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HSBC BANK BERMUDA LIMITED
Independent Auditors’ Report

To the Board of Directors and Shareholder of
HSBC Bank Bermuda Limited

We have audited the accompanying consolidated financial statements of HSBC Bank Bermuda Limited and its subsidiaries (the
‘Group’), which comprise the consolidated balance sheet as at 31 December 2013, and the consolidated income statement, and
consolidated statements of comprehensive income, changes in equity and cash flows for the year then ended, and notes, comprising a
summary of significant accounting policies and other explanatory information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance with
International Financial Reporting Standards, and for such internal control as management determines is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We conducted our audit in
accordance with International Standards on Auditing. Those standards require that we comply with relevant ethical requirements and
plan and perform the audit to obtain reasonable assurance whether the financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The
procedures selected depend on our 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, we consider internal control relevant to the entity’s preparation and
fair presentation of the financial statements in order to design audit procedures that are appropriate in 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 principles 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 is sufficient and appropriate to provide a basis for our opinion.
Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the consolidated financial position of the

Group as at 31 December 2013, and its consolidated financial performance and its consolidated cash flows for the year then ended in
accordance with International Financial Reporting Standards.

Chartered Accountants
Hamilton, Bermuda
13 February 2014



HSBC BANK BERMUDA LIMITED

Consolidated Financial Statements

Consolidated Income Statement
for the year ended 31 December 2013

INEEIESt INCOME ..ottt ettt et st aeseeens
INEETESt EXPENSE ..evvieniiieniieeiiieiteetee ettt ettt

NEt INTETESt INCOIME .....vviiviieiieiieeiieeeteeeteeeteeereeeeeeereeeaeeereeeeseereeeaneas

FEC INCOME ..onvieniieiieiieiieie ettt sttt st seeens
FEE EXPONSE ..ottt e

Net fE€ INCOME ...oiivviiiiiieiiicieeiee ettt

Dealing Profits .....cceeveeieriieieriieieriteie ettt st saeens
Gains less losses from financial investments ...........c.cccceevveeeveecveennn.
Dividend INCOME .........covuiiiiiiiiiieiiiee ettt e et

Total operating income before loan impairment charges ...............
Loan impairment Charges .........ccccooeeeererieniniieneeeneeie e
Net operating iNCOME ..............oooiiiiiiiiiiiiereeeeeeee e

Employee compensation and benefits
General and administrative expenses
Depreciation and impairment of property, plant and equipment ...

Impairment of 0OdWill .......cccooviiiiiiiiiiiieee

Total operating eXPenses ..............cccceevveeiierieeiieeiieenee e eeeeeaeesenens
Operating profit ..............cccoooiiiiiiiiie e

Gains less losses on disposal of property, plant and equipment and
SUDSIAIATY INVESTMENES ....eevieuviriieiieiieieeiieie ettt
Share of profit in associates

Profit before tax .............coooiiiiiiiii e

TAX EXPEISE ..veenvriruriiiiieiieeiieenite et ettt st e sttt e st eaee st e bt e et e nane s
Profit for the year .............cccoooiiiiiiiiie e
Less: Profit from discontinued operations (net of income tax) ............

Profit for the year from continuing operations ...............................

The accompanying notes are an integral part of the Consolidated Financial Statements

Notes

10

45

12,15
13

12,16

17

2013 2012
US$000 US$000
224,012 261,735

(7,863) (14,022)
216,149 247,713
119,376 132,291
(21,830) (21,227)

97,546 111,064

32,606 27,972

20,508 9,921

540 350
367,349 397,020

(125,615) (162,000)
241,734 235,020

(118,178) (130,717)
(55,639) (54,886)
(18,611) (18,730)
(13,321) (7,467)

(205,749) (211,800)

35,985 23,220
9,118 91
300 82
45,403 23,393
(148) (3,056)
45255 20,337
(583) (850)
44,672 19,487




HSBC BANK BERMUDA LIMITED

Consolidated Financial Statements

Consolidated Statement of Comprehensive Income
for the year ended 31 December 2013

Profit for the year ...........c..coooiiiiiiiiiiee e

Other comprehensive (expense) income
Available-for-sale INVESTMENTS ........c.cceverieririieninieeeereeee e
-fair value (I0SSES) ZAINS ....ecvervirieieiieiieiieie ettt

-amounts transferred to the income statement on disposal..........c..cccceeue.
Actuarial gains (losses) on defined benefit plans .........cc.cceceevereeninienenenne

Foreign exchange gains reclassified to income statement
on disposal of a foreign operation

Other MOVEMENLTS ......ceeuviiiiiiiiiiiiieieeietee et
Other comprehensive (expense) income for the year ..................cc.ce.....

Total comprehensive income for the year ................cccocooiniiiininnnnee.

The accompanying notes are an integral part of the Consolidated Financial Statements

Notes 2013 2012
US$000 US$000

45255 20,337

(23,006) 40,912

(5,222) 32,202

(17,784) 8,710
4 21,070 (15,995)
(647) -
(1,622) (3,843)

(4,205) 21,074

41,050 41411




HSBC BANK BERMUDA LIMITED

Consolidated Financial Statements

Consolidated Balance Sheet
at 31 December 2013

ASSETS

Cash and balances at central banks ...........cccccceevveiiiiecieeeeeeeeeeeeeeeeeee e
Items in the course of collection from other banks
DEIIVALIVES ..ottt ettt ett e e et e e et e e ette e e e taeeeenaeas
Loans and advances to banks ............ccceeevuiiieiiiiiiiiiie e
Loans and advances to customers
Financial INVEStMENTS ........cc.cocviiiiiiiiieiie ettt e ve e
Assets held fOr SAlE .......ccvviiiiiiiiiiiciecce e
Prepayments and accrued income
OFNET @SSELS ..eeieviiiieiiie ettt ettt ee e e et e e e ete e e e eate e e eeateeeetaeeeenneas
INterest in @SSOCIALE ......ccvviiieiiieeciiiec ettt ettt et e e e
Property, plant and eqUIPMENt ...........ccoereeririeninieneeieseeeeee e
GOOAWILL ..ottt

TOtal ASSELS ........oooiiiiiiiiiee e et e e

LIABILITIES AND EQUITY

Liabilities

Deposits By DAnKS ......cceeviiriiiiiiieiieieeetee e
CUSTOMET ACCOUNES ....eeiiviiieeiiieeeciiieeeiteeeetee e e et e e eeeeeeeteeeeeateeeeeareeeereeeeenneas
Items in the course of transmission to other banks ............c..ccoceeeeeiieeennnn.
DEIIVALIVES ...vviiviieiiiicieecte ettt ettt et eat e e ete e eaaeereeeareeeraeenneas
Liabilities held for Sale .......c.oociieiiiciiiiieceeceeeee e
Accruals and deferred iINCOME .........cceevvieeiiieiiiiiie e
Current tax Habiliti€S .........ccoeevviieiiiirieiie ettt e
PIOVISIONS ..oviiiiiiiiieciiie ettt ettt e et e e et e e eeteeeeetaeeeeanes
Other HabilIties ......cc.ooiiiiiiiiiiieeciie ettt et e
Retirement benefit [abilities ...........cocvveiieiiieieiiiie e

Total Habilities ................cooooiiiiiiii e

Equity

Called up share capital ........cccceecveviieienieecierieeseee e
Share premium
Other reserves
Retained arnings ..........cecevieriirienienierieeeseet et

Total @qQUILY ...cc.ooveiieieeeee e s
Total liabilities and equity ...............coocoriiiiiiirii e

The accompanying notes are an integral part of the Consolidated Financial Statements

Directou !

Notes 2013 2012

US$000 US$000

39,293 31,219

560 136

7 18,046 6,280

8 4,405,978 4,562,064

9 3,088,064 3,666,811

10 6,303,029 4,638,894

17 29,827 40,362

71,502 65,352

23,430 24,935

14 1,563 1,263

12 182,015 189,415

13 9,078 22,399

14,172,385 13,249,130

53,887 55,803

12,881,684 11,361,607

4,025 7,751

7 23,725 30,779

17 - 893

46,343 53,273

- 1,279

18 280 400

27,734 34,331

4 70,837 87,051

13,108,515 11,633,167

27 30,027 30,027

27 388,652 388,652

26,077 48,873

619,114 1,148,411

1,063,870 1,615,963

14,172,385 13,249,130
Director



HSBC BANK BERMUDA LIMITED

Consolidated Financial Statements

Consolidated Statement of Cash Flows
for the year ended 31 December 2013

Cash flows from operating activities
Profit fOr the YEaTr ....c.ocuieiiriieiieieeceeeeee sttt

Adjustments for:

Net INLETEST TNCOME .....evveeneiriieiiriieieeiienieete ettt sttt see et sbeere e
Tax expense
Dividends INCOME .....ccueiueieieiieiiitieiesie ettt
Non-cash items in profit for the year ...........cocceveveiiininniniiinieeee
Change in loans and advances to customers ....

Change in other operating assets ...........c..c.......

Change in deposits by banks ...........
Change in customer accounts .................
Change in other operating liabilities ......
Net gain from investing activities ..........
Tax paid ...cocceverieniiiecreeeeecee
Interest received ...
Interest paid ......ccceeceevveeienierieieeiee e e
Gain on disposal of subsidiary inVestments ...........cceeeevvereeriereerveneeennennes

Net cash flows from (used in) operating activities ...........oceevverveevverrercvennens

Cash flows from investing activities

Dividends 1eCIVed ......cccoueuiiiiiiiriiieee e
Purchase of financial investments
Proceeds from the sale and maturity of financial investments ....................
Purchase of property, plant and equipment
Proceeds from the sale of property, plant and equipment ...
Change in assets held for sale ..........cocoeviriiiiniiiinieee
Proceeds from disposal of subsidiary investments............ccoecververeverreeeennenns

Net cash flows (used in) from investing activities ..........cccceeveereerveerereennene

Cash flows from financing activities
Dividends Paid .....ceeeveeierieeieiieieie ettt re e

Net cash flows used in financing activities ..........cecvereevverercverieesierennennens
Net (decrease) increase in cash and cash equivalents .............................
Cash and cash equivalents at the beginning of the year ............c.cccoceeeenene
Effect of exchange rate changes on cash and cash equivalents ...................
Cash and cash equivalents at the end of the year ..........................c........

Cash and cash equivalents comprise
Cash and balances at central banks ..............ccccccoeeeiiiiiiiieieiiecceeeeeie e,
Items in the course of collection from other banks
Loans and advances to banks..............cccocevveeveevreeeennnns
Items in the course of transmission to other banks

Total cash and cash equivalents ..................ccoccovriiiiiiniiene e,

The accompanying notes are an integral part of the Consolidated Financial Statements

2013 2012
US$000 US$000
45,255 20,337
(216,149) (247,713)
148 3,056
(540) (350)
40,947 140,002
453,132 (230,759)
19,260 2,513
(1,916) (11,703)
1,520,077 (1,568,324)
(18,381) (6,087)
(20,508) 9,921)
(1,427) (2,952)
212,846 256,929
(9,669) (15,235)
(7,944) -
2,015,131 (1,670,207)
540 350
(13,315,085) (8,283,429)
11,736,294 10,189,293
(6,006) (6,761)
437 3,703
- (5,726)
12,500 -
(1,571,320) 1,897,430
[ (594,000) | (121,308) ]
(594,000) (121,308)
(150,189) 105,915
4,585,668 4,465,231
6,327 14,522
4,441,806 4,585,668
39,293 31,219
560 136
4,405,978 4,562,064
(4,025) (7,751)
4,441,806 4,585,668




HSBC BANK BERMUDA LIMITED

Consolidated Financial Statements

Consolidated Statement of Changes in Equity

for the year ended 31 December 2013
(In US dollar thousands)

