(1)  Fmancial mstruments designated as fair value hedges

The fair value of the hedging mstrument, the loans from immediate parent company which were
denommnated m the same foreign currency as the hedged rem, nvestments m subsidiaries, were
determined by reference to the exchange rate ruling at the end of the reporting period

Where applicable, further information about the assumptions made m determumng fair values 1s disclosed m
the specific notes

Investments in subsidiaries

Subsidiartes are entittes controlled by the Company Control exists when the Company has the power to
govern the financial and operating policies of an entity so as to obtamn benefits from its activities In
assessing control, potential voting rights that presently are exercisable are taken into account

An investment 1n a subsidiary 15 recogmsed mn the financial statements from the date that control commences
until the date that control ceases

Investments 1n subsidianes are stated at cost less impamrment losses (see note 2(e)) Reversals of impairment
losses are recogmsed 1n the ncome statement 1f there has been a change i the estimates used to determine
the recoverable amount of the mvestment Investments in subsidianes denominated 1n foreign currency
which were hedged by effective hedging nstruments were accounted for according to the accounting policy
as set out 1n note 2(g)

Financial investments

Investments are recogmsed/derecognised on the date the Company commuts to purchase/sell the investments
or they expire  Further details of the Company’s policies for investment in financial investments are as
follows

Available-for-sale financial mvestment

The nvestment 1n a security held for non-trading purposes is classified as an available-for-sale financial
Investment and 1s mitially recogmsed at fair value plus direct and incremental transaction costs At the end
of each reporting period, the farr value 1s re-measured, with any resultant gam or loss being recogmised
directly in other comprehensive mcome and presented within equity in the available-for-sale fair value
reserve, except for impairment losses (see note 2(e)) which are recogmsed directly n the mcome statement
When the mvestment 1s derecognised, the cumulative gaimn or loss previously recogmsed directly in equity 15
recogmsed n the income statement

-12-
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HSBC Asia Pacific Holdings (UK) Limited
Financial statements for the year ended 31 December 2009

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

{d) Financial assets and liabilities

0]

()

Financial assets — amounts due from subsidianes

Amounts due from subsidiaries with a reliably estimated repayment date are imtially recognised at fair
value and are subsequently discounted using market interest rates to therr amortised cost Any
adjustment 1s recognised as an increase in the investment m the subsidiary The accretion of the
adjustment 1s recognised as interest ncome over the duration of the loan (see note 11}

Fmancial habilities — amounts due to immediate parent company

Amounts due to immediate parent company with a reliably estimated repayment date are mitially
recognised at fair value and are subsequently discounted using market interest rates to their amortised
cost Any adjustment 1s recogmised as a capital contnbution from the immediate holding company and
1s presented as part of the capital contribution reserve The accretion of the adjustment 15 recognised as
interest expense over the duration of the loan (see note 15)

(e} Impairment of assets

0]

(m)

Impairment of investment in financial investments and other receivables

Investments m financial investments and other current and non-current receivables that are stated at
cost or amorhised cost or are classified as available-for-sale financial investments are reviewed at the
end of each reporting penod to determine whether there 1s objective evidence of impaurment Objective
evidence of impairment of an equity mstrument includes a sigmificant or prolonged decline m the fair
value below its cost

If any such evidence exists, any impairment loss 1s determined and recognised as foltows

— For the avalable-for-sale financial investment, the cumulative loss that had been recogmsed
directly 1n other comprehensive mcome 1s removed from other comprehensive income and 15
recogmsed m the mcome statement The amount of the cumulative loss that 15 recognised mn the
mcome statement 1s the difference between the acquisition cost and the current fair value of the
available-for-sale financial investment, less any impawrment loss on that asset previously recognmised
in the income statement Impairment losses recognised n the mcome statement in respect of
available-for-sale equuty securities are not reversed through the income statement  Any subsequent
increase 1n the fair value of such assets 1s recognised directly in other comprehensive income

— For recetvables, an impaurment loss 1s calculated as the difference between the carrying amount of
the recetvable and the present value of esimated future cash flows discounted at the receivable’s
ongnal effective mterest rate

Impairment of other assets

Internal and external sources of information are reviewed at the end of each reporting period to 1dentify
mdications that the investments n subsidiaries may be mmpaired or an unpawrment loss previously
recognised no longer exists or may have decreased

If any such mdication exists, the asset’s recoverable amount 1s esimated The recoverable amount of
an asset 18 the greater of its net selling price and value m use In assessing value 1n use, the estimated
future cash flows are discounted to their present value using a pre-tax discount rate that reflects current
market assessments of fime value of money and the rnisks specific to the asset An impairment loss 1s
recogmised in the income statement whenever the carrying amount of an asset exceeds 1ts recoverable
amount
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HSBC Asia Pacific Holdings (UK) Limited
Fnancial statements for the year ended 31 December 2009

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(e)

U

(®

Impairment of assets (continued)
(1)  Impairment of other assets (contmued)

