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HSHL Investment Gank Holdings 8 ¥

Management report for the year ended
31 December 2011

HSBC Investment Bank Holdings B V (the ‘Company’), incorporated in the Netherlands with imited hability, 15
registered and domuciled in England as an overseas company (with a statutory seat in Amsterdam) and wholly owned
by HSBC Holdings B V , also incorporated in the Netherlands [ts ultimate parent company 1s HSBC Holdings plc,
incorporated in England

Principal activitees

During the year ended 31 December 2011 HSBC Investment Bank Holdings B V (the ‘Company’) continued to be
an investment holding company

It 15 not anticipated that the activities of the Company will change sigmificantly during 2012

Overview of actsvities

During the year ended 31 December 2011, the Company received interest income of US$8,668 thousand (2010
1J8$3,692 thousand) on a loan to the parent company The loan, with original maturity of June 2011, was extended
for a further five years and at the same time re-priced al market rate, resulting 1n a year on year increase i interest
ncome

No dividends were recetved during the year (2010 US$n1l)

An impairment charge n respect of the Company’s investment in HSBC Investment Services (Poland) Sp zo o
“(HISP)” of US$846 thousand (2010 US$nil} was recogmsed during the year

Result
The net asset value of the Company as at 31 December 2011 was US$1,174 milhion (2010 US$1,169 nulhon)
The results of the Company show a profit before tax of US$8 mullion for the year (2010 US$4 mullion)

Business outlook

Al the present tume, it 1s not anticipated that the financial iIncome and expenses of the Company will change
significantly during 2012

Risk management

Being an investment holding company, the Company 1s subject to the nsks of the performance of its subsidiaries
which could result in impaiwrment of these investments 1he subsidiary HSBC Investment Services (Poland) Sp zo o

(HISP) which undertook corporate finance and advisory scrvices, was affected by the adverse economic conditions
1n recent years and as a result 15 1n the process of being hquidated An impairment charge i respect of the
Company’s investment in HISP has been recognised of US$846 thousand (2010 USSmil)

1 he financial sk management objectives and policies of the Company, together with an analysis of the exposure to
such risks are set out in Note 13 on the financial statements

The Company’s exposure to credit, hquidity and market nisks are limited due to the nature of its business, which 1s
predominantly mvesting in or financing of subsidiaries These transactions are generally funded by way of equity
from the parent company

Capital management

The Company 1s not subject to externally imposed capital requirements an the HSBC Group to
provide necessary capital resources which are therefore managed on a group basis KPMG Audit

The Company defines capital as total sharcholders™ equity 1t 1s HSBC’s objective 1o mamtaFr)l a%wgﬂé tc%;‘ﬁ a'f:r)' 2 H6P ort dated

support the development of its business and to meet regulatory capial requirements at all umzs TW m
changes to the Company’s approach (o capital management duning the year
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HSABC Investment Benk Holdings B ¥

Management report for the year ended

31 December 2011 (continued)

Directors

The Directors who served during the year were as follows
D H Burnett

G Mattia

JH McKenzie

M M Moses (resigned on 25 January 2011)

P J Red

1 he Company has no Supervisory Board of Directors

This report and the financial statements were approved by the Board of Directors on 2 May 2012
London, 21 May 2012

Signed.on behalf of the Board of Directors

PJ Red

[Director

-
M
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HSEC lnvastment Bank Holdings B ¥

Financial Statements

Statement of comprehensive income for the year ended 31 December 2011

Interest Income
Fair value gain /(loss) on derivatives
Foreign exchange (loss)ygan

‘Fotal operating income

General and administrative expenses
Impairment of investment 1n subsidiary

Total operating expenses

Operating profit

Profit before tax
Tax expense

Profit for the year attributable to the sharecholder

Total comprehensn¢ meome for the year attributable to the
sharcholder

2011 2010
USS000 USS000
8,668 3,692
45 (30)
9 31
8,684 3693
(14 un
(846) -
(860) (1N
7.8 3,676
7,824 3676
(1,884) (896)
5,940 2780
5,940 2,780

The accompanying notes on pages 8 to 23 form an intcgral part of these financial statements

)
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KSAC Investment Bank Holdiegs B ¥

Financial Statements (continued)
. e &

Balance sheet as at 31 December 2011

2011 2010

Notes USS000 USS000
ASSETS
Cash at bank and in hand 25,195 17,919
Loans and advances to HSBC undertakings 7 880,080 880,019
Investments 1n substdianes 8 270,166 271,012
Deferred tax assets 4 5
Total assets 1,175,445 1,168,955
LIABILITIES AND EQUITY
Liabilities
Amounts owed to HSBC undertakings i -
Dernvatives g 7 51
Current tax liabilibes 973 380
Accruals 9 9
Total habilities 990 440
Equity
Called up share caputal 10 315 325
Capital exchange reserve (55) (65)
Share premum account 1,101,095 1,101,095
Retained earnings 73,100 67,160
Total equity 1,174,455 1,168,515
Total equity and liabilities 1,175,445 1,168,955

