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Sinopia Asset Management (UK} Limitad

Director’s report for the year ended
31 December 2010

Principal activities

The Company’s principal activity 1s to manage investment portfolios on behalf of institutional chents No change in
the Company’s activities 1s anticipated

Business review

The principal activities of the Company are set out above In addition, continued recovery 1n the financial markets
duning 2010 delivered increased assets under management by £1 4bn when compared to the previous year
Additionally, growth 1n sales of the newly launched range of Exchange Trade Funds (“ETFs”) has contributed to this
mncrease n AUM The Company expects to earn significant revenues from such equity indexation imtiatives
combined with the further recovery of equity markets

Performance

The Directors consider that the Company’s financial key performance indicators (‘KPls’) are those that communicate
the Company’s financial performance and posiion Monitoring performance against KPIs enables the Company to
measure its success in achieving targets and mcludes the following

Measure 2010 2009 Change

Profit before tax (£000} (830) 204 (507%)
Operatng profit (£000) (847) 208 (507%)
Net assets(£000) 6,261 6,955 (10%)
Assets under management (‘AUM™) (£°m) 7916 6,493 22%
Retumn on capital employed (excl dividend received) (%) (20%) 17% (219%)
Retum on capital employed (incl dividend received) (%) (20%) 17% (219%)
Annualised costincome ratio (%) 120% 95% 27%

Risk management

The Board 1s responsible for nisk and 15 responsible for oversight of the nsk management process The Board has
considered the principal nsks facing the Company and the exposure in relation to each of those nisks The Company
operates withun the governance and prionty framework of HSBC Holdings plc It also has its own established
governance framework, with clear terms of reference for the Board and Sinopia Asset Management Risk
Management Commuttee and a clear organisation structure, with documented delegated authorities and
responsibilities The Company 15 also monitored by the Global Banking and Markets Audit Committee which
meludes sharcholder representatives

The Risk Management Committee has approved a risk management framework and structure estabhshed by the
Company’s Risk function The framework defines the principal risk categories and sets out the methodology for the
identification, assessment, mihigation and reporting of risks A nisk management structure 1s in place which embeds
risk management into the business

The Risk Management Committee reviews the key corporate nisks facing the Company and receives regular reports
as to the current status of each risk

The financial services industry remains closely regulated and the UK regulators may take actions that could result in
changes to industry practices, sales and pricing The Company maintains a strong compliance culture and monitors
the regulatory environment closely to proactively adapt to changes and reduce nisks to the business

The Company has robust processes in place to identify, evaluate and manage the operational risk inherent 1n its
business activiies  Operational losses are closely monitored and assessed to ensure that business improvements are
identified and implemented The Company alse has financial risk management policies m place, further details of
which can be found n note 16

There are formal comphance, internal audit and operational nisk functions These departments conduct regular
mormtoring of vanous business areas and control procedures in line with a plan agreed by the Board Any 1ssues of
significance are brought to the attention of the Board Planned corrective actions are independently momtored for
timely completion and reviewed by the Global Banking and Markets Audit Commuttee

The Company 15 a Prudential sourcebook for Banks, Building Societies and Investment Firms (BIPRU) firm and 1s
authonised and regulated by the Financial Services Authonty (‘FSA'), pursuant to the Financial Services & Markets
Act 2000 All the Company’s activities duning the year are regulated and conducted within the permissions granted to
the Company by the FSA Capital and other financial returns are prepared and submitted to the FSA on a quarterly




Sitnopia Asset Management (UK} Limited

Director’s report for the year ended

basis At 31 December 2010, surplus regulatory capital, as reflected within the Company’s regulatory returns,
amounted to £5,946,000 (2009 £5,155,000)

Pillar 3 Basel Il 1s related to market discipline and aims to make firms more transparent by requiring them to pubhish
specific, prescribed details of their risks, capital and nsk management under the Basel II framework In accordance
with these requirements the Company 15 relymg on the HSBC Holdings plc’s statement on the disclosure of Pillar 3
Basel I On 31 March 2010, HSBC Holdings plc published summary qualitative pillar 3 disclosures for 31 December
2009 on the nvestor relations section of its website, www hsbe com HSBC Holdings plc expects to publish the full
set of pullar 3 disclosures for 31 December 2010, including quantitative tables, during the first half of 2011

Internal control

The Board has overall responsibility for the Company’s system of mternal control and for reviewing its effectiveness
on a regular basis Management’s role 1s to implement and operate the Board policies on intemal control and internal
control management The system of internal control 1s designed to manage rather than eliminate the risks of failure to
achieve business objectives and can only provide reasonable and not absolute assurance against matenal errors,
losses or fraud

Future developments

Subject to board and regulatory approval, 1t 1s intended that in 2011, Sinopia Asset Management § A will sell
Sinopia Asset Management (UK) Limited and 1ts ongomng business to HSBC Global Asset Management (UK)
Limutted

Dwidends

The Durectors do not recommend the payment of a dividend 1n respect of the year ended 31 December 2010 (2009
£ml}

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 1n business for the foreseeable future [n making this assessment, the Directors have
considered a wide range of information relating to present and future conditions
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Sincpia Asset Management {(UK) Limited

Director’s report for the year ended (continved)

31 December 2010

T -
Directors

The Directors who served during the vear were as follows

Name Appointed Resigned
C Brousse 31/08/2010
S T Brown

JF Schmutt

P Sequier 07/06/2010

The Articles of Association of the Company provide that in certain circumstances the Directors are entitled to be
indemmified out of the assets of the Company against claims from third parties in respect of certain habilities ansing
in connection with the performance of their functions, in accordance with the provisions of the UK Compamies Act

2006 Indemmity provisions of this nature have been in place during the financial year but have not been utilised by
the Directors

Suppher payment policy

The Company does not currently subscnbe to any code or standard on payment practice It 1s the Company’s policy,
however, to settle the terms of payment with 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

