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HSBC INVESTMENT BANK HOLDINGS BV
Management Report for the year ended 31 December 2013

HSBC Investment Bank Holdings B V (the ‘Company’), incorporated in the Netherlands with mited
liabibty, 15 registered and domiciled 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 Its ulimate
parent company 1s HSBC Holdings ple, incorporated in England

Pnincipal activities

During the year ended 31 December 2013 HSBC Investment Bank Holdings B V {the ‘Company'}
continued to be an investment holding company

It 1s not anticipated that the activites of the Company will change significantly during 2014

Overview of activities

Duning the year ended 31 December 2013, the Company receved interest income of US$12 4 millron
(2012 US$14 1 mullicn) on a loan to the parent company The loan was repaid in November, with the
subsequent funds distributed to the Company’s parent, HSBC Holdings BV as return of share premium

No dividends were received during the year (2012 US$nil)

During the year, an impairment charge of US$146 2 milion (2012 US$75 1 million) was recognised
in respect of the Company's investment iIn HSBC Securities and Capital Markets (India) Pte Ltd, a
wholly owned subsidiary of the Company

Result

The net asset value of the Company as at 31 December 2013 was US$92 7 million (2012 US$1,109
mullion)

The results of the Company show as loss before tax of US$133 7 million (2012 loss before tax of US$61 1
million)

Business outlook
At the present ime, 1t 1s not anticipated that the operating income and expenses of the Company will
change significantly during 2014

Risk management

Being an mvestment holding company, the Company I1s subject to the nsks of the performance of iis
subsidianes which could result in impairment of these investments The subsidiary HSBC Securittes and
Capital Markets (India) Pte Ltd ("HSCI") was affected by the adverse economic conditions in recent years
An impairment charge in respect of the Company’s investment in HSCI has been recognised of US$146 2
milion (2012 US$75 1 muliion)

The financial nsk management objectives and policies of the Company, together with an analysis of the
exposure to such nsks are set out In Note 13 on the financial statements

The Company’s exposure to credit, iquidity, market and foreign currency nisks are imited due to the
nature of its business, which 1s predommantly investing in or financing of subsidiaries These transactions
are generally funded by way of equity from the parent company




HSBC INVESTMENT BANK HOLDINGS BV
Management Report for the year ended 31 December 2013

Directors
The Directors who served during the year were as follows

Director Appointed Resigned

D H Burnett 26 January 2011

G Matta 26 January 2011

J H McKenzie 3 April 2002 28 March 2014
P J Red 15 September 2003

The Company has no Supervisory Board of Direclors

Expected business developments

No change in the Company’s activities 1s expected

Capital management

The Company i1s not subject to extemally imposed capital requirements and i1s dependent on the HSBC
Group to provide necessary capital resources which are therefore managed on a group basis

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

Significant events since the end of the financial year

There have been no significant events since the end of the financial year

This report and the financial statements were approved by the Board of Directors on 18 July 2014

Signed on behalf of the Board ¢f Directors

London, 25 July 2014

fs P ——R

D H Burnett
Director




HSBC INVESTMENT BANK HOLDINGS BV
Financial Statements

Statement of comprehensive income for the year ended 31 December 2013

2013 2012

Noles Us$000 US§000

Interest income 12,422 14,416
Net trading income / (expense) 38 208
Farr value loss on denvatives {1) (21}
Foreign exchange gain / (loss} 61 (25)

Total operating income 12,520 14,278
Generat and administrative expenses {8) (11}
Impaiment of investment i subsidianes 8 (146,207) (75,462)
Total operating expenses (146,215) (75,473)
Loss before tax (133,695) {61,195)
Tax expense 5 {3,017} {3,886)
Loss for the year attributable to the shareholder {136,712) {65,081}
Total comprehenslve income for the year attributable to the (136,712) (65,081)

sharehoider

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




HSBC INVESTMENT BANK HOLDINGS BV
Financial Statements

Balance sheet as at 31 December 2013

2013 2012

Notes us$000 uS$000
ASSETS
Cash at bank and in hand 41,803 30,808
Loans and advances to HSBC undertakings 7 - 880,038
Prepayments and accrued income 38 208
Investments in subsidianes 8 53,929 200,136
Deferred tax assets 1 2
Total assets 95,711 1,111,192
LIABILITIES AND EQUITY
Liabilities
Denvatives 9 28 27
Current tax habiibes 3,074 1,782
Accruals 7 9
Total habiities 3,109 1,818
Equity
Called up share capital 10 335 321
Capital exchange reserve (75) {61}
Share premium account 221,085 1,101,095
Retamned eamings (128,693} 8,019
Total equity 92,662 1,109,374
Total equity and habilites 95,771 1,111,192

