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HSBC Finance (Netherlands)
Strategic Report for the year ended 31 December 2014

Principal activities

During the year ended 31 December 2014 HSBC Finance (Netherlands) (the ‘Company’) continued to be an
investment holding company.

Review of the Company’s business
The business is funded principally by its parent, HSBC Holdings plc.

The income statement and balance sheet provide the key performance indicators. The reserves available for
distribution at 31 December 2014 were US$7,341 million.

During 2014, the Company’s share capital was reduced by cancelling and extinguishing 1,866,727,180 of the
Ordinary Redeemable shares and crediting this amount to retained earnings (US$3,155 million), and by
converting share premium of US$9,776 million to retained earnings.

Financial Performance

The performance and position of the Company for the year ended 31 December 2014 and the state of the
Company’s financial affairs at that date are set out on pages 7 to 32.

The results of the Company show a profit before tax of US$5,669 million for the year (2013: US$9,675 million).

Dividend income of US$6,550 million was received from HSBC Holdings B.V. (2013: US$12,280 million) and
US$1,100 million from HSBC Private Banking Holdings (Suisse) S.A. (2013: US$673 million). Further details of
these investments are set out in Note 10.

An impairment charge of US$1,798 million (2013: US$?;,133 million) was recognised in respect of the
Company'’s investment in HSBC Private Banking Holdings (Suisse) S.A, a wholly owned subsidiary of the
Company.

Risk management

The principal risks and uncertainties facing the Company, together with its financial risk management
objectives and policies, and an analysis of the exposure to such risks, are set out in Note 17 of the
financial statements.

The Company’s exposures to credit, liquidity and market risks are limited due to the nature of its business,
which is predominantly investing in or financing of group companies. These transactions are generally funded
by way of equity from the parent company.

Signed on behalf of the Board

B J S Mathew
Director

25 March 2015

Registered Office
8 Canada Square
London

E14 5 HQ



HSBC Finance (Netherlands)
Directors’ Report for the year ended 31 December 2014

Directors

The Directors who served during the year were as follows:

Directbr Appointed Resigned

R G Barber 15 December 1993 17 April 2014
N S Black (Alternate Director to R G Barber) 16 April 2010 17 April 2014
G A Francis 01 September 2014

T Roland . 02 October 2014

R J Hennity 31 July 2012

I J Mackay 9 February 2011

| MacKinnon 16 September 2011

B J S Mathews 8 July 2013

A C G Stangroome (Alternate Director to | MacKinnon) 30 September 2011 03 October 2014
A C G Stangroome (Alternate Director to T Roland) 16 October 2014

The Articles of Association of the Company provide that in certain circumstances the Directors are entitled to
be indemnified out of the assets of the Company against claims from third parties in respect of certain liabilities
arising in connection with the performance of their functions, in accordance with the provisions of the UK
Companies Act 2006. Indemnity provisions of this nature have been in place during the financial year but have
not been utilised by the Directors. All Directors have the benefit of directors’ and officers’ liability insurance.

Dividends

Dividends of US$9,705 million were declared and paid during the year (2013: US$12,830 million)
Future developments

No change in the Company’s activities is anticipated.

Significant events since the end of the financial year

There were no significant events since the end of the financial year.

Going concern basis

The financial statements are prepared on a going concern basis, as the Directors are satisfied that the
Company has the resources to continue in business for the foreseeable future. In making this assessment, the
Directors have considered a wide range of information relating to present and future conditions.

Disclosure of information to auditors

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



HSBC Finance (Netherlands)
Directors’ Report for the year ended 31 December 2014 (continued)

Auditors

Pursuant to Section 487(2) of the Companies Act 20086, the auditor will be deemed to be reappointed and
therefore KPMG Audit Plc will continue in office for the financial period 1 January 2014 to 31 December
2014. '

Following a tender process for the audit of HSBC Holdings plc and its subsidiaries that took place in
2013, it was recommended that PricewaterhouseCoopers LLP be appointed as auditors for the HSBC
Group entities effective for periods ending on or after 1 January 2015.

As a result KPMG Audit Plc will not be seeking reappointment as the Company’s auditor for the financial
year commencing 1 January 2015 and PricewaterhouseCoopers LLP will seek appointment instead.



HSBC Finance (Netherlands)
" Directors’ Report for the year ended 31 December 2014 (continued)

Statement of Directors’ responsibilities in respect of the Strategic Report, Directors’
Report and financial statements

The following statement, which should be read in conjunction with the Auditor's statement of their
responsibilities set out in their report on the next page, is made with a view to distinguish the respective
responsibilities of the Directors and of the Auditor in relation to the financial statements.

The Directors are responsible for preparing, in accordance with applicable law and regulations, a
Strategic Report, a Directors’ Report and financial statements for each financial year.

The Directors are required to prepare the financial statements in accordance with International Financial
Reporting Standards (‘IFRSs’) as adopted by the European Union (‘EU’) and have elected to prepare the
Company’s financial statements on the same basis.

Under company law the Directors must not approve the financial statements unless they are satisfied
that they give a true and fair view of the state of affairs of the Company and of the profit or loss of the
Company for that period.

In preparing these financial statements, the Directors are required to:

e select suitable accounting policies and then apply them consistently;
e make judgments and estimates that are reasonable and prudent; and
o state whether they have been prepared in accordance with IFRSs as adopted by the EU.

The Directors are required to prepare the financial statements on the going concern basis unless it is not
appropriate. Since the Directors are satisfied that the Company has the resources to continue in
business for the foreseeable future, the financial statements continue to be prepared on a going concern
basis.

The Directors have responsibility for ensuring that sufficient accounting records are kept that disclose
with 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.

The Directors have general responsibility for taking such steps as are reasonably open to them to
safeguard the assets of the Company and to prevent and detect fraud and other irregularities.

Signed on behalf of the Board

J Hennity
Director

25 March 2015

Registered Office

8 Canada Square

London

E14 5HQ

Registered number: 2815114



Independent Auditor’s Report to the Member of HSBC Finance (Netherlands)

We have audited the financial statements of HSBC Finance (Netherlands) (the Company) for the year ended
31 December 2014 set out on pages 7 to 32. The financial reporting framework that has been applied in their
preparation is applicable law and International Financial Reporting Standards (IFRSs) as adopted by the EU.

This report is 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 in an auditor’s report and for no other purpose. To the
fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the Company
and the Company’s members, as a body, for our audit work, for this report, or for the opinions we have formed.
Respective responsibilities of directors and auditor

As explained more fully in the Directors' Responsibilities Statement set out on page 5, the Directors are
responsible for the preparation of the financial statements and for being satisfied that they give a true and fair
view. Our responsibility is to audit, and express an opinion on, the financial statements in accordance with
applicable law and International Standards on Auditing (UK and Ireland). Those standards require us to
comply with the Auditing Practices Board's Ethical Standards for Auditors.

Scope of the audit opinion

A description of the scope of an audit of financial statements is provided on the Financial Reporting Council’'s
website at www.frc.org.uk/auditscopeukprivate.

Opinion on financial statements

In our opinion the financial statements: .

e give a true and fair view of the state of the Company’s affairs as at 31 December 2014 and of its profit for
the year then ended,

e have been properly prepared in accordance with IFRSs 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 opinion the information given in the Strategic Report and Directors' Report for the financial year for
which the financial statements are prepared is consistent with the financial statements.