An impairment loss 15 reversed 1f there has been a favourable change in the estimates used to determine
the recoverable amount A reversal of impairment losses 1s limited to the asset’s carrying amount that
would have been determmed had no impairment loss been recogmised in prior years Reversals of
impairment losses are credited to the income statement i the year in which the reversals are recognised

Other assets

Deposits 1 relation to the capital mjection to the Company’s new subsidiary m Taiwan, HSBC Bank
{Taiwan} Limited, are recognised at cost under “Other assets” (see note 12)

Hedging

Hedge accounting recogmises the offsetting effects on profit or loss of changes m the far values of the
hedging instrument and the hedged ttem The Company assesses and documents whether the financial
instruments that are used in hedging transactions are highly effective n offsetting changes n fair values or
cash flows of hedged 1tems attributable to the hedged nsks both at hedge mception and on an ongeing basts
The Company discontmues prospectively hedge accounting when (a) the hedging mstrument expires or 15
sold, termmated or exercised, (b) the hedge no longer meets the cniteria for hedge accounting, or (c) the
Company revokes the designation

(1)  Fair value hedge

A farr value hedge seeks to offset risks of changes m the fair value of recognised assets or Liabilities
that will give rise to a gam or loss bemng recognised m the mcome statement

The hedgmng instrument 1s measured at fair value, with fair value changes recognised n the mcome
statement The carrying amount of the hedged item 1s adjusted by the amount of the changes n 1ts fair
value attributable to the risk being hedged This adjustment 15 recognised m the income statement to
offset the effect of the gamn or loss on the hedging mstrument (see note 18(d))

When a hedging mstrument expires or 1s sold, termmated or exercised, or the Company revokes
designation of the hedge relationship, hedge accounting 1s discontmued prospectively

{n) Hedge effectiveness testing

In order to qualify for hedge accounting, the Company carmes out prospective effectiveness testing to
demonstrate that 1t expects the hedge to be highly effective at the inception of the hedge and
throughout 1ts ife  Actual effectiveness (retrospective effectiveness) 15 also demonstrated on an
ongomg basis

The documentation of each hedging relationship sets out how the effectiveness of the hedge 1s assessed
The method which the Company adopts for assessmg hedge effectiveness will depend on 1ts nsk
management strategy

For prospective effectiveness, the hedging nstrument must be expected to be highly effective m
achieving offsetting changes in fair value or cash flows attributable to the hedged nsk during the period
for which the hedge 1s designated For actual effectiveness, the changes m fawr value or cash flows
must offset each other in the range of 80 per cent to 125 per cent for the hedge to be deemed effective
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HSBC Asia Pacific Holdings (UK) Limited
Financial statements for the year ended 31 December 2009

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(h)

(i)

)

(k)

Other payables

Other payables are initially recogmised at fawr value and are subsequently stated at amortised cost unless the
effect of discounting would be immaterial, in which case they are stated at cost

Cash and cash equivalents

Cash and cash equivalents comprise cash at bank and on hand, and demand deposits with banks and other
financial institutions

Income tax

Income tax comprises current tax and deferred tax Income tax 15 recognised in the mcome statement
except to the extent that 1t relates to 1tems recognised m other comprehensive income

Current tax 1s the tax expected to be payable on the taxable profit for the year, calculated using tax rates
enacted or substantively enacted by the balance sheet date, and any adjustment to tax payable in respect of
previous years Current tax assets and habilities are offset when the Company mntends to settle on a net
basis and the legal nght to offset exists

Deferred tax 15 recogmsed on temporary differences between the carrymg amounts of assets and
liabilities 1n the balance sheet and the amounts attributed to such assets and labilities for tax purposes
Deferred tax Labilihes are generally recognised for all taxable temporary differences and deferred tax
assets are recogmised to the extent that 1t 1s probable that future taxable profits will be available agamst
which deductible temporary differences can be utilised

Deferred tax 1s calculated using the tax rates expected to apply i the periods in which the assets will be
realised or the Liabilities settled, based on tax rates and laws enacted, or substantively enacted, by the
balance sheet date Deferred tax assets and Liabilities are offset when they anse in the same tax reporting
group and relate to income taxes levied by the same taxation authority, and when the Company has a
legal right to offset

Deferred tax relating to farr value remeasurement of available-for-sale investments and cash flow
hedging instruments which are charged or credited directly to other comprehensive income, 1s also
credited or charged to other comprehensive mcome and 1s subsequently recognised in the income
statement when the deferred farr value gain or loss 1s recogmised 1n the income statement

Revenue recognition

Provided 1t 1s probable that the economic benefits will flow to the Company and the revenue and costs,
if applicable, can be measured reliably, revenue is recogmised in the income statement as follows

Dividends

— Dividend income 1s recognised when the shareholder’s rght to receive payment 1s established
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HSBC Asia Pacific Holdings (UK) Limited
Financial statements for the year ended 31 December 2009