It 1s Company practice to organise payment to 1ts supphers through a central accounts payable function operated by
HSBC Bank plc  The payment performance of this unit is incorporated within the results of that company

Capital management

The Company 1s not subject to externally mposed capital requirements and 1s dependent on the HSBC group to
provide necessary capital resources which are therefore managed on a group basis

The Company defines capital as total sharcholders’ equity It 1s HSBC’s objective to maintain a strong capital base
to support the development of its business and to meet regulatory capital requirements at all imes There were no
changes to the Company’s approach to capital management dunng the year

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 Darector 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/she ought to have taken as a director in order to make himself/herself aware of any relevant audit information
and to establish that the Company’s auditor 1s aware of that information This confirmation 15 given pursuant to
section 418 of the Companies Act 2006 and should be mterpreted 1n accordance therewith

Auditors

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




Stnopra Asset Management (UK) Limited

Director’s report for the year ended (continued)
31 December 2010

i

Statement of Directors’ responsibilities in respect of the Directors’ report and financial statements

The following statement, which should be read in conjunction with the Audrtor’s statement of their responsibilities
set out 1n their report on page 6, 1s made with a view to distingwishing for the shareholder the respective
responsibilities of the Directors and of the Auditor in relation to the financsal statements

The Drirectors are responsible for preparning the Directors’ Report and the financial statements 1n 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 1n accordance with International Financial Reporting Standards (‘IFRSs’)
as adopted by the EU

The financial statements are required by law to present fairly the financial position and the performance of the
Company, the Companies Act 2006 provides in relation to such financial statements that references in 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

e 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 n accordance with IFRSs as adopted by the EU

The Directors are required to prepare the financial statements on the going concern basis unless 1t 1s not appropnate
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 the going concern basis

The Directors are responsible for ensuring that sufficient accounting records are kept that disclose with reasonable
accuracy at any tume 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 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

On behalf of the Board

Jean-Francots Schmuitt
Director

Registered Office
8 Canada Square
London

E14 SHQ

Date 25 February 2011




Synopla Asset Management (UK} Limited

Independent Auditor's Report to the Members of Sinopia Asset Management (UK) Limited

We have audited the financial statements of Sinopia Asset Management (UK) Limited for the year ended 31
December 2010 set out on pages 7 to 10 The financial reporuing framework that has been applied in their preparation
15 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, 1n 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 audnior’s report and for no other purpose To the fullest extent permitied
by law, we do not aceept 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 Auditors

As explamed more fully in the Directors' Responsibilities Statement set out on page 5, the Durectors are tesponsible
for the preparation of the financial statements and for being satisfied that they give a true and fair view Our
responsiblity 15 to audit 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 (APB'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

Opinon on finanaial statements
In our opimien the financial statements

s give atrue and fair view of the state of the Company’s affairs as at 31 December 2010 and of its 1oss for the year
then ended,

*  have been properly prepared 1n accordance with [FRSs as adopted by the EU, and
» have been prepared in accordance with the requirements of the Companies Act 2006
Opimion on other matter prescribed by the Companies Act 2006

In our opinion the information given in the Directors’ Report for the financial year for which the financial statements
are prepared (s 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 opimon

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

s the financial statements are not 1n agreement with the accounting records and returns, or
»  certamn disclosures of directors' remuneration specified by law are not made, or

» we have not recerved all the information and explanations we require for our audit

M Davies (Sentor Statutory Auditor)

for and on behalf of KPMG Audit Plc, Statutory Audnor
15 Canada Square

London El14 5GL
a% February 2011




Srnopia Asset Management (UK) Limited

Financial Statements (continued)

Income statement for the year ended 31 December 2010

Revenue
Fee income

Finance income/(costs)
Interast income

Adminstrative expenses
Profit before tax
Tax credit

Profit for the year

There were no acquisitions, discontinued or discontinuing operations during the year

Notes

2010 2009
£600 £000
4214 3,924
4214 3,924
17 @)
(5,061) (3,716)
(830) 204
254 282
(576) 486

The accounting policies and notes on pages |1 to 24 form an integral part of these financial statements

Statement of comprehensive income for the year ended 31 December 2010

There has been no comprehensive income or expense other than the profit/(loss) for the year as shown above (2009

£N1l)




Sinopia Asset Management (UK) Limited

Financial Statements (continved)
_ )

Statement of financial position as at 31 December 2010

ASSETS

Non-current assets
Fancial investmernts
Deferred tax assets

Current assets

Notes

Cash and cash equivalents held with other group underiakings

Receivables
Current tax assets
Prepayments

Total assets

LIABILITIES AND EQUITY

Current habilities
Other financial habilities

Non-current habihties
Other financial habilities

Total habilmies

Equity

Called up share capital
Available-for-sale fair value reserve
Capital contnbution reserve
Retained eamings

Total shareholders' equiy
Total equity and liabilies

The accounting policies and notes on pages 11 to 24 form an integral part of these financial statements

10

12

13

17

2010 2000
£000 £000
123 227
24 50
147 277
6.288 6,569
1342 923
290 218
2 82
7,942 7,792
8,089 8,069
1,784 1,035
1,784 1,035
44 79

“ 79
1528 1,114
2,940 2,940
1 28

2 1
3,308 3,976
6,261 6955
8,089 8,069

These financial statements were approved by the Board of Directors on 25 February 2011 and were signed on 11s

behalf by

J F Schmitt
Director

Company Registered Number 3492595

-




Sinopla Asset Management {UK) Limited

Financial Statements (continued)

Statement of cash flows for the year ended 31 December 2010

2010 2009
Notes £000 £000
Cash flows from operating activities
Profit for the year (830) 204
Adjustments for
—  Interest mncome {17} 4
— Change n operating assets 644 (77}
-~ Change m operating liabiliites (303) (754)
—  Tax (pad)/recerved 208 (298)
Net cash generated from operating activities (298) (921)
Cash flows from invesnng actvities
Interest received 17 ()]
Net cash from investing activities 17 (4)
Cash flows from financing activities
Net increase 1n cash and cash equivalents {281) (925)
Cash and cash equivalents brought forward 6,569 7494
Cash and cash equivalents camed forward 6,288 6,569