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to
report to you if, in our opinion:

. adequate accounting records have not been kept, or returns adequate for our audit have not
been received from branches not visited by us; or

. the financial statements are not in agreement with the accounting records and returns; or

. certain disclosures of directors' remuneration specified by law are not made; or

. we have not received all the information and explanations we require for our audit.

Bt

Richard Rawstron (Senior Statutory Auditor)

For and on behalf of KPMG Audit Plc, Statutory Auditor
Chartered Accountants

London, England

7$ March 2015



HSBC Finance (Netherlands)
Financial Statements for the year ended 31 December 2014

Income Statement for the year ended 31 December 2014

2014 2013
Notes US$000 US$000
INErest INCOME ..o e 130,251 131,797
INEEreSt EXPENSE ..ooiiiiiiiiiiiie et (313,006) (273,790)
Net interest exXpense.............cccoiviinini (182,755) (141,993)
FEE INCOME ..o 499 16
DivIdend INCOME ..ottt . 7,650,000 12,952,500
Foreign eXchange 10SS ...........coc.coevevvvvoeveensnsessnianns R (420) (2,287)
Loss on disposal of financial investments ............ccccoevervceeninnne. (897) -
Total operating iNCoOMEe ........c.c.cooiveiiiieiiini e 7,466,427 12,808,236
General and administrative expenses .............c..ccocvieviciinniecnnn. (1) )
Impairment of investment in subsidiaries ..............ccceccviinnnnn. (1,797,527) (3,133,000)
Total operating eXpenses ..., (1,797,528) (3,133,002)
Operating Profit ............ccccoveierereiie s 5,668,899 9,675,234
Profit before tax .............cccooiiiiiiii e 5,668,899 9,675,234
TAX EXPENSE ..oeoieereieeeririeee et e et reeea et eear e enn e et e eant e e 5 (29,816) 42,357
Profit for the year attributable to the shareholder .................... 5,639,083 9,717,591

The accompanying notes on pages 13 to 32 form an integrai part of these finaricial statements.



HSBC Finance (Netherlands)
Financial Statements for the year ended 31 December 2014 (continued)

Statement of comprehensive income for the year ended 31 December 2014

2014 2013

US$000 US$000
Profit for the year attributable to the shareholder ............................ 5,639,083 9,717,591
Other comprehensive income/(expense)
Items that will be reclassified subsequently to profit or loss when
specific conditions are met:
Available-for-sale investments
- fairvalue gain.............cccoiii e 12,869 21,030
- income taxes (2,574) -
Other comprehensive income for the year, net of tax...................... 10,295 21,030
Total comprehensive income for the year attributable to the 5,649,378 9,738,621

ShArENOIAET .....coouviiiiiiiiiiie e

The accompanying notes on pages 13 to 32 form an integral part of these financial statements.

>



HSBC Finance (Netherlands)

Financial Statements for the year ended 31 December 2014 (continued)

Balance sheet as at 31 December 2014

ASSETS

Cash at bank and in hand .......

Loans and advances to HSBC undertakings............ccc.ccocevveicnnn

Financial investments ..............
Current tax assets....................
Prepayments and accrued income
Investments in subsidiaries......
Assets held for sale .................
Deferred tax assets..................

Total assets .....ccceceveeeevrrneenn

LIABILITIES AND EQUITY

Liabilities

Amounts owed to HSBC undertakings ..........cccccoveneriieniiiiccrinnene

Derivative liabilities ..................
Loans from HSBC undertakings
Current tax liabilities ................

Total liabilities .........cccccovvens

Equity

Called up share capital ...........

Share premium account .........

Available-for-sale fair value reServe ...............ccococveeveeevevierconneenne

Other reserves ........ccoccoeeeeeenne

Retained earnings

Total equity .......cccccecvereninrnee.

Total equity and liabilities .......

2014 2013

Notes US$000 UsS$000
381,118 121,870

8 2,510,592 2,951,499
9 122,962 -
- 62,706

- 16

10 25,598,455 29,695,982
11 - 5,715
117,278 119,852

28,730,405 32,957,640

12 . 663,026 728,396
7 - 431
13 15,695,456 16,029,552
28,685 -

16,387,167 16,758,379

14 4,300,447 7,455,848
200,000 9,776,448

10,295 -
491,000 491,000

7,341,496 (1,524,035)
12,343,238 16,199,261
28,730,405 32,957,640

These,financial statements were approved by the Board of Directors on 25 March 2015 and were signed on its

behalt by:

Hennity
Director

Company Registration No: 2815114

The accompanying notes on pages 13 to 32 form an integral part of these financial statements.
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HSBC Finance (Netherlands)
Financial Statements for the year ended 31 December 2014 (continued)

Statement of cash flows for the year ended 31 December 2014

2014 2013

Notes us$000 US$000
Cash flows from operating activities
Profit before tax ........ccccoceeveeviniieiiic e 5,668,899 9,675,234
Adjustments for:
- Non-cash items included in profit before tax...........cccccceeeee 15 1,798,424 3,133,000
- Change in operating assets ..., 15 330,830 (228,708)
- Change in operating liabilities ..., 15 (399,898) 2,670,169
- TaX FECRIVEM ...oveieieiiieeieteee et 61,575 8,325
Net cash generated from operating activities ...............cccccoee. 7,459,830 15,258,020
Cash flows from investing activities
Net cash outflow from acquisition of or additional investment in (200,000) (2,505,715)
SUDSIGIAMNES ...ttt ettt s :
Net cash inflow from disposal of financial investments .................. 4,818 85,942
Net cash inflow from return of capital from subsidiary..................... 2,500,000 -
Net cash from/( used in) investing activities ...l 2,304,818 (2,419,773)
Cash flows from financing activities
Issue of ordinary share capital..............ccoccocoiiii 200,000 -
Dividends Paid ........cccoieeiieirieeeee e (9,705,400) (12,830,000)
Net cash used in financing activities ..............occoeeeviiiiiis (9,505,400) (12,830,000)
Net increase in cash and cash equivalents .......... .................... 259,248 8,247
Cash and cash equivalents at 1 January ..........cccceeeeievnnccnninennnes 121,870 113,623
Cash and cash equivalents at 31 December ...l 15 381,118 121,870

The accompanying notes on pages 13 to 32 form an integral part of these financial statements.

10



HSBC Finance (Netherlands)
Financial Statements for the year ended 31 December 2014 (continued)

Statement of changes in equity for the year ended 31 December 2014

Called up Share Available- Other Retained Total equity
share capital premium  for-sale fair reserves earnings

value

reserve
Us$000 Us$000 Us$000 us$o00 UsS$000 ussooo
At 1 January 2014 7,455,848 9,776,448 - 491,000  (1,524,035) 16,199,261
Profit for the year attributable to the shareholder ..............cccovviniinins - - - - 5,639,083 5,639,083
Other comprehensive income (net of tax) ...........ccocovemvveiiiiiiiciinne - - 10,295 - - 10,295
Available-for-sale investment . - - 10,295 - j [ 10,295]
Total comprehensive income for the year attributable to . . 10,295 . 5,639,083 5,649,378

the shareholder ..o

Ordinary shares issued...... . 200,000 - - - 200,000
Conversion of ordinary shares to retained earning (3,155,400) - - - 3,155,400 -

Ordinary dividends to shareholder. - - - - (9,705,400) (8,705,400)
Share premium conversion to distributable reserves ... . (9,776,448) . . 9,776,448 -

At 31 December 2014.............cooviiieieiee e 4,300,448 200,000 10,295 491,000 7,341,496 12,343,239

Other reserves are not distributable and arose from historical group transactions.