Other reserves

Available-
Called up for-sale Foreign Share-based
share Share  fair value exchange payment Other  Retained Total
capital premium reserve reserve reserve  reserves  earnings equity
At 1 January 2012..........ccocevininennnn. 30,027 388,652 5,153 647 181 - 1,269,220 1,693,880
Total Comprehensive income for the
year
Profit for the year ..........cccceeinnnnn - - - - - - 20,337 20,337
Available-for-sale valuation gains ........ - - 40,912 - - - - 40,912
Actuarial losses
on defined benefit plans ............cccceeuene B B B B B B (15,995) (15,995)
Other movements ...........cccccceveeerenennee - - - - - - (3,843) (3,843)
Total comprehensive income for the
- - 40,912 - - - 499 41,411
VAL ettt ettt eee e
Transactions with the shareholder
recorded directly in equity
Dividends.....ccccoveveeririenenene - - - - - - (121,308) (121,308)
Share-based plan movements - - - - 1,980 - - 1,980
Total transactions with the shareholder
recorded directly in equity .........cceueenee. - - - - 1,980 - (121,308) (119,328)
At 31 December 2012 ............c.coeneee. 30,027 388,652 46,065 647 2,161 - 1,148,411 1,615,963
Total Comprehensive income for the
vear
Profit for the year ..........cccccoeviniinnnnn - - - - - - 45,255 45,255
Available-for-sale valuation movement - - (23,0006) - - - - (23,006)
Liquidation of subsidiary............cc........ - - - (647) - - - (647)
Actuarial gains
on defined benefit plans ............ccccveuenne - B B B B B 21,070 21,070
Other MOVeMENtS ........cceeeeeereneereeniennene - - - - - - (1,622) (1,622)
Total comprehensive income for the
e ST - - (23,006) (647) - - 64,703 41,050
Transactions with the shareholder
recorded directly in equity
Dividends.......ccooeveereeieineninereneee - - - - - - (594,000) (594,000)
Share-based plan movements................. - - - - 857 - - 857
Total transactions with the shareholder
recorded directly in equity ..........c.ceee.e. - - - - 857 - (594,000) (593,143)
At 31 December 2013 .......................... 30,027 388,652 23,059 - 3,018 - 619,114 1,063,870

The accompanying notes are an integral part of the Consolidated Financial Statements



HSBC BANK BERMUDA LIMITED

Notes on the Consolidated Financial Statements
(In US dollar thousands) 31 December 2013

1  Basis of preparation

(a) General

HSBC Bank Bermuda Limited (the ‘Bank’) was established in 1889 and incorporated in 1891. The address of its registered office is 6
Front Street, Hamilton HM11, Bermuda. The consolidated financial statements of the Bank for the year ended 31 December 2013
comprise the Bank and its subsidiaries (together referred to as the ‘group’) and the group’s interests in associates. The Bank is
domiciled in Bermuda and provides retail and corporate banking, investment, trust, custody and fund administration services to
international and local clients. The immediate parent company of the Bank is HSBC Asia Holdings BV. The ultimate parent company is
HSBC Holdings plc (‘HSBC’). Copies of the financial statements of HSBC may be obtained from its registered office at 8 Canada
Square, London, England, E14 SHQ, or from the HSBC website, www.hsbc.com.

These consolidated financial statements are authorised for issue by the Board of Directors on 13 February 2014.

The consolidated financial statements are presented in US dollars, which is the presentational currency of the group. The functional
currency of the group is primarily Bermuda dollars. Bermuda dollars are translated into US dollars at par. All amounts and figures are
rounded to the nearest thousand, except where explicitly stated.

The group has prepared its consolidated financial statements in accordance with International Financial Reporting Standards (‘IFRSs’).
IFRSs comprise accounting standards issued by the International Accounting Standards Board (‘IASB’) and its predecessor body, as
well as interpretations issued by the International Financial Reporting Interpretations Committee (‘IFRIC’) and its predecessor body.

Certain reclassifications have been made to the 2012 comparative financial information in order to conform to the current year
presentation.

These consolidated financial statements are presented in accordance with IAS 1 ‘Presentation of Financial Statements’. In the opinion
of management, all normal and recurring adjustments considered necessary for a fair presentation of the group’s net income, financial
position and cash flows for the years ended 31 December 2013 and 31 December 2012 have been made. In accordance with IFRS 8
‘Operating Segments’, no segment information has been presented as the shares of the group are not publicly traded.

Standards adopted during the year ended 31 December 2013

On 1 January 2013, the group adopted the following significant new standards and amendments to standards. The financial effect of
these new standards and amendments is insignificant to these consolidated financial statements:

e [FRS 10 ‘Consolidated Financial Statements’, IFRS 11 ‘Joint Arrangements’, IFRS 12 ‘Disclosure of Interests in Other Entities’
and amendments to IFRS 10, IFRS 11 and IFRS 12 ‘Transition Guidance’ have been applied retrospectively.

e Under IFRS 10, there is one approach for determining consolidation for all entities, based on the concepts of power, variability of
returns and their linkage. This replaces the approach which applied to previous financial statements which emphasised legal control
or exposure to risks and rewards, depending on the nature of the entity. The group controls and consequently consolidates an entity
when it is exposed, or has rights, to variable returns from its involvement with the entity and has the ability to affect those returns
by exercising its power over the entity.

In accordance with the transitional provisions of IFRS 10, group reviewed the population of investments in entities as at 1 January
2013 to determine whether entities previously consolidated or unconsolidated in accordance with IAS 27 ‘Consolidated and
Separate Financial Statements’ and SIC 12 ‘Consolidation — Special Purpose Entities’ changed their consolidation status as a result
of applying IFRS 10. The result of this review was that the effect of applying the requirements of IFRS 10 did not have a material
effect on these consolidated financial statements. Therefore no restatements are necessary on application of IFRS 10.

e IFRS 11 places more focus on the investors’ rights and obligations than on the structure of the arrangement when determining the
type of joint arrangement with which the group is involved, unlike the previous approach, and introduces the concept of a joint
operation. The application of IFRS 11 ‘Joint Arrangements’ did not have a material effect on these consolidated financial
statements.

e [FRS 12 is a comprehensive standard on disclosure requirements for all forms of interests in other entities, including for
unconsolidated structured entities. The disclosure requirements of IFRS 12 do not require comparative information to be provided
for periods prior to initial application. New disclosures are provided in Note 14.


http://www.hsbc.com/

HSBC BANK BERMUDA LIMITED

Notes on the Consolidated Financial Statements (continued)

(In US dollar thousands) 31 December 2013

e [FRS 13 ‘Fair Value Measurement’ establishes a single framework for measuring fair value and introduces new requirements for
disclosure of fair value measurements. IFRS 13 is required to be applied prospectively from the beginning of the first annual period
in which it is applied. The disclosure requirements of IFRS 13 do not require comparative information to be provided for periods
prior to initial application.

e Amendments to IFRS 7 ‘Disclosures — Offsetting Financial Assets and Financial Liabilities’ requires disclosure of the effect or
potential effects of netting arrangements on an entity’s financial position. The amendment requires disclosure of recognised
financial instruments that are subject to an enforceable master netting arrangement or similar agreement. The amendments have
been applied retrospectively. The application of IFRS 7 ‘Disclosures — Offsetting Financial Assets and Financial Liabilities’ did not
have a material effect on these consolidated financial statements.

e The amendments to IAS 19 ‘Employee Benefits’ (‘IAS 19 revised’) are required to be applied retrospectively. The main effect of
IAS 19 revised for the group is that it replaces the interest cost on the plan liability and expected return on plan assets with a finance
cost comprising the net interest on the net defined benefit liability or asset. This finance cost is determined by applying to the net
defined benefit liability or asset the same discount rate used to measure the defined benefit obligation. The difference between the
actual return on plan assets and the return included in the finance cost component reflected in the consolidated income statement is
presented in other comprehensive income. The effect of this change is to increase or decrease the pension expense by the difference
between the current expected return on plan assets and the return calculated by applying the relevant discount rate. The amendments
to IAS 19 ‘Employee Benefits’ did not have a material effect on these consolidated financial statements.

(b) Basis of consolidation

The Bank controls and consequently consolidates an entity when it is exposed, or has rights, to variable returns from its involvement
with the entity and has the ability to affect those returns through its power over the entity. The Bank is considered to have power over
an entity when it has existing rights that give it the current ability to direct the relevant activities. For the Bank to have power over an
entity, it must have the practical ability to exercise those rights. In the rare situations where potential voting rights exist, these are taken
into account if the Bank has the practical ability to exercise those rights.

The acquisition method of accounting is used when subsidiaries are acquired. The cost of an acquisition is measured at the fair value of
the consideration, including contingent consideration, given at the date of exchange. Acquisition-related costs are recognised as an
expense in the consolidated income statement in the period in which they are incurred. The acquired identifiable assets, liabilities and
contingent liabilities are measured at their fair values at the date of acquisition. Goodwill is measured as the excess of the aggregation
of the consideration transferred, the amount of non-controlling interest and the fair value of the acquirer’s previously held equity
interest, if any, over the net of the amounts of the identifiable assets acquired and the liabilities assumed. The amount of non-controlling
interest is measured either at fair value or at the non-controlling interest’s proportionate share of the acquiree’s identifiable net assets.
In a business combination achieved in stages, the previously held equity interest is remeasured at the acquisition-date fair value with
resulting gain or loss recognised in the consolidated income statement or other comprehensive income as appropriate. In the event that
the fair value of net assets acquired is in excess of the aggregation of the consideration transferred, the amount of non-controlling
interest and the fair value of the previously held equity interest, the difference is recognised immediately in the consolidated income
statement.

Entities that are controlled by the Bank are consolidated. Subsidiaries are consolidated from the date the group gains control, until the
date that control ceases. The Bank performs a re-assessment of consolidation whenever there is a change in the facts and circumstances
of determining the control of all entities.

All intra-group transactions are eliminated on consolidation. The consolidated financial statements of the group include the attributable
share of the results of any interests in associates.

(¢) Use of estimates and assumptions

The preparation of financial information requires the use of estimates and assumptions about future conditions. The use of available
information and the application of judgement are inherent in the formation of estimates; actual results in the future may differ from
estimates upon which financial information is prepared. Management believes that the critical accounting policies where judgement is
necessarily applied are those which relate to impairment of loans and advances, goodwill impairment, fair value of assets held for sale,
the valuation of financial instruments, the impairment of available-for-sale financial assets and provisions for liabilities.

Further information about key assumptions concerning the future, and other key sources of estimation uncertainty, are set out in these
notes on the consolidated financial statements.



HSBC BANK BERMUDA LIMITED

Notes on the Consolidated Financial Statements (continued)

(In US dollar thousands) 31 December 2013
(d) Future accounting developments — Amendments issued by the IASB

At 31 December 2013, a number of standards and amendments to standards had been issued by the IASB, which are not effective for
these consolidated financial statements. In addition to the projects to complete financial instrument accounting, discussed below, the
IASB is continuing to work on projects on insurance and lease accounting which could represent significant changes to accounting
requirements in the future.

Standards applicable in 2014

(i) IAS 32 ‘Offsetting Financial Assets and Financial Liabilities’

In December 2011, the IASB issued amendments to IAS 32 ‘Offsetting Financial Assets and Financial Liabilities” which clarified the
requirements for offsetting financial instruments and addressed inconsistencies in current practice when applying the offsetting criteria
in IAS 32 ‘Financial Instruments: Presentation’. The amendments are effective for annual periods beginning on or after 1 January 2014
and are required to be applied retrospectively.

Based on the assessment performed to date, the group does do not expect the amendments to IAS 32 to have a material effect on
group’s consolidated financial statements.

Standards applicable from 2015 to 2017

(i) IFRS 9 ‘Financial Instruments’

In November 2009, the IASB issued IFRS 9 ‘Financial Instruments’ which introduced new requirements for the classification and
measurement of financial assets. In October 2010, the IASB issued an amendment to IFRS 9 incorporating requirements for financial
liabilities. Together, these changes represent the first phase in the IASB’s planned replacement of IAS 39 ‘Financial Instruments:
Recognition and Measurement.” IFRS 9 classification and measurement requirements are to be applied retrospectively but prior periods
need not be restated.

In November 2012, the IASB issued proposed amendments to IFRS 9 in respect of classification and measurement. Since the final
requirements for classification and measurement are uncertain, it remains impracticable to quantify the effect of IFRS 9 as at the date of
the publication of these financial statements.

The second phase in the IASB’s project to replace IAS 39 will address the impairment of financial assets. It is proposed to replace the
‘incurred loss’ approach to the impairment of financial assets carried at amortised cost in IAS 39 with an expected credit loss approach,
and require that the expected credit loss approach be applied to other categories of financial instrument, including loan commitment and
financial guarantees. The final requirements for impairment of financial assets are expected to be published in 2014.

The third phase of the project addresses general hedge accounting. Macro hedging is not included in the IFRS 9 project and will be
considered separately. In November 2013, the IASB issued amendments to IFRS 9 in respect of the general hedge accounting
requirements, transition and effective date. As a result of these amendments, it is confirmed that all phases of IFRS 9 (except for
changes to the presentation of gains and losses for certain liabilities measured at fair value) must be applied from the same effective
date. This effective date has not yet been set by the IASB but is not expected to be earlier than 1 January 2017. The revised hedge
accounting requirements are applied prospectively and the group is currently assessing the impact they may have on the consolidated
financial statements.



HSBC BANK BERMUDA LIMITED

Notes on the Consolidated Financial Statements (continued)

(In US dollar thousands) 31 December 2013

2 Significant accounting policies

(a) Interestincome and expense

Interest income and expense for all financial instruments are recognised in ‘Interest income’ and ‘Interest expense’ in the consolidated
income statement using the effective interest rate method. The effective interest rate method is a way of calculating the amortised cost
of a financial asset or a financial liability (or groups of financial assets or financial liabilities) and of allocating the interest income or
interest expense over the relevant period.