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

M

Translation of foreign currencies

Transactions m foreign currencies are recorded mn the functional currency at the rate of exchange
prevaihing on the date of the transaction Monetary assets and labilities demommnated m foreign
currencies are translated into the functional currency at the rate of exchange ruling at the end of the
reporting period Any resulting exchange differences are included in the income statement Non-
monetary assets and liabilities that are measured at historical cost in a foreign currency are translated
mnto the functional currency using the rate of exchange at the date of the imtial transaction Non-
monetary assets and liabihities measured at fair value in a foreign currency are translated into the
functional currency using the rate of exchange at the date the fair value was determmed Any exchange
component of a gan or loss on a non-monetary 1tem 1s recogmsed directly in other comprehensive
mcome 1f the gan or loss on the non-monetary item 1s recogmsed directly i other comprehensive
mmcome Any exchange component of a gain or loss on a non-monetary item 15 recognised directly n the
mncome statement 1f the gain or loss on the non-monetary item 1s recogmised n the income statement

(m) Related parties

For the purposes of these financial statements, a party 1s considered to be related to the Company 1f

(1) the party has the ability, directly or mdirectly through one or more intermedianes, to control the
Company or exercise significant influence over the Company 1n making financial and operating policy
decisions, or has jomnt contrel over the Company, or

(1) the Company and the party are subject to common control, or

(1) the party 1s a subsidiary, an associate of the Company or a jomt venture i which the Company 1s a
venturer, or

(1v) the party 1s a member of key management personnel of the Company or the Company’s parent, or a
close family member of such an individual, or 1s an entity under the control, joint control or sigmficant
mfluence of such mdividuals, or

(v) the party 15 a close family member of a party referred to in (1) or 1s an entity under the control, jomt
control or sigmficant influence of such individuals, or

(v1) the party 1s a post-employment benefit plan which 1s for the benefit of employees of the Company or of
any entity that 1s a related party of the Company

CHANGES IN ACCOUNTING POLICIES

The LASB has 1ssued certain new and revised IFRSs that are first effective or available for early adoption for the
current accounting pertod of the Company During the year, the Company adopted the followmg amendment to
IFRS which 15 significant to the Company

IAS 1 (Revised 2007) ‘Presentation of Financial Statements’ aims to wnprove users’ ability to analysis and
compare information given in the financial statements The adoption of the revised standard has no effect on the
results reported in the financial statements It does, however, result n certan presentational changes in the
financial statements, including

the presentation of all items of income and expenditure m two financial statements, the ‘Income statement’
and the ‘Statement of comprehensive mcome’,

the presentation of the ‘Staterent of changes mn equity’ as a financial statement, which replaces the
‘Movement on share capital and reserves’ note on the financial statements
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HSBC Asia Pacific Holdings (UK) Limited
Fmancial statements for the year ended 31 December 2009

DIVIDEND INCOME
2009 2008
UsS$’000 US$'000
Dividend income from subsidiaries 79,468 73,045
LOSS ON DISPOSAL OF SUBSIDIARIES
2009 2008
US$000 Us§$’000
Loss on partial disposal of HSBC Securities (Japan) Limited - 1,467

(REVERSAL OF IMPAIRMENT LOSS) / IMPAIRMENT LOSS ON SUBSIDIARIES

2009 2008
US$’000 US$’000
Impaiwrment loss on mvestments n a subsidiary 74,000 148,037
Impairment loss on amount due from a subsidiary - 14,194
Reversal of impairment loss on investments in a subsichary (142,231) -
(68,231) 162,231
Further details are set out in note 11 and note 14(c)

GENERAL AND ADMINISTRATIVE EXPENSES
2009 2008
US$°000 US$§’000
Costs 1n relation to terminated acquisition of Korea Exchange Bank - 14,348
Costs 1n relation to acquisition of PT Bank Ekonomi Raharja Tbk 5,260 273
Bank charges 218 -
Audit fees 18 21
Other expenses 50 17
5,546 14,659

Non-audit fees are disclosed m the financial statements of The Hongkong and Shanghai Banking Corporation
Limited and HSBC Holdmgs plc
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10.

TAXATION

UK corporation tax at 28% (2008 28 5%)

Overseas taxation — withholding tax on dividends from
subsidiaries

Total current year taxation

Prior year (over)/under provision

Total tax charge

Analysis of overall tax_ charge

Profit/(loss) on ordinary activities before tax
UK corporation tax at 28% (2008 28 5%)

Tax free gams

Double tax relief on dividends received from group
companies

Dividends recerved from foreign group companies
exempted from tax

Impairment charges not (taxable)/deductible for tax purpose

Deferred tax temporary differences not provided

Amounts not deductible for tax purposes

Withholding tax on dividends from subsidiaries

Adjustments 1n respect of prior period liabilities

Other 1tems

Total tax charge

EMOLUMENTS OF DIRECTORS AND EMPLOYEES

HSBC Asia Pacific Holdings (UK) Limited
Fnancial statements for the year ended 31 December 2009

2009
US$’000

(115)

488
373

— 0OD .