The accounting policies and notes on pages 11 to 24 form an integral part of these financial statements




Sinopia Asset Management (UK) Limited

Financial Statements (continued)

Statement of changes in equity for the year ended 31 December 2010

Called up Retamned Revaluation Capital Available-for- Total
share capital earnings reserve contnbution sale fair value shareholders’
reserve reserve equity
£000 £000 £000 £000 £000 £000
Year ended 31 December 2010
At i January 2010 2,940 3,976 - 11 28 6,955
Profit/(loss) for the year - (576) - - - (576)
Other comprehensive income (net of tax} - (92) - [&)] (17) (118)
Available-for-sale mvesiments - 92y - ) an (118)
Exchange differences - - - - - -
Total comprehensive ncome/{expense) for
the vear {668) (9} (17 (694)
At 31 December 2010 2,940 3,308 - 2 11 6,261
Called up Retained Revaluation Capual  Avarlable-for- Total
share capital earnings reserve contribution  sale fair value shareholders’
reserve reserve equity
£000 £000 £000 £000 £000 £000
Year ended 31 December 2009
At 1 January 2009 2,940 3,490 - 23 a9 6,434
Profiv/(Joss) for the year - 486 - - - 486
Other comprehensive income (net of tax) - - - (12) 47 35
Available-for-sale investments - - - 12y 47 35
Exchange differences - - - - - -
Total comprehensive ncome/(expense) for ) 486 i} 12) 47 521
the year
Al 31 December 2009 2,940 3,976 - 11 28 6,955

The accounting poltcies and notes on pages 11 to 24 form an integral part of these financial statements

Sharcholders’ equity 1s wholly attibutable to equity shareholders

10




Sinopia Assel Management (UK) Limited

al Statements (continued)
o B B -t - - ~ -

Financi

o

1 Basis of preparation

{a} Compliance with International Financial Reporting Standards
The financial statements are presented in sterling and have been prepared on the historical cost basis

The Company has prepared its financial statements 1n accordance with International Financial Reporting
Standards (‘IFRSs’) as 1ssued by the International Accounting Standards Board (‘IASB’) and as endorsed by the
European Union (‘EU”} EU-endorsed IFRSs may differ from IFRSs as 1ssued by the IASB if, at this point in
time, new or amended IFRSs have not been endorsed by the EU At 31 December 2010, there were no
unendorsed standards effective for the year ended 31 December 2010 affecting these financial statements, and
there was no difference between IFRSs endorsed by the EU and IFRSs 1ssued by the IASB in terms of thewr
application to the Company Accordingly, the Company’s financial statements for the year ended 31 December
2010 are prepared in accordance with IFRSs as issued by the [ASB

IFRSs comprise accounting standards 1ssued by the IASB and its predecessor body as well as interpretations
1ssued by the International Financial Reporting Interpretations Committee (‘IFRIC’) and 1its predecessor body

During 2010, the Company adopted the following amendments to standards and interpretations

— IFRS 8 *‘Operating Segments’ ('IFRS 8}, which replaced IAS 14 ‘Segment Reporting” has had no impact on
the financial statements

-~ 1AS 1 ‘Presentation of Financial Statements’ (‘[AS 17} (Revised 2007) aims to improve users’ ability to
analyse and compare information given in financial statements The adoption of the revised standard had no
effect on the results reported in the Company’s financial statements It did, however, result 1n certain
presentational changes in the Company’s financial statements, inctuding

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

— the re-naming of the ‘Balance Sheet” as ‘Statement of Financial Position’, and

— the presentation of the ‘Statement of changes 1 equity” as a financial statement replaces the previous
‘Equity’ note on the financial statements

— Anamendment to IFRS 7 ‘Financial Instruments Disclosures — Improving Disclosures about Financial
Instruments’ The most sigmficant additional disclosures required by this amendment in the Company’s
financial statements include tables of fair value measurements disclosing the source of mputs using a three
level fair value lierarchy, and reconciliations of the movements between opemng and closing balances of
Level 3 financial mstruments, being those measured at fair value using a valuation technique with
stgnificant unobservable inputs

— Arevised IFRS 3 ‘Business Combinations’ and amendments to IAS 27 ‘Consolidated and Separate
Financial Statements’ were 1ssued on 10 January 2008 The revisions and amendments to the standards
apply prospectively to business combinations for which the acquisition date 1s on or after the beginning of
the first annual financial reporting period beginning on or after 1 July 2009 The main changes under the
standards are that

— acquisition-related costs are recognised as an expense in the income statement in the peniod 1n which they
are incurred,

— all consideration transferred, including contingent consideration, 15 recognised and measured at fair value
at the acquisition date,

— equity interests held prior to control being obtained are re-measured to fair value at the date of obtaining
control, and any gain or loss 1s recognised in the income statement,

— changes 1n a parent’s ownership interest 1n a substdiary that do not resuit m a change of control are
treated as transactions between equity holders and are reported 1n equity, and

~ an option 15 available, on a transaction-by-transaction basis, to measure any non-controlling (previously
referred to as miority) interests in the entity acquired either at fair value, or at the non-controlling
mnterests’ proportionate share of the net identifiable assets of the entity acquired

The changes will have no impact on the financial statements

11




Sinopia Asset Management {UK) Limited

Financial Statements (continued)
[N -

(b}

During 2010, 1n addition to the above, the Company adopted a number of standards, interpretations and
amendments thereto which had an insignificant effect on the financial statements

Future accounting developments

At 31 December 2010 a number of standards and interpretations, and amendments thereto, had been 1ssued by
the IASB, which are not effective for the Company’s financial statements as at 31 December 2010 Those which
are expected to have a significant effect on the Company’s financtal statements are discussed below