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




HSBC INVESTMENT BANK HOLDINGS BV
Financial Statements

Statement of cash flows for the year ended 31 December 2013

2013 2012
Notes ussooo Us$000
Cash flows from operating activities
Profit / {Loss) before tax {133,695) {61,195}
Adjustments for
— Non-cash items included in profit before tax 11 146,207 75,462
— Change in operating assets 11 880,208 (166)
— Change n operating habilibes 11 n 19
- Tax pad (1,724) (3.075)
Net cash generated from operating activiies 890,995 11,045
Cash flows from investing activities
Net cash outflow from acquisition of or additional investment in - (5.432)
subsithanes
Net cash used 10 investing activiies - (5.432)
Cash flows from financing activities
Return of share capital (880,000) -
Net cash used in financing activibes (880,000) -
Not increase in cash and cash equivalents 10,995 5613
Cash and cash equivalents at 1 January 30,808 25,195
Cash and cash equivalents at 31 December 11 41,803 30.808

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




HSBC INVESTMENT BANK HOLDINGS BV
Financial Statements

Statement of changes 1n equity for the year ended 31 December 2013

Called up Capital Share Retained  Total equity
share capital exchange premium eamings
reserve
Us$000 us$000 Uss$000 Uss$o00 UsS$000
At 1 January 2013 321 (61) 1,101,095 8,019 1,109,374
Profit for the year attnbutable to the shareholder - - - {136,712} {136,712)
Tatal comprehensive income for the year - - - {136,712} {136,712)
attnbutable to the shareholder
Exchange movements 14 (14) - - -
Retum of share capitat’ - - (880,000) - (880,000)
At 31 December 2013 335 {75) 224,095 {128,693) 92,662
At 1 January 2012 315 (55) 1,101,095 73,100 1,174,455
Loss for the year attnbutable ¢ the shareholder - - - (65.081) {65,081}
Total comprehensive income for the year - - - (65,081) (65,081)
attnbutable to the sharehclder
Exchange movements 6 {6) - - -
At 31 December 2012 321 (61) 1,101,095 8,019 1,109,374

The capital exchange reserve 1s a legal reserve and therefore not distnbutable

1 On 27 November 2013, the Company made a distribution of US$880m (2012 USS$nil) direclly from its
share premmum account, to its sole shareholder, HSBC Holdings BV

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




HSBC INVESTMENT BANK HOLDINGS BV
Financial Statements

1 Basis of preparation

(a)

(b)

(c)

(d)

(e)

M

Statement of compliance

HSBC Investment Bank Holdings B V has prepared its financial statements in accordance with
Internationatl Financial Repoeritng Standards (‘IFRSs') as endorsed by the European Union (‘EU’) and
In accordance with Book 2, Title 9 of the Dutch Cwil Code

IFRSs comprise accounting standards issued by the International Accounting Standards Board
(1ASB") and its predecessor body as well as interpretations 1ssued by the IFRS Interpretations
Committee ('IFRIC') and its predecessor body

The Company I1s exempt from the requirement to prepare group consolidated financial statements All
subsidianes held by the Company are taken up within the consolidated financial statements of the
ultimate parent company Under the exemption provided by paragraph 4(a) of IFRS 10, the Company
does not prepare consolidated financial statements and, in lieu thereof, files with the Trade Register of
the Chamber of Commerce in Amsterdam the audited annual group financial statements of HSBC
Holdings plc

Dunng 2013, the Company adopted a number of interpretations and amendments to standards which
had an insignificant effect on the financral statements of the Company

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

Basis of measurement

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

Functional and presentation currency

The financiatl statements have been presented in US Dollars, which s 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
condiions The use of avalable information and the application of judgement are inherent in the
formation of estimates, actual results in the future may differ from estimates upen which financial
information 1s prepared Management believes that the Company’s cntical accounting policy where
judgement s necessanly apphed 1s the impairment of investments in subsidiaries (Note 2(h))

Balance sheel presentation

The balance sheet has been prepared in order of iquidity to better reflect the nature of the Company
as an investment hold:ing company

Future accounting developments

In addition o the projects to complete financial instrument accounting, discussed below, the IASB 1s
continuing to work on projects on revenue which could represent significant changes to accounting
requirements In the future

Amendments 1ssued by the IASB but not endorsed by the EU
During 2012 and 2013, the IASB ssued vanous amendments to IFRS that are effective from 1

January 2014 and which are expected to have an insignificant effect on the financial statements of the
Company