276

US$’000
139,567

39,079

(11,073)

(11,178)
(19,104)

634

1,481

438
97)
S ()]

276

2008
US$’000
116
274
390
15
405
% US$'000 %
(122,143)
280 (34,811) 285
- 418 (03)
79 (20,818) 170
(8 0) - -
(13 7) 46236 (379)
05 4998 @41
11 4,093 (33)
03 274 (02)
©n 15 00
00 . -
02 405 (03)

The Directors receive no emoluments in respect of their role in the Company No staff were employed durmng the
year (2008 nil), and consequently no employee costs were incurred

DIVIDENDS

No dividend was paid or declared i respect of the year ended 31 December 2009 (2008 mil)
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12.

13.

HSBC Asia Pacific Holdings (UK) Limited
Financial statements for the year ended 31 December 2009

AMOUNT DUE FROM SUBSIDIARIES

2009 2008
US$000 Us$’000
At 1 January 325,508 269,253
Advances n the year - 157,000
Dhscount on mnitial recognition - (7,539
Accretion of discount - 11,288
Repayment - (90,300)
Reversal of impairment loss/(umpairment loss) (note 14(c)) 14,194 (14,194)
339,702 325,508

The amount due from subsidiaries 1s non-interest bearing and repayable on demand Durmg the year ended 31

December 2008, advances of US$279,700,000 were expected to be repard n December 2008 and were measured
on mitial recognition at far value of US$263,826,000, while advances of US$60,002,000 were repayable on

demand and were measured at cost The discount of US$15,874,000 was recognised as an addiional mvestment
m the subsidiary, HSBC Inis Investments (Mauritws) Limited The accretion of the discounts of US$11,288,000

was recogrused as mterest mcome  As at 31 December 2008, the Company and HSBC Iris Investments (Mauritius)
Limited agreed that there 1s no fixed repayment date for the advances and they were therefore stated at cost less
impairment

As at 31 December 2009, the amount due from subsidianes was stated at cost less impawrment There 1s no
accretion of discount recognised as mterest income m 2009

OTHER ASSETS
2009 2008
US$°000 Us$000
Deposits n relation to the capital injection to HSBC Bank (Taiwan)
Limuted (see note 14(d)) 310,006 -
Costs directly attributable to the acquisition of PT Bank Ekonomi
Raharja Tbk - 63,253
Others 952 -
310,958 63,253
AVAILABLE-FOR-SALE FINANCIAL INVESTMENT
2009 2008
US$°000 US$000
Financial nvestment
- not subject to repledge or resale by counterparties 41,735 25,744
2009 2008
Carrying Farr Carrymng Far
amount Value Amount Value
US$q00 Us$’000 US$’000 US$000
Equuty security
- available-for-sale 41,735 41,735 25,744 25,744
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HSBC Asia Pacific Holdings (UK) Limited
Fiancial statements for the year ended 31 December 2009

AVAILABLE-FOR-SALE FINANCIAL INVESTMENTS (CONTINUED)

2009 2008
USs$’000 US$’000
Available-for-sale equity secunty
Fair value as at 1 January 25,744 55,678
Purchases 818 2,645
Changes n fair value recognised n the income statement
- impairment loss (2,445) (17,538)
Changes 1n fair value recogmsed 1n other comprehensive income
- gross unrealised gains 17,618 -
- reversal of cumulative fair value movement upon impairment - (15,041)
Fair value as at 31 December 41,735 25,744
Cost as at 31 December 44,100 43,282
Gross total gans for the year included/(reversed) i available-for-
sale fair value reserve of other comprehensive income 17,618 (15,041)
Tax {4,933) 4,211
Net total gans for the year included/(reversed) n available-for-
sale fair value reserve of other comprehensive income 12,685 {10,830)
Total losses for the year included n the income statement (2,445) (17,538)
2009 2008
US$’000 US$'000
Available-for-sale equity securities
- Unlisted 41,735 25,744
Carrying amount at 31 December 41,735 25,744

The fair value of the investment in available-for-sale financial investment 1s determuned by reference to the net
asset value of the equity mstrument at the end of the reporting period It 1s a valuation techmque with sigmficant
non-observable mputs
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14.

INVESTMENTS IN SUBSIDIARIES

At 1 January 2008

Disposals
Capital repayments

Adjustment on mnitial recognition of amount due from a
subsidiary

Provision for impairment loss
Exchange and other movements

At 31 December 2008 and 1 January 2009
Purchases
Provision for impaiwrment loss

Reversal of umpairment loss
Exchange and other movements

At 31 December 2009

(a) The subsidiary undertakings of the Company at 31 December 2009 are

HSBC Fmance (Brunei) Berhad (39 94%)

HSBC Insurance Brokers (Tatwan) Limited

HSBC Australia Holdings Pty Larmited

HSBC Fund Services (Korea) Limnted (92 96%)

HSBC Iris Investments (Mauritius) Ltd

HSBC Securnities (Japan) Limited

HSBC Securities (Tarwan) Corporation Limited
HSBC Investments New Zealand Limited