Standards and Interpretations issued by the IASB but not endorsed by the EU

IFRS 9 ‘Financial Instruments’ mtroduces new requirements for the classification and measurement of financial
assets The standard 15 effective for annual periods beginning on or after 1 January 2013 with early adoption
permitted IFRS 9 1s required to be applied retrospectively If the standard 1s adopted prior 1o 1 January 2012, an
entity will be exempt from the requirement to restate prior period comparative information IFRS 9 1s subject to
EU endorsement, the timing of which 1s uncertain Accordingly, the Company 1s unable to provide a date by
which it plans to apply IFRS 9

The main changes to the requirernents of IAS 39 are summansed below

—  All financial assets that are currently in the scope of IAS 39 will be classified as either amortised cost or fair
value The available-for-sale and held-to-matunty categories will no longer exist

— Classification 1s based on an entity’s business model for managing the financal assets and the contractual
cash flow characteristics of the financial assets Reclassifications between the two categortes are prohibited
unless there 1s a change 1n the entity’s business model

— A financial asset 1s measured at amortised cost if two criteria are met 1) the objective of the business model
15 to hold the financial asset for the collection of the contractual cash flows, and 1) the contractual cash
flows of the instrument are solely payments of principal and interest on the principal outstanding All other
financial assets are measured at fair value Movements 1n the fair value of financial assets classified at fair
value are recogmised in profit or loss, except for equity investments where an entity takes the option to
designate an equity 1nstrument that 1s not held for trading at fair value through other comprehensive income
If this option 1s taken, all subsequent changes in fair value are recognised in other comprehensive income
with no recycling of gains or losses to the income statement Dividend income would continue to be
recogmised 1n the mcome statement

— An entity 1s only permitted to designate a financial asset otherwise meeting the amortised cost critena at fair
value through profit or loss if doing so significantly reduces or eliminates an accounting mismatch This
designation 1s made on imtial recognition and 15 irrevocable

— Financial instruments which contain embedded derivatives are to be classified in their entirety either at fair
value or amortised cost depending on whether the contracts as a whole meet the relevant criteria under IFRS
9

IFRS 9 1s the first instalment in the IASB’s planned phased replacement of IAS 39 with a less complex and
tmproved standard for financial mstruments The next steps in the IASB’s project will address the classification
and measurement requirements for financial habilities, the impairment of financial assets measured at amortised
cost and hedge accounting The IASB has indicated that it aims to finalise the replacement of 1AS 39 by the end
of 2010 In addition, the IASB 1s werking with the US Financial Accounting Standards Board to reduce
inconsistencies between US GAAP and IFRS in accounting for financial instruments The impact of IFRS 9 may
change as a consequence of further developments resulting from the IASB’s financial instruments project As a
result, 1t 1s impracticable to quantify the impact of IFRS 9 as at the date of publication of these financial
statements

No other standards or interpretations available for early adoption are expected to have a sigmficant effect on the
results or net assets of the Company when adopted.

The accounting policies set out below have been applied consistently to all periods presented 1n these financial
statements, except where stated otherwise

12
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ctal Statements (continued)

General information

Sinopia Asset Mangement (UK) Limited is a company domiciled and incorporated in England and Wales

Summary of significant accounting pohcies

(@)

{b)

(©

Fee Income

Income earned on the execution of a signtficant act ts recognised as revenue when the act 15 completed Income
earned from the provision of services 1s recognised as revenue as the services are provided and income eamed
from exceeding a performance benchmark 1s only recognised when 1t can be rehably determined at the end of the
penod im which the benchmark 15 measured and the performance fee becomes payable Fund management
charges are netted against fee income

Interest Income and expense

Interest income and expense for all interest bearing financial instruments 15 recogmsed 1n ‘Interest income’ and
‘Interest expense’ in the income statement using the effective interest method The effective interest method ts a
way of calculating the amortised cost of a financial asset cr a financial liability and of allocating the interest
mcome or expense over the relevant period

The effective interest rate 15 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 habihty 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

Interest on impaired financial assets 15 recognised using the rate of interest used to discount the future cash flows
for the purpose of measuring the impairment loss

Income Tax
Income tax comprises current and deferred tax and 15 recogmsed m the mcome statement

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 end of the reporting period and any adjustment to tax payable in respect of
prevtous years Current tax assets and habilities are offset when the Company intends to settle on a net basis and
the legal nght to offset exists

Deferred tax 1s recognised on temporary differences between the carrying amounts of assets and habilities in the
statement of financial position and the amounts attnibuted to such assets and habihties for tax purposes Deferred
tax habilities are generally recognised for all taxable temporary differences and deferred tax assets are
recogmised to the extent that it 1s probable that future taxable profits will be available against which deductible
temporary differences can be utilised

Deferred tax 1s calculated using the tax rates expected to apply in the peneds 1n 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
perniod Deferred tax assets and liabiliies are offset when they arise in the same tax reporting group and relate to

income taxes levied by the same taxation authonty, and when the Company has a legal nght to offset

Deferred tax relating to fair value remeasurement of available-for-sale investments which 1s charged or credited
directly to other other reserves, 1s also credited or charged to other reserves and ts subsequently recognised in the
income statement when the deferred fair value gain or loss 1s recognised in the income statement

13




Sinopia Asset Management (UK} Limited

Financial Statements (continued)
RO :

(d)

(e)

(ﬂ

{q)

FOI’EIgI"I currencees

Transactions 1n foreign currencies are recorded m the functional currency at the rate of exchange prevaihing on
the date of the transaction

Monetary assets and habilities denorminated in 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 1n a foreign currency are translated nto
the functional currency using the rate of exchange at the date of the initial transaction Non-monetary assets and
habihities measured at fair value 1n a foreign currency are translated into the functional currency using the rate of
exchange at the date the farr value was determined Any exchange component of a gamn or loss on a non-
monetary item 1s recognised 1n other comprehenstve income 1f the gamn or 10ss on the non-monetary 1tem 1s
recogmised mn other comprehensive income Any exchange component of a gain or loss on a non-monetary item