HSBC INVESTMENT BANK HOLDINGS BV
Financial Statements

1 Basis of preparation (continued)

In November 2012, the |IASB i1ssued proposed amendments to IFRSS in respect of classification and
measurement Since the final requirements for classification and measurement are uncerlain, it
remains impraclicable to quantify the effect of IFRS 9 as at the date of the publication of these
financial statements

The second phase 1n the IASB’s project to replace IAS 39 will address the impairment of financia)
assets Itis proposed to replace the ‘incurred loss’ approach to the impairment of financial assets
carned at amortised cost in |1AS 39 with an expected credit loss approach, and require that the
expected credit loss approach be appled to other categories of financial instrument, including loan
commitment and financial guarantees The final requirements for impairment of financial assets are
expected to be pubhshed in 2014

The third phase of the project addresses general hedge accounting Macro hedging 1s not included In
the IFRS 9 project and will be considered separately In November 2013, the IASB i1ssued
amendments to IFRS 9 in respect of the general hedge accounting requirements, transition and
effective date As a result of these amendments, it 1s confirmed that all phases of IFRS 9 (except for
changes to the presentation of gains and losses for certain habihties measured at fair value) must be
applied from the same effective date This effective date has not yet been set by the IASB but 1s not
expected to be earler than 1 January 2018 The revised hedge accounting requirements are applied
prospectively and the Company i1s currently assessing the impact they may have on the financial
slatements

2 Summary of significant accounting policies

(a) Interestincome and expense

Interest ncome and expense for all interest beanng financial instruments 1s recogrused in ‘Interest
income’ and ‘Interest expense’ in the statement of comprehensive income using the effective interest
method The effective interest methed 1s a way of calculating 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 1s the rate that exactly discounts estimated future cash receipts or payments
through the expected Iife of the financial instrument or, where appropnate, a shorter period, to the net
carrying ameunt of the financial asset or financial labiity When calculating the effective interest rate,
the Company estimates cash flows considenng all contractual terms of the financial instrument but
excluding future credsit 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 premmums or discounts

(b) Dividend iIncome

Dividend income 1s recogrused in the statement of comprehensive income on the date the entity's nght
to receive payments 1s established This 1s the ex-dividend date for listed equity secunties, and usually
the date when shareholders have approved the dividend for urtisted equity secunties

{c) Trading income
Trading income comprnses all gains and losses from changes in the fair value of financial assets and
financial habiities held for trading, together with the related interest income, expense and dividends

(d) Income Tax

Income tax compnses current tax and deferred tax Income tax i1s recognised in the statement of
comprehensive iIncome, except to the extent that it relates to items recogrised directly in equity

Current tax is the tax expected to be payable on the taxahle profit for the year, calculated using tax
rates enacted or substantively enacted by the balance sheet date, and any adjustment to tax payable
In respect of previous years Current tax assets and liabihties are offset when the Company intends to
settle on a net basis and the legal nght to offset exists




HSBC INVESTMENT BANK HOLDINGS BV
Financial Statements

2 Summary of significant accoun ting policies (continued)

(e)

)

(@)

(h)

Deferred tax 1s recognised on temporary differences between the carrying amounts of assets and
liabiities in the balance sheet and the amounts attnbuted to such assets and liabilities for tax
purposes Deferred tax habiities are generally recognised for all taxable temporary differences and
deferred lax assets are recognised 1o the extent that it 1s probabie that future taxable profits will be
avallable against which deductible temporary differences can be utilised

Deferred tax 1s calculated using the tax rates expected to apply in the periods in which the assets wall
be realised or the labilities setited, based on tax rates and laws enacted, or substantively enacted, by
the balance sheet date Deferred tax assets and habilites are offset when they anse 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

Foreign currencies

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

Monetary assets and liabilities denominated in foreign currencies are translated into the functional
currency al the rate of exchange rufing at the balance sheet date Any resulting exchange differences
are ncluded in the statement of comprehensive income

Non-monetary assets and habilites that are measured at historical cost in a foreign currency are
translated into the functicnal currency using the rate of exchange at the date of the initial transaction
Non-monetary assets and labilities measured at farr value in a foreign currency are translated into the
functional currency using the rate of exchange at the date the farr 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 into 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 capital exchange
reserve, which 1s a legal reserve and not distributable

Subsidianes

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

For the purpose of determining this classification, control 1s considered to be the power to govern the
financial and operating policies of an entity so as to obtain benefits from its activities

The Company’s investments in subsidianes are stated at cost less any impairment losses