PT Bank Ekonomu Raharja Tbk (98 96%)

HSBC Asia Pacific Holdings (UK) Limited
Fmancial statements for the year ended 31 December 2009

Less
Provision for
Cost impairment Total
US$’000 USs$’000 USs3$°000
1,102,038 (12,000) 1,090,038
(12,000) 12,000 -
(65,329) - (65,329)
7,539 - 7,539
- (148,037) (148,037
(147,905) - (147,905)
884,343 (148,037) 736,306
682,234 - 682,234
- (74,000) (74,000)
- 128,037 128,037
{27,617) - (27,617
1,538,960 (94,000) 1,444,960
Country of Principal Tssued and
Incorporation activity pad up capital
Brunex Financial BND25m
services
Taiwan Insurance TWDI13 6m
brokerage
services
Australia Financial AUD671 Sm
services
Korea Provision of KRW3,344 Om
accounting and
other services
Mauritius Investment US$112m
holding
United Kingdom  Securtties GBP119 Im
Taiwan Securthes TWD1 billion
New Zealand Fnancial services -
Indonesia Commercial IDR267 illion
banking

All the above subsidianes are wholly owned except where indicated The class of shares held 1s ordinary
unless otherwise stated The principal countries of operation are the same as the countries of incorporation
except for HSBC Securities (Japan) Limuted which operates mainly in Japan
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HSBC Asia Pacific Holdings (UK) Limited
Fmancial statements for the year ended 31 December 2009

INVESTMENTS IN SUBSIDIARIES (CONTINUED)

(b)

()

(d)

Purchases

On 22 May 2009, the Company completed the acquisition of 88 89 per cent of PT Bank Ekonom Raharja
Tbk (“Bank Ekonomt™), mn Indonesia, for cash consideration of US$608 million, paid m US dollars and
directly attrnibutable cost of US$7 1 mullion

Following acquisition of the mital stake, the Company was required under Indonesian law to make a
mandatory tender offer for a further holdmg of up to 1011 per cent The Company completed the
mandatory tender offer on 23 July 2009 resulting 1n an additional 10 08 per cent being acquired for a cash
consideration of US$71 6 million and directly attnibutable cost of US$!1 5 mulhon taking the Company’s
shareholding i Bank Ekonomi to 98 96 per cent As a result of the outcome of the mandatory tender offer,
the cash consideration for the acquisition of the 88 89 per cent was subsequently adjusted to US$602 milhon
n accordance with the mandatory tender offer agreement

The capital contribution of NZD100 (US$58) to HSBC Investments New Zealand Lirmited was reversed as,
according to the constitution of the company, no money 1s payable for calls or otherwise on the company’s
1ssued shares

Impairment losses / reversal of impairment losses

An mpairment test has been carried out to calculate the recoverable amounts of the vestments in HSBC
Securities (Japan) Lumited and HSBC Inis Investments (Mauritius) Limited as there was an mdication that
the recoverable amount at 31 December 2009 for the former mvestment has decreased such that further
imparrment loss may be required, and the recoverable amount for the latter mvestment has improved such
that the impairment loss previously recogmsed no longer exists or may have decreased An impairment loss
1s the amount by which the carrying amount of the investment exceeds 1ts recoverable amount For HSBC
Securities (Japan) Limited, a value n use calculation was performed to denve the recoverable amount and an
additional mpairment loss of US$74,000,000 was recogmsed in 2009 (2008 US$20,000,000) For HSBC
Ins Investment (Mauritius) Limited, the recoverable amount equates to 1ts net asset value and the impairment
loss of US$142,231,000 recognmsed m 2008 was reversed n 2009 (US$128,037,000 mto mvestment m
subsidiartes and US$14,194,000 mnto amount due from subsidiaries) (2008 mpawrment loss of
US$142,231,000 was recogmsed - US$128,037,000 agamst the mvestment mn this subsidiary and
US$14,194,000 against the amount due from this subsidiary) (see note 6 and note 11)

Incorporation of a subsidiary in Taiwan

[n November 2009, the Company obtamned approval from the Financial Supervisory Commussion (“FSC”) m
Taiwan to set up a locally mcorporated subsidiary, HSBC Bank (Tarwan) Limited As at 31 December 2009,
US$310 million (TWD10 billion) of capital iyection has been transferred to a deposit account 1n Taiwan
branch of The Hongkong and Shangha1 Banking Corporation Limited pending approval from the local
regulatory authonty for completion of mcorporation (see note 22)

AMOUNT DUE TO IMMEDIATE PARENT COMPANY

2009 2008
US$000 US$’000
At 1 January 897,144 953,650
Borrowings in the year 12,425 228,269
Discount on mitial recognition - (7,229)
Accretion of discount - 10,632
Repayment (840,989) (140,273)
Exchange differences (27.480) {147,905)
41,100 §97,144
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HSBC Asia Pacific Holdings (UK) Limited
Fmancial statements for the year ended 31 December 2009

AMOUNT DUE TO IMMEDIATE PARENT COMPANY (CONTINUED)