The accompanying notes on pages 8 to 23 form an integral part of these financial statements

%
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HSAL tarezimant Bank Holdings B ¥

Financial Statements (continued)
AR

Statement of cash flows for the year ended 31 December 2011

Cash fows from operating activities

Profit before tax

Adjustments for

— Non-cash items included 1n profit{loss) before tax
— Change in operating assets
— Change 1n operating hiabilittes

—  Tax pad

Net cash generated from operaling activities

Net increase in cash and cash equn alents

Cash and cash equivalents at | January

Cash and cash equivalents at 31 December

Notes

1
i
1

1

2011 2010
US$000 US$000
7.824 3,676
846 .
61y 2)
(45) 30
(1,288) (1,757
7,276 1,947
7.276 1,947
17,919 15,972
25,195 17,919

The accompanying notes on pages 8 to 23 form an integral part of these financial statements

GJ
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H3HC Investment Bank Holdings 8 ¥

Financial Statements (continued)

Statement of changes in equity for the year ended 31 December 2011

Called up Capital Share Retamned  Total equity
share capital exchange premum earnings
reserve

US$000 US$000 USS000 USSO00 USS000

At 1 January 2011 325 (6%5) 1,101,095 67,160 1,168,515

Profit for the year attributable to the shareholder - - - 5,940 5,940

Total comprehensive income for the year 5940 5,940
attributable to the shareholder

Exchange movements {10) 10 - - -

At 31 December 2011 315 (58) 1,101,095 73,100 1,174,455

At 1 January 2010 351 1) 1,101,095 64,380 1,165,735

Profit for the year attributable to the shareholder - - - 2,780 2,780

Total comprehensive income for the year - - - 2,780 2,780
attnibutable to the shareholder

Exchange movements (26) 26 . - -

At 31 December 2010 325 65 1101,095 67,160 1,168,515

The capital exchange reserve is a legal reserve and therefore not distnibutable
No dividends were paid during 2011 {2010 Nil)

The accompanying notes on pages 8 to 23 form an integral part of these financial statements
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KSBL Investment Bank Haldings B ¥

Notes on the Financial Statements

Basis of preparation

{a)

(b

{c)

{d)

Statement of compliance

HSBC Investment Bank Holdmgs B V has prepared us financial statements 1 accordance with International
Financial Reporting Standards (‘1FRSs’) as endorsed by the European Union (‘EU’) and n accordance with
Bock 2, Title 9 of the Dutch Civil Code

IFRSs comprise accounting standards issued by the International Accounting Standards Board ('1ASB') and s
predecessor body as well as interpretations tssued by the IFRS Interpretations Commuttee (*IFRIC”) and its
predecessor body

The Company 1s exempt from the requirement to prepare group financial statements by articte 408 of Book
2 of the Netherlands Civil Code All subsidiaties held by the Company are taken up within the conselidated
financial statements of the ultimate parent company Under the exemption provided by paragraph 10 of
IAS 27, the Company does not prepare consolidated financial statements and, in heu thereof, files with the
Trade Reguster of the Chamber of Commerce in Amsterdam the audited annual group financial statements
of HSBC Holdings Plc

The financial statements present information about the Company as an mdividual undertaking

Basis of measurement

The financial statements are prepared on the historical cost basis except for financial assets and financial
liabihities which are measured in accordance with notes 2(f), 2(h) and 2(1)

Functional and presentation currency
The financial statements have been presented in US Dollars, which 1s the Company’s functional currency

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

Use of estimates and assumptions

The preparation of financial information requires the use of estimates and assumptions about future conditions
The use of available nformation and the application of judgement arc inherent 1n the formation of estimates,
actual results in the future may differ from estimates upon which financial information 1s prepared Management
believes that the Company’s cnitical accounting policy where judgement 15 necessanily applied 1s the impairment
of investments 1n subsidiaries (Note 2(g))

Balance sheet presentation

The balance sheet has been prepared m order of liquidity to better reflect the nature of the Company as an
imvestment holding company

}J

KkPM
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HSHL Investment Benk Holdings B ¥

Notes on the Financial Statements (continued)

1

ARG

Basis of preparation (continued)

{f)

Future accounting develnpments

At 31 December 2011, a number of standards and amendments to standards had been 1ssued by the IASB, which
are not effective for the Company’s financial statements as at 31 December 2011 These new requirements have
not yet been endorsed for use in the EU Those which could have an impact on the Company’s financial
statements are discussed below

Standards and amendments 1ssued by the 1ASB but not endorsed by the EU
Standards apphicable in 2013

In May 2011, the IASB 1ssued IFRS 13 ‘Fair Value Measurement’ (‘IFRS 13°) Ths standard 1s effective for
annual periods beginning on or after 1 January 2013 with early adoption permitted IFRS 13 15 required to be
applied prospectively from the beginning of the first annual pertod in which 1t 1s applied The disclosure
requirements of IFRS 13 do not require comparative information to be provided for periods prior to mitial
application