15 recogmsed 1n the income statement 1f the gain or loss on the non-monetary item 1s recognised 1n the income
statement

Dvidend income

Dividend income from investments 1s recognised 1n the mcome statement when the nght to receive payment 15
established

Subsidiaries

The Company classifies investments 1n entities i which it controls as subsidiaries  For the purpose of the
Company’s mnvestments 1n subsidianes are stated at cost less any impairment losses Any impairment loss
recogmsed n prior periods shall be reversed through the mcome statement 1f, and only if, there has been a
change 1n the estimates used to determine the recoverable amount since the last impairment loss was recognised

Financial assets and habilities
(1) Loans and reccivables

Loans and receivables include loans and receivables originated by the Company which are not classified either
as held for trading or designated at fair value Loans and receivables are recogmsed when cash 1s advanced 1o
borrowers They are derecognised when either borrowers repay their obligations, or the loans are sold or written
off, or substantially all the risks and rewards of ownership are transferred They are imtially recorded at fair
value plus any directly attnbutable transaction costs and are subsequently measured at amortised cost using the
effective interest method, less impairment losses

(u) Available-for-sale

The Company’s available-for-sale investments at 31 December 2010 compnise restricted shares purchased for
funding Employee Benefit Trusts for the purpose of delivering share awards to employees

(1} Financial habilities

Financial habilities are mitially measured at fair value less any transaction costs that are directly attributable to
the purchase or 1ssue Finaacial habilities are recognised when the Company becomes party to the contractual
provisions of the instrument The Company derecogmises the financial hability when the Company’s obligations
specified 1n the contract expire, are discharged or cancelled Subsequent to initial recognition, financial habilities
are measured at amortised cost using the effective interest rate method

A group undertaking acts as a treasury function, providing funding for the Company through an inter-company
current account

{1v) Cash and cash equivalents

For the purpose of the cash flow statement, cash and cash equivalents include highly iquid investments that are
readily convertible to known amounts of cash and which are subject to an insignificant nisk of change 1n value
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Such investments are normally those with less than three months’ maturity from the date of acquisition, and
include cash

Impairment of loans and recevables

Losses for impaired loans are recogmsed promptly when there 15 objective evidence that impairment of a loan or
portfolio of loans has occurred Impairment losses are calculated on individual loans and on groups of loans
assessed collectively Impairment losses are recorded as charges to the income statement The carrying amount
of impaired loans on the statement of financial position 1s reduced through the use of impairment allowance
accounts Losses expected from future events are not recogmsed

Individually assessed impairment losses are calculated by discounting the expected future cash flows of a loan at
its onginal effective interest rate, and comparmng the resultant present value with the loan’s current carrying
amount

Collectively assessed impairment losses are calculated on the basis of past expetience, current economic
conditions and other relevant factors to provide for losses not yet specifically 1dentified

Financial assets are written off to the extent that there 1s no realistic prospect of recovery

Pension and other post employment benefits

The HSBC Bank (UK) Pension Scheme covers employees of HSBC Bank plc, s UK subsidianes (including the
Company) and certain other employees of the Group This scheme, assets of which are held in a separate trust
fund, compnses a funded defined benefit scheme (*the principal scheme’) which 1s closed and a defined
contribution scheme, which was established on 1 July 1996 for new employees Individual subsidianies within
the Group, whose employees participate 1n the principal scheme, are not able to identify their share of the
underlying assets and habilities of the principal scheme and account for the principal scheme as a defined
contnbution scheme

The Company has taken advantage of multi-employer plan exemptions and has not disclosed the details of the
defined benefit scheme required under IAS 19, ‘Employee Benefits’

Full disclosure of the principal actuanal financial assumptions used to calculate the defined benefit pension plans
at the end of the repoerting pertod, of which employees of the Company are members, are disclosed in the
financial statements of HSBC Bank plc The Company makes a regular payment to HSBC Bank plc, for HSBC
Bank plc to nvest in the various schemes on behalf of the Company’s employees

Share-based payments

The cost of share-based payment arrangements with employees 1s measured by reference to the fair value of
equity mstruments on the date they are granted, and recognised as an expense on a straight-hne basis over the
vesting period, with a corresponding credit to the ‘Capital contribution reserve’ for share option awards and a
credit to the inter-company account with HSBC Holdings plc for share awards The fair value of equity
mnstruments that are made available immediately, with no vesting peniod attached to the award, are expensed
immediately

Fair value 15 determuned by using appropnate valuation models, taking into account the terms and conditions
upen which the equity instruments were granted Market performance conditions are taken into account when
estimating the fair value of equity mstruments at the date of grant, so that an award is treated as vesting
irrespective of whether the market performance condition 1s satisfied, provided all other condittons are satisfied

Vesting conditions, other than market performance conditions, are not taken into account an the mitial estimate
of the fair value at the grant date They are taken 1nto account by adjusting the number of equity mstruments
included in the measurement of the transaction, so that the amount recognised for services received as
consideration for the equity mstruments granted shall be based on the number of equity instruments that
eventually vest On a cumulative basis, no expense 1s recognised for equity instruments that do not vest because
of a falure to satisfy non-market performance or service conditions
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Share awards to employees that are recharged from HSBC Holdings plc to the Company are recognised as an
inter-company creditor, not as a capital contribution Savings-related share option awards are charged over the
vesting period and are recogmsed as a capital contribution reserve

Share capital

Shares are classified as equity when there 15 no contractual obhgation to transfer cash or other financial assets |
Incremental costs directly attnibutable to the 1ssue of equity instruments are shown n equity as a deduction from
proceeds, net of tax

Dividends payable in relation to equnty shares are recogmised as a hability in the peniod i which they are
declared

Determination of fair value

All financial instruments are recogmised initially at fair value In the normal course of business, the fair value of
a financial instrument on 1nitial recognition 1s the transaction price (that 1s, the fair value of the consideration
given or recerved)