Financial assets and habiities
Loans and advances to HSBC undertalungs

Loans and advances to HSBC undertakings are those that have not been classified either as held-for-
trading or designated at fair value These assets are recognised when cash Is advanced and are
derecogmsed when the undertakings repay thewr obhigations, or the assets are sold or wntten off, or
substantially all the nsks and rewards of ownership are transferred They are initially recorded at farr
value plus any directly attnbutable transaction costs and are subsequently measured at amortised cost
using the effective interest method, less impairment losses

tmpairment of assets (other than financial assets)

The carrying amounts of the Company’s investments in subsidianes are reviewed at each balance
sheet date to determine whether there 1s any indication of impairment If any such indication exists, the
asset's recoverable amount 1s estimated as the higher of the asset's fair value less costs to sell and its
value in use
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2 Summary of significant accounting policies (continued)

0

)

(k)

An impairment loss 1s recognised whenever the carrying amount of an asset or its cash-generating unit
exceeds its recoverable amount Impairment losses are recognised n the statement of comprehensive
ncome

Any mpairment loss recogrised in pnor penods shall be reversed through the statement of
comprehensive income If, and only If, there has been a change in the estimates used to determine the
investment’s recoverable amount since the last impairment loss was recognised An impairment loss is
reversed only to the extent that the asset's carrying amount does not exceed the carrying amount that
would have been determined if no impairment loss had been recognised

Dernivatives

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

Derivatives are classified as assets when therr fair value 1s positive or as habities when their fair value
1s negative Denvative assets and habiities ansing from different transactions are only offset if the
transactions are with the same counterparty, a legal nght of offset exists, and the parties intend to
settle the cash flows on a net basis

The method of recognising farr value gains and losses on denvatives depends on the nsk exposure
that 1s being managed All gains and losses from changes in the far value of the Company's total
return swap dervative are recognised in the statement of comprehensive income within ‘Fair value
(loss) / gain on denvatives’ All gains and losses from changes in the fair value of the Company’s
foreign exchange denvatives, used for managing foreign currency nsk exposure, are recogmsed in the
statement of comprehensive income 1n ‘Forelgn exchange gain’

Determination of fair value

All financiat instruments are recogrused imtially at far value In the normal course of business, the farr
value of a financial instrument on imitial recognition 1s the transaction pnice (that 1s, the fair value of the
constderation given or received)

Subsequent to iniial recogrition, the fair values of financial instruments measured at fair value that are
quoted in active markets are based on bid prices for assets held and offer prices for labilities 1ssued
When independent pnices are not available, fair values are determined by using valuation techniques
which refer to observable market data These include companson with sumilar instruments where
market observable prices exist, discounted cash flow analysss, option pricing models and other
valuation techrniques commonly used by market participants Fair values of financial instruments may
be determined in whole or in part using valuation techmques 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, volatilities, and
prepayment and default rates Additional factors such as bid-offer spread, credit profile and model
uncertainty are taken into account, as appropnate, when fair values are calculated using valuation
techniques Where a financial instrument has a quoted price In an active market and i1s part of a
portfolio, the fair value of the portfolio 1s calculated as the product of the number of units and quoted
price and no block discounts are made

Share capial

Shares are classtfied as equity when there 1s no contractua! obligation to transfer cash or other
financial assets Incremental costs directly attnbutable to the 1ssue of equity instruments are shown In
equity as a deduction from proceeds, net of tax

1l
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3 Employee compensation and benefits

None of the Directors received any remuneration for their services to the Company during the year (2012
US$nil)

The Company has no employees and hence no staff costs (2012 US$nif)

4 General and administrative expenses

Auditor's remuneration

With reference to Section 2 382a (1) and (2) of the Netherlands Civil Code certain expenses including
auditor's remuneration have been borne by HSBC Holdings plc and are therefore not charged in arrving at
profit before tax The amount incurred in respect of the audit of these financial statements was US$10,332
(2012 US$9,904)

5 Tax expense

2013 2012
Us$000 Uss000
Current tax
UK Corporation tax
— for this year 3,074 3,627
Foreign exchange movements
~ adjustments in respect of pnor years {58) 357
3,016 3,884
Deferred tax
Orngination and reversal of temporary differences 1 2
Total tax charged to the statement of comprehensive income 3,017 3,886

The UK corporation tax rate applying to the Company was 23 25 per cent (2012 24 5 per cent)
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5 Tax expense (continued)

The tax charged to the statement of comprehensive income differs to the tax charge that would apply if all
profits had been taxed at the UK corporation tax rate as follows

2013  Percentage of 2012 Percentage of
overall loss overall profit
before tax before tax
ussoog Yo Uss000 %
Profit before tax {133,695) (61,195)
Taxation at UK corporation tax rate of 23 25%