IFRS 13 establishes a single source of guidance for all farr value measurements required or permutted by IFRSs
The standard clarifies the definition of fair value as an exit price, which 1s defined as a price at which an orderly
transaction to sell the asset or to transfer the hability would take place between market participants at the
measurement date under current market conditions, and enhances disclosures about fair value measurement

Based on an mitial assessment, IFRS 13 1s not expected to have a matenal impact on the Company’s financial
statements

Standards applicable 1n 2015

In November 2009, the IASB 1ssued IFRS 9 ‘Financial Instruments’ (*1FRS 9°) which introduced new
requirements for the classification and measurement of financial assets In October 2010, the IASB issued
additions to IFRS 9 relatng to financial habilines Together, these changes represent the first phase in the
IASB’s planned replacement of IAS 39 ‘Financial Instruments Recognition and Measurement’ (‘1AS 39°) with a
less complex and improved standard for financial instruments

Following the IASB’s decision i December 2011 to defer the effective date, the standard 1s effective for annual
peniods beginming on or after 1 January 2015 with early adoption permitied IFRS 9 15 required to be applied
retrospectively but prior pereds need not be restated

The second and third phases in the IASB’s project to replace IAS 392 will address the impairment of financial
assets measured at amortised cost and hedge accounting

The IASB did not finalise the replacement of IAS 39 by 1ts stated target of June 2011, and the IASB and the US
Financial Accounting Standards Board have agreed to extend the timetable beyond this date to permit further
work and consultation with stakeholders, including reopening IFRS 9 to address practice and other issues
Therefore, the Company remains unable to provide a date by which 1t plans to apply IFRS 9 However, based on
an ittal assessment, when the Company s able to apply [FRS 9 1t 15 not expected to have a material impact on
the Company’s financial statements

kbl
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HSBL (nvestment Bank Holdings B ¥

Notes on the Financal Statements (continued)

2 Summary of sigmficant accounting pohicies

(a)

{c)

Interest income and expense

Interest income and expense for all interest bearing financial instruments 1s recogmsed in ‘Interest income” and

‘Interest expense’ in the statement of comprehensive income using the effective interest method The effective

nterest method 15 a way of caleulating the amortised cost of a financial asset or a financial hability and of !
allocating the interest income 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 hife of the financial instrument or, where approprate, a shorter period, to the net carrying amount of
the financial asset or financial hability When calculating the effective interest rate, the Company estimates cash
flows considering all contractual terms of the financial instrument but excluding future credit losses 1he
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

Dwidend income

Dividend income 1s recognised n the statement of comprehensive income on the date the entity’s night to receive
paymenis 1s established This s the ex-dividend date for hsted equity secunties, and usually the date when
shareholders have approved the dividend for unlisted equity securities

Income Tax

Income tax comprises current tax and deferred tax Income tax 15 recognised in the statement of comprehensive
income, except to the extent that 1t relates to items recognised directly 1n equity

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

Deferred tax 1s recogmsed on temporary differences between the carrying amounts of assets and liabilitics in the
balance sheet and the amounts attributed to such assets and habilitics for tax purposes Deferred tax habilities
are generaily recogmsed for all taxable temporary differences and deferred tax assets are recognised to the
extent that (1 1s probable that future taxable profits will be available against which deductible temporary
differences can be utilised

Deferred tax 1s calculated using the tax rales expected to apply in the periods i which the assets will be realised
or the habihties settled, based on tax rates and laws enacted, or substantively enacted, by the balance sheet date
Deferred tax assets and habilities are offset when they anse in the same tax reporting group and relate to income
taxes levied by the same taxation authority, and when the Company has a legal right to offset
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KSBL Investment Bunk Koldings 8 ¥

Notes on the Financial Statements (continued)

2 Summary of significant accounting policies (continued)

{d)

{e)

{g)

FUPEIQI'I CUrTENCIES

Transactions in foreign currencies are recorded 1n the functronal currency at the rate of exchange prevailing on
the date of the transaction

Monetary assets and hiabithties denominated in foreign currencies are translated into the functional cutrency at
the rate of exchange ruling at the balance sheet date Any resulting exchange differences are included 1n the
statement of comprehensive income

Non-monetary assets and habihties that are measured at historical cost in a foreign currency are translated into
the functional currency using the rate of exchange at the date of the imtial transaction Non-monetary assets and
liabihties measured at farr value in a forergn currency are translated into the functional currency using the rate of
exchange at the date the fair value was determined

In accordance with Book 2, Title 9 of the Dutch Civil Code, the EURQ share capital of the Company has been
restated mto US Dollars using the relating EUR/USD year-end closing rate The movements in exchange of the
share capital remain within equity and are captured in the capual exchange reserve, which 1s a legal reserve and
not distributable

Subsidiaries
The Company classifies investments i entities in which 1t controls as subsidianies

The Company’s mvestments in subsidiaries are stated at cost less any impairment losses