The effective interest rate is the rate that exactly discounts estimated future cash payments or receipts through the expected life of the
financial asset or financial liability or, where appropriate, a shorter period, to the net carrying amount of the financial asset or financial
liability. When calculating the effective interest rate, the group estimates cash flows considering all contractual terms of the financial
instrument but not future credit losses. The calculation includes all amounts paid or received by the group that are an integral part of the
effective interest rate, including transaction costs and all other premiums or discounts.

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

(b) Non-interest income
(i) Feeincome
Fee income is earned from a diverse range of services provided by the group to its customers. Fee income is accounted for as follows:

income earned on the execution of a significant act is recognised as revenue when the act is completed (for example, fees arising
from negotiating, or participating in the negotiation of, a transaction for a third-party, such as the arrangement for the acquisition
of shares or other securities);

income earned from the provision of services is recognised as revenue as the services are provided (for example, asset
management, portfolio and other management advisory and service fees); and

income which forms an integral part of the effective interest rate of a financial instrument is recognised as an adjustment to the
effective interest rate (for example, certain loan commitment fees) and is recorded in ‘Interest income’ (Note 2a).

(ii) Dealing profits

Dealing profits comprise exchange differences on translation of monetary assets and liabilities denominated in foreign currencies and
commissions earned on foreign exchange trading transactions. Dealing profits also include gains and losses from changes in the fair
value of derivatives that do not qualify for hedge accounting.

(iii) Dividend income

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

(¢) Cash and cash equivalents

For the purpose of the consolidated statement of cash flows, cash and cash equivalents include highly liquid investments that are readily
convertible to known amounts of cash and which are subject to an insignificant risk of change in value. Such investments are normally
those with less than three months maturity from the date of acquisition, and include cash and balances at central banks, loans and
advances to banks and items in the course of collection from or in transmission to other banks.

(d) Loans and advances to banks and customers

Loans and advances to banks and customers include loans and advances originated by the group which are not classified as held for
trading or designated at fair value. Loans and advances are recognised when cash is advanced to a borrower. They are derecognised
when either the borrower repays its obligations, or the loans are sold or written off, or substantially all the risks and rewards of
ownership are transferred. They are initially recorded at fair value plus any directly attributable transaction costs and are subsequently
measured at amortised cost using the effective interest rate method, less any reduction from impairment or uncollectibility.
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When the group purchases a financial asset and simultaneously enters into an agreement to resell the asset (or a substantially similar
asset) at a fixed price on a future date (‘reverse repo’ or ‘stock borrowing’), the arrangement is accounted for as a loan or advance, and
the underlying asset is not recognised in the group's consolidated financial statements.

(e) Impairment of loans and advances

Losses for impaired loans are recognised when there is objective evidence that impairment of a loan or portfolio of loans has occurred.
Impairment allowances are calculated on individual loans and on groups of loans assessed collectively. Impairment losses are recorded
as charges to the consolidated income statement. The carrying amount of impaired loans on the consolidated balance sheet is reduced
through the use of impairment allowance accounts. Losses expected from future events are not recognised.

(i) Individually assessed loans and advances
The factors considered in determining that a loan is individually significant for the purposes of assessing impairment include:

the size of the loan;
the number of loans in the portfolio; and
the importance of the individual loan relationship, and how this is managed.

Loans that meet the above criteria will be individually assessed for impairment, except when volumes of defaults and losses are
sufficient to justify treatment under a collective assessment methodology.

Loans considered as individually significant are typically residential mortgages or loans to corporate and commercial customers and are
for larger amounts, which are managed on an individual relationship basis. Retail lending portfolios are generally assessed for
impairment on a collective basis as the portfolios generally consist of large pools of homogeneous loans.

For all loans that are considered individually significant, the group assesses, on a case-by-case basis at each balance sheet date, whether
there is any objective evidence that a loan is impaired. The criteria used by the group to determine that there is such objective evidence
include:

known cash flow difficulties experienced by the borrower;

past due contractual payments of either principal or interest being past due for more than 90 days;

breach of loan covenants or conditions;

the probability that the borrower will enter bankruptcy or other financial realisation;

a concession granted to the borrower for economic or legal reasons relating to the borrower’s financial difficulty that results in
forgiveness or postponement of principal, interest or fees, where the concession is significant;

there has been deterioration in the financial condition or outlook of the borrower such that its ability to repay is considered
doubtful; and

a significant downgrading in credit rating by an external credit rating agency.

For those loans where objective evidence of impairment exists, impairment losses are determined considering the following factors:

the group’s aggregate exposure to the customer;

the viability of the customer’s business model and capability to trade successfully out of financial difficulties and generate
sufficient cash flow to service debt obligations;

the amount and timing of expected receipts and recoveries;

the likely dividend available on liquidation or bankruptcy;

the extent of other creditors’ commitments ranking ahead of, or pari passu with, the commitments to the group and the likelihood
of other creditors continuing to support the customer;

the complexity of determining the aggregate amount and ranking of all creditor claims and the extent to which legal and insurance
uncertainties are evident;

the realisable value of security (or other credit mitigants including collateral) and likelihood of successful repossession;

the likely deduction of any costs involved in recovery of amounts outstanding;

the ability of the borrower to obtain, and make payments in, the currency of the loan if not denominated in local currency; and
when available, the secondary market price for the debt.

The realisable value of security is determined based on the current market value when the impairment assessment is performed. The

value is not adjusted for expected future changes in market prices; however, adjustments are made to reflect local conditions such as
forced sale discounts.
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Impairment losses are calculated by discounting the expected future cash flows of a loan, which includes expected future receipts of
contractual interest, at the loan’s original effective interest rate and comparing the resultant present value with the loan’s current
carrying amount. The impairment allowances on individually significant accounts are reviewed at least quarterly, and more regularly
when circumstances require. This normally encompasses re-assessment of the enforceability of any collateral held and the timing and
amount of actual and anticipated receipts. Individually assessed impairment allowances are only released when there is reasonable and
objective evidence of a reduction in the established loss estimate.

(ii)  Collectively assessed loans and advances
Impairment is assessed on a collective basis in two circumstances:

to cover losses which have been incurred but have not yet been identified on loans subject to individual assessment; and
for homogeneous groups of loans that are not considered individually significant.

Incurred but not yet identified impairment

Individually assessed loans for which no evidence of impairment has been specifically identified on an individual basis are grouped
together according to their credit risk characteristics for the purpose of calculating an estimated collective impairment. These credit risk
characteristics may include country of origination, type of business involved, type of products offered, security obtained or other
relevant factors. This reflects impairment losses that the group has incurred as a result of events occurring before the balance sheet date,
which the group is not able to identify on an individual loan basis, and that can be reliably estimated. These losses will only be
individually identified in the future. As soon as information becomes available which identifies losses on individual loans within the
group, those loans are removed from the group and assessed on an individual basis for impairment.

The collective impairment loss is determined after taking into account:

historical loss experience in portfolios of similar credit risk characteristics (for example, by industry sector, loan grade or product);
the estimated period between impairment occurring and the loss being identified and evidenced by the establishment of an
appropriate allowance against the individual loan; and

management’s experienced judgement as to whether current economic and credit conditions are such that the actual level of
inherent losses at the balance sheet date is likely to be greater or less than that suggested by historical experience.

The period between a loss occurring and its identification is estimated by local management for each identified portfolio. The factors
that may influence this estimation include economic and market conditions, customer behaviour, portfolio management information,
credit management techniques and collection and recovery experiences in the market. As it is assessed empirically on a periodic basis
the estimated period between a loss occurring and its identification may vary over time as these factors change.

Homogeneous groups of loans and advances

Statistical methods are used to determine impairment losses on a collective basis for homogeneous groups of loans that are not
considered individually significant, because individual loan assessment is impracticable. Losses in these groups of loans are recorded
on an individual basis when individual loans are written off, at which point they are removed from the group. Two alternative methods
are used to calculate allowances on a collective basis:

When appropriate empirical information is available, the group utilises roll rate methodology. This methodology employs
statistical analyses of historical data and experience of delinquency and default to estimate the amount of loans that will eventually
be written off as a result of the events occurring before the balance sheet date which the group is not able to identify on an
individual loan basis, and that can be reliably estimated. Under this methodology, loans are grouped into ranges according to the
number of days past due and statistical analysis is used to estimate the likelihood that loans in each range will progress through the
various stages of delinquency, and ultimately prove irrecoverable. In addition to the delinquency groupings, loans are segmented
according to their credit characteristics as described above. Current economic conditions are also evaluated when calculating the
appropriate level of allowance required to cover inherent loss.

When the portfolio size is small or when information is insufficient or not reliable enough to adopt a roll rate methodology, the
group adopts a basic formulaic approach based on historical loss rate experience. The period between a loss occurring and its
identification is explicitly estimated by local management, and is typically twelve months.

Historical loss experience and other historical data, including an evaluation of current economic conditions, are considered to calculate

the appropriate level of allowance to cover inherent loss. Roll rates and loss rates are regularly benchmarked against actual outcomes to
ensure they remain appropriate.
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(iii)  Write-off of loans and advances

Loans (and the related impairment allowance accounts) are normally written off, either partially or in full, when there is no realistic
prospect of recovery. Where loans are secured, this is generally after receipt of any proceeds from the realisation of security. In
circumstances where the net realisable value of any collateral has been determined and there is no reasonable expectation of further
recovery, write off may be earlier.

(iv) Reversals of impairment

If the amount of an impairment loss decreases in a subsequent period, and the decrease can be related objectively to an event occurring
after the impairment was initially recognised, the excess is written back by reducing the loan impairment allowance account
accordingly. The write-back is recognised in the consolidated income statement.

(v)  Assets acquired in exchange for loans

Non-financial assets acquired in exchange for loans in order to achieve an orderly realisation are recorded as assets ‘held for sale’ and
no depreciation is provided in respect of these assets. Assets acquired are recorded at fair value less estimated disposal costs at the date
of exchange. Any subsequent decrease in the fair value of the acquired assets is recorded as an impairment loss and included in the
consolidated income statement. Any subsequent increase in the fair value of the acquired assets, to the extent this does not exceed the
cumulative impairment loss, is recognised in the consolidated income statement.

In cases where a non-financial asset held as collateral for a loan is repossessed, but substantially all the risks and rewards of ownership
of that asset are not transferred to the group, then the collateral is used to reinforce the right to contractual cash flows on any
outstanding loan balance and the group continues to recognize the impaired loan.

(vi) Renegotiated loans

Loans subject to collective impairment assessment whose terms have been renegotiated are no longer considered past due, but are
treated as current loans for measurement purposes once a minimum number of payments required have been received. Loans subject to
collective impairment assessment whose terms have been renegotiated are segregated from other parts of the loan portfolio for the
purposes of collective impairment assessment, to reflect their risk profile. Loans subject to individual impairment assessment, whose
terms have been renegotiated, are subject to ongoing review to determine whether they remain impaired. The carrying amounts of loans
that have been classified as renegotiated retain this classification until maturity or derecognition.

A loan that is renegotiated is derecognised if the existing agreement is cancelled and a new agreement made on substantially different
terms, or if the terms of an existing agreement are modified, such that the renegotiated loan is substantially a different financial
instrument.

(f) Financial investments

Treasury bills, debt securities and equity securities intended to be held on a continuing basis are classified as ‘available-for-sale’
securities. Financial investments are recognised on the trade date when the group enters into contractual arrangements with
counterparties to purchase securities, and are normally derecognised when either the securities are sold or the borrowers repay their
obligations.

Available-for-sale financial assets are initially measured at fair value plus direct and incremental transaction costs. They are
subsequently remeasured at fair value, and changes therein are recognised in other comprehensive income in ‘Available-for-sale
investments — fair value gains (losses)’ until the financial assets are either sold or become impaired. When available-for-sale financial
assets are sold, cumulative gains or losses previously recognised in other comprehensive income are recognised in the consolidated
income statement as ‘Gains less losses from financial investments’.

Interest income is recognised on available-for-sale debt securities using the effective interest rate, calculated over the asset’s expected
life. Premiums and/or discounts arising on the purchase of dated investment securities are included in the calculation of their effective
interest rates. Dividends are recognised in the consolidated income statement when the right to receive payment has been established.

At each balance sheet date an assessment is made of whether there is any objective evidence of impairment in the value of a financial
asset. Impairment losses are recognised if, and only if, there is objective evidence of impairment as a result of one or more events that
occurred after the initial recognition of the financial asset (a ‘loss event’) and that loss event (or events) has an impact on the estimated
future cash flows of the financial asset that can be reliably estimated.
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If the available-for-sale financial asset is impaired, the difference between the financial asset’s acquisition cost (net of any principal
repayments and amortisation) and the current fair value, less any previous impairment loss recognised in the consolidated income
statement, is removed from other comprehensive income and recognised in the consolidated income statement.