During 2014, the Company’s share capital was reduced by cancelling and extinguishing 1,866,727,180 of the Ordinary Redeemable shares and crediting this
amount to retained earnings (US$3,155 miliion).

The Company also converted share premium of US$9,776 million to retained earnings.

The accompanying notes on pages 13 to 32 forman integral part of these financial statements.



HSBC Finance (Netherlands)

Financial Statements for the year ended 31 December 2014 (continued)

Statement of changes in equity for the year ended 31 December 2014 (continued)

Called up share Share Available- Other Retained Total equity
capital premium for-sale fair reserves earnings

value

reserve
US$000 US$000 US$000 US$000 Us$00o US$000
At 1 January 2013 7,455,848 9,776,448 (21,030) 491,000 1,588,374 19,290,640
Profit for the year attributable to the shareholder ..............ccccocoveiinni - - - - 9,717,591 9,717,591
Other comprehensive income (net of tax) ... Seererernaes : - - 21,030 - - 21,030
Available-for-sale investment - - 21,030 - ?I . 21,03cﬂ
Total comprehensive income for the year attributable to : : 21,030 R 9,717,591 9,738,621

the Shareholder.............ccoeveiiiiviii s

Ordinary shares issued - - - . -
Conversion of ordinary shares to retained earnings.... R - - - R R
Ordinary dividends to shareholder...................ccooinieniineens - - - (12,830,000)  (12,830,000)
ORI ..ot . . R . . R
At 31 December 2013.........oooiiieeee e 7,455,848 9,776,448 - 491,000 (1,524,035) 16,199,261

12



HSBC Finance (Netherlands)
Notes on the Financial Statements

1 Basis of preparation

(@) Compliance with International Financial Reporting Standards

HSBC Finance (Netherlands) (the ‘Company’) has prepared its financial statements in accordance with
International Financial Reporting Standards ('IFRSs’) as endorsed by the European Union (‘EU’).

IFRSs comprise accounting standards issued by the International Accounting Standards Board (IASB') and its
predecessor body as well as interpretations issued by the IFRS interpretations Committee (‘IFRIC’) and its
predecessor body.

The Company is exempt from the requirement to prepare group consolidated financial statements by virtue of
section 400 of the Companies Act 2006. The financial statements present information about the Company as
an individual undertaking.

There were no new standards adopted during the year ended 31 December 2014.
(b) Basis of measurement

The financial statements are prepared on the historical cost basis except for financial assets and financial
liabilities which are measured in accordance with notes 2(g) and 2(j).

(c) Functional and presentation currency
The financial statements have been presented in US Dollars, which is the Company’s functional currency.

All amounts have been rounded to the nearest thousand unless otherwise stated.

(d) Use of estimates and assumptions

The preparation of financial information requires the use of estimates and assumptions about future
conditions. The use of available information and the application of judgement are inherent in the formation of
estimates; actual results in the future may differ from estimates upon which financial information is prepared.
Management believes that the Company’s critical accounting policies where judgement is necessarily applied
are those which relate to the impairment of investments in subsidiaries and intangible assets (Note 2(h)).

(e) Future accounting developments
Standards and amendments issued by the IASB but not endorsed by the EU

In May 2014, the IASB issued IFRS 15 ‘Revenue from Contracts with Customers’. The standard is effective for
annual periods beginning on or after 1 January 2017 with early adoption permitted. IFRS 15 provides a
principles-based approach for revenue recognition, and introduces the concept of recognising revenue for
obligations as they are satisfied. The standard should be applied retrospectively, with cenaln practical
expedients available. The company is not impacted by this standard.

In July 2014, the IASB issued IFRS 9 ‘Financial Instruments’, which is the comprehensive standard to réplace
IAS 39 ‘Financial Instruments: Recognition and Measurement’, and includes requirements for classification
and measurement of financial assets and liabilities, impairment of financial assets and hedge accounting.

13



HSBC Finance (Netherlands)
Notes on the Finanicial Statements (continued)

1 Basis of preparation (continued)

(e) Future accounting developments (continued)

Classification and measurement

The classification and measurement of financial assets will depend on the entity’s business model for their
management and their contractual cash flow characteristics and result in financial assets being at amortised
cost, fair value through other comprehensive income (‘FVOCI’) or fair value through profit or loss. In many
instances, the classification and measurement outcomes will be similar to 1AS 39, although differences will
arise, for example, since IFRS 9 does not apply embedded derivative accounting to financial assets and equity
securities will be measured at fair value through profit or loss or, in limited circumstances, at fair value through
other comprehensive income. The combined effect of the application of the business model and the
contractual cash flow characteristics tests may result in some differences in population of financial assets
measured at amortised cost or fair value compared with IAS 39. The classification of financial liabilities is
essentially unchanged, except that, for certain liabilities measured at fair value, gains or losses relating to
changes in the entity’s own credit risk are to be included in other comprehensive income (OCI’).

Impairment

The impairment requirements apply to financial assets measured at amortised cost and FVOCI, and lease
receivables and certain loan commitments and financial guarantee contracts. At initial recognition, allowance
(or provision in the case of commitments and guarantees) is required for expected credit losses (ECL’)
resulting from default events that are possible within the next 12 months (‘12 month ECL’). In the event of a
significant increase in credit risk, allowance (or provision) is required for ECL resulting from all possible default
events over the expected life of the financial instrument (lifetime ECL’).

The assessment of whether credit risk has increased significantly since initial recognition is performed for each
reporting period by considering the probability of default occurring over the remaining life of the financial
instrument, rather than by considering an increase in ECL.The assessment of credit risk, as well as the
estimation of ECL, are required to be unbiased, probability-weighted and should incorporate all available
information which is relevant to the assessment, including information about past events, current conditions
and reasonable and supportable forecasts of future events and economic conditions at the reporting date. In
addition, the estimation of ECL should take into account the time value of money. As a result, the recognition
and measurement of impairment is intended to be more forward-looking than under IAS 39 and the resuiting
impairment charge will tend to be more volatile. 1t will also tend to result in an increase in the total level of
impairment allowances, since all financial assets will be assessed for at least 12-month ECL and the
population of financial assets to which lifetime ECL applies is likely to be larger than the population for which
there is objective evidence of impairment in accordance with IAS 39.

Hedge accounting

The general hedge accounting requirements aim to simplify hedge accounting, creating a stronger link
between it and risk management strategy and permitting the former to be applied to a greater variety of
hedging instruments and risks. The standard does not explicitly address macro hedge accounting strategies,
which are being considered in a separate project. To remove the risk of any conflict between existing macro
hedge accounting practice and the new general hedge accounting requirements, IFRS 9 includes an
accounting policy choice to remain with IAS 39 hedge accounting.

The classification and measurement and impairment requirements are applied retrospectively by adjusting the
opening balance sheet at the 1 January 2018 with no requirement to restate comparative periods. Hedge
accounting is generally applied prospectively from that date.

The mandatory application date for the standard as a whole is 1 January 2018, but it is possible to apply the
revised presentation for certain liabilities measured at fair value from an earlier date. It is not expected that
IFRS 9 will have a significant impact on this Company.

14



HSBC Finance (Netherlands)
Notes on the Finanicial Statements (continued)

2 Summary of significant accounting policies

(a) Interest income and expense

Interest income and expense for all interest bearing financial instruments is recognised in ‘Interest income’ and
‘Interest expense’ in the income statement using the effective interest method. The effective interest method
is a way of calculating the amortised cost of a financial asset or a financial liability and of allocating the interest
income or expense over the relevant period.