Financial assets and hiabiities
Loans and advances to and amounts due from HSBC undertakings

Loans and advances to and amounts due from HSBC undertakings are those that have not been classified either
as held-for-trading or designated at far value These assets are recognised when cash is advanced and are
derecognised when the undertakings repay their obligations, or the assets are sold or written off, or substantially
all the nsks and rewards of ownership are transferred 1hey are inmtially recorded at fair value plus any directly
attributable transaction costs and are subsequently measured at amortised cost using the effecuve interest
method, less impairment losses

Amounts owed to HSBC undertakings

Amounts owed to 1HSBC undertakings are recognised when cash 1s advanced or contractual arrangements are
entered into [ hese liabilittes are imtially measured at fair value less any transaction cosls that are directly
attnbutable The Company derecogmises the financial liability when the Company’s obligations specified in the
contract expire, are discharged or cancelled Subsequent to mitial recognition, financial habilities are measured
at amorused cost using the effective interest rate method

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 1s any indication of impairment [f any such indication exists, the asset’s recoverable
amount 15 estimated as the higher of the asset’s fair value less costgtopethpr :]aluc n use

-
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HSAC tnvastmant Bunk Koldings B Y

Notes on the Financial Statements (continued)
[P Fee R TN

2

Summary of sigmificant accounting policies (continued)

{h

0]

)]

An impairment loss 1s recogmsed whenever the carrying amount of an asset or its cash-generating umit exceeds
1ts recoverable amount Impairment losses are recogmsed in the statement of comprehensive income

Any impairment loss recogmsed 1n prior periods shall be reversed through the statement of comprehensive
income 1if, and only of, there has been a change 1n the estimates used to determine the investment’s recoverable
amount since the last impairment loss was recogmsed An impairment loss 15 reversed only to the extent that the
asset’s carrying amount does not exceed the carrying amount that would have been determined 1f no impairment
loss had been recognised

Derivatives

Denivatives are recognised initially, and are subsequently remeasured, at fair value Fair values of exchange-
traded derivatives are obtained from quoted market prices Fair values of over-the-counter derivatives are
obtained using valuation techniques, including discounted cash flow models

Denvatives are classified as assets when their fair value 1s positive or as habtlities when their fair value s
negative Derivative assets and l:rabilities ansing from different transactions are only offset if the transactions are
with the same counterparty a legal nght of offset exists, and the pariies intend to settle the cash flows on a net
basis

The methed of recogmsing fair value gains and losses on denivatives depends on the nisk exposure that 1s being
managed All gains and losses from changes m the fair value of the Company’s total return swap derivative are
recognised wn the statement of comprehensive iIncome within ‘Fair value (loss) / gain on derivatives’ All gains
and losses from changes n the fair value of the Company’s foreign exchange derivatives used for managing
foreign currency nisk exposure, are recogmsed in the statement of comprehensive income m ‘Foreign exchange
gain’

[etermnatron of fair value

All financial instruments are recogmsed imtially at fair value In the normal course of business, the fair value of
a financial mnstrument on iitial recognition 1s the transaction price (that 13, the fair value of the consideration
given or received)

Subsequent to inttial recognition, the fair values of financial instruments measured at fair value that are quoted n
active markets are based on bid prices for assets held and offer prices for habilities 1ssued When independent
prices are not available, fair values are determined by using valuation technmiques which refer to observable
market data These include companison with similar instruments where market observable prices exist,
discounted cash flow analysis, option pricing models and other valuation techmques commonly used by market
participants Fatr values of financial instruments may be determined in whole or in part using valuation
techniques based on assumptions that are not supported by prices from current market transactions or observable
market data, where current prices or observable market data are not available

Valuation techniques incorporate assumptions that other market participants would use n their valuations,
including assumptions about interest rate yield curves, exchange rates, volatilitics, and prepayment and default
rates Additional factors such as bid-offer spread, credit profile and model uncenainty are taken into account, as
appropriate, when farr values are calculated using valuation techniques Where a financial instrument has a
quoted price 1n an active market and 15 part of a portfolio, the fair value of the portfolio 1s calculated as the

product of the number of umits and quoted price and no bloch dlscw
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HSEC lavestment Bank Holdings B ¥

Notes on the Financial Statements (continued)

T [

3 Employee compensation and benefits

None of the Directors received any remuneration for their services to the Company during the year (2010 US$mil)

The Company has no employces and hence no staff costs (2010 USS$nil)

4 General and administrative expenses

Auditor's remuneration

With reference to Section 2 382a (1) and (2) of the Netherlands Civil Code certamn expenses including auditor’s
remuneration have been borne by HSBC Holdings plc and are therefore not charged in arnving at profit before tax
The amount incurred 1n respect of the audit of these financial statements was US$10,016 (2010 US$11,341)
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HS8C Investment onk Holdings B ¥

Notes on the Financial Statements (continued)