Subsequent to initial recognition, the fair values of financtal instruments measured at fatr value that are quoted 1n
active markets are based on bid prices for assets held and offer prices for liabilities 1ssued  When independent
prices are not available, fair values are determined by using valuation techmques which refer to observable
market data These include comparison to similar instruments where market observable prices exist, discounted
cash flow analysis and other valuation techmgues commonly used by market paricipanis

Fair values are calculated by discounting future cash flows on financial instruments, using equivalent current
interest rates

(m) Use of assumptions and estimates

When preparing the financial statements, 1t 1s the Directors’ responsibility to select suitable accounting policies
and to make judgements and estimates that are reasonable and prudent

There are no accounting policies that are deemed crnitical to the Company’s IFRS results and financial position,
m terms of matenality of the items to which the policy 1s applied, which mvolve a high degree of judgement and
estimation

3 Feeincome

2010 2009

£000 £000
Fund management fees 3.885 3,679
Fund advisory fees 445 245
Fund management charges (116) -

4214 3,924

4 Finance incomef{costs)

2010 2009

£000 £600
Interest recervable on cash and short term funds held with other group undertakings 17 (4)
Interest income 17 {4)
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5 Administrative expenses

2010 2009
£000 £000
Staff costs
—  Wages and salanes 646 674
—  Social securtty costs 91 95
—  Discretionary bonus 408 423
— Equity compensation plans 71 107
— Pension costs 72 77
—  Other staff costs 125 251
Computer costs 1,175 118
Property costs 123 116
Contracted out services 800 698
Other administralive expenses 1,550 1,157
5,061 3,716
Number Number
The average number of persons ermployed by the Company during the year was as
follows
~  Fund management 7 [
—  Admumnastration 1 1
8 7
Other administrative expenses include
Audrtor’s remuneration for
—  Audit fees 25 25
~  Other services purszant 1o legislabion - 1
25 26

6 Share-based payments

The ultimate parent company, HSBC Holdings plc, operates share options schemes and share award schemes, 1n
which the employees of the Company participate

Share options

The share option schemes include the HSBC Share Plan, HSBC Holdings Group Share Option Plan and Savings-
related Share Option Plans These schemes are accounted for within the consclidated financial statements of HSBC
Holdings plc and costs relating to these schemes have been included n the Income statement A capital contribution
from the parent has been recognised n the capital contribution reserve

The total number of shares outstanding at 31 December 2010 was 12,989 (2009 12,926) and included 1,662 shares
granted in 2010 The weighted average fair value of shares outstanding, which is calculated when transactions are
contracted was £2 35 (2009 £1 90)

Share awards

Shares are also awarded to employees through the Restricted Share Plan and the Performance Share schemes These
schemes permut for discretionary cash bonus payments to be invested in restnicted HSBC Holdings plc shares, with a
3 or 5 year vesting period Discretionary bonuses awarded in respect of service 1n the past are expensed over the
vesting pertod which n this case 15 the peniod from the date the bonus is announced untif the award vests Employer’s
National Insurance 15 payable at the vest date, and this 1s accrued at the relevant statutory rate on the market value of
the outstanding shares and 1s inctuded 1n the lsabihty and expenses for the plan given below

The total number of shares outstanding as at 31 December 2010 was 18,759 which mcludes 1,411 in relation to scrip
dividend income awarded (2009 32,014) The weighted average fair value of shares outstanding, which 1s based on
the closing market price at 31 December 2010, was £6 51 (2009 £7 09)
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Impact of restricted share plan on the financial statements

2010 2009
£000 £000
Available-for-sale assets
Cost of shares awarded to employees 102 202
Cumulative (decrease)/increase mn fair value 21 25
Fair value of available-for-sale assets 123 227
Employee share scheme habthties
Current hiabilities 41 106
Non-current hiabilities 44 7%
Totat habiltty to employees 85 185
Expense
Expense for the year 71 107
7 Drrectors’ emoluments
2010 2009
£000 £000
Directors’ emoluments for services to theCompany 979 1,608
Amounts recervable under long-term incentive schemes 3 631
1,290 2,239

Not all directors are pard remuneration by the Company

The aggregate of emeluments and amounts recerved under long term incentive schemes of the lighest paid director
was £536,516 (2009 £758,368), and company pension contnibutions of £nil were made to the money purchase
scheme on his behaif (2009 £ml)

Dunng the year, the highest paid director recerved shares under a long term incentive scheme

Retirement Benefits

2010 2000
Ne No

Retirement benefits are accruing to the follow:ng number of directors under
~  Money purchase schemes 0 1
= Defined benefit schemes 1 1
The number of directors in respect of whose qualifying service shares wee 3 4

recerved/receivable under long term ncentive schemes

The number of directors who exercised share options over HSBC Holdings plc 0 |

ordinary shares

Retirement benefits are accruing to 1 director under defined benefit schemes at 31 December 2010 (2009 1 director)
The Directors are members of retirement benefit schemes operated by HSBC Bank plc Details of these schemes can
be found 1n the Annual Report and Accounts of HSBC Bank plc The Company does not receive any explicit charges
in respect of the costs of contributions to the retirement benefit schemes for the Directors and staff It has no habihty
1n respect of any deficit within the scheme, altheugh any surplus or deficit may affect the level of costs recharged to
the Company 1n future perniods
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8 Taxexpense

Current tax
UK Corporation tax
— on current year profit/(loss)
— adjustments in respect of prior years

Total current tax

Deferred tax

Onigination and reversal of temporary differences
Effect of changes m tax rates

Adjustment i respect of prior years

Total deferred tax

Tax expense/(credut}

2010 2009
Notes £000 £000
(260) (55)

20 (202)

(280) 257

25 112

1 -

- (137

15 26 £25)
(254) (282)

The UK corporation tax rate applymng to the Company was 28 per cent (2009 28 per cent)