(2012 24 5%} (31,084) 2325 (14,993) 24 50
Adjustments in respect of pnor penod liabilities' (58) 004 357 (0 58)
Deferred tax temporary differences not - - (67) 011

recogrised/(previously not recognised}

Permanent disallowables 33,993 (25 43) 18,488 (3021)
Chargeable gains - - 67 11)
Other items 166 {0 12) 34 (0 08)
Total tax charged to the statement of 3,017 (2 26) 3,886 (6 35) I

comprehensive income

1 Adjustments in respect of pnor period labiliies consists entirely of foreign exchange on pnior
year tax batances

0

The UK Government announced that the main rate of corporation tax for the year beginning 1 Apnl 2013

will reduce from 24% to 23% to be followed by a further 2% reduction to 21% for the year beginning 1 Apnil

2014 and a further 1% reduction to 20% for the year beginning 1 Apnil 2015 The reduction in the

corporation tax rate to 23% was enacted through the 2012 Finance Act and this results in a weighted |
average rate of 23 25% for 2013 (2012 24 5%) The reductions to 21% and 20% that were announced in |
the 2012 Autumn Statement and 2013 Budget respectively became enacted through the 2013 Finance Act

on 17 July 2013

Deferred taxation
The following tables show the deferred tax assels recogrnised in the balance sheet and the related
amounts recognised in the statement of comprehensive income, other comprehensive income and directly

n equity

2013 2012

US$000 US$000

IFRS conversion 1 2
2013 2012

US$000 US$000

At 1 January 2 4
Income statement 1 {2)
At 31 December 1 2
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6 Analysis of financial as sets and habilities by measurement basis

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

in IAS 39 and by balance sheet heading

As at 31 December 2013 Financial Loans and Other financial Total
assets and receivables assets and
liabillties held liabilities at
at fair value amortised
cost
ussooo Us$000 us$000 us$oo0
Assets
Cash at bank and in hand . . 41,803 41,803
Loans and advances to HSBC undertakings . . . -
Prepayments and accrued income . - as8 38
Total financial assets - - 41,841 41,841
Total non-financial assets .. . §3,930
Total assets 85,771
Llabllitles
Denvatives 28 - - 28
Accruals - - 7 7
Total financial iabiies 28 - 7 a5
Total non-financia! habilities 3,074
Total hlabilities 3,109
As at 31 December 2012 Financial Loans and Other financial Total
assets and recewables assets and
kabilities held llabiihes at
at fair value amortised cost
US3000 US$000 USs000 US$000
Assets
Cash at bank and in hand . . 30,808 30,808
Loans and advances to HSBC undertakings . 880,038 - 880,038
Prepayments and accrued income - - 208 208
Total financial assets - 880,038 31016 911,054
Total non-financial assets 200,138
Total assets 1,111,192
Liabilities
Denvatives 27 - - 27
Accruals - - 9 9
Total financial habilites 27 - 9 a5
Total non-financiat habilities 1,782
Total habiltties 1,818

14
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7 Loans and advances to HSBC undertakings

HSBC Holdings plc

Accrued interest recaevable

Maturity 2013 2012
date

US$000 Us$000

N/A - 880 000

- 38

- 880,038

The loan to HSBC Holdings plc and accrued interest were repard on the 27" November 2013

Fair values are determined according to the following hierarchy

Level 1 — Quoted market prnce financial instruments with quoted pnoes for identical instruments in active

markels

Level 2 — Valuation techmque using observable instruments financial instruments with quoted pnces for
simular instruments in achive markets or quoted pnces for identical or simtlar instruments in inactive

markels and financial instrumenis valued using models where all significant inputs are observable

Level 3 — Valuation techmque using sigmficant unobservable mstruments financial instruments valued
usmg valuation techmques where one or more sigrificant inputs are unobservable

The farr value of loans and advances to HSBC Holdings plc at 31 December 2012 was US$898 million
Fair values were determined using valuation techmiques with observable inputs (Level 2) The far value of
loans and advances to from HSBC undertakings are estimated using a modelled security as a proxy for
the loan as well as vanous pricing inputs  Pricing inputs include nominal yield curve, credit spread, and

coupon information

8 Investments in subsidiaries

Cost

At 1 January
Additions
Disposals

At 31 December

Impairmant
At 1 January
Charge

Disposals
At 31 December

Net carrying amount 31 December

Explanation of additions and disposals

There were no additions or disposals dunng the year

2013 2012
US$000 US$000
281,471 277.242

. 6,500
. (2.271)
281,471 281,471
(81,335) {7.076)
{146,207) {75.462)
- 1,203
{227,542) {81,335)
53,929 200,136
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Investments in subsidiaries (continued)