BB,
§ Tax expense

2011 2010
US$000 US$000
Current tax
UK Corporation tax
— on current year profit 2,280 1,030
Foreign exchange movements
— prior year 397) (135)
1,883 895
Deferred tax
Onginal and reversal of temporary differences 1 |
Tax expense 1,384 896

The UK corporation tax rate applying to the Company was 26 5 per cent (2010 28 per cent}

The following table reconciles the tax expense

2011 Percentage of 2010 Percentage of
overall profit overall profit
before tax before tax
USS000 % US$000 %
Taxation at UK corporation tax rate of 26 5% (2010
5 2,074 265 1,030 280
28%)
Adjustments in respect of prior period habtlities' (397) [ERY] (135} 37)
Non taxable income - - -
Amounts not deductible for tax purposes 223 29 -
Other 1tems (16) 02 -
Tax expense 1,884 24 1 896 244

: Adjustments in respect of prior period liabilities consists entirely of foreign exchange on pnior year tax balances

The UK Government announced that the main rate of corporation tax for the year begmmning 1 April 2011 will reduce
from 28% to 26%, to be followed by further reductions to reach 22% for the year beginning 1 April 2014 This

results in a weighted average rate of 26 5% for 2011 (2010 28%)

kpmb!
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KSBE imrestment Bank Heldings A Y

Notes on the Financial Statements (continued)

6  Analysis of financial assets and habilities by measurement basis

The following tables analyse the carrying amount of financial assets and liabilities by category as defined 1n IAS 39

and by balance sheet heading

As at 31 December 2011

Assets

Cash at bank and n hand

Loans and advances to HSBC undertakings
Total financial assets

Total non-financial assets

Total assets

Liabilities

Amounts owed to HSBC undertakings
Denvatives

Accruals

Total financial habihines

Total non-financial habihties

Total liabihties

As at 31 December 2010

Assels

Cash at bank and in hand

Loans and advances to HSBC undertakings
‘Total financial assets

Total non-financial assets

[otal assets

Liabthties

Denvatives

Accrualg

Total financtal habilities

Total non-financial liabilitres

Total habthties

Financial assets Loans and Financial Total
and habilities recenables assets and
held at fair habilities at
value amoritsed cost

USS000 USS000 US$000 US$000

- - 25,195 25,195

- 880,080 - 880,080

- 880,080 25,195 905,275

270,170

1,175,445

- - | 1

7 - - 7

- - 9 9

7 - 10 17

973

990

Financial assets Loans and Fnancial Total
and lhabilities receivables assets and
held at fair value habiliues at
amortised cosl

US$000 US$000 US$000 US$000

- - 17,919 17919

- 880,019 - 880,019

- 880,019 17519 897938

271,017

1 168,955

51 - 51

- 9 9
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Notes on the Financial Statements (continued)

7 Loans and advances to HSBC undertakings

Nomtnal interest Matunty 2011 2000

rate date
USS000 US3000
HSBC Holdtngs plc LIBOR + 1 3% 30/06/2016 880,000 880,000
Accrued 1nterest receivable 80 19
880,080 880,019

The loan to HSBC Holdings ple had an original maturity date of 30 June 2011 and a nommal interest rate of
LIBOR + 0 1% On matunty, the loan was extended for a further five years and at the same ume re-priced at market
rate

LIBOR 1s measured using 3 month US Dollar LIBOR

The loans are denomunated in US Dollars and the effective interest based on US Dollar LIBOR rates 1s accrued The
loans are carried at amortised cost The nomunal rate 1s equal to the effective rate of interest as there have been no
fees charged on these loans

The farr value of loans and advances 1o HSBC undertakings 1s not stgnificantly different to the carrying value 1n the
balance sheet
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Notes on the Financial Statements (continued)
L i

LTS

Investments in subsidiaries

2011 2010
US$S000 US$000
Cost
At 1 January and 31 December 277242 277242
Impairment
Al | January (6,230) (6,230)
Charge (846) -
At 31 December (7,076) (6,230)
Net carrying amount 31 DecembBer ciciisicises o o os on snes oo a0 o 0s sasssnsssres ase 270,166 271,012

Impairment charge recogmised

The impairment charge recogmised during 2011 of US$846 thousand (2010 USS$mil) was 1n respect of the Company’s
investment in HSBC Investment Services (Poland) Sp zo e ‘(HISP)”, a wholly owned subsidiary of the Company,
which 1s undergomg approval for hquidation

The Company’s accounting policy for impairment of assets (other than financial assets) 15 described in
Note 2(g)

On liguidation, the net asset value of HISP will be repaid to the Company via a dividend The recoverable
amount of HISP s therefore deemed 1o be the cash flows the Company expects to derive from the subsidiary
on liquidation, and as such, 1s based on the net asset value after deducting any necessary costs of hiquidation
On this basts, the recoverable amount 1s lower than the carrying value of the investment