Impairment losses for available-for-sale securities are recognised within ‘Gains less losses from financial investments’ in the
consolidated income statement.

Once an impairment loss has been recognised on an available-for-sale financial asset, the subsequent accounting treatment for changes
in the fair value of that asset differs depending on the nature of the available-for-sale financial asset concerned:

For an available-for-sale debt security, a subsequent decline in the fair value of the instrument is recognised in the consolidated
income statement when there is further objective evidence of impairment as a result of further decreases in the estimated future
cash flows of the financial asset. Where there is no further objective evidence of impairment, the decline in the fair value of the
financial asset is recognised in other comprehensive income. If the fair value of a debt security increases in a subsequent period,
and the increase can be objectively related to an event occurring after the impairment loss was recognised in the consolidated
income statement, the impairment loss is reversed through the consolidated income statement up to the amount of the impairment
loss previously recognised in the consolidated income statement. If there is no longer objective evidence that the debt security is
impaired, the impairment loss is also reversed through the income statement;

For an available-for-sale equity security, all subsequent increases in the fair value of the instrument are treated as a revaluation and
are recognised in other comprehensive income. Impairment losses recognised on the equity security are not reversed through the
consolidated income statement. Subsequent decreases in the fair value of the available-for-sale equity security are recognised in
the consolidated income statement, to the extent that further cumulative impairment losses have been incurred in relation to the
acquisition cost of the equity security.

(g) Valuation of financial instruments

For available-for-sale securities that are quoted in active markets, fair values are determined by reference to the current quoted bid
prices. Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date. Where independent prices are not available, fair values may be determined using valuation
techniques with reference to observable market data. These include comparison to similar instruments where market observable prices
exist, discounted cash flow analysis and other valuation techniques commonly used by market participants. Fair 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.

A three level fair value hierarchy, which reflects the significance of observable market inputs, is used when estimating fair values:

Level 1 - quoted market price: financial instruments with quoted prices for identical instruments in active markets.

Level 2 - valuation technique using observable inputs: financial instruments with quoted prices for similar instruments in active
markets or quoted prices for identical or similar instruments in inactive markets and financial instruments valued using models
where all significant inputs are observable.

Level 3 - valuation technique with significant unobservable inputs: financial instruments valued using valuation techniques where
one or more significant inputs are unobservable. ‘Unobservable’ in this context means that there is little or no current market data
available from which to determine the price at which an arm’s length transaction would be likely to occur. It generally does not
mean that there is no data available at all upon which to base a determination of fair value.

(h) Assets held for sale

Non-current assets and disposal groups (including both the assets and liabilities of the disposal groups) are classified as held for sale
when their carrying amounts will be recovered principally through sale, they are available for sale in their present condition and their
sale is highly probable. Non-current assets held for sale and disposal groups are measured at the lower of their carrying amount and fair
value less costs to sell, except for those assets and liabilities that are not within the scope of the measurement requirements of IFRS 5
‘Non-current Assets Held for Sale and Discontinued Operations’ such as deferred taxes, financial instruments, investment properties,
insurance contracts and assets and liabilities arising from employee benefits. Immediately before the initial classification as held for
sale, the carrying amounts of the asset (or assets and liabilities in the disposal group) are measured in accordance with applicable
IFRSs. On subsequent remeasurement of a disposal group, the carrying amounts of the assets and liabilities that are not within the scope
of the measurement requirements of IFRS 5 ‘Non-current Assets Held for Sale and Discontinued Operations’ are remeasured in
accordance with applicable IFRSs before the fair value less costs to sell of the disposal group is determined.
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Income earned and expenses incurred on assets held for sale and liabilities of disposal groups held for sale continue to be recognised in
the appropriate line items in the consolidated income statement until the transaction is complete. Once classified as held for sale,
movements arising from the initial measurement or subsequent remeasurement of the non-current assets (or disposal groups) are
recognised in ‘Other operating income’.

(i) Sale and repurchase agreements

When securities are sold subject to a commitment to repurchase them at a predetermined price (‘repos’), they remain on the
consolidated balance sheet and a liability is recorded in respect of the consideration received. Securities purchased under commitments
to sell (‘reverse repos’) are not recognised on the consolidated balance sheet and the consideration paid is recorded in ‘Loans and
advances to banks’ or ‘Loans and advances to customers’ as appropriate. The difference between the sale and repurchase price is
treated as interest and recognised over the life of the agreement for loans and advances to banks and customers, and as dealing profits
for trading assets.

(j) Derivatives and hedge accounting

Derivatives 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 and option pricing models.

Derivatives may be embedded in other financial instruments, for example, a convertible bond with an embedded conversion option.
Embedded derivatives are treated as separate derivatives when their economic characteristics and risks are not clearly and closely
related to those of the host contract; the terms of the embedded derivative would meet the definition of a stand-alone derivative if they
were contained in a separate contract; and the combined contract is not held for trading or designated at fair value. These embedded
derivatives are measured at fair value with changes therein recognised in the consolidated income statement.

Derivatives are classified as assets when their fair value is positive, or as liabilities when their fair value is negative. Derivative assets
and liabilities arising from different transactions are only offset if the transactions are with the same counterparty, a legal right of offset
exists, and the parties intend to settle the cash flows on a net basis.

The method of recognising fair value gains and losses depends on whether derivatives are held for trading or are designated as hedging
instruments, and if the latter, the nature of the risks being hedged. All gains and losses from changes in the fair value of derivatives held
for trading are recognised in the consolidated income statement. When derivatives are designated as hedges, the group classifies them
as either: (i) hedges of the change in fair value of recognised assets or liabilities or firm commitments (‘fair value hedges’); (ii) hedges
of the variability in highly probable future cash flows attributable to a recognised asset or liability, or a forecast transaction (‘cash flow
hedges’); or (iii) a hedge of a net investment in a foreign operation (‘net investment hedges’). Hedge accounting is applied to
derivatives designated as hedging instruments in a fair value, cash flow or net investment hedge provided certain criteria are met.

Hedge accounting

At the inception of a hedging relationship, the group documents the relationship between the hedging instruments and the hedged items,
its risk management objective and its strategy for undertaking the hedge. The group also requires a documented assessment, both at
hedge inception and on an ongoing basis, of whether or not the hedging instruments, primarily derivatives, that are used in hedging
transactions are highly effective in offsetting the changes attributable to the hedged risks in the fair values of the hedged items. Interest
on designated qualifying hedges is included in ‘Net interest income’.

Fair value hedge

Changes in the fair value of derivatives that are designated and qualify as fair value hedging instruments are recorded in the
consolidated income statement, along with changes in the fair value of the hedged assets, liabilities or group thereof that are attributable
to the hedged risk.

If a hedging relationship no longer meets the criteria for hedge accounting, the cumulative adjustment to the carrying amount of the

hedged item is amortised to the consolidated income statement based on a recalculated effective interest rate over the residual period to
maturity, unless the hedged item has been derecognised, in which case, it is released to the consolidated income statement immediately.
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Hedge effectiveness testing

To qualify for hedge accounting, the group requires that at the inception of the hedge and throughout its life, each hedge must be
expected to be highly effective (prospective effectiveness), and demonstrate actual effectiveness (retrospective effectiveness) on an

ongoing basis.

The documentation of each hedging relationship sets out how the effectiveness of the hedge is assessed. The method adopted by an
entity to assess hedge effectiveness will depend on its risk management strategy.

For prospective effectiveness, the hedging instrument must be expected to be highly effective in offsetting changes in fair value or cash
flows attributable to the hedged risk during the period for which the hedge is designated. For actual effectiveness to be achieved, the
changes in fair value or cash flows must offset each other in the range of 80% to 125%.

Hedge ineffectiveness is recognised in the consolidated income statement in ‘Dealing profits’.

Derivatives that do not qualify for hedge accounting

All gains and losses from changes in the fair values of derivatives that do not qualify for hedge accounting are recognised immediately
in the consolidated income statement. These gains and losses are reported in ‘Dealing profits’.

(k) Derecognition of financial assets and financial liabilities

Financial assets are derecognised when the contractual right to receive cash flows from the assets has expired; or when the group has
transferred its contractual right to receive the cash flows of the financial assets, and either:

substantially all the risks and rewards of ownership have been transferred; or
the group has neither retained nor transferred substantially all the risks and rewards, but has not retained control.

Financial liabilities are derecognised when they are extinguished, that is when the obligation is discharged, is cancelled, or expires.

(1) Offsetting financial assets and financial liabilities

Financial assets and financial liabilities are offset and the net amount reported in the consolidated balance sheet when there is a legally
enforceable right to offset the recognised amounts and there is an intention to settle on a net basis, or realise the asset and settle the
liability simultaneously.

(m) Subsidiaries and associates

The group classifies investments in entities which it controls as subsidiaries. The group classifies investments in entities over which it
has significant influence, and that are neither subsidiaries nor joint ventures, as associates.

Interests in associates, which include entities the group has significant influence over but are not subsidiaries, are recognised using the
equity method. Under this method, such investments are initially stated at cost, including attributable goodwill, and adjusted thereafter
for the post-acquisition change in the group’s share of net assets.

Profits on transactions between the group and its associates are eliminated to the extent of the group’s interests in the respective
associates. Losses are also eliminated to the extent of the group’s interests in the associates unless the transaction provides evidence of
an impairment of the asset transferred.

(n) Property, plant and equipment
Land and buildings are stated at historical cost except land and buildings held at 1 March 2004, the date of transition to IFRSs. The cost

of these land and buildings is the fair value at the transition date. Depreciation is calculated using the straight-line method to write off
the cost less residual value of the assets over the estimated useful lives as follows:

Freehold land not depreciated

Buildings lesser of 50 years or the remaining useful lives
Leasehold improvements lesser of life of the lease or the remaining useful lives
Equipment, fixtures and fittings 3 — 7 years
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Property, plant and equipment is subject to an impairment review if there are events or changes in circumstances which indicate that the
carrying amount may not be recoverable.

(o) Goodwill
Goodwill that arises from business combinations is measured as described in Note 1 (b).

Goodwill is tested annually for impairment, is carried at cost less accumulated impairment losses and is subject to impairment review if
there are events or changes in circumstances indicating that the carrying amounts may not be recoverable. Gains and losses on the
disposal of an entity include the carrying amount of goodwill relating to the entity sold. Goodwill on the acquisition of associates is
included in ‘Interest in associate’. At the date of disposal of a business, attributable goodwill is included in the group’s share of net
assets in the calculation of the gain or loss on disposal.

(p) Impairment of assets other than financial instruments

In assessing whether an asset is impaired, the recoverable amount of the asset is calculated as the greater of its value in use and its fair
value less costs to sell. In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the risks specific to the asset. For impairment
testing, assets are grouped together into the smallest group of assets that generates cash inflows from continuing use that are largely
independent of the cash inflows of other assets.

Impairment losses are recognised in the consolidated income statement.
(q) Finance and operating leases

Agreements which transfer to counterparties substantially all the risks and rewards incidental to the ownership of assets, but not
necessarily legal title, are classified as finance leases. When the group is a lessee under finance leases, the leased assets are capitalised
and included in ‘Property, plant and equipment’ and the corresponding liability to the lessor is included in ‘Other liabilities’. A finance
lease and its corresponding liability are recognised initially at the fair value of the asset or, if lower, the present value of the minimum
lease payments.

All other leases are classified as operating leases. When acting as lessor, the group includes the assets subject to operating leases in
‘Property, plant and equipment’ and accounts for them accordingly. Impairment losses are recognised to the extent that residual values
are not fully recoverable and the carrying value of the assets are thereby impaired. When the group is the lessee, leased assets are not
recognised on the consolidated balance sheet. Rentals payable and receivable under operating leases are accounted for on a straight-line
basis over the periods of the leases and are included in ‘General and administrative expenses’ and ‘Other operating income’,
respectively.

(r) Income tax

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

Current tax is the tax expected to be payable on the taxable profit for the year, calculated using tax rates enacted or substantially
enacted by the balance sheet date, and any adjustment to tax payable in respect of previous years. Current tax assets and liabilities are
offset when the group intends to settle on a net basis and the legal right to offset exists.

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

Deferred tax is calculated using the tax rates expected to apply in the periods in which the assets will be realised or the liabilities
settled, based on tax rates and laws enacted, or substantively enacted, by the balance sheet date. Deferred tax assets and liabilities are
offset when they arise in the same tax reporting group, relate to income taxes levied by the same taxation authority and a legal right to
offset exists in the group.
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(s) Pension and other post-employment benefits

The group operates defined contribution pension plans and defined benefit pension plans, as well as a post-employment healthcare
benefits plan.