The amount due to the mmediate parent company, The Hongkong and Shanghai Banking Corporation Limited,
15 non-mterest bearing and repayable on demand During the year ended 31 December 2008, borrowmgs of
US$265,700,000 were expected to be repaid in December 2008 and were measured on imnal recognition at far
value of US$250,981,000, while a loan amount of US$63 1,444,000 was repayable on demand and was measured
at cost The discount of US$14,719,000 was recogmised as additional capital contribution from the immediate
parent company The accretion of discounts of US$10,632,000 was recogrused as imterest expense in 2008 As at
31 December 2008, the Company and The Hongkong and Shanghai Banking Corporation Limited agreed that
there 1s no fixed repayment date for the borrowings and they were therefore stated at cost less impairment

As at 31 December 2009, the borrowings are measured at cost There 15 no accretion of discount recognised as
interest expense mn 2009

DEFERRED TAXATION
2009 2008
Us$ 000 US§:000
Temporary differences
- Fair value adjustments for available-for-sale financial investment 4,933 -
2009 2008
US$°000 US$°000
At 1 January — as previously reported - 4,211
Additional provisions 4,933 -
Provisions release - (4,211)
At 31 December 4,933 -

The above ncludes a provision increase of US$4,933,000 (2008 provision release of US$4,211,000) when the
fair value of available-for-sale financial investment tummed positive  The increase in provisions 1s debited directly
to the available-for-sale fair value reserve

A deferred tax asset of US$684,000 (2008 US$4,910,000) 1n respect of the imparment loss on the availabie-for-

sale financial investment, amounting to US$2,445,000 (2008 US$17,538,000) has not been recogmsed for which
no benefit 1s anticipated
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17.

CAPITAL AND RESERVES

(@) Ordinary shares

Authornised
Ordimnary shares of £1 each

Allotted, called-up and fully paid share capital
Ordmary shares of £1 each

Authorised
Ordinary shares of £1 each

Allotted, called-up and fully paid share capital
Ordinary shares of £1 each

31 December

31 December

31 December

2009 2009 2009
Number of
shares £ Uss$

1,000,000,000

1,000,000,000

1,622,549,545

31 December

31 December

31 December

2008 2008 2008
Number of
shares £ USS$

1,000,000,000

1,000,000,000

1,458,599,832

The holders of ordinary shares are entitled to recerve dividends as declared from time to time and are entitled to
one vote per share at meetings of the Company All ordmnary shares rank equally with regard to the Company’s

residual assets

(b) Redeemable preference shares

31 December 31 December
2009 2009
Number of shares Uss
Authorised
Redeemable preference shares of US$100 each 5,000 500,000
Allotted, cailed-up and fully paid share caprital
Redeemable preference shares of US$100 each 1,629 162,900

Durmg the year ended 31 December 2009, the Company 1ssued 1,629 redeemable preference shares of US$100
each at a premmum of US$$999,900 (2008 nul) to the ummediate parent company, The Hongkong and Shanghai
Banking Corporation Limited All 1ssued shares are fully paid

The holders of redeemable preference shares are entitled, in priority to the payment of any dividend to the
holders of Ordmary Shares in the Company’s share capital, to a non-cumulative, preferential dividend payable at
such rate, on such dates and on such other terms and conditions as may be determuned by the Company There
1s no date fixed for redemption As the Company has the sole discretion on the redemption of shares and the
dividend payment, there 1s no contractual obligation to deler cash or another financial asset to the holder of the

shares
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HSBC Asia Pacific Holdings (UK) Limited
Financial statements for the year ended 31 December 2009

CAPITAL AND RESERVES (CONTINUED)
{c) Nature and purpose of reserves
(1) Share premium
The application of the share premium 1s governed by Section 610 (2-3) of the Compames Act 2006
(1) Available-for-sale fair value reserve

The available-for-sale farr value reserve compnses the cumulative net change m the far value of
available-for-sale financial investment held at the end of the reporting period and 15 dealt with in
accordance with the accounting policies in note 2(c)

(1) Capatal contribution reserve

The capital contnbution reserve comprises the adjustment on non-interest bearing amounts due to
immediate parent company which 15 recognized as an additional capital contribution from the
unmediate parent company (see note 15)

(d) Capital management

In hne with HSBC Group’s policy, the Company is to mamtain a strong capital base to support the
development of 1ts business The Company recognises the impact on shareholder returns of the level of
equity capital employed and seeks to maintain a prudent balance between the advantages and flexibility
afforded by a strong capital position and the higher returns on equity The Company 1s not subject to
externally imposed capital requirements

An annual group capital plan 1s prepared and approved by the HSBC Group’s Board The Company
manages 11s own capital within the context of the plan, which determines an appropriate amount and mix of
capital required to support planned business growth As part of HSBC’s capital management policy, capital
generated n excess of planned requirements 1s returned to shareholders, normally by way of dividends

The principal forms of capital are included m the followimng balances on the statement of financial position
called up share capital, share premium, capital contnibution reserve, available-for-sale fair value reserve and
retamned earnings