The principal subsidiary undertakings of the Company at 31 December 2011 were

Name of Undertaking Class of Capital Country of Ownership  Ownership
Incorporatwen  Percentage Percentage
2011 2010
HSBC Investment Services (Poland) Sp zo o Ordinary shares Poland 100% 100%
HSBC Secuntics and Caprtal Markets (India) Pte Lamited Ordmnary shares India 100% 100%
HSBC Investment Company (Fgypt) SA K Ordinary shares Egypt 59% 59%

Included in the cost of investment of subsidianes 1s US$268 million relating to HSBC Securinies and Capital Markets
(Ind1a) Pie Lamited, a corporate finance advisory business During the year the company generated an operating profit
of US$2 mullion The camrying value of this subsidiary 15 therefore dependent on management forecasts of increasing
profitability gong forward Should this not be realised there 15 a nisk of impairment i the future

kP

uJ

KPMG Audit
Document to which our report dated

2 4 MAY 2012

also refers
Initials for identification purposes
KPMG Accountants N V




KSAC Investment Eank Holdings B ¥

Notes on the Financial Statements (continued)
[ ¢ 5 S RhRe =

9 Derivatives
Faw values of derivatives
2011 2010

USS000 US$000
Liabikities
Total return swap 7 51
Nonional contract amounts of derivatives

2011 2010

US$000 US$000
Total return swap 1,704 1,700
Fair values arc determined according to the following hierarchy
Level I — Quoted market price financial instruments with quoted prices for identical instruments 1n active markets
Level 2 — Valuation techmgue using observable instruments financial instruments with quoted prices for similar
mstruments in active markets or quoted prices for identical or similar instruments in nactive markets and financial
instruments valued using models where all significant inputs are observable
Level 3— Valuation technique using significant unobservable instruments financial instruments valued using
valuation techniques where one or more sigmificant tnputs are unobservable
The total return swap 1S measured at fair value using Level 2 valuation techmiques, which use observable inputs
The total return swap 1s hnked to the value of shares in Sidham Finance and Investments (Private) Limited The
principte observable inputs were the net asset value from the published accounts of Sidham Finance and Investment
{Private) Limuted and the 12 month US Dollar LIBOR rate

10 Share capital

As at 31 December 201 1, the share caputal of the Company 1s made up as follows

Nominal »alue
per share

Class of shares

(LUR}
Ordinary shares 50

During 2011 no new ordinary shares were issued (2010 nul shares were 1ssued)

Number of Number of Issued share Issued share
authorised  1ssued and fully capital capital
shares paid shares
(EUR 000) (USS000)
20,000 4,866 243 315
243 315
n
4 tl T
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Notes on the Financial Statements (contmued)

11 Notes on the statement of cash flows

Non-cash items included n profit before tax

Impatrment of investment in HSBC vestment Services {Poland) Sp 200

Change in operating assets

Change in loans and advances to HSBC undertakings

Change in operating Liabilities
Change n amounts owed to HSBC undertakings
Change in denivatives

Change in accruals

Cash and cash equivalents comprise

Cash at bank with HSBC undertahings

Interest and dividends

Interest recetved

2011 2010
US5000 US$000
346 .
846 -
(61) (2)
(61) 2
() -
(44) 29
- |
(45) 30
25,195 17,919
8,607 3,690
KPMG Audit
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Notes on the Financial Statements (continued)
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12 Maturity analysis of assets and habilhities

The following 1s an analysis, by remaming contractual maturtics at the balance sheet date, of asset and hability line
items that represent amounts expected to be recovered or settled within one year, and afier more than one year

Due within

Due after more

one year than one year Total
As at 31 December 2011 USS000 US$000 USS000
Assets
Loans and advances to HSBC undertakings 50 880,000 880,080
80 880,000 880,080
Liabilitres
Amounts owed to HSBC undeniakings 1 - 1
Derivatives 7 - 7
Accruals 9 - 9
17 - 17
As at 31 December 2010
Assets
Loans and advances to HSBC undertakings 880,019 ) 880,019
880,019 - 880,019
Liabthties
Denvatives 31 - 51
Accruals 9 - 9
60 60

20
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Notes on the Financial Statements (continued)

13 Rusk Management

Systems and procedures are (n place in the HSBC Group to identify, control and report on the major risks associated
with financial instruments which include credit, hquidity and market nsk A Risk Management Meeting of the Group
Management Board, chaired by the Group Chief Risk Officer, 15 held each month {except August) to address asset,
liabiluty and risk management issues for the HSBC Group [ he Risk Management Meeting sets processes and limits
to be applied by HSBC subsidiaries, including HSBC Investment Bank Holdings BV Exposure to these risks 15

momtored by HSBC Holdings plc’s Assct and Liability Commuttee

Credit fisk

Credit nisk 1s the risk of financial loss 1f a counterparty fails to meet an obhgation under a contract

Maximum exposure to credit risk

Cash at bank and 1n hand
Loans and advances to HSBC undertakings

Ligquidity Risk

2011 2010
US$S000 US$000
25,195 17,919
880,080 880,019
905,275 897,938

Liquidity risk 1s the nsk that the Company does not have sufficient financial resources to meet 1ts obligations as they
fall due, or will have to do so at an excessive cost This risk anses from nismatches in the tming of cash flows