The effective interest rate is the rate that exactly discounts estimated future cash receipts or payments through
the expected life of the financial instrument or, where appropriate, a shorter period, to the net carrying amount
of the financial asset or financial liability. When calculating the effective interest rate, the Company estimates
cash flows considering all contractual terms of the financial instrument but excluding future credit losses. The
calculation includes all amounts paid or received by the Company that are an integral part of the effective
interest rate of a financial instrument, including transaction costs and all other premiums or discounts.

(b)  Dividend income

Dividend income is recognised in the income statement when the right to receive payment is established. This
is the ex-dividend date for listed equity securities, and usually the date when shareholders have approved the
dividend for unlisted equity securities.

(c) Fee income

Fee income is earned relating to a loan for which the company is guarantor. The company charges a
guarantee fee as percentage of the loan balance and is accrued on a daily basis.

(d) Income tax

Income tax comprises current tax and deferred tax. Income tax is recognised in the income statement except
to the extent that it relates to items recognised in other comprehensive income or directly in equity, in which
case it is recognised in the same statement in which the related item appears.

Current tax is the tax expected to be payable on the taxable profit for the year, calculated using tax rates
enacted or substantively enacted by the end of the reporting period and any adjustment to tax payable in
respect of previous years. The Company provides for potential current tax liabilities that may arise on the basis
of the amounts expected to be paid to the tax authorities. Current tax assets and liabilities are offset when the
Company intends to settle on a net basis and the legal right to offset exists.

Deferred tax is recognised on temporary differences between the carrying amounts of assets and liabilities in
the balance sheet and the amounts attributed to such assets and liabilities for tax purposes. Deferred tax
liabilities are generally recognised for all taxable temporary differences and deferred tax assets are recognised
to the extent that it is probable that future taxable profits will be available against which deductible temporary
differences can be utilised.

Deferred tax is calculated using the tax rates expected to apply in the periods in which the assets will be
realised or the liabilities settled, based on tax rates and laws enacted, or substantively enacted, by the end of
the reporting period. Deferred tax assets and liabilities are offset when they arise in the same tax reporting
group and relate to income taxes levied by the same taxation authority, and when the Company has a legal
right to offset.

Deferred tax relating to fair value re-measurements of available-for-sale investments and cash flow hedging
instruments which are charged or credited directly to other comprehensive income, is also charged or credited
to other comprehensive income and is subsequently recognised in the income statement when the deferred
fair value gain or loss is recognised in the income statement.

15



HSBC Finance (Netherlands)
Notes on the Finanicial Statements (continued)

2 Summary of significant accounting policies (continued)

(e) Foreign currencies

Transactions in foreign currencies are recorded in the functional currency at the rate of exchange prevailing on
the date of the transaction.

Monetary assets and liabilities denominated in foreign currencies are translated into the functional currency at
the rate of exchange ruling at the balance sheet date. Any resulting exchange differences are included in the
income statement.

Non-monetary assets and liabilities that are measured at historical cost in a foreign currency are transiated
into the functional currency using the rate of exchange at the date of the initial transaction. Non-monetary
assets and liabilities 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 determined. Any resulting exchange differences are
recognised in the income statement.

) Subsidiaries

The Company classifies investments in entities in which it controls as subsidiaries.

The Company’s investments in subsidiaries are stated at cost less any impairment losses.
(@) Financial assets and liabilities

Loans and advances to HSBC undertakings

Loans and advances to HSBC undertakings are those that have not been classified either as held-for-trading
or designated at fair value. These loans are recognised when cash is advanced and are derecognised when
the undertakings repay their obligations, or the loans are sold or written off, or substantially all the risks and
rewards of ownership are transferred. They are initially recorded at fair value plus any directly attributable
transaction costs and are subsequently measured at amortised cost using the effective interest method, less
impairment losses.

Available-for-sale financial assets

Available-for-sale financial assets are initially measured at fair value plus directly attributable transaction costs.
They are subsequently re-measured at fair value and changes therein are recognised in other comprehensive
income.

Amounts owed to and loans from HSBC undertakings

Amounts owed to HSBC undertakings are recognised when cash is advanced or contractual arrangements are
entered into. These liabilities are initially measured at fair value less directly attributable transaction costs. The
Company derecognises the financial liability when the Company’s obligations specified in the contract expire,
are discharged or cancelled. Subsequent to initial recognition, financial liabilities are measured at amortised
cost using the effective interest rate method.

(h) Impairment of assets (other than financial assets)

The carrying amounts of the Company’s investments in subsidiaries are reviewed at each balance sheet date
to determine whether there is any indication of impairment. If any such indication exists, the asset’s
recoverable amount is estimated as the higher of the asset’s fair value less costs to sell and its value in use.

An impairment loss is recognised whenever the carrying amount of an asset or its cash-generating unit
exceeds its recoverable amount. Impairment losses are recognised in the income statement.
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HSBC Finance (Netherlands)

Notes on the Finanicial Statements (continued)

4 General and administrative expenses

Auditor's remuneration

>

Certain expenses including auditor's remuneration have been borne by HSBC Holdings plc and are therefore
not charged in arriving at profit before tax. Audit fees are disclosed in the financial statements of HSBC
Holdings plc. The amount incurred in respect of the audit of these financial statements was US$9,742 (2013:

US$10,332).
5 Taxation
2014 2013
Us$000 US$000

Current tax
UK Corporation tax
- fOr this Year ... 28,686 (62,705)
- adjustments in respect of prioryears ...........c.cooiiiiiiininn (157) 1,691
Overseas tax
- fOr this Year ..o e 1,287 679
Deferred tax
- Origination and reversal of temporary differences .................... - 17,978
Total tax charged/ (credited) to the income statement........................ 29,816 (42,357)

The UK corporation tax rate applying to the Company was 21.5 per cent (2013: 23.25 per cent).

The tax credited to the income statement differs to the tax charge that would apply if all profits had been taxed

at the UK corporation tax rate as follows:

Profit before tax

Taxation at UK corporation tax rate of 21. 5%
(2013:23.25%) .oveoieeeeeeeeeeeee e

Adjustments in respect of prior period liabilities

. Deferred tax temporary differences not
recognised/(previously not recognised) .............

Non taxable income and gains ................cco......
Permanent disallowables ...............ccccceeeine
Local taxes and overseas withholding taxes ......

Other fEBMS ....cceeeeeiierce e

Total tax charged/ (credited) to the income
statement ..o

2014 Percentage of 2013 Percentage of profit
profit before tax before tax
US$000 % US$000 %
5,668,899 9,675,234
1,218,814 21.50 2,249,492 23.25
(157) (0.00) 1,691 0.02
A . 17,978 0.19
(1,644,557) (29.01) (3,040,620) (31.43)
452,829 7.99 728,423 7.53
1,287 0.02 679 0.01
1,600 0.03 - -
29,816 0.53 (42,357) (0.44)
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HSBC Finance (Netherlands)
Notes on the Finanicial Statements (continued)

5 Taxation (continued)

The main rate of corporation tax in the UK reduced from 23% to 21% on 1 April 2014 and will be further
reduced to 20% on 1 April 2015. The reduction in the corporate tax rate to 20% was enacted through the 2013
Finance Act on 17 July 2013. It is not expected that the future rate reduction will have a significant effect to the
company.

Deferred taxation

The following table shows the gross deferred tax assets and liabilities recognised in the balance sheet and the
related amounts recognised in the income statement, other comprehensive income and directly in equity.