The following table reconciles the tax expense

2010 Percentage of 2009 Percentage of
overall profit overall profil
before tax before tax
£000 Y% £000 %
Taxation at UK corporation tax rate of 28% o
(2009 28%) (232) 280% 57 280%
Adjustments in respect of prior years (20) 24% (339) (166 2%)
Changes m tax rates 1 0 1%) - Yo
Other items ()} 4.3% - %
Overall tax expense (254) 30 6% (282) (138 2%}
g Financal investments
2010 2009
£000 £000
Avallable-for sale
At 1 January 227 218
Additons - acquisitions . -
Provisions for impairment - -
IDhsposal (125) (16)
Revaluation 21 25
At 31 December 123 227

The fair value of assets 15 determined with reference to published price quotations from the Londoen Stock Exchange
Where an illiquid or distressed market exists which has artificially depressed prices and these securities are to be held

to matunty then a model approach has been used to mark these investments to market

The increase / (decrease) m fair value relates to the movement in valuation of the underlying investments Any price

movements are taken to other comprehensive income unless the investment 1s deemed to be impaired

The fair value of assets 15 determined with reference to published share price quotations frem the London Stock
exchange The final published bid price of shares m HSBC Holdings plc shares at 31 December 2010 was £6 51

(2009 £7 09)
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10 Recewvables

2010 2009
£000 £000
Related parties 1,340 466
Amounts due from parent undertakings - -
Amounts due from other group undertakings 1,340 466
Trade teceivables 22 82
Other recervables 2 457
Value added tax - -
1364 1,005
11 Deferred tax assets/liabilities
2010 2009
£000 £000
At 1 January 50 26
Income statement credit/(charge) (26) 24
At 31 December 24 50
2010 2009
£ £
Deferred tax assets
Property, plant and equipment 2 3
Share-based payments 22 47
24 50
12 Other financial habilities
2010 2009
£000 £000
Current habihties
Related parties 1,068 395
Amounts due to parent undertakings - -
Amounts due to other group undertakings 1,068 395
Other creditors 115 106
Accruals and deferred income 601 534
1,784 1,035
Non-current habihties
Employee share scheme habtdity 44 79
44 79
13 Share captal
2010 2009
£000 £000
Allotted, called up and fully paid
520,000 Ordinary shares of £1 each 520 520
2,420,000 Preference shares of £1 each 2420 2420
2,940 2,490
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Dividends

15

For the year ended 31 December 2010 no dividend has been paid or declared (2009 £mil)

Analysis of financral assets and habilities by measurement basis

The following tables analyse the carrying amount of financial assets and hallities by category as defined in IAS 39

and by heading 1n the statement of financial position

At 31 December 2010 Available-for- Loans and Financial Total
sale securihes recervables assets and
habihities at
amortised
cost
£000 £000 £000 £0600
Assets
Financial investments 123 - - 123
Cash and cash equivalents - 6,288 - 6,288
Amounts due from other group undertakings - 1,340 - 1,340
Other recervables - 2 - 2
Prepayments and accrued income - 22 - 22
Total financia) assets 123 7,652 - 7,775
Total non fimancial assets 314
Total assets 8,089
Liabihties
Amounts owed to other groupundertakings - 1,068 - 1,068
Other credntors - 115 - 115
Accruals and deferred income - 601 - 601
Total financial hiabihhes - 1,784 - 1,784
Total non fmancial habilities 44
Total habilties 1,828
At 31 December 2009 Available-for- Loans and Fmnancial Total
sale securities recervables assets and
hiabilities at
amortised cost
£000 £000 £000 £000
Assets
Financial investments 227 - - 227
Cash and cash equivalents - 6,569 - 6,569
Amounts due from other group undertakings - 466 - 466
Other recervables - 457 - 457
Prepayments and accrued income - 82 - 82
Total financial assets 227 7574 - 7,801
Total non financial assets 268
Total assets 8.069
Liabilities
Amounts owed to other groupundertakings - 395 - 395
Other creditors - 106 - 106
Accruals and deferred income - 534 - 534
Total financial habilities - 1,035 - 1,035
Total non fmancial habilites 79

Total habilties

1.114
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16 Risk Management

The Company’s nsk management framework and processes for identifying risks, including strategic and operational
nsks, are descnibed in the Directors” Report on Risk Management on page 2 These processes mclude 1dentification
and control of financial rnsks

As an asset management business, the Directors consider it appropnate to differentiate between those financial nsks
which directly impact the Company and those which indirectly impact the Company due to nsks borne by the
Company’s chents and the subsequent impact on the Company’s revenues

The Company 1s responsible for managing assets in accordance with the mandates specified by the Company’s
clients and these assets are subject to varying financial nsks (market, credit and hquidity) While these risks could
result in financial loss or gain through a change 1n asset value, these nisks and rewards are fully bomne by or fall to the
benefit of the Company’s chients

However, as the majonty of the Company‘s revenue 15 quantified as a percentage of assets under distnibution
(generally on a quarterly or monthly basis), the Company’s imncome 1s impacted by movements 1n client assets which
are caused by the exposure to financial risks As a result of the direct link of revenues to the value of client assets, the
Company’s interests are aligned to those of its clients

A key risk to the business 15 that of poor investment performance, which could lead to the subsequent loss of client
mandates A key role of the Investment Commuttee 15 to monitor the performance of investment managers

The Company does not hedge 1ts revenue exposure to market risks ansing from movements in the value of chent
assets

The Company has direct exposure to the following risks from 1ts use of financial instruments
—  Credit nisk
—  Market nsk
—  Liqudity nsk

This note presents information about the Company’s exposure to each of the above nsks, the Company’s objectives,
policies and processes for measunng and managing nisk, and the Company’s management of capital Further
quantitative disclosures are included throughout these financial statements

The financial instruments of the Company (excluding short-term debtors and creditors} compnse cash, hqudity funds
and equity shares