(i) Defined contribution pension plans

Payments to the defined contribution pension plans are charged as an expense as the employee renders service. The group has no legal
or constructive obligations to pay further contributions if the fund does not hold sufficient assets to pay all employees the benefits
relating to employee service in the current and prior periods.

(ii) Defined benefit pension plans

The costs recognised for funding defined benefit pension plans are determined using the Projected Unit Credit Method, with annual
actuarial valuations performed on each plan. Actuarial differences that arise are recognised directly in retained earnings and presented
in the consolidated statement of comprehensive income in the period they arise. Past service costs, which are recognised immediately to
the extent the benefits are vested, and are otherwise recognised on a straight-line basis over the average service period until the benefits
vest, are the change in the present value of the defined benefit obligation for employee service in prior periods, resulting from a plan
amendment (the introduction or withdrawal of, or changes to, a defined benefit plan) or curtailment (a significant reduction by the
entity in the number of employees covered by a plan). A settlement is a transaction that eliminates all further legal and constructive
obligations for part or all of the benefits provided under a defined benefit plan, other than a payment of benefits to, or on behalf of,
employees that is set out in the terms of the plan and included in the actuarial assumptions. The current service costs and any past
service costs together with the expected return on plan assets less the unwinding of the discount on the plan liabilities are charged to
operating expenses under ‘Employee compensation and benefits’. Actuarial gains and losses on defined benefit plans are recognised in
other comprehensive income in the period in which they arise.

The net defined benefit pension liability recognised in the consolidated balance sheet represents the present value of the defined benefit
obligations adjusted for unrecognised past service costs and reduced by the fair value of plan assets. Any resulting asset from this is
limited to unrecognised past service costs plus the present value of available refunds and reductions in future contributions to the plan.

(iii) Post-employment healthcare benefits plan

The costs of providing other post-employment benefits such as post-employment healthcare are accounted for on the same basis as
defined benefit pension plans.

(t) Share-based payments

Equity-settled share-based payment arrangements entitle employees to receive equity instruments of HSBC. The cost of share-based
payment arrangements with employees is measured by reference to the fair value of equity instruments on the date they are granted, and
recognised as an expense on a straight-line basis over the vesting period, with a corresponding credit to the ‘Share-based payment
reserve’ in equity. The vesting period is the period during which all the specified vesting conditions of the arrangement are to be
satisfied. The fair value of equity instruments that are made available immediately, with no vesting period attached to the award, are
expensed immediately.

Fair value is determined using appropriate valuation models, taking into account the terms and conditions upon which the equity
instruments were granted. Vesting conditions include service conditions and performance conditions; any other features of a share-
based payment arrangement are non-vesting conditions. Market performance conditions and non-vesting conditions are taken into
account when estimating the fair value of the award at the date of grant, so that an award is treated as vesting irrespective of whether
these conditions are satisfied, provided all other vesting conditions are satisfied.

Vesting conditions, other than market performance conditions, are not taken into account in the initial estimate of the fair value at the
grant date. They are taken into account by adjusting the number of equity instruments included in the measurement of the transaction,
so that the amount recognised for services received as consideration for the equity instruments granted shall be based on the estimated
number of equity instruments that eventually vest. On a cumulative basis, no expense is recognised for equity instruments that do not
vest because of a failure to satisfy non-market performance or service conditions.

Where an award has been modified, as a minimum the expense of the original award continues to be recognised as if it had not been
modified. Where the effect of a modification is to increase the fair value of an award or increase the number of equity instruments, the
incremental fair value of the award or incremental fair value of the extra equity instruments is recognised in addition to the expense of
the original grant, measured at the date of modification, over the modified vesting period.
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A cancellation that occurs during the vesting period is treated as an acceleration of vesting, and recognised immediately for the amount
that would otherwise have been recognised for services over the vesting period.

(u) Foreign currencies
(i) Transactions and balances

Transactions in foreign currencies are recorded in the functional currency at the rate of exchange prevailing on the date of the
transaction. Monetary assets and liabilities denominated in foreign currencies are translated into the functional currency at the rate of
exchange ruling at the balance sheet date. Any resulting exchange differences are included in the consolidated income statement. Non-
monetary assets and liabilities 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 initial transaction. Non-monetary assets and liabilities measured at fair value in a foreign
currency are translated into the functional currency using the rate of exchange at the date the fair value was determined. Any exchange
component of a gain or loss on a non-monetary item is recognised directly in other comprehensive income if the gain or loss on the
non-monetary item is recognised directly in other comprehensive income. Any exchange component of a gain or loss on a non-
monetary item is recognised directly in the consolidated income statement if the gain or loss on the non-monetary item is recognised in
the consolidated income statement.

(i) Group entities

The results and financial positions of all group entities (none of which has the currency of a hyperinflationary economy) that have
functional currencies different from the presentation currency are translated into the presentation currency as follows:

assets and liabilities for each balance sheet presented are translated at the closing rate at the date of that balance sheet;

income and expenses for each income statement are translated at average exchange rates (unless this average is not a reasonable
approximation of the cumulative effect of the rates prevailing on the transaction dates, in which case income and expenses are
translated using exchange rates at the dates of the transactions); and

all resulting exchange differences are recognised as a separate component of other comprehensive income.

On consolidation, exchange differences arising from the translation of the net investment in foreign entities, and of borrowings and
other currency instruments designated as hedges of such investments, are recognised in the ‘Foreign exchange reserve’ in other
comprehensive income. When a foreign operation is sold, such exchange differences are recognised in the consolidated income
statement as part of the gain or loss on sale.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are treated as assets and liabilities of the foreign entity
and translated at the closing rate.

(v) Deposits by banks and customer accounts

Financial liabilities are recognised when the group enters into the contractual provisions of the arrangements with counterparties, which
is generally on trade date, and initially measured at fair value, which is normally the consideration received, net of directly attributable
transaction costs incurred. Subsequent measurement of financial liabilities, other than those measured at fair value through profit or loss
and financial guarantees, is at amortised cost, using the effective interest rate method.

(w) Provisions

Provisions are recognised when it is probable that an outflow of economic benefits will be required to settle a current legal or
constructive obligation as a result of past events, and for which a reliable estimate can be made of the amount of the obligation.

Contingent liabilities, which include certain guarantees and letters of credit pledged as collateral security, are possible obligations that
arise from past events whose existence will be confirmed only by the occurrence, or non-occurrence, of one or more uncertain future
events not wholly within the control of the group; or are present obligations that have arisen from past events but are not recognised
because it is not probable that settlement will require the outflow of economic benefits, or because the amount of the obligations cannot
be reliably measured. Contingent liabilities are not recognised in the consolidated financial statements but are disclosed unless the
probability of settlement is remote.
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(x) Fiduciary activities

The group commonly acts as trustee and in other fiduciary capacities resulting in the holding or placing of assets on behalf of
individuals, trusts, post-employment benefit plans and other institutions. The assets and liabilities and income and expenditure arising
from these assets and liabilities are excluded from the consolidated financial statements, as they are not assets of the group. The group
earns a fee for acting in these capacities.

(y) Financial guarantee contracts

Liabilities under financial guarantee contracts which are not classified as insurance contracts are recorded initially at their fair value
which is generally the fee received or receivable and are amortised over the lives of the contracts. Subsequently, financial guarantee
liabilities are measured at the higher of the initial fair value, less cumulative amortisation, and the best estimate of the expenditure
required to settle the obligations. Financial guarantee contracts are included in ‘Other liabilities’.

(z) Trading assets and liabilities

Treasury bills, debt securities, equity securities, loans, deposits, debt securities in issue, and short positions in securities are classified as
held for trading if they have been acquired or incurred principally for the purpose of selling or repurchasing in the near term, or they
form part of a portfolio of identified financial instruments that are managed together and for which there is evidence of a recent pattern
of short-term profit-taking. These financial assets or financial liabilities are recognised on trade date, when the group enters into
contractual arrangements with counterparties to purchase or sell the financial instruments, and are normally derecognised when either
sold (assets) or extinguished (liabilities). Measurement is initially at fair value, with transaction costs taken to the consolidated income
statement. Subsequently, the fair values are remeasured, and gains and losses from changes therein are recognised in the consolidated
income statement in ‘Dealing profits’.
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3 Netinterest income and net fee income

(a) Analysis of net interest income

2013 2012
Interest income
Financial investments 42,479 69,275
Loans and advances to banks 7,575 2,840
Loans and advances to customers 173,958 189,620
224,012 261,735
Interest expense
Deposits by banks - 81)
Customer accounts (7,863) (13,941)
(7,863) (14,022)
Net interest income 216,149 247,713
(b) Analysis of net fee income
2013 2012
Fee Income
Custody and fund administration 16,102 19,575
Trust 16,831 20,945
Banking 42,134 41,609
Management 31,464 35,479
Other 12,845 14,683
Fee income 119,376 132,291
Fee expense (21,830) (21,227)
Net fee income 97,546 111,064
4  Employee compensation and benefits
Post-employment benefit plans
Income statement charge
2013 2012 2011
Defined contribution pension plans 4,979 5,318 7,347
Defined benefit pension plans 165 30 220
Post-employment healthcare benefits plan 6,007 5,841 3,429
Total post-employment benefit income statement charge 11,151 11,189 10,996
Balance sheet
2013 2012 2011
Defined benefit plan asset 1,293 666 1,122
Defined benefit plan obligation (588) (2,447) (871)
Post-employment healthcare benefits plan (71,542) (85,270) (67,264)
Total post-employment benefit plan (deficit) (70,837) (87,051) (67,013)

(a) Defined contribution pension plans

The group provides defined contribution pension plans to its employees in Bermuda and Cayman. Employees are able to make
additional voluntary payments to the defined contribution pension plans.

The group’s expense for the defined contribution pension plans in 2013 was $4,979 (2012: $5,318), of which $4,665 (2012: $5,023)
relates to the Bermuda-based plan.
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(b) Defined benefit pension plans

HSBC has a funded defined benefit pension plan for certain of its employees in Europe, known as the ‘Sterling area’ plan. This plan is
divided into four regional subsets, namely Isle of Man, Guernsey, Jersey and a fourth subset covering international managers (‘Plan
B”).

The group continues to assume responsibility for the entire Plan B which consists of fourteen individuals (2012: fourteen) as well as the
plan comprising thirty three individuals (2012: thirty three) previously employed by the Bank of Bermuda (Isle of Man) Limited. The
net surplus at 31 December 2013 and 31 December 2012 relates only to the components of the plan over which the group maintains
current and future legal responsibility.

The group also has an interest in a funded defined benefit plan relating to eleven individuals (2012: eleven) in Bermuda and the
Cayman Islands.

All the group’s defined benefit plans are closed plans not subject to new membership from current employees.

These defined benefit plans expose the group to actuarial risks, such as longevity risk, currency risk, interest rate risk and market
(investment) risk.

Actuarial valuation of the assets and liabilities of the group’s defined benefit pension plans are carried out annually to determine their
financial position and to ensure that benefit obligations are adequately funded. The group’s pension expense for the defined benefit
pension plans was $165 (2012: $30).

The weighted average principal actuarial financial assumptions used to calculate the defined benefit plans at 31 December are:

Rate of increase for pensions in Inflation Discount  Rate of pay

Year payment and deferred pensions assumption Rate increase
% % % %

2013 3.6 4.2 4.4 4.2
2012 34 33 4.2 35
2011 32 3.6 4.8 3.6

The net surplus (deficit) amount recognised in the consolidated balance sheet in respect of the group’s pension plan is as follows:

2013 2012
Equities 10,262 8,507
Bonds 10,875 10,239
Property and other 2,014 1,719
Fair value of plan assets 23,151 20,465
Present value of defined benefit obligations (22,446) (22,246)
Net surplus (deficit) 705 (1,781)

The weighted average expected rate of return on assets for 2013 was 4.4% (2012: 4.8%). The basis used to determine the percentage
expected rate of return on assets was market conditions at the date of the actuarial valuation. The changes in the present value of the
defined benefit obligation in respect of the group’s pension plan are presented below:

2013 2012
At 1 January 22,246 17,550
Current service cost 15 125
Interest cost 895 870
Actuarial (gains) losses (939) 3,671
Benefits paid (592) (673)
Exchange and other movements 821 703
At 31 December 22,446 22,246
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The changes in the fair value of the group’s pension plan assets are presented below:

2013 2012
At 1 January 20,465 17,801
Expected return 1,025 945
Interest income 508 -
Contributions by the group 140 398
Actuarial gains 1,158 1,344
Benefits paid (592) (673)
Exchange and other movements 447 650
At 31 December 23,151 20,465

The actual return on plan assets for the year ended 31 December 2013 was a gain of $2,691 (2012: gain of $2,289).