Available for sale Held over foreign Total
assets exchange loss
Us$000 US$000 US$000
At1Januarny 2014 ...t - 119,852 119,852
INComME StatemMENt ... - - -
Other comprehensive income:
Available-for-sale investment .............ccooiiiiiiriie e (2,574) - (2,574)
At 31 December 2014 ..o (2,574) 119,852 117,278
Available for sale Held over foreign Total
assets exchange loss
US$000 US$000 US$000
At 1January 2013, .ot - 137,830 137,830
Income statement ... - (17,978) (17,978)
Other comprehensive income:
Available-for-sale investment ... - - -
At 31 December 2013..... ..ot e - 119,852 119,852
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HSBC Finance (Netherlands)
Notes on the Financial Statements (continued)

6 Analysis of financial assets and liabilities by measurement basis

The following tables analyses the carrying amount of financial assets and liabilities by category as defined in IAS 39 and by balance sheet Heading.

As at 31 December 2014 Financial Loans and Available-for- Other financial Total

assets and receivables sale securities assets and

liabilities at fair liabilities at

value amortised cost
Us$000 US$000 USs$000 US$000 Us$000

Assets

Cash atbank and iNhand ...........ovvieiiiiiiiiiiie et eea e e et e e et e e e ern e aaeann - - - 381,118 381,118
Loans and advances to HSBC undertakings............cccceieiieririieiirieirereiieiieeeeeeecnnnnnnne. - 2,510,592 - - 2,510,592
Financial INVESTMENTS ..........viiiiiiiiiiii ettt e e - - 122,962 ’ - 122,962
Prepayments and accrued income.. - - . - - -
Total financial @SSEtS ...........oooiiiiiiiiiiiiii s - 2,510,592 122,962 381,118 3,014,672
Total non-financial assets . 25,715,733
TOtAN @SSOES ..ueeeenniiiieii ittt e et et e et e et e et e e b et e ettt ta e ran e aa e n e et e aan s aann 28,730,405

Liabilities

Amounts owed to HSBC undertakings ... - - - 663,026 663,026
Derivative labilities ..o - - - -

Loans from HSBC undentakings ..........ccccoviimiiiiiiiiiiiiiii e e eee e - - - 15,695,456 15,695,456
Total financial liabilities ............cccooeiiiiiiiiiiiii s - - - 16,358,482 16,358,482
Total non-financial AbIIES ..........coiirriiiiiiiii e 28,685
TOtAI HADIIIIES +.vvveieniieeii e e et e e ee et e e s e e s s e e e et e e e e ean e bt s esnsernesrn e enns 16,387,167

20



HSBC Finance (Netherlands)
Notes on the Finanicial Statements (continued)

6 Analysis of financial assets and liabilities by measurement basis (continued)

As at 31 December 2013

Assets

Cash at bank and in hand ...

Loans and advances to HSBC undertakings...........ccccveeiiiiiiiieianiiinnne e

Assets held for SAlE ...........ooviiiiiiiiii

Financial INVESIMENES ...........oiiiiiiii i

Prepayments and accrued inCOME............eviiiviinieniinnnll PP

Total financial assets ..

Total non-financial @ssets ...........cooeeiiiiiiii L

Total assets ..

Liabilities

Amounts owed to HSBC undertakings ................cocoeeiiiiiiiiiiiiiiii s

Derivative liabilities ..............ooviiiiiiiiiiiii

Loans from HSBC undertakings ...............cccoooeiiiiiiiiiii

Total financial iabilities ...............oviiiiiiiiiiiiiiii

Total non-financial liabilities .....................oovviiiiiiii I

Total liabilities

Financial assets Loans and  Available-for-sale Other financial Total
and liabilities at receivables securities assets and
fair value liabitities at
amortised cost
UsS$000 US$000 US$000 Us$000 US$000
- - - 121,870 121,870
- 2,951,499 - - 2,951,499
- - 5715 - 5,715
- - - 16 16
- 2,951,499 5,715 121,886 3,079,100
29,878,540
32,957,640
- - - 728,396 728,396
431 - - - 431
- - - 16,029,552 16,029,552
431 - - 16,757,948 16,758,379
16,758,379
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HSBC Finance (Netherlands)
Notes on the Financial Statements (continued)

7 Derivatives

Fair values of derivatives

2014 2013
US$000 US$000

Liabilities
FOreign @XChange...........ccouiiiiiiiiccienc et sa s - 431

Notional contract amounts of derivatives

2014 2013
UsS$000 US$000
FOreign eXChange ...........cooiiiriieeciemiiicrieeissecie st esee e snenens - 53,011

The foreign exchange contracts are measured at fair value using Level 2 valuation techniques which use
observable inputs. The fair value is equal to the difference between the US dollar equivalent of the notional
contract amount at balance sheet date and the fixed US dollar amount receivable or payable stipulated in the
foreign exchange contract.

8 Loans and advances to HSBC undertakings

At 31 December 2014 At 31 December 2013

Nominal interest Maturity  Carrying Fair value Carrying  Fair value
rate date amount amount

Us$000 Us$000 US$000 Us$000

HSBC Capital Funding 1 (UK) EURIBOR+1.2425% 31/10/2017 1,214,750 1,226,650 1,377,200 1,372,769
Limited Partnership........ccccccveeeuencnnnn.

HSBC Capital Funding 1 (UK) 7.75% 31/10/2040 1,093,275 1,211,527 1,239,480 1,368,100
Limited Partnership.........c.occeveevvreicenn.

HSBC Bank A.S. .....ccceeviniiiincieenns LIBOR+3.87% 28/12/2022 145,770 169,864 165,264 198,088
HSBC Bank A.S.......ccocoivienianieneeenns LIBOR+4.15% 28/12/2022 39,000 44,757 39,000 45,999
HSBC Mexico S.A'.. ....ooeeeerreeeens LIBOR+3.65% 31/01/2023 - - 110,000 126,109

Accrued interest receivable ................ 17,797 17,797 20,555 20,555

2,510,592 2,670,595 2,951,499 3,131,620

'In 2014 there has been a change in classification of this loan as a result of a revised interpretation of
the accounting of instruments containing contingent regulatory write off and conversion features. As a
result, this loan is now presented under financial investments and measured at fair value. There has
been no change in the economic nature of the transaction which remains to provide funding to the group
entity and earn interest income, over the term of the loan agreement.

The loans are denominated in Euros and USD and the effective interest based on EURIBOR and LIBOR rates
are accrued. The loans are carried at amortised cost. The nominal rate is equal to the effective rate of interest
as there have been no fees charged on these loans.

Fair values were determined using valuation techniques with observable inputs (Level 2). The fair value of
loans and advances to from HSBC undertakings are estimated using a modelled security as a proxy for the
loan as well as various pricing inputs. Pricing inputs include nominal yield curve, credit spread, and coupon
information.
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HSBC Finance (Netherlands)
Notes on the Finanicial Statements (continued) w

9 Financial investments

At 31 December 2014 At 31 December 2013

Nominal interest Maturity Carrying amount Carrying amount
rate date
Us$000 Us$000
HSBC Mexico S.A. ..o, LIBOR+3.65% 31/01/2023 122,962 -

As explained in note 8, this loan was previously classified within Loans and Advances.

The loans are denominated in Euros and USD and the effective interest based on EURIBOR and LIBOR rates
are accrued. The loans are carried at amortised cost. The nominal rate is equal to the effective rate of interest
as there have been no fees charged on these loans.