Impairment charge recognised

An imparrment of US$146, 207 thousand was recognised in HSBC Secunties and Capital Markets (India)
Pte Limited duning 2013 (2012 US$75,105 thousand}

The balance in the prior year also includes and impairment in HSBC Invesiment Services (Poland) Sp
zoo (‘HISP" of US$357 thousand

The Company’s accounting policy for impairment of assets {other than financial assets) 1s descrnbed In
Note 2(h)

2013 2012
Nominal
Carrying value growth rate Carrying vatue Neminal growth
at beyond Initial at rate beyond
31 December  Discount cash flow 31 December Discount mibial cash flow
Subsidiary 2012 rato projections 2012 rate projections
Ussm % % uUssm % %
HSBC Secunties and
Capital Markets {India) Pte
Linited 52,804 175 141 199,011 163 140
Total 52,804 199,011

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

Nominal long-term growth rate thuis growth rate reflects GOP and nflation for the countries within which
the subsidiary operates The rates are based on IMF forecast growth rates as these rates are regarded as
the most relevant estimate of likely future trends The rates used for 2012 and 2013 do not exceed the
long-term growth rate for the countrtes within which the subsidiary operates, and

Discount rate the discount rate used to discount the cash flows Is based on the cost of capital assigned
to each subsidiary, which is denved using a Capital Asset Pricing Model ((CAPM') The CAPM depends on
inputs reflecting a number of financial and economic vanables including the nsk-free rate and a premium
to reflect the inherent risk of the business being evaluated These variables are based on the market's
assessment of the economic vanables and management’s judgement In addition, for the purposes of
testing subsidiaries for impairment, management supplements this process by comparing the discount
rates denved using the internally generated CAPM with cost of capital rates produced by external sources
Externally-sourced cost of capital rates are used where, in management's judgement, those rates reflect
more accurately the current market and economic conditions For 2012 and 2013, internal costs of capital
rates were consistent with externally-sourced rates, and

Management's judgement in estimating the cash flows the future cash flows of each subsidiary are
sensitive to the cash flows projected for the pencds for which detailed forecasts are available, and to
assumptions regarding the long-term pattem of sustamable cash flows thereafter Forecasts are compared
with actual performance and venfiable economic data m future years, however, the cash flow forecasts
necessanly and appropriately reflect management's view of future business prospects at the time of the
assessment
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Investments in subsidiaries (continued)

When this exercise demonstrates that the expected cash flows of a subsidiary have declined and/or that
its cost of capital has increased, the effect s to reduce the subsidiary’s estimated recoverable amount

If this 1s lower than the carrying value of the subsidiary, a charge for impairment will be recognised in the
Company's statement of comprehensive income for the year

The accuracy of forecast cash flows i1s subject to a high degree of uncertamnty in volatile market conditions
In the event of a significant detenoration in economic and credit conditions compared with those reflected
by management in the cash flow forecasts for the subsidianes, a matenal adjustment to a subsidiary’s
recoverable amount may occur which may result in the recognition of an impairment charge in the
statement of comprehensive Income

HSBC Securities and Capital Markets {India} Pte Limited

The net asset value of the HSBC Secunties and Capital Markets (India) Pte Limited (*HSCI") 1s US$24 7m
in deficit of the Company's cost of Investment indicating impairment

Management's valuation, based on 5 year cash flows, using the discount rate of 17 5% and the growth
rate for the India of 14 1% indicated a value in use of HSCI of US$52 8m The cost of investment 1s
US$146 2m in excess of the value in use

Based on thus valuation, management recognised an impairment in HSCI for US$146 2m

Sensitivity to key assumptions for investment in HSBC Securities and Capital Markets (India) Pte
Limited

Based on management's value in use calculation for its investment in HSC1, the Company has recogmised
an impairment of US$146 2 million (2012 US$75 4m) Changes to the key assumptions used in the value
In use calculation would have the following impact on the impairment recognised

Key assumptions Change in assumption Impact on impairment
Discount rate +/- 10 basis points (US$1,434m) / USS1 659m
Nominal growth rate +/- 10 basis points US$1,420m f (US51,339m}

The principal subsidiary undertakings of the Company at 31 December 2013 were

Name of Undertaking Class of Capital Country of Ownership Ownership
Incorporation Percentage Percentage
2013 2012
HSBC Secunties and Capital Markets {India} Pte Limited Ordinary shares Indha 100% 100%
HSBC Investment Company {Egypt) SAE Ordinary shares Egypt 59% 59%

HSBC Secunties (Phitippmes) Inc Ordinary shares Philippines 100% 100%
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9 Derivatives