The total net expense recognised in the consolidated income statement in ‘Employee compensation and benefits’ in respect of the
pension plans comprises:

2013 2012 2011
Current service cost (15) (125) (383)
Interest cost (387) (870) (905)
Expected return on plan assets 327 945 1,027
Other movements (90) 20 41
Total net expense (165) (30) (220)

An actuarial gain of $2,496 (2012: loss of $2,360) was included in the consolidated statement of comprehensive income for the defined
benefit pension plans. The cumulative amount of actuarial losses recognised in the consolidated statement of comprehensive income is
$2,549 (2012: $5,045).

Summary

2013 2012 2011 2010 2009
Defined benefit obligations (22,446) (22,246) (17,550) (15,535) (15,702)
Fair value of plan assets 23,151 20,465 17,801 15,913 14,961
Net surplus (deficit) 705 (1,781) 251 378 (741)
Actuarial gains (losses) on plan liabilities 939 (3,671) 16 (275) (968)
Actuarial gains (losses) on plan assets 1,158 1,344 (314) 430 1,669
Exchange and other movements 399 (33) 3) 34 (118)
Total net actuarial gains (losses) 2,496 (2,360) (301) 189 583

(¢) Post-employment healthcare benefits plan

The group provides an unfunded post-employment healthcare benefits plan for certain Bermuda-based retired employees. To qualify,
employees must have a minimum of 15 years of successive service at the date of retirement. Independent, qualified actuaries carry out
an actuarial assessment of the liabilities of the plan on an annual basis using the RP-2000 Fully Generational Mortality Improvement
Projection table. The liabilities are evaluated by discounting the expected future claims to a net present value.

The latest actuarial assessment was carried out in October 2013 in accordance with IAS 19 ‘Employee Benefits’. At 31 December
2013, the estimated present value of the post-employment healthcare benefit obligation was $71,542 (2012: $85,270). The main
financial assumptions used to estimate the obligation at 31 December 2013 are current and ultimate healthcare claims trend rate of
8.50% and 4.75% per annum respectively (2012: 8.50% and 4.75%) and a discount rate of 5.00% (2012: 4.10%) per annum.
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The changes in the present value of the post-employment healthcare benefit obligations are as follows:

2013 2012
At 1 January 85,270 67,264
Current service cost 2,962 2,674
Interest cost 3,045 3,287
Contributions by employees 1,558 1,530
Actuarial (gains) losses (18,574) 13,635
Benefits paid (2,719) (3,000)
Plan amendments - (120)
At 31 December 71,542 85,270

The total net expense recognised in the consolidated income statement within ‘Employee compensation and benefits’ in respect of the
post-employment healthcare benefits plan is comprised of:

2013 2012
Current service cost (2,962) (2,674)
Interest cost (3,045) (3,287)
Plan amendments - 120
Total net expense (6,007) (5,841)

Total net actuarial results recognised in the consolidated statement of comprehensive income in 2013 in respect of the post-employment
healthcare benefits plan are a gain of $18,574 (2012: loss of $13,635). The total cumulative net actuarial loss to date, which has been
recognised in the consolidated statement of comprehensive income, is $8,735 (2012: $27,309).

The net deficits and the experience adjustments on plan liabilities expressed as an amount and as a percentage of the net deficit for the
current and previous annual period are as follows:

2013 2012
Net obligation 71,542 85,270
Experience adjustments on plan liabilities expressed as an amount 18,574 (13,635)
Experience adjustments on plan liabilities expressed as a percentage 26% (16%)

The actuarial assumptions related to the healthcare cost trend rates may have a significant effect on the amounts recognised. A one-
percentage point change in assumed healthcare cost trend rates would have the following effects on amounts recognised in 2013:

1% increase 1% decrease
Effect on the aggregate of the current service cost and interest cost 1,795 (1,304)
Effect on present value of the benefit obligation 16,344 (12,382)
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5  Share-based payments

During 2013, $724 was charged to the consolidated income statement in respect of share-based payment transactions relating to
deferred share awards (2012: $2,997). This expense, which was computed from the fair values of the share-based payments on
transaction dates, arose under employee share awards made in accordance with the group’s reward structures. All share plans are based
on ordinary $0.50 par value shares in the ultimate parent company HSBC Holdings plc. All exercise prices and fair values of shares and
options presented below are exact amounts (not rounded or shown to the nearest thousand).

HSBC Holdings Savings-related share option plans - calculation of fair values

The fair values of share options at the date of grant of the option are calculated using a Black-Scholes model.

The fair value of a share award is based on the share price at the date of the grant. The fair value of a share option is inherently
subjective and uncertain due to the assumptions made and the limitations of the model used.

There were no share options granted this year.
The significant weighted average assumptions used to estimate the fair value of the options granted in 2012 were as follows:

Savings-related share option plans

1-year plan 3-year plans 5-year plans
2012
Risk-free interest rate' (%) 0.4 0.6 1.2
Expected life (years) 1 3 5
Expected volatility? (%) 25 25 25
Share price at grant date ($) 8.74 8.74 8.74

! The risk-free rate was determined from the UK gilts yield curve. A similar yield curve was used for the HSBC Holdings Savings-
Related Share Option Plan: International.

2 Expected volatility is estimated by considering both historic average share price volatility and implied volatility derived from
traded options over HSBC Holdings ordinary shares of similar maturity to those of the employee options.

Expected dividends are incorporated into the valuation model for share options and awards, where applicable. The expected US dollar
denominated dividend yield was determined to be 3.0%, in line with consensus analyst forecast (2012: 5.0%).

The HSBC share plan
The HSBC share plan was adopted by HSBC Holdings plc in 2005. Under this plan, performance share awards, restricted share awards
and share option awards may be made. The aim of the HSBC share plan is to align the interests of executives with the creation of

shareholder value and recognise individual performance and potential. Awards are also made under this plan for recruitment and
retention purposes.
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Restricted share awards
Restricted shares are awarded to employees on the basis of their performance, potential and retention requirements, to aid retention or

as a part-deferral of annual bonuses. Shares are awarded without corporate performance conditions and generally vest between one and
three years from the date of award, providing the employees have remained continually employed by the group for this period.

2013 2012
Number Number
of awards of awards
(000s) (000s)
Outstanding at 1 January 439 1,269
Additions in the year' 140 226
Released in the year (232) (985)
Forfeited in the year (24) (71)
Outstanding at 31 December 323 439

! Additions during the year include reinvested scrip dividends.
The weighted average fair value of shares awarded by HSBC for restricted share awards in 2013 was $9.59 (2012: $7.45).
Savings-related share option plans

During 2013 the savings-related share option plans were temporarily suspended. For 2012, eligible employees were invited to enter into
savings contracts to save up to three hundred and fifty dollars per month, with the option to use the savings to acquire shares. The aim
of the plans is to align the interests of all employees with the creation of shareholder value. The options are exercisable within three
months following the first anniversary of the commencement of a one-year savings contract or within six months following either the
third or fifth anniversaries of the commencement of three-year or five-year savings contracts, respectively. The exercise price is set at a
20% discount to the average market value immediately preceding the date of invitation.

2013 2012

Weighted Weighted
Number of average Number of average
options exercise options exercise
(000s) price (000s) price
Outstanding at 1 January 391 6.41 459 7.18
Granted in the year' - - 168 5.39

Transferred in from group companies 12 5.50 - -
Exercised in the year (74) 6.30 94) 5.73
Forfeited in the year (108) 8.76 (142) 8.15
Outstanding at 31 December 221 5.25 391 6.41

! Additions during the year include reinvested scrip dividends.
The weighted average fair value of options granted during the year was $NIL (2012: $1.63).

The exercise price range and weighted average remaining contractual life for options outstanding at the balance sheet date were as
follows:

2013 2012
Exercise price range from lowest to highest price ($) 4.89-11.88 4.89-12.10
Weighted average remaining contractual life (years) 1.4 1.5
Number of options exercisable at year end (in thousands) 10 74
Weighted average exercise price of options exercisable at year end ($) 10.00 10.97
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6  Tax expense

31 December 2013

Under current Bermuda law the group is not required to pay any corporate taxes in Bermuda on either income or capital gains. The
group’s income tax expense relates to income from operations and is attributable to the income tax expense of certain overseas
subsidiaries. Overseas subsidiary undertakings and overseas branches provided for taxation at the appropriate rates in the countries in

which they operate.

Tax charged to the consolidated income statement

Current tax - current overseas tax charge
Deferred tax
Tax expense

Tax reconciliation

Taxation at Bermuda corporation tax rate of 0% -
Impact of differently taxed overseas profits 148
Adjustments in respect of prior years -
Other items -

Tax expense 148

Movement of deferred tax assets

At 1 January
Exchange differences and other movements

2013 2012

148 3,056

148 3,056

2013 % 2012 %
0.27% 2,494 10.66%
- 17 0.07%

- 545 2.33%
0.27% 3,056 13.06%
2013 2012

- 53

- 10

- 63

- (63)

Movement arising from subsidiary reclassified as held for sale
Deferred tax assets at 31 December
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7  Derivatives

Fair values of derivatives by product type

2013 2012
Fair value Fair value
Assets Liabilities Assets Liabilities
Foreign exchange 13,655 12,352 6,087 5,749
Interest rate 334 160 193 189
Trading derivatives 13,989 12,512 6,280 5,938
Fair value hedges 4,057 11,213 - 24,841
Total derivatives 18,046 23,725 6,280 30,779
Notional contract amounts of derivatives by product type
2013 2012
Foreign exchange 2,172,788 1,421,260
Interest rate 81,674 52,043
Trading derivatives 2,254,462 1,473,303
Fair value hedges 1,264,000 1,099,690
Total derivatives 3,518,462 2,572,993

Derivatives are financial instruments that derive their value from the price of an underlying item such as equities, bonds, interest rates,
foreign exchange rates, credit spreads, commodities and equity or other indices. Derivatives enable users to increase, reduce or alter
exposure to credit or market risks. The group makes markets in derivatives for its customers and uses derivatives to manage its
exposure to credit and market risks (Note 24).

Derivatives are carried at fair value and shown in the consolidated balance sheet gross. Asset values represent the cost to the group of
replacing all transactions with a fair value in the group’s favour assuming that the entire group’s relevant counterparties default at the
same time, and that transactions can be replaced instantaneously. Liability values represent the cost to the group’s counterparties of
replacing all their transactions with the group with a fair value in their favour if the group were to default. Fair value is the amount for
which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in an arm’s length transaction.

Derivative assets and liabilities on different transactions are only netted if the transactions are with the same counterparty, a legal right
of offset exists and the cash flows are intended to be settled on a net basis. Changes in the values of derivatives are recognised in
‘Dealing profits’ unless they qualify as hedges for accounting purposes.

Use of derivatives

The group uses derivatives for two primary purposes: to create risk management solutions for clients and to manage and hedge the
group’s own risks. For accounting purposes, derivative instruments are classified as held either for trading or hedging. Derivatives that
are held as hedging instruments are formally designated as hedges as defined in IAS 39. All other derivative instruments are classified
as held for trading. The held for trading classification includes two types of derivative instruments: those used in sales and trading
activities; and those instruments that are used for risk management purposes but which for various reasons do not meet the qualifying
criteria for hedge accounting.

The group’s derivative activities give rise to significant open positions in portfolios of derivatives. These positions are managed
frequently to ensure that they remain within acceptable risk levels, with matching deals being utilised to achieve this where necessary.
When entering into derivative transactions, the group employs the same credit risk management procedures to assess and approve
potential credit exposures as are used for traditional lending.

With respect to derivative contracts, the notional or contractual amounts of these instruments indicate the nominal value of transactions
outstanding at the balance sheet date; they do not represent amounts at risk.
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(a) Trading derivatives

The derivative transactions of the group relate to foreign exchange and interest rate sales trading activities. Sales activities include the
structuring and marketing of derivative products to customers to enable them to take, transfer, modify or reduce current or expected
risks.

As mentioned above, other derivatives classified as held for trading may include non-qualifying hedging derivatives, ineffective
hedging derivatives and the components of hedging derivatives that are excluded from assessing hedge effectiveness. Non-qualifying
hedging derivatives are entered into for risk management purposes but do not meet the criteria for hedge accounting.

Gains and losses from changes in the fair value of derivatives that do not qualify for hedge accounting are reported in ‘Dealing profits’.

A three level fair value hierarchy, which reflects the availability of observable market inputs, is used when estimating fair values. All
derivatives are considered Level 2 as they are based upon observable market inputs. Total exposure to HSBC Group counterparties at
31 December 2013 amounted to $(1,537) (2012: $4,026) and cash collateral was $15,600 (2012: $NIL). Where the group receives
collateral from customers related to outstanding derivative contracts, these comprise cash and cash equivalents, securities and mortgage
interests over property. Credit concentrations with large counterparties are controlled though counterparty limits. Credit exposures,
incorporating derivative exposures, to single names are capped and monitored by senior management as detailed in Note 24.