Fair values were determined using valuation techniques with observable inputs (Level 2). The fair value of
loans and advances to from HSBC undertakings are estimated using a modelled security as a proxy for the
loan as well as various pricing inputs. Pricing inputs include nominal yield curve, credit spread, and coupon
information.

10 Investments in subsidiaries

2014 2013
US$000 US$000
Cost
AL T JBNUBIY ..ottt ettt ecet s et st ss e s sestesesse e senessesasansasensassrns 32,897,582 30,397,582
AGDItIONS .o ceeeiestectet et e e se e sae st esaaessesssssse s seesaes st sssesssasssessassaones 200,000 2,500,000
Repayment of capital (2,500,000) -
AL 3T DECEMDET oo eeeeeeeeseeeeeeeeeeeseesessesessesenseseesreseseeeesseassasesesssns e 30,597,582 32,897,582
Impairment
L G I =T TV PR 3,201,600 68,600
L0 o T PO 1,797,527 3,133,000
At 31 DECEMDET vuvueniirierrieeneriiseiettesrseasasesessssreesaensnsetesrnsesesensnsencns 4,999,127 3,201,600
Net carrying amount at 31 December..............c.ccocvienioiiiniinncnenceeeeenee 25,598,455 29,695,982

Explanation of additions, disposals and other

The Company invested a further US$200 million in HSBC Holdings B.V. and US$2,500 million of capital was
repaid by HSBC Private Banking Holdings (Suisse) S.A.

Impairment charge recognised

An impairment in HSBC Private Banking Holdings (Suisse) S.A. of US$1,798 million was recognised in 2014
(2013: US$3,133 million).

The Company’s accounting policy for impairment of assets (other than financial assets) is described in
Note 2(h). The following table sets out the investments in subsidiaries for which detailed impairment tests were
undertaken and the assumptions used.
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HSBC Finance (Netherlands)
Notes on the Finanicial Statements (continued)

10 Investments in subsidiaries (continued)

2014 2013
Nominal
Carrying value growth rate Carrying value Nominal growth
at beyond initial at rate beyond
31 December  Discount cash flow 31 December Discount initial cash flow
Subsidiary 2014 rate projections 2013 rate projections
Us$m % % USs$m % %
HSBC Insurance
(Bermuda) Limited 331 9.00 3.60 331 10.00 3.60
HSBC Private Banking
Holdings (Suisse) SA 5,619 7.25 2.62 7,418 7.00 2.68
Total 5,950 7,749

The process of identifying and evaluating impairment is inherently uncertain because it requires significant
management judgement in making a series of estimations, the results of which are highly sensitive to the
assumptions used. The impairment review represents management’s best estimate of the factors below:

Nominal long-term growth rate: this growth rate reflects GDP and inflation for the countries within which the
subsidiary operates. The rates are based on IMF forecast growth rates as these rates are regarded as the
most relevant estimate of likely future trends. The rates used for 2013 and 2014 do not exceed the long-term
growth rate for the countries within which the subsidiary operates; and

Discount rate: the discount rate used to discount the cash flows is based on the cost of capital assigned to
each subsidiary, which is derived using a Capital Asset Pricing Model ( CAPM'). The CAPM depends on inputs
reflecting a number of financial and economic variables including the risk-free rate and a premium to reflect the
inherent risk of the business being evaluated. These variables are based on the market's assessment of the
economic variables and management's judgement. In addition, for the purposes of testing subsidiaries for
impairment, management supplements this process by comparing the discount rates derived using the
internally generated CAPM with cost of capital rates produced by external sources. Externally-sourced cost of
capital rates are used where, in management’s judgement, those rates reflect more accurately the current
market and economic conditions. For 2013 and 2014, internal costs of capital rates were consistent with
externally-sourced rates; and

Management’s judgement in estimating the cash flows: the future cash flows of each subsidiary are
sensitive to the cash flows projected for the periods for which detailed forecasts are available, and to
assumptions regarding the long-term pattern of sustainable cash flows thereafter. Forecasts are compared
with actual performance and verifiable economic data in future years; however, the cash flow forecasts
necessarily and appropriately reflect management's view of future business prospects at the time of the
assessment.

When this exercise demonstrates that the expected cash flows of a subsidiary have declined and/or that its
cost of capital has increased, the effect is to reduce the subsidiary’s estimated recoverable amount. If this is
lower than the carrying value of the subsidiary, a charge for impairment will be recognised in the Company's
income statement for the year.

The accuracy of forecast cash flows is subject to a high degree of uncertainty in volatile market conditions. In
the event of a significant deterioration in economic and credit conditions compared with those reflected by
management in the cash flow forecasts for the subsidiaries, a material adjustment to a subsidiary’s
recoverable amount may occur which may result in the recognition of an impairment charge in the income
statement.
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HSBC Finance (Netherlands)
Notes on the Finanicial Statements (continued)

10 Investments in subsidiaries (continued)

HSBC Insurance (Bermuda) Limited

HSBC Insurance (Bermuda) Limited holds insurance risk for the HSBC Group and, as such, is subject to the
potential risk of future large claims. A comparison of carrying amount to value in use, calculated using a
discount rate of 9.0% and a growth rate of 3.6%, did not result in the recognition of an impairment charge
(2013: none). Due to inherent uncertainty in the nature of the business of HSBC Insurance (Bermuda) Limited,
it is possible that the cost of settling insurance claims in the future could be different to that currently expected,
which could result in material impairments to the investment in future periods.

HSBC Private Banking Holdings (Suisse) SA

HSBC Private Banking Holdings (Suisse) SA provides global private banking services in Europe. A
comparison of carrying amount to value in use, calculated using a discount rate of 7.25% and a growth rate of
2.62%, resulted in the recognition of an impairment charge of US$1,798 million.

Sensitivity to key assumptions for investment in HSBC Private Banking Holdings (Suisse) S.A.

Based on management'’s value in use calculation for its investment in HSBC Private Banking Holdings
(Suisse) S.A., the Company has recognised an impairment of US$1,798 million (2013: US$3,133 million).
Changes to the key assumptions used in the value in use calculation would have the following impact on the
impairment recognised:

Key assumptions Change in assumption Impact on impairment
Discount rate +/- 10 basis points (US$63m) / US$66m
Norminal growth rate +/- 10 basis points US$57m /( US$54m)

The principal subsidiary undertakings of the Company at 31 December 2014 were:

Name of Undertaking Class of Capital Country of Ownership  Ownership
Incorporation Percentage Percentage
2014 2013
HSBC Holdings B.V. Ordinary Shares  The Netherlands 100% 100%
HSBC Holdings B.V. Preference Shares The Netherlands 100% 100%
HSBC Electronic Data Processing India Private Limited Ordinary Shares  India 2.72% 2.72%
HSBC Insurance (Bermuda) Limited Ordinary Shares  Bermuda 100% 100%
HSBC Private Banking Holdings (Suisse) SA Ordinary Shares  Switzerland 100% 100%

There is unpaid share premium of US$216 million which can be called upon at the discretion of a subsidiary,
HSBC Insurance (Bermuda) Limited.

11 Assets held for sale

In February 2014, the company disposed of its investment of US$5.7 million in HSBC Columbia S.A. and
HSBC Fiduciaria S.A. (together "HSBC Columbia”) resulting in a loss on sale of US$897 thousand.

12 Amounts owed to HSBC undertakings

At 31 December 2014, US$663 million (2013: US$728 million) was outstanding to HSBC undertakings. These
are non-interest bearing amounts and are repayable on demand.