Fair values of denvatives

2013 2012
us$000 US$000
Liabihties
Total retum swap 28 27
Notional contract amounts of denvatives
2013 2012
Us$coo0 Us$000
Totat retumn swap 1,700 1,700

The total return swap 1s measured at far value using Level 2 vatuation technigues which use observable
nputs

The total return swap Is inked to the value of shares in Sidham Finance and Investments (Private) Lirmited
The principle observable inputs were the net asset value from the published accounts of Sidham Finance
and Investment (Private) Limited and the 12 month US Dollar LIBOR rate

10 Share capital

As at 31 December 2013, the share capital of the Company ts made up as follows

Class of shares Nominal value  Number of Number of Issued share Issued share
per share authonsed issued and capital capital
sharas fully paid
shares
{EUR) (EUR 000) (US$000)
Ordinary shares 50 20,000 4,866 243 335
243 335

Duning 2013 no new ordinary shares were issued {2012 nil shares were 1ssued)
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11 Notes on the statement of cash flows

2013 2012
ussooo US$000
Non-cash items included In profit before tax
Impairment of investments 146,207 75,462
146,207 75,462
Change In operating assots
Change in loans and advances to HSBC undertakings 880,038 42
Change in prepayments and accrued mncome 170 (208)
880,208 (166)
Change in operating liabilites
Change in amounts owed to HSBC undertakings . {1)
Change in denvatives 1 20
Change n accruals (2) -
{1} 19
Cash and cash equivalents comprise
Cash at bank with HSBC undertakings 41,803 30 808
Interest and dividends
Interest receved 12,460 14,158
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12 Maturity analysis of assets and habiities

The following I1s an analyss, by remaiming confractual maturities at the balance sheet date, of asset and
liability kne items that represent amounts expected to be recovered or settled within one year, and after

more than one year

Due within Due after more
one year than one year Total
As at 31 December 2013 usso00 ussoo0 US$000
Assots
| Cash at bank and (n hand 41,803 - 41,803
Loans and advances to HSBC undertakings - - -
Prepayments and accrued income 38 - 38
41,841 - 41,841
Liabilitias
Denvatives 28 . 28
Accruals 7 - 7
35 - 35
As at 31 Decemnber 2012
Assets
Cash at bank and i hand 30.808 - 30,808
Loans and advances to HSBC undertakings 38 880,000 880,038
Prepayments and accrued income 208 - 208
: 31 054 880,000 911,054
‘ Liabilitres
Denvatives 27 - 27
i Accruals 9 - 9
} 36 - 35
[
|

20




HSBC INVESTMENT BANK HOLDINGS BV
Financial Statements

13 Risk Management

Systems and procedures are in place in the HSBC Group to identify, control and report on the major nisks
associated with financial instruments which include credit, iquidity and market nisk A Risk Management
Meeting of the Group Management Board, charred by the Group Chief Risk Officer, 1s held each month
(except August) to address asset, hability and risk management 1ssues for the HSBC Group The Risk
Management Meeting sets processes and imits to be applied by HSBC subsidianes, including HSBC
Investment Bank Holdings B V Exposure fo these nisks 1s monitored by HSBC Holdings plc's Asset and

Liabiity Committee

Credit Risk

Credit nsk 1s the nisk of financial loss if a counterparty fails to meet an obligation under a contract

Maximum exposure to credit nsk

Cash at bank and in hand
Loans and advances to HSBC undertakings

Liquidity Risk

2013 2012
US$0o0 Uss000
41,803 30,808
- 880,038
41,803 910 6846

Liquidity nisk 1s the nsk that the Company does not have sufficient financia! resources to meet its
obligations as they fall due, or will have to do so at an excessive cost This nsk anses from mismatches in

the timing of cash flows

Cash flows payable by the Company under financial habilitres by remamning coniractual matunties

At 31 December 2013

Due within 3 Due between Due between
Ussoo00 Cn demand months 3 and 12 months 1 and 5 years
Denvatives 28 . - -
Accruals - 7 - -
Total 28 7 - -
At 31 December 2012

Due within 3 Due between Due between
Uss000 On demand months 3 and 12 months 1 and 5 years
Denvatives 27 - - -
Accruals - ] - -
Total 27 9 - ’

Denvatives have been included in the ‘on demand’ tme bucket, and not by contractual maturty, because
these financial iInstruments are typically held for short penods of time