FINANCIAL INSTRUMENTS

Exposure to credit, liquidity, nterest rate, foreign currency and equity price nisks anses in the normal course of
the Company’s business These risks are limited by the Company’s financial management policies and practices
described below

(a) Credit risk

Credit nsk represents the potential loss that the Company would incur 1f counterparties fail to perform
pursuant to the terms of their obligations to the Company Credit nisk for the Company anses mamly from
balances due from subsidiaries or from other group compames Management has a policy to monitor the
credit nsks of these exposures on an ongoing basis At the end of the reporting period, there was no
sigmificant credit risk  The maximum exposure to credit risk 1s represented by the carrying amount of each
financial asset in the statement of financial position See note 11 for details of impared amounts No
amounts were past due

-25-




18.

HSBC Asia Pacific Holdings (UK) Limited
Fnancial statements for the year ended 31 December 2009

FINANCIAL INSTRUMENTS (CONTINUED)

(b)

©

Liquidity risk

The Company’s policy 15 to regularly momtor its hiquidity requirements and 1ts compliance with lending
convenants, mcluding the terms of borrowings from other group entities, to ensure that it maintains
sufficient reserves of cash, readily reahisable marketable securities or commutted lines of funding (from
major financial nstitutions or other group compames) to satisfy 1ts contractual and reasonably foreseeable
obligations as they fall due

The following table presents the earliest contractual setilement dates of the Company’s financial liabilities
at the end of the reporting pertod based on undiscounted contractual cash flows

2009
More than
3 months No fixed
but less than ferm of
6 months repayment Total
US$’000 US$ 000 US$000
Creditors and accruals
- tax liabilities 7 - 7
- other labihities 619 - 619
Amounts due to immediate parent company - 41,100 41,100
626 41,100 41,726
2008
More than
3 months No fixed
but less than term of
6 months repayment Total
US$’000 US$°000 US$'000
Creditors and accruals
- tax liabihittes 219 - 219
- other liabilittes 18 - 18
Amounts due to immediate parent company - 897,144 897,144
237 897,144 897,381

The amount due to creditors and accruals are covered by the Company’s cash and cash equivalents The
loans from the immediate parent company are manly used for acquisition and mvestments i subsidiaries
(see note 14) In 2009, US$839 million of these loans were converted to share capital in the form of
redeemable preference shares (see note 17)

Interest rate risk

Cash and cash equivalents of the Company are subject to short term interest rate repricmg and are not
subject to sigmificant interest rate sk Other financial assets and habilities are non-interest bearng

-26-



18.

HSBC Asia Pacific Holdings (UK) Limited
Financial statements for the year ended 31 December 2009

FINANCIAL INSTRUMENTS (CONTINUED)

(d) Foreign currency risk

(e)

(1) Farr value hedges

The Company 1s exposed to foreign currency nisk pnmanly through investments in Asia Pacific where
the nvestment costs are denomunated n foreign currencies other than the functional currency of the
Company The currencies giving nise to this risk are primarily Austrahian dollars, Kerean won, New
Taiwan dollars and Bruner dollars The Company 1s exposed to changes in the farr value of its
investments as a result of movement in exchange rates of the above currencies It was the Company’s
strategy to reduce the exposure to movements i exchange rates by using loans from the immediate
parent company denominated 1n the same currency as the mvestment as the hedging mstrument to
hedge 1ts currency nisk and classified these as farr value hedges In March 2009, these hedge
relationships were de-designated when the foreign currency borrowings used to hedge such risks were
repaid by the 1ssue of US$ redeemable preference shares The fair value of the loans from immediate
parent company i foreign currency at the date of de-designation was US$534,686,000 (2008
US$562,303,000) and the movements in foreign exchange on the mvestment and the habilities up to
that date have been taken to the income statement, with 100% effectiveness bemg achieved

(n} Gains or losses ansing from fair value hedges

2009 2008
US$000 US$’000
Gains / (losses) ansing from
— change m fair value of hedging mstruments 27,617 147,905
— change n fair value of hedged investments attmibutable to
the hedged risk 27,617 (147,%905)
Equity price risk

The Company 1s exposed to equity price changes arsing from the equity mvestment classified as available-
for-sale financial investment (see note 13) The investment is unquoted and 15 held for long term mvestment
purposes The performance of the mvestment 15 assessed quarterly based on the financial information on the
equity mstrument

The following table indicates the approximate change 1n the Company’s profit after tax (and retamed profits)
and other components of equity mn response to reasonably possible changes in the net asset value of the
equity investment

2009 2008

Increase/  Effect on Effecton  Increase/  Effect on Effect on

(decrease)  avaidable statement of (decrease)  avanlable statement of

m the -for-sale compre- n the -for-sale compre-

relevant  far value hensive relevant  fair value hensrve

risk reserve meome rzsk reserve ncome

variable 3000 £°000 variable $°000 $°000

Net asset value n respect 20% 8,347 - 20% 5,149 -
of unlisted nvestment

(20)% (8,347) - (20)% - (5,149)
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FINANCIAL INSTRUMENTS (CONTINUED)
(¢} Equity price risk (continued)