The fair value of the amounts owed to HSBC undertakings is not significantly different to the carrying value in
the balance sheet.
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HSBC Finance (Netherlands)
Notes on the Finanicial Statements (continued)

13 Loans from HSBC undertakings

At 31 December 2014 At 31 December 2013

Nominal interest Maturity Carrying amount Fair value Carrying amount  Fair value
rate date i,

US$000 UsS$000 US$000 US$000
HSBC Holdings plc................ EURIBOR+2.36% 28/12/2022 1,360,520 1,435,810 1,542,464 1,668,118
HSBC Holdings pic................ 4.11% 28/12/2022 . 1,093,275 1,250,100 1,239,480 1,314,848
HSBC Holdings plc................ LIBOR+1.31% 16/11/2022 10,551,400 10,928,962 10,551,400 10,839,677
HSBC Holdings pic................ LIBOR+2.00% 28/12/2022 39,000 39,131 39,000 39,857
HSBC Holdings plc ................ LIBOR+1.94% 17/01/2023 110,000 109,925 110,000 111,970
HSBC Holdings plc................ LIBOR+1.88% 31/10/2023 2,500,000 2,487,110 2,500,000 2,535,615
Accrued interest payable........ 41,261 41,261 47,208 47,208
15,695,456 16,292,299 16,029,552 16,557,293

The loans are denominated in US Dollars and Euros and the effective interest based on LIBOR or EURIBOR
rates is accrued. The loans are carried at amortised cost. The nominal rate is equal to the effective rate of
interest as there have been no fees charged on these loans.

Fair values were determined using valuation techniques with observable inputs (Level 2). The fair value of

loans and advances to from HSBC undertakings are estimated using a modelled security as a proxy for the
loan as well as various pricing inputs. Pricing inputs include nominal yield curve, credit spread, and coupon
information.

14 Share capital

2014 2014 2013 2013
£/ Number of us$ £/ Numberof uSs$
shares shares
Allotted, called up and fully paid
’ Ordinary shares of £1 each ............... 19 32 18 32
Redeemable ordinary shares of £1 2,544,134,147 4,300,446,775 4,410,861,327 4 7,455,846,775

€aCh ...

One new share was allotted in 2014 (2013: nil) and was issued at a premium of US$200 million (2013: nil) to
the parent, HSBC Holdings Plc. On 28 October 2014, the company cancelled and extinguished 1,867 million of
redeemable ordinary shares of £1 each (USD$3,155 million) and credited this amount to retained earnings.

All shares rank equally with one vote attached to each fully paid share.
The rights of the redeemable ordinary shares are briefly summarised as follows:

(a) the holders are entitled (unless the Company in general meeting shalt otherwise resolve) to any dividend or
other distribution on the same terms and pari passu with the holders of any ordinary shares;

(b) the Company is entitled to redeem the shares at any time before 31 December 2020 at par,

(c) the holders rank pari passu with holders of ordinary shares on a return of assets in a liquidation or
otherwise for repayment of paid up capital together with an amount equal to any premium; and

(d) the holders are entitled to one vote per £1 nominal value as the holders of ordinary shares.
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HSBC Finance (Netherlands)
Notes on the Finanicial Statements (continued) K

15 Notes on the statement of cash flows

2014 2013
Us$000 US$000
Non-cash items included in profit before tax:
Impairment of INVeStMENtS ............oocviiiicr e 1,797,527 3,133,000
Loss on disposal of financial investments ... 897 -
1,798,424 3,133,000
Change in operating assets:
Change in deriVative @SSELS ...........cc.ovuruiveeereeiseeeeeeseeeeeeseeeese e - 123
Change in loans and advances to HSBC undertakings...........cccoccvveeercnenene 330,814 (228,815)
Change in prepayments and accrued iNCOME .........c.oeeveereirerirerecrneneenenns R 16 (16)
330,830 (228,708)
Change in operating liabilities:
Amounts owed to HSBC undertakings .........coeeiiiveeriiiieeiciie e (65,371) 2,508
Change in derivative Habilities .............cc...ccorieiiiiieniiieceeeec e (431) 431
Change in loans from HSBC undertakings............cccoeoeiieriniiicncii e (334,096) 2,667,230
(399,898) 2,670,169
Cash and cash equivalents comprise:
Cash at bank with HSBC undertakings ............c.ccoovenneeeceecaniescrecrricennes 381,118 121,870
Interest and dividends:
Interest paid..........cc..oeeveiiiiiiiie e e (224,537) (203,535)
INtEreSt FECRIVEA .......ooiieeeee et et ereaae e 132,503 131,993
DiIvIdends FECERIVEA ............eeeeeeee e veev e eee s s rtraansraes 7,650,090 12,952,500
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16 Maturity analysis of assets and liabilities

The following is an analysis, by remaining contractual maturities at the balance sheet date, of asset and
liability line items that represent amounts expected to be recovered or settled within one year, and after more

than one year.

Due within Due after more

- one year than one year Total
As at 31 December 2014 usS$000 Us$000 US$000
Assets
Cash at bank and in hand 381,118 . 381,118
Loans and advances to HSBC undertakings...............c..c..... 17.797 2492 795 2510.592
Financial investments ..., _ 122,962 122.962
Assets held for Sale ... ) A )
Prepayments and accrued inCOMEe .........c.o.eeeeevvvvcceeecceennenn. . - -
Total financial @sSets .........cooveeveeeierciii e 398.915 2615.757 3.014.672
Total non-financial assets _ 26.715.733 25715.733
Total @ssets ... 398,915 28,331,490 28,730,405
Liabilities
Amounts owed to HSBC undertakings .................c.coovenenaen. 663.026 ; 663.026
Derivative liabilities R R -
Loans from HSBC undertakings .............cccoovoieieniiieicccnnne 41.261 15.654 195 15.695.456
Total financial liabilities 704.287 15.654.195 16.358.482
Total non-financial liabilities..............c...coov i

- 28,685 28,685

Total IabilitIes ........ccoveiiieciecccierte e 704,287 15,682,880 16,387,167
As at 31 December 2013
Assets
Cash at bank and in KNG ........eeoeeeeeeeeeee oo 121.870 ) 121 870
Loans and advances to HSBC undertakings...........c........... 2637.235 314.264 2951.499
Financial investments .. R _ .
Assets held for Sale .........cccoveevevieiiiienienirieee e 5715 R 5715
Prepayments and accrued inCOME ...........coeeieeereieeiieeenee. 16 _ 16
Total financial assets 2764.836 314264 3.079 100
Total non-financial assets.........cooceeveeiiiniiiic e, . 29.878.540 29.878 540
Total @SSES ...t 2,764,836 30,192,804 32,957,640
Liabilities
Amounts owed to HSBC undertakings ............................. 728,396 _ 728 396
Derivative abilities ... 431 _ 431
Loans from HSBC undertakings ..........cccoeovvviveecriniciecnenen. 47.208 15.982 344 16.029.552
Total financial liabilities 776.035 15.982 344 16.758 379
Total non-financial liabilities............cccoociiiiviiciiiieeeee i _ _
Total liabilities ..........cocooviiiiiec e 776,035 15,982,344 16,758,379
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17 Risk Management

Systems and procedures are in place in the HSBC Group to identify, control and report on the major risks
associated with financial instruments which include credit, liquidity and market risk. A Risk Management
Meeting of the Group Management Board, chaired by the Group Chief Risk Officer, is held each month (except
August) to address asset, liability and risk management issues for the HSBC Group. The Risk Management
Meeting sets processes and limits to be applied by HSBC subsidiaries, including HSBC Finance
(Netherlands). Exposure to these risks is monitored by HSBC Holdings plc’s Asset and Liability Committee.