(b) Hedging accounting derivatives

The group uses derivatives (principally interest rate swaps) for hedging purposes in the management of its own asset and liability
portfolios and structural positions. This enables the group to optimise the overall cost of accessing debt capital markets, and to mitigate
the market risk which would otherwise arise from structural imbalances in the maturity and other profiles of its assets and liabilities.

Fair value hedges

The group’s fair value hedges principally consist of interest rate swaps that are used to protect against changes in the fair value of fixed-
rate long-term financial instruments due to movements in market interest rates. For qualifying fair value hedges, all changes in the fair
value of the derivative and in the fair value of the item in relation to the risk being hedged are recognised in the consolidated income
statement. If the hedge relationship is terminated, the fair value adjustment to the hedged item continues to be reported as part of the
basis of the item and is amortised to the consolidated income statement as a yield adjustment over the remainder of the hedging period.

Gains or (losses) arising from fair value hedges

2013 2012
Gains (losses)
- on hedging instruments 19,494 (21,160)
- on hedged items attributable to the hedged risk (19,351) 21,213
Net gain 143 53
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8 Loans and advances to banks

Maturity analysis

2013 2012
Amortised cost Fair value  Amortised cost Fair value
One year or less 4,362,978 4,362,978 4,447,064 4,447,064
More than one year 43,000 43,000 115,000 115,000
4,405,978 4,405,978 4,562,064 4,562,064

There are no impairment losses included in loans and advances to banks (2012: $NIL) and there are no netting agreements or collateral
held in respect of loans and advances to banks (2012: $NIL).

Loans and advances to banks by country and credit rating

2013
AA+ A+ BBB+
AA A BBB Not

Country AAA AA- A- BBB- rated Total
Australia - - 215,435 - - 215,435
Belgium - 2,074 - - - 2,074
Bermuda 4,037 - 1,750 4,221 1,701 11,709
Brazil - - 30,000 40,000 - 70,000
Canada - 9,297 170,000 - - 179,297
Czech Republic - - - 52 - 52
Denmark - - 1,556 - - 1,556
France - 200,000 345,000 - - 545,000
Germany - 275,640 115,728 - - 391,368
Hong Kong - 82,623 - - - 82,623
Israel - - - 52 - 52
Japan - 17,870 55,000 - 29,578 102,448
Mexico - - 1,258 - 1,258
Netherlands - - 17 - - 17
New Zealand - - - - 28,673 28,673
Norway - - 50,142 - - 50,142
Panama - - - 1 - 1
Poland - - 246 - - 246
Singapore - 11,523 - - - 11,523
South Africa - - 616 74 - 690
Sweden - - 2,619 - - 2,619
Switzerland - - 4917 - 16,577 21,494
Turkey - - - - 148 148
United Kingdom - 879,605 - - - 879,605
United States - 1,488,928 319,020 - - 1,807,948

4,037 2,967,560 1,312,046 45,658 76,677 4,405,978
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Loans and advances to banks by country and credit rating

2012
AA+ A+ BBB+
AA A BBB Not

Country AAA AA- A- BBB- rated Total
Australia - 18,281 - - - 18,281
Belgium - 3,583 - - - 3,583
Bermuda 5,242 - 2,102 219 9,140 16,703
Brazil - - 40,000 115,000 - 155,000
Canada - 253,058 200,000 - - 453,058
Czech Republic - - - 41 - 41
Denmark - - 1,649 - - 1,649
France - - 120,000 - - 120,000
Germany - 145,923 - - 395,744
Hong Kong - 31,098 - - - 31,098
Israel - - - 90 - 90
Japan - - 570,604 - 6,988 577,592
Netherlands - - 17 - - 17
New Zealand - - - - 97 97
Norway - - 109,625 - - 109,625
Panama - - - 50,000 - 50,000
Poland - - 250 - - 250
Singapore - - - - 10,485 10,485
South Africa - - - 12 - 12
Sweden - - 2,230 - - 2,230
Switzerland - 148,536 710 - - 149,246
United Kingdom - 831,173 - - - 831,173
United States - 973,762 662,328 - - 1,636,090

5,242 2,509,312 1,855,438 165,362 26,710 4,562,064

Loans and advances to banks are rated using a hierarchy of rating agencies. The Standard & Poor’s (‘S&P’) ratings are used where
available, followed by Fitch then Moody’s. If no rating is provided by S&P, Fitch or Moody’s, the balance is classified as not rated.

Collateral may be held for the group’s securities lending activity, for which the bank normally accepts collateral in the form of cash, US
government or federal agency securities, letters of credit or OECD debt instruments approved by the group.
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9 Loans and advances to customers

The group has the following concentration of loans and advances to customers in Bermuda and Cayman.

Where customers have both a borrowing and a deposit relationship with the group, loans and deposits are presented gross:

2013 2012
Personal
Residential mortgages 1,602,227 1,676,426
Other personal 361,730 394,607
Total loans to individuals 1,963,957 2,071,033
Corporate
Commercial, industrial and international trade 245,905 244918
Commercial real estate 512,045 593,787
Government 20,000 236,410
Other commercial 521,592 505,355
Total commercial 1,299,542 1,580,470
Non-bank financial institutions 65,560 168,013
Total corporate 1,365,102 1,748,483
Gross loans and advances to customers 3,329,059 3,819,516
Allowance for losses on loans and advances (240,995) (152,705)
Loans and advances to customers 3,088,064 3,606,811

Gross loans with variable rates are $3,324,829 (2012: $3,818,051) and fixed rates are $4,230 (2012: $1,465).

The following table provides an analysis of remaining contractual maturities and measurement bases of loans and advances to
customers:

2013 2012
Maturity analysis Amortised cost Fair value Amortised cost Fair value
One year or less 534,716 534,369 709,600 709,260
More than one year 2,553,348 2,483,874 2,957,211 2,890,766
3,088,064 3,018,243 3,666,811 3,600,026

The loan fair values disclosed above are based on weighted average estimated remaining maturities and are determined using a
valuation technique supported by market interest rates and estimated future cash flows and as there is no secondary liquid market, they
are classified as Level 3. Additional information about the interest rate risk exposure pertaining to loans and advances to customers is
presented in Note 24.

The following tables provide further analyses of customer loans and related allowances and collateral types at 31 December:

2013 2012

Loans and advances to customers Gross Allowance Net Gross  Allowance Net

Not past due or impaired 2,510,851 (29,777) 2,481,074 3,047,699 (24,880) 3,022,819
Past due less than 30 days 102,131 (1,116) 101,015 177,358 (1,218) 176,140
Past due between 30 and 60 days 18,521 (216) 18,305 62,574 (528) 62,046
Past due between 60 and 90 days 8,574 (100) 8,474 16,653 (110) 16,543
Impaired 688,982 (209,786) 479,196 515,232 (125,969) 389,263
Total 3,329,059 (240,995) 3,088,064 3,819,516  (152,705) 3,666,811
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2013 2012
Allowances for loans and advances to Specifically  Collectively Total Specifically  Collectively Total
customers provided provided allowance provided provided  allowance
Not past due or impaired - (29,777) (29,777) - (24,880) (24,880)
Past due less than 30 days - (1,116) (1,116) - (1,218) (1,218)
Past due between 30 and 60 days - (216) (216) - (528) (528)
Past due between 60 and 90 days - (100) (100) - (110) (110)
Impaired (206,842) (2,944)  (209,786) (125,306) (663)  (125,969)
Total (206,842) (34,153)  (240,995) (125,306) (27,399)  (152,705)
2013 2012

Gross loans and advances to customers by Assets other Assets other
type of collateral than than

Mortgage mortgage Mortgage mortgage

interest interest Unsecured interest interest ~ Unsecured

Not past due or impaired 1,609,076 258,416 643,359 1,861,879 208,247 977,573
Past due less than 30 days 93,623 748 7,760 122,763 42,122 12,473
Past due between 30 and 60 days 16,878 - 1,643 59,488 240 2,846
Past due between 60 and 90 days 7,825 - 749 7,588 7,395 1,670
Impaired 641,808 24,297 22,877 502,498 316 12,418
Total 2,369,210 283,461 676,388 2,554,216 258,320 1,006,980

The group holds collateral against loans and advances to customers in the form of mortgage interests over property, other charges over
real and financial assets, and guarantees. Estimates of fair value are based on the value of collateral assessed at the time of borrowing,
and updated at a minimum of every three years for performing facilities but more frequently where the market is subject to significant
changes in condition. In the case of performing retail mortgages the value of collateral is adjusted annually to reflect overall movements
in the market. Where a loan is showing signs of potential impairment, or where the loan is individually assessed as impaired, collateral

values are updated annually.

Collateral held is shown in the table below:

Personal

Residential mortgages
Other personal

Total loans to individuals

Corporate
Commercial, industrial and international trade

Commercial real estate
Government

Other commercial

Total commercial

Non-bank financial institutions
Total corporate

Gross loans and advances to customers
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2013

Partially collateralised
Fully Loan Collateral Total
Uncollateralised collateralised value value Loans
3,391 1,185,137 413,699 354,179 1,602,227
121,661 219,483 20,586 18,636 361,730
125,052 1,404,620 434,285 372,815 1,963,957
53,616 95,374 96,915 60,843 245,905
78,372 265,594 168,079 70,421 512,045
- 20,000 - - 20,000
390,339 10,837 120,416 2,511 521,592
522,327 391,805 385,410 133,775 1,299,542
29,009 34,897 1,654 1,606 65,560
551,336 426,702 387,064 135,381 1,365,102
676,388 1,831,322 821,349 508,196 3,329,059




HSBC BANK BERMUDA LIMITED

Notes on the Consolidated Financial Statements (continued)

(In US dollar thousands) 31 December 2013
2012
Partially collateralised
Fully Loan Collateral Total
Uncollateralised collateralised value value Loans
Personal
Residential mortgages 8,550 1,329,877 337,999 298,800 1,676,426
Other personal 162,931 210,742 20,934 17,159 394,607
Total loans to individuals 171,481 1,540,619 358,933 315,959 2,071,033
Corporate
Commercial, industrial and international trade 42,396 106,147 96,375 71,567 244918
Commercial real estate 105,079 300,897 187,811 134,683 593,787
Government 201,410 35,000 - - 236,410
Other commercial 361,394 16,513 127,448 123,080 505,355
Total commercial 710,279 458,557 411,634 329,330 1,580,470
Non-bank financial institutions 125,220 42,793 - - 168,013
Total corporate 835,499 501,350 411,634 329,330 1,748,483
Gross loans and advances to customers 1,006,980 2,041,969 770,567 645,289 3,819,516

The group adheres to HSBC policy direction and monitors credit concentration risk in accordance with local regulatory requirements. A
substantial portion of the loans and advances to customers is due from residents of Bermuda and is secured by residential or
commercial property in Bermuda. Additional analysis of credit concentration is provided above.

The group regularly reviews loans and advances to customers and allocates a risk rating against each loan or advance based on
performance criteria. The breakdown of loans and advances to customers by risk category at 31 December 2013 is 76.3% (2012:
83.6%) performing, 3.0% (2012: 2.9%) substandard and 20.7% (2012: 13.5%) non-performing.

Interest receivable on non-performing facilities at 31 December 2013 amounted to $29,228 (2012: $21,826) and is included in
‘Prepayments and accrued income’ on the consolidated balance sheet.

At 31 December 2013, the group held $12,600 (2012: $12,600) of non-financial assets acquired in exchange for loans which are
recorded as ‘assets held for sale’ (see Note 17). In addition, at 31 December 2013, the group repossessed collateral relating to impaired
loans with carrying value of $4,600 (2012: $6,224).

The following table provides an analysis of the movements in allowance for impairment losses on loans and advances to customers
during the year:

Individually Collectively
assessed assessed
loans loans Total
Opening balance at 1 January 2012 41,347 6,340 47,687
Uncollectible amounts written off during the year (51,935) (6,110) (58,045)
Recoveries 1 1,062 1,063
Impairment charges during the year 135,893 26,107 162,000
Balance at 31 December 2012 125,306 27,399 152,705
Uncollectible amounts written off during the year (34,013) (4,810) (38,823)
Recoveries 3 1,495 1,498
Impairment charges during the year 115,546 10,069 125,615
Balance at 31 December 2013 206,842 34,153 240,995
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Renegotiated loans that would otherwise have been past due or considered impaired totalled $39,340 at 31 December 2013 (2012:
$40,631).