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

At 31 December 2011

Due within 3 Due between Due between
US5000 On demand months 3 and 12 months 1 and 5 years
Amounts owed to HSBC undertabings 1 . _ _
Denvatives 7 - - -
Accruals h ? - -
Total 8 9 - -
AL 31 December 2010

Due within 3 Due between Due between
US$000 On demand months 3 and 12 months 1 and 5 years
Denivatives 5l - - -
Accruals . 9 . -
Totat 51 9 - -

Denvatives have been included in the ‘on demand’ time buchet, and not
financial instruments are typrcally held for short periods of ime

21

nt

ct

KEnE!

aturily, because these

KPMG Audit
Document to which our report dated

24 MAY 2012

also refers
Inmials for identification purposéﬁ

KPMG Accountants N v




HSBL tnvestment Bank Holdings B ¥

Notes on the Financial Statements (continued)

13 Rusk Management (continued)

Market Rusk

Market risk 1s the risk that movements 1n market risk factors, includmg 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 1s to reduce exposure to these rnisks and
minimise volatility in economic income, cash flows and distributable reserves The principal tool for managing this 18
sensitivity analysis of changes in profit before tax to future changes 1n the exchange rates or interest rate

Foreign currency risk

The Company has no significant exposure to foretgn currency risk on assets and liabihties that are denominated ina
currency other than the US Dollar

Interest rate sensitivity analysis

The Company held US$905 milhon (2010 US$897 million) in variable rate net assets If all other variables are held
constant the effect of a 100 basis points increase/(decrease) in LIBOR on these net assets would be an
increase{decrease) of profit before tax of US$9 0 million (2010 US$9 0 mullion) and afler tax of US$6 7 million
{2010 US$6 5 million)

14 Related party transactions

Balances with related parties

Notes 2011 2010
US3000 US§000
Assels
Cash at bank and 1n hand’ 25,195 17919
Loans and advances to HSBC undertakings® . 7 880,080 880,019
Investments in subsichares® 8 270,166 271,012
Total related party assets 1,175,441 1,168,950
Liabihties
Amounts owed to HSBC undertakings® 1 -
Accruals' 9 9
Total retated party llabilities 10 9

"'These balances are with other related parties comprising of other HSBC Group Companies which are neither a
parent nor subsidiary of the Company

?These balances are with HSBC Holdings ple, the ultimate parent of the Company

* hese balances are with subsidianes of the Company

The above outstanding balances arose tn the ordinary course of business and are on sub anM ﬁy ﬁygcfﬁle terms,
including interest rates and secunty, as for comparable transactions with third-party coun?e é 10 which our report dated

2 4 MAY 2012

also refers
Initials for identification purposem
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Notes on the Financial Statements (continued)
CEmns

15 Events after the balance sheet date

In May 2012, the Company’s board approved a further investment of US$2 5 mulhion in HSBC Securities and Capatal
Markets (Indiz) Private Limited Further mnjections totalling US$5 5 mullion are expcted to be invested in HSBC
Secunities and Capital Markets (India) Private Limited by the end of December 2013, subject to consideration and
approval by the board

16 Capital management

In line with HSBC Group policy, the Company maintans a strong capital base to support the development of its
business and to meet regulatory capital requirements at all times The Company recogmses the impact on shareholder
returns of the level of equity capital employed and seeks to maintain a prudent balance between the advantages and
flextbihity afforded by a strong capital position and the higher returns on equity  The Company 1s not subject to
externally imposed capital requirements

An annual Group caputal plan 1s prepared and approved by the Board of HSBC Holdings ple The Company manages
1its own capital within the context of the plan, which determines an appropniate 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 equily, the components of which are set out 1n the balance sheet

17 Parent undertaking

The Company’s immediate parent company 13 HSBC Holdings B V which 1s incorporated in the Netherlands as a
close company with limited liability and registered and domtciled tn England The Company’s ultimate parent
company 15 HSBC Holdings plc which 1s incorporated in England with mited hiability under the UK Companies
Act

The accounts of the Company are consolidated within the HSBC Holdings ple financial statemenis, which are
prepared i accordance with International Financial Reporting Standards Copies of the financial statements of HSBC
Holdings plc may be obtained from 1ts registered office as stated below, or from the Group’s web site,

www hsbe com

HSBC Holdings ple
8 Canada Square
London, E14 3HQ

London, 21 May 2012

Board of Directors

~—_—

D H Burnett J H McKen G Mattia PJ)Red
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Supplementary data

Bt PR PO

Statutory rules as to appropriation of profits

According to Article 12 of the Company’s Articles of Assoctation, profits are at the disposition of the General
Meeting of Sharcholders

Proposed appropriation of result

Management proposes (o carry forward within retained earnings the result for the year ended 31 December 2011