Exposure to credit, market rate and hiquidity nisk arises in the normal course of the Company’s business The
Directors review and agree policies for managing each of these risks and they are summansed below These policies
have remained unchanged since the beginning of the reporting period ending 31 December 2010

Credit nsk management

Credit risk 1s the risk of financial loss if a customer or counterparty fails to meet 1ts obligations under a contract It s
managed within limits approved by the Board and delegated to individuals as appropriate

HSBC Holdings plc 1s responstble for the formulatton of high-level credit policies It also reviews the application of
the HSBC Group’s umiversal facility grading system Within the overall framework of the HSBC Group policy, the
Company has an established nsk management process encompassing credit approvals, the control of exposures,
credit policy direction to the business, and the monitering and reporting of exposures

The management of the Company 1s responsible for the quality of its credit portfolios and follows a credit process
involving delegated approval authonties and credit procedures, the objective of which 1s to build and maintain risk
assets of high quahity Regular reviews are undertaken to assess and evaluate levels of nsk concentration

The Company’s only credit exposure 1s to debtors, which are frequently monitored for size and age Balances with
other companies within the HSBC Group have mimimal credit sk The nature of the Company’s business and
counterparties means that tt 1s not exposed to sigmficant credit nsk This 1s because its receivables are mainly short-
term trading 1tems or inter-company balances

The Company’s exposure to credit nisk 1s represented by the camying amount of the assels
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Market risk management

Market risk 1s the nisk that interest rates, foreign exchange rates or equity and commodity prices will move and result
n profits or losses to the Company Market risk arises on financial instruments which are valued at current market
prices (mark-to-market basis) and those valued at cost plus any accrued interest {accruals basis)

The Company manages market risk through nisk limits approved by the HSBC Greup Executive Commuittee An
independent nisk unit develops risk management policies and measurement techmques, and reviews limit utilisation
on a daily basis

The Company 15 exposed to currency nisk in respect of income and cash balances denominated 1n a currency other
than Sterling The Company’s exposure 1s kept to an acceptable level by managing the level of non-sterling cash
balances on a regular basis

Bank interest on deposits held at HSBC Bank 1s the only source of interest exposure The effective interest during
2010 was 0 25 % (2009 -007%) and all balances mature within 1 year

Liquidity risk management
The Company’s policy throughout the year has been to mamntan suffictent liquadity 1n line with FSA regulations

The classification of the Company’s financial assets and liabiiities, and their fair values (excluding accrued interest)

15 as follows

20190 2009
Financial assets £000 £000
Cash and cash equivalents at cost 6,288 6,569
Cash and cash equivalents at fair value 6,288 6,569
Available-for-sale assets at cost 102 202
Avalabte-for-sale assets at fair value 123 227

6,411 6,796

17 Capital management

The Board’s policy 1s to mamntain a strong capital base to support the development of 1ts business and to meet
regulatory capital requirements at all times The Board of Directors momitors the level of divedends to the ordinary
shareholders There has been no change to the Company’s approach to capital management during the year

The Company 1s regulated by the UK Fmnancial Services Authority (‘FSA’} The FSA’s General Prudential
sourcebook (‘GENPRU2’) provides rules for calculating the actual capital and minimum capital resources
requirements of the Company The Company 1s expected to maintain capttal at above the mimimum requirement at all
times

The calculation of actual capital 1s shown below

2010 2009

£000 £000
Total equity 6,261 6,955
Less
Available for sale reserves (13} (28)
Financial investments (Notes 9) (123) 227
Capital contnbution reserve 2) {an
Adjusted capital base 6,125 6,089
Mimmum capital requirement (751) (1,099
Surplus 5374 5,590

At 31 December 2010, the Company held surplus capital of £5,374,000 (2009 £5,590,000) and held capital resources
above the mimimum requirement throughout the year

23




Sinopia Asset Management (UK) Limited

Financial Statements (continued)

18

Fair value of financial assets and habilities

19

There are no maternal differences between the carrying value and the fair value of financial assets and habthities as at
31 December 2010 and 31 December 2009

Related party transactions

20

Particulars of transactions, arrangement and agreements tnvolving related parties are as follows

Related party Amount of Balance at 31 Details of transactions
transaction December 2010

2010 £000 £000

HSBC Bank Plc {923) {1,054} Payroll, tax, Group recharges

HSBC Bank Plc 17 6,288 Bank balance/mterest

HSBC Global Investment Funds 445 98 Fund management fee

Smopia Asset Management (366) 49 Fund management fee

HSBC Global Asset Management (UK) Ltd 2,318 955 Fund management fee

HSBC Global Asset Management (HK) Ltd 904 225 Fund management fee

Related party Amount of Balance at 31 Detals of transactions
transaction December 2009

2009 £000 £000

HSBC Bank Plc (813) (363) Payroll, tax, Group recharges

HSBC Bank Plc @) 6,569 Bank balance/mterest

HSBC Global Investment Funds 245 35 Fund management fee

Sinopia Asset Management 1 456 Fund management fee

HSBC Giobal Asset Management (UK) Ltd 2,350 233 Fund management fee

HSBC Giobal Asset Management (HK) Ltd 630 165 Fund management fee

The ultumate parent undertaking (which 1s the ultimate controlling party) and the parent undertaking of the largest
group of undertakings for which group financial statements are drawn up and of which the Company 15 2 member 15
HSBC Holdings plc

Sinopia Asset Management 1ts immediate parent company 1s the Company’s direct controlling party and HSBC
Holdings plc ts the Company’s ultimate controlling party

The result of the Company 15 included m the group financial statements of HSBC Holdings plc
Copies of the group financial statements of HSBC Heldings plc may be obtained from the following address

HSBC Holdings plc
8 Canada Square
Lendon

El14 SHQ

www hsbc com

Contingent habilities

21

There were no contingent ltabilities at 31 December 2010 (2009 £Nal)

Subsequent events

There are o subsequent events requinng disclosure i the financial statements
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