Credit Risk

Credit risk is the risk of financial loss if a counterparty fails to meet an obligation under a contract.

Maximum exposure to credit risk

Cash atbank and inhand ...........cccoeveiiiecni e
Loans and advances to HSBC undertakings..........c..ocvvereiinccenniievrreeenee e
Financial INVeSTMENES ..........oociii e

Liquidity Risk

2014 2013
Us$000 US$000
381,118 121,870

2,510,592 2,951,499
122,962 -
3,014,672 3,073,369

Liquidity risk is the risk that the Company does not have sufficient financial resources to meet its obligations as
they fall due, or will have to do so at an excessive cost. This risk arises from mismatches in the timing of cash

flows.

Cash flows payable by the Company under financial liabilities by remaining contractual maturities

At 31 December 2014

Due between Due after 5
Due within 3 3and 12 Due between years

US$000 On demand months months 1 and 5 years
Amounts owed to HSBC undertakings .......... 663,026 - - - -
Loans from HSBC undertakings ................... - 116,947 227,059 908,238 16,887,119
Total 663,026 116,947 227,059 908,238 16,887,119

At 31 December 2013

Due within 3 Due between Due between Due after 5
US$000 On demand months 3 and 12 months 1 and 5 years years
Amounts owed to HSBC undertakings .......... 728,396 - - - -
Loans from HSBC undertakings .................... - 109,078 252,061 1,255,725 17,259,886
Total 728,396 109,078 252,061 1,255,725 17,259,886
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17 Risk management (continued)

Market Risk

Market risk is the risk that movements in market risk factors, including foreign exchange rates and interest
rates will reduce income values. Exposure to these risks arises from short-term cash balances and funding
positions with HSBC undertakings. The objective of the Company’s risk management strategy is to reduce
exposure to these risks and minimise volatility in economic income, cash flows and distributable reserves. The
principal tool for managing this is sensitivity analysis of changes in profit before tax to future changes in the
exchange rates or interest rate.

Foreign currency sensitivity analysis

The Company is exposed to foreign currency risk on assets and liabilities that are denominated in a currency
other than the US Dollar. The currencies giving rise to this risk are primarily Euro and Sterling, which
amounted to assets of US$5 million and liabilities of US$3 million respectively (2013: assets of US$12 million
and US$60 million respectively).

In respect of monetary assets and liabilities held in currencies other than the US Dollars, the Company
ensures that the net exposure is kept to an acceptable level, by buying or selling foreign currencies at spot, or
forward rates where necessary to address short-term imbalances.

If the Euro foreign exchange rates weakened by 5 per cent relative to the US dollar, the Company's profits
would decrease by US$0.3 million, profit after tax US$0.2 million (2013: US$0.6 million, profit after tax US$0.5
million).

If the Sterling foreign exchange rates weakened by 5 per cent relative to the US dollar, the Company’s profits
would decrease by US$0.1 million, profit after tax US$0.1 million (2013: US$3.2 million, profit after tax US$2.4
million).

Foreign currency rate sensitivity analysis has been performed on the net asset / liability foreign exchange risk
exposure as at the reporting date. An upward/downward movement in the USD: GBP and Euro rate of 5 per
cent has been assumed. If all other variables are held constant, the information above presents the likely
impact on the Company's profit.

Interest rate sensitivity analysis

The Company held net liabilities of US$14,217million (2013: US$14,177 million) that are sensitive to interest
rate movements. If all other variables are held constant the effect of a 100 basis points increase/(decrease) in
LIBOR on these net liabilities would be a (decrease)/increase of profit before tax of US$142.2 million (2013:
US$141.8 million) and after tax of US$111.6 million (2013: US$108.8 million).
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18 Related party transactions

Balances with related parties

Notes
Assets
Cash at bank and in hand' .............. et
Loans and advances to HSBC undertakings'...............cocoo.vvrreeueveeererieeeennns 8
Financial INVEStMENtS’ .........cccooooviiriviiriiii s 9
ASSELS eIt FOr SAIR" ..........eeeeeeee oot 11
INVEStMENES iN SUDSIAIANIES? ......... e eeee e 10
Total related party @SSEetS .........ccccoiieiiriiiiiiieec e
Liabilities
Amounts owed to HSBC undertakings® ..............cooooveoveeoeeeeereeeeeee oo eerenna 12
Derivative lIAbIlIHES ...............ov. oo 7
Loans from HSBC undertakings®................. e 13

Total related party Habilities .........ccoovvuuiuiieeriiiiiiiiiiia e

2014 2013
US$000 US$000
381,118 121,870
2,510,592 2,951,499
122,962 -
. 5715
25,598,455 29,695,982
28,613,127 32,775,066
663,026 728,396
- 431
15,695,456 16,029,552
16,358,482 16,758,379

' These balances are with other related parties comprising of other HSBC Group Companies which are neither

a parent nor subsidiary of the Company.
2These balances are with subsidiaries of the Company.

3 These balances are with the parent of the Company, HSBC Holdings plc.

The above outstanding balances arose in the ordinary course of business and are on substantially the same
terms, including interest rates and security, as for comparable transactions with third-party counterparties.
Further explanations of material related party balances are included elsewhere in the Notes as referred to in

the table.

Other related party transactions

Share capital — One new share was allotted (2013: nil) and was issued at a premium of US$200 million (2013:

nil) to the parent, HSBC Holdings Plc.

Dividends received - The Company received dividends of US$6,550 million from HSBC Holdings B.V. (2013:
US$12,280 million) and- US$1,100 million from HSBC Private Banking Holdings (Suisse) S.A. (2013: $673

million). '

Dividends paid - Dividends of US$9,705 million were paid to the parent Company during the year (2013:

US$12,830 million).
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19 Contingent liabilities

Unpaid share premium of US$216 million can be called upon at the discretion of the Company’s subsidiary
HSBC Insurance (Bermuda) Limited (2013: Unpaid share premium of US$216 million).

20 Guarantees

In December 2014, the Company entered into a financial guarantee contract to guarantee a loan from HSBC
Bank Pic to HSBC Investment Bank Holdings Plc. The maximum potential amount of future payments which
the company is required to make is USD $917million (EUR 755 million). In consideration of the guarantee
being provided, the Company receives a guarantee fee from HSBC Investment Bank Holdings Plc.

21 Events after the balance sheet date

There were no significant events after the balance sheet date.

22 Capital management

In line with HSBC Group policy, the Company maintains a strong capital base to support the development of
its business and to meet regulatory capital requirements at all times. 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 is not subject to externally imposed capital requirements.

An annual Group capital plan is prepared and approved by the Board of HSBC Holdings plc. The Company
manages its 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 in excess of planned requirements is returned to shareholders, normally by way of dividends.

The Company defines capital as total equity, the components of which are set out in the balance sheet.

23 Parent undertaking

The Company’s parent company is HSBC Holdings plc which is incorporated in England with limited liability
under the UK Companies Act.

The accounts of the Company are consolidated within the HSBC Holdings pic financial statements, which are
prepared in accordance with International Financial Reporting Standards. Copies of the financial statements of
HSBC Holdings plc may be obtained from its registered office as stated below, or from the Group’s web site,
www.hsbc.com.

HSBC Holdings plc

8 Canada Square
London, E14 5HQ
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