Report of the Auditors

The Report of the Auditors 1s set forth on the following page
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Independent auditor’s report
To the Roard of Directors of HSBE Investment Bank Holdings B Y
Report on the financial statements

We have audited the accompanying financial statements 2011 of HSBC Investment Bank Holdings BV,
Amsterdam, which compnise the balance sheet as at 31 December 2011, the statements of comprchensive income,
changes in cquity and cash flows for the year then ended and notes, comprising a summary of the sigmficant
accounting policies and other explanatory information

Management's responsibility

Management 1s responsible for the preparation and fair presentation of the financial statements tn accordance with
International Financial Reporiing Standards as adopted by the European Unton and with Pan 9 of Book 2 of the
Netherlands Civil Code, and for the preparation of the management board report, in accordance with Part 9 of Book 2
of the Netherlands Civil Code Furthermore, management 1s responsible for such internal control as it determines 13
necessary to enable the preparation of the financial statements that are free from material misstatement, whether due
to fraud or error

Auditor’s responsibiiity

QOur responsibility 15 to express an opinion on these financial statements based on our audit We conducted our audit
in accordance with Dutch law, including the Dutch Standards on Auditing This requires that we comply with ethical
requrements and plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free from matenial misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements lhe procedures selected depend on the auditor’s judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error In making those risk assessments,
the auditor considers internal control relevant to the entity’s preparation and fair presentation of the financial
statements 1n order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opmion on the effectiveness of the entity’s internal contral An audit also includes evaluating the
appropnateness of accounting policies used and the reasonableness of accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements

We believe that the audit evidence we have obtained 15 sufficient and appropriate to provide a basis for our audit
opinion

Opiion

In our opinion, the financial statements give a true and fair view of the balance sheet of HSBC Investment Bank
Holdings B V as at 31 December 20t 1 and of its result and 1ts cash flows for the year then ended 1n accordance with
International Financial Reporting Standards as adopted by the Curopean Union and with Part 9 of Book 2 of the
Netherlands Civil Code

Report on other legal and regulatory reqiurements

Pursuant to the legal requirements under Section 2 393 sub 5 at e and { of the Netherlands Civil Code, we have no
deficiencies 1o report as a result of our exarmination whether the management board report, 1o the extent we can
assess, has been prepared 10 accordance with part 9 of Book 2 of this Code, and 1f the information as required under
Section 2 392 sub 1 at b - h has been annexed Further, we report that the management board report, to the extent we
can assess, 1s consistent with the financial statements as required by Scction 2 391 sub 4 of the Netherlands Civil
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Independent Auditor’s report
To The Board of Directors of HSBC Investment Bank Holdings B V

Report on the financial statements

We have audited the accompanying financial statements for the year ended

31 December 201 1of HSBC Investment Bank Holdings B V, Amsterdam as set out on

pages 4 to 23, which comprise the statement of financial position as at 31 December 2011, the
statements of comprehensive income, changes in equity and cash flows for the year then ended
and notes, comprising a summary of the significant accounting policies and other explanatory
information

Management’s responsibility

Management ts responsible for the preparation and fair presentation of the financial statements
in accordance with International Financial Reporting Standards as adopted by the European
Union and with Part 9 of Book 2 of the Netherlands Civil Code, and for the preparation of the
management board report, in accordance with Part 9 of Book 2 of the Netherlands Civil Code
Furthermore, management 1s responsible for such internal control as 1t determines 1s necessary
to enable the preparation of the financial statements that are free from material misstatement,
whether due to fraud or error

Auditor’s responsibility

Our responsibility 1s to express an opinion on these financial statements based on our audit We
conducted our audit in accordance with Dutch law, including the Dutch Standards on Auditing
This requires that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from matenal
misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures n the financial statements The procedures selected depend on the auditor’s
Judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error In making those nsk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements 1n order to design audit procedures that are appropnate i the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control An audit also includes evaluating the appropriateness of accounting
pohcies used and the reasonableness of accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements

We believe that the audit evidence we have obtained 1s sufficient and appropriate to provide a
basis for our audit opinion
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Opinion

In our opinion, the financial statements give a true and fair view of the financial position of
HSBC Investment Bank Holdings B V as at 31 December 2011 and of 1ts result and 1ts cash
tlows for the year then ended 1n accordance with International Financial Reporting Standards as
adopted by the European Union and with Part 9 of Book 2 of the Netherlands Civil Code

Report on other legal and regulatory requirements

Pursuant to the legal requirements under Section 2 393 sub 5 at e and f of the Netherlands Civil
Code, we have no deficiencies to report as a result of our examnation whether the management
board report, to the extent we can assess, has been prepared in accordance with Part 9 of Book 2
of this Code, and if the information as required under Section 2 392 sub 1 at b - h has been
annexed Further, we report that the management board report, to the extent we can assess, 15
consistent with the financial statements as required by Section 2 391 sub 4 of the Netherlands
Civil Code

Amstelveen, 24 May 2012
KPMG ACCOUNTANTS N V
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