The sensitivity analysis has been deterrined assuming that the reasonably possible changes i the net asset
value had occurred at the end of the reporting period and had been apphed to the exposure to equity price
risk in existence at that date It 15 also assumed that the far value of the Company’s equity mvestment
would change m accordance with the net asset value As a result of a reasonably possible decrease in the
net asset value with all other variables remaining constant, none of the Company’s available-for-sate
nvestment would be considered impaired The stated changes represent management’s assessment of
reasonably possible changes in the net asset value over the penod until the next annual reporting period

As an impairment loss had been recogmsed 1n the income statement 1n respect of available-for-sale financial
nvestment, the possible mncrease 1n the net asset value with all other vanables remammng constant, would
result in a change 1n the available-for-sale fair value reserve under other comprehensive income, whereas
the possible decrease in the net asset value would result in a change m the mncome statement, which 15 m
accordance with the accounting policies in note 2(e)(1)

CAPITAL COMMITMENTS
2009 2008
US$000 US$000
Expenditure contracted for 5,430 6,554

The capital commitments manly relate to the commitment to increase the mvestment n a private equity fund
In addition, the Directors have approved the following capital injection
Capital injection into HSBC Bank (Taiwan) Limited

Total capital injection of up to TWD26 billion (US$788 mullion) into HSBC Bank (Tarwan) Limited by the
Company has been approved in March 2009 An mitial capital mjection of TWD10 billion (US$310 mulhion) has
been made as at 31 December 2009 The Company 1s committed to make a further capital injection of TWD16
billron (US$478 million) (see note 14(d) and note 22}

RELATED PARTY TRANSACTIONS

Other than the transactions and balances disclosed elsewhere 1n these financial statements, the Company did not
enter into any material related party transactions during the year

IMMEDIATE AND ULTIMATE CONTROLLING PARTY

The Company’s immediate parent 15 The Hongkong and Shanghai Banking Corporation Lumited, which 15
mcorporated m Hong Kong and the Company’s ultimate parent ts HSBC Holdings ple, which 1s incorporated in
the United Kingdom Both the immediate and ultimate parent compames produce conschdated financial
statements for public use

Copies of the financial statements of HSBC Holdings plc may be obtained from 1ts registered office at 8 Canada
Square, London E14 5SHQ, or from www hsbe com  Copies of the financial statements of The Hongkong and
Shanghar Banking Corporation Limited are available upon request from Level 32, HSBC Mam Building, 1
Queen’s Road Central, Hong Kong, or from www asiapacific hsbc com
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SUBSEQUENT EVENTS

Subsequent to the balance sheet date, the mcorporation of HSBC Bank (Taiwan) Exmited with a capital of
TWD30 billion was approved by the Mmstry of Economic Affars on 28 January 2010 The Company will
further nyject approximately TWD20 billion (US$606 mullion) by 1 May 2010

POSSIBLE IMPACT OF AMENDMENTS, NEW STANDARDS AND INTERPRETATIONS ISSUED
BUT NOT YET EFFECTIVE FOR THE PERIOD ENDED 31 DECEMBER 2009

Up to the date of 1ssue of these financial statements, a number of amendments, new standards and interpretations
have been 1ssued which are not vet effective for the year ended 31 December 200% and which have not been
adopted 1n these financial statements

A revised IFRS 3 ‘Busmess Combmations’ was 1ssued by the JASB on 10 January 2008 but has been endorsed by
the EU The revisions to the standards apply prospectively to business combinations for which the acquisition
date 15 on or after the beginning of the first annual financial reporting pertod begimng on or after 1 July 2009
The main changes under the standards that are relevant to the Company are that

s acquisition-related costs are recogmised as expenses 1n the mcome statement in the period they are mcurred,
and

e equity interests held prior to control bemg obtamned are remeasured to fair value at the time control 1s
obtained, and any gan or loss 1s recognised n the mcome statement

The effect that the changes will have on the results and financial position of the Company will depend on the
incidence and timing of busmess combinations occurring on or after 1 January 2010

The IASB has 1ssued standard IFRS 9 ‘Fmancial Instruments’ (‘IFRS 9°) relating to the classification and
measurement of financial assets n November 2009, which will replace the corresponding requirements in IAS 39
‘Financial Instruments Recognition and Measurement’ (‘IAS 39°) The requirements under IFRS 9 are effective
for annual periods beginmng on or after 1 January 2013 IFRS 9 1s intended to ulhmately replace IAS 39 i 1ts
entirety The Company 1s currently assessing the effect of this standard on the financial statements

The Company 15 in the process of making an assessment of what the impact of other amendments, new standards
and new nterpretations 15 expected to be in the period of imitial apphcation  So far the Company does not expect
that the adoption of them will have a sigmficant impact on the Company’s results of operations and financial
position
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