21




HSBC INVESTMENT BANK HOLDINGS BV
Financial Statements

13 Risk Management (continued)

Market Risk

Market nisk 1s the nsk that movements in market risk factors, including foreign exchange rates and interest
rates will reduce income values Exposure to these risks anses from short-term cash batances and fundmng
positions with HSBC undertakings The objective of the Company’s nsk management strategy 1s to reduce
exposure to these nsks and nuininmse volatiity m economic income, cash flows and distnbutable reserves
The principal tool for managing this i1s sensitivity analysis of changes in profit before tax to future changes
in the exchange rates or interest rate

Foreign currency nsk

The Company has no significant exposure to foreign currency rnisk on assets and habikties that are
denominated in a currency other than the US Dollar

interest rate sensitivity analysis

The Company held net assets of US$41 milion (2012 US$910 million) that are sensitive to interest rate

movements If all other vanables 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$0 41mullion (2012

US$9 1 milhon) and after tax of US$0 32 million (2012 US$6 9 million)

14 Related party transactions

Balances with related parties

Notes 2013 2012
USs$000 usSs000
Assots
Cash at bank and in hand' 41,803 30,808
Loans and advances to HSBC undertakings’ 7 R 880,038
Investments in subsidianes® 8 53,929 200,136
Total related party assets 95,732 1,110,982
Liabllities
Accruals' 7 9
Total related party labilibes 7 9

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

2These balances are with HSBC Holdings plc, the ultimate parent of the Company

®These balances are with subsidianes of the Company

The above outstanding balances arose in the ordinary course of business and are on substantially the

same terms, including interest rates and secunty, as for comparable transactions with third-party
counterpartes
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15 Events after the balance sheet dat e

There have been no significant post balance sheet events

16 Capital management

In hne with HSBC Group policy, the Company maintains a strong capital base to support the development
of its business and to meet regutatory capital requirements at all imes The Company recognises the
impact on shareholder returns of the level of equity capital employed and seeks to maintain a prudent
balance between the advantages and flexibiity afforded by a strong capital position and the higher returns
on equity The Company 1s not subject to externally imposed capital requirements

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

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

17 Parent undertaking

The Company's ummediate parent company 1s HSBC Holdings B V which 1s incorporated in the
Netherlands as a close company with imited habilty and registered and domiciled in England The
Company's ultimate parent company 1s HSBC Holdings ptc which 1s incorporated in England with hmited
liability under the UK Compantes Act

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

HSBC Holdings ple
8 Canada Square
Londan, E14 5HQ

London, 25 July 2014
Board of Directors

MP,‘R—W '

D H Burnett G Mattia P J Red
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Statutory rules as to appropriation of profits

According to Article 12 of the Company's Articles of Association, profits are at the disposition of the
General Meeting of Shareholders

Proposed appropriation of result

Management proposes to carry forward within retained earnings the result for the year ended 31
December 2013

Report of the Auditors
The Report of the Auditors 1s set forth en the following page
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Independent Auditor’s Report to the Member of HSBC Investment Bank Holdings
B.V. 31 December 2013

Report on the financial statem ents

We have audited the accompanying financial statements 2013 of HSBC Investment Bank Holdings B V
Amsterdam, which comprise the balance sheet as at 31 December 2013, the statements of
comprehensive income, changes in equity and cash flows for the year then ended and notes, compnsing a
summary of the significant accounting policies and other explanatory information

Management's responsibility

Management 1s responsible for the preparation and fair presentation of these 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 report In
accordance with Part 9 of Book 2 of the Netherlands Civil Code Furthermore, management Is responsible
for such internal control as it determines 15 necessary to enable the preparation of the financial statements
that are free from matenal misstatemant, 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 tc obtain reasonable
assurance about whether the financial statements are free from matenal misstatement

An audit snvolves performing procedures to obtain audit evidence about the amounts and disclosures In
the financial statements The procedures selected depend on the auditer's judgment, including the
assessment of the nsks of matenal misstatement of the financial statements, whether due to fraud or error
In making those nsk assessments, the auditor considers internal contro! relevant to the Company's
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropnate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Company’s internal control An audit also includes evatuating the appropriateness of accounting
polictes 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 i1s sufficient and appropriate to provide a basis for
our audit opirion

Opinion

In our opirucn, the financial statements give a true and fair view of the financial position of HSBC
investment Bank Holdings B V as at 31 December 2013 and of its result and its cash flows for the year
then ended 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

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 examination whether the management report, to the extent
we can assess, has been prepared in accordance with Part 9 of Book 2 of this Code, and whether the
information as required under Section 2 392 sub 1 at b - h has been annexed Further, we report that the
management repor, to the extent we can assess, I1s consistent with the financial statements as required by
Section 2 391 sub 4 of the Netherlands Civil Code

Amstelveen, 2014
KPMG Accountants N V

CCJ Segers RA
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