Renegotiated loans are shown in the table below:

Renegotiated loans and advances to customers 2013

Neither

past due Past due

nor but not
impaired impaired Impaired Total
Personal
Residential mortgages 34,792 5,340 121,933 162,065
Other personal 1,999 200 1,921 4,120
Total loans to individuals 36,791 5,540 123,854 166,185
Corporate
Commercial, industrial and international trade 1,271 171 2,869 4,311
Commercial real estate 683 - 135,857 136,540
Other commercial 595 - 13,889 14,484
Total corporate 2,549 171 152,615 155,335
Total renegotiated loans and advances to customers 39,340 5,711 276,469 321,520
2012
Neither
past due Past due
nor but not

impaired impaired Impaired Total
Personal
Residential mortgages 24,148 10,062 37,856 72,066
Other personal 5,707 1,894 4,173 11,774
Total loans to individuals 29,855 11,956 42,029 83,840
Corporate
Commercial, industrial and international trade 4,940 - 1,463 6,403
Commercial real estate 2,845 - 131,869 134,714
Other commercial 2,991 3,372 1,969 8,332
Total corporate 10,776 3,372 135,301 149,449
Total renegotiated loans and advances to customers 40,631 15,328 177,330 233,289

Of the total renegotiated loans and advances $NIL (2012: $NIL) relates to loans that were derecognised for accounting purposes and a
new asset recognised following renegotiation. On derecognition, an impairment charge of the difference between the previous carrying
value of the derecognised loan and the new loan recorded at fair value is recognised.
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10 Financial investments

The following tables provide an analysis of the group’s financial investments, all classified as available-for-sale securities with the
exception of $131,721 (2012: $131,277) classified as trading assets related to structured certificates of deposit.

2013 2012

Amortised cost Fair value Amortised cost Fair value

Treasury and other eligible bills 1,440,800 1,440,690 710,807 710,723
Debt securities — fixed rate 4,278,713 4,274,937 2,549,637 2,590,094
Debt securities — floating rate 553,425 552,977 1,308,822 1,303,286
Total debt securities 6,272,938 6,268,604 4,569,266 4,604,103
Equity securities 2,330 34,425 5,422 34,791
Total financial investments 6,275,268 6,303,029 4,574,688 4,638,894
Maturity analysis of debt securities 2013 2012
One year or less 2,471,077 1,120,026
More than one year 3,797,527 3,484,077
6,268,604 4,604,103

Credit rating analysis of debt securities 2013 2012
AAA 3,091,097 2,213,134
AA+ 1,775,274 912,520
AA 98,044 -
AA- 677,416 987,027
A+ 572,327 438,755
A- 54,446 52,667
6,268,604 4,604,103

Total gains or losses included in profit and loss for the period are presented in the consolidated income statement in ‘Gains less losses
from financial investments’.

Debt securities are rated using a hierarchy of rating agencies. The Standard & Poor’s (‘S&P’) ratings are used where available,
followed by Fitch then Moody’s. All securities guaranteed by the U.S. Government are assigned the U.S. Government’s sovereign
rating.
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Financial investments by country and sector

2013

Country Sovereign Bank Corporate Asset backed Equities Total
Australia 107,856 25,043 - - - 132,899
Belgium - - - - 35 35
Bermuda 57,203 - - - 1,354 58,557
Canada - 1,048,186 - - - 1,048,186
Cayman Islands - - - - 12,958 12,958
France - 80,074 - - - 80,074
Germany 388,722 296,455 - - - 685,177
Japan 683,089 71,351 - - - 754,440
Netherlands - 125,267 - - - 125,267
New Zealand 68,005 - - - - 68,005
Norway - 51,090 - - - 51,090
Supranational - 1,288,350 - - - 1,288,350
Sweden - 50,000 - - - 50,000
United Kingdom 885,060 229,132 - - 20,063 1,134,255
United States 607,764 162,618 - 43,339 15 813,736

2,797,699 3,427,566 - 43,339 34,425 6,303,029
Financial investments by country and sector

2012

Country Sovereign Bank Corporate  Asset backed Equities Total
Australia 173,234 25,085 - - - 198,319
Belgium - - - - 39 39
Bermuda 126,842 - - - 2,157 128,999
Canada 55,435 404,358 - 138,917 - 598,710
Cayman Islands - - - - 19,992 19,992
France - 143,578 - - - 143,578
Germany 55,279 373,409 - - - 428,688
Japan 380,739 72,373 - - - 453,112
Netherlands - 125,696 - - - 125,696
New Zealand 156,750 - - - - 156,750
Norway - 51,550 - - - 51,550
Supranational - 474,632 - - - 474,632
Sweden - 50,110 - - - 50,110
United Kingdom 279,858 626,433 - - 12,319 918,610
United States 454,030 282,292 25,370 128,133 284 890,109

1,682,167 2,629,516 25,370 267,050 34,791 4,638,894

Supranational entities, reflected in the above tables, are formed by two or more central governments to promote economic development
for the member countries.

No debt securities (2012: $50,108) have been pledged to third parties as collateral in the normal course of business and debt securities
amounting to $450,169 (2012: $165,193) have been transferred to third parties under securities lending agreements.

The group is carrying all financial investments at fair value. During the year the group received proceeds of $11,736,294 (2012:

$10,189,293) from the sale or maturity of financial investments and realised a net gain of $20,508 (2012: $9,921). The group monitors
interest rate sensitivity under varying interest rate scenarios as summarised in Note 24.
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11 Fair values of financial investments carried at fair value

The fair value of financial instruments is generally measured on the basis of the individual financial instrument. A three level fair value
hierarchy, which reflects the significance of observable market inputs, is used when estimating fair values and is summarised below:

2013

With

Quoted Using significant

market observable unobservable

Financial Investments price inputs inputs
fair value hierarchy summary by sector Level 1 Level 2 Level 3 Total
Sovereign 607,764 2,189,935 - 2,797,699
Bank - 3,333,915 93,651 3,427,566
Corporate - - - -
Asset backed - 43,339 - 43,339
Equities 113 - 34,312 34,425
Total Financial Investments 607,877 5,567,189 127,963 6,303,029

Derivatives
Assets - 18,046 - 18,046
Liabilities - 23.725 - 23.725
2012

With

Quoted Using significant

market observable unobservable

Financial Investments price inputs inputs
fair value hierarchy summary by sector Level 1 Level 2 Level 3 Total
Sovereign 454,030 1,228,137 - 1,682,167
Bank - 2,540,315 89,201 2,629,516
Corporate - 25,370 - 25,370
Asset backed - 267,050 - 267,050
Equities 109 - 34,682 34,791
Total Financial Investments 454,139 4,060,872 123,883 4,638,894

Derivatives

Assets - 6,280 - 6,280
Liabilities - 30.779 - 30,779

The fair values of these securities have been measured using quoted market prices for identical instruments in active markets.

The following table shows the reconciliation from the beginning balance to the ending balance for fair value measurements in Level 3
of the fair value hierarchy:

2013 2012
At 1 January 123,883 31,806
Purchases 3,802 12,794
Sales 4,717) (3,420)
Transfers from Level 2 - 73,727
Total gains or losses:
in profit or loss (5,996) 3,799
in other comprehensive income 10,991 5,177
At 31 December 127,963 123,883
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Level 3 securities comprise equity and equity-linked securities. In the absence of an active market, an investment’s fair value is
estimated on the basis of an analysis of the investee’s financial position and results, risk profile, prospects and other factors, as well as
by reference to market valuations for similar entities quoted in an active market, or the price at which similar companies have changed
ownership.

The fair values of equity-linked structured certificates of deposit have been transferred from Level 2 to Level 3 in 2012. These
securities have been reclassified based upon a review of the observability of significant parameters relating to their valuation.

12 Property, plant and equipment

Equipment,

Land and fixtures

buildings and fittings Total
Cost
Cost at 1 January 2013 186,630 88,875 275,505
Additions at cost 24 5,982 6,006
Disposals and write-offs - (286) (286)
Cost at 31 December 2013 186,654 94,571 281,225
Accumulated depreciation
Accumulated depreciation at 1 January 2013 32,477 53,613 86,090
Depreciation charge for the year 4,012 9,394 13,406
Disposals and write-offs - (286) (286)
Accumulated depreciation at 31 December 2013 36,489 62,721 99,210
Net book value at 31 December 2013 150,165 31,850 182,015

Equipment,

Land and fixtures

buildings and fittings Total
Cost
Cost at 1 January 2012 189,845 88,370 278,215
Additions at cost 15 6,746 6,761
Disposals and write-offs - (3,556) (3,556)
Reclassified as assets held for sale (3,187) (2,685) (5,872)
Other movements (43) - (43)
Cost at 31 December 2012 186,630 88,875 275,505
Accumulated depreciation
Accumulated depreciation at 1 January 2012 29,205 50,041 79,246
Depreciation charge for the year 4,063 9,266 13,329
Disposals and write-offs - (3,054) (3,054)
Reclassified as assets held for sale (791) (2,640) (3,431)
Accumulated depreciation at 31 December 2012 32,477 53,613 86,090
Net book value at 31 December 2012 154,153 35,262 189,415
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13  Goodwill

Cost 2013 2012
At 1 January 22,399 29,866
Impairment (13,321) (7,467)
At 31 December 9,078 22,399

There were no additions or disposals to goodwill during the year ended 31 December 2013 (2012: $NIL). Note 16 presents information
about subsidiary undertakings disposed of during the year ended 31 December 2013.

Goodwill is reviewed for impairment at least annually and was found to be impaired at 31 December 2013 and 31 December 2012 due
to anticipated declines in cash flows based on annual operating plans.

As part of the annual review of operations management reviews the recoverable amount of the investment in subsidiaries that gives rise
to goodwill. The recoverable amount has been calculated based on the value in use and is determined by discounting the future cash
flows to be generated from continuing operation of the subsidiaries. Value in use in 2013 was determined in a similar manner as in
2012. Key assumptions used in the calculation of value in use were the following:

Cash Flows: Cash flows were projected based on past experience, actual operating results and the 5 year business plan. Cash flows
were projected to ultimately decline to an ending terminal constant growth rate of 3% based on estimates of country specific GDP
growth rates;

Discount rate: The rate used to discount the cash flows is based on the cost of capital for the operations which is derived using a
Capital Asset Pricing Model (‘CAPM’). The CAPM depends on inputs reflecting a number of financial and economic variables
including the risk-free rate and an equity risk premium based on long term studies and the inherent risk of the business being
evaluated.

14 Group entities

(a) Principal subsidiaries

The Bank has a 100% interest in the legal entities listed below:

Country of
incorporation
Legal Entity or registration Activity
Bermuda International Securities Limited Bermuda Agent for investment transactions
Bermuda Trust Company Limited Bermuda Trust administration
HSBC Global Asset Management (Bermuda) Limited Bermuda Investment management
HSBC Institutional Trust Services (Bermuda) Limited Bermuda Custodial and other fiduciary services
HSBC Securities Services (Bermuda) Limited Bermuda Fund administration
HSBC Bank (Cayman) Limited Cayman Banking

All of the above entities prepare their financial statements up to 31 December. Please refer to Note 16 for details of acquisitions and
disposals during 2013.

During the year ended 31 December 2013 Bermuda International (Guernsey) Limited was placed into liquidation. This is a Guernsey

holding company that formerly was used to own Sterling area subsidiaries which have now all been sold to HSBC affiliated entities or
liquidated.
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(b) Principal associate

Movement in investment in associate

2013 2012
At 1 January 1,263 1,181
Share of profit 300 82
At 31 December 1,563 1,263
Summarised aggregate financial information on associate at 31 December

2013 2012
Assets 4,091 3,282
Liabilities 960 704
Operating income 5,555 5,662
Profit for the year 600 164

The associate investment is accounted for using the equity method.

15 Impairment of assets other than financial instruments

During 2013, the group obtained an independent market valuation for each major building owned and compared the carrying cost to the
appraisal value and the asset’s value in use, where appropriate. As a result, an impairment loss on two buildings, classified as ‘assets
held for sale’, was recognised in the amount of $5,205 (2012: $5,401). The impairment has been included in the consolidated income
statement as part of ‘Depreciation and impairment of property, plant and equipment’.

Note 13 presents detailed information about the impairment of goodwill.

16 Investments

(a) Acquisitions

The group did not purchase any subsidiary undertakings in 2013 or 2012.

(b) Disposals

During the year ended 31 December 2013 the group made the following disposal to an HSBC affiliated entity for net cash proceeds of

$12,500. The attributable gain has been included in the ‘Gains less losses on disposal of property, plant and equipment and subsidiary
investments’ in the group’s consolidated income statement as follows:

Cash and cash

equivalents in Net asset Attributable
Location Subsidiary / Business subsidiaries value gain
Cook
Islands Bermuda Asia Pacific Holdings Limited 894 4,556 7,944

The group did not dispose of any subsidiary undertakings for the year ended 31 December 2012.
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17 Assets held for sale

Property, Discontinued

plant and operations of

equipment subsidiary Total
Assets
At 1 January 2012 42,228 - 42,228
Reduction in value through impairment (Note 15) (5,401) - (5,401)
Transfers in 1,753 - 1,753
Disposals (3,084) - (3,084)
Subsidiary assets reclassified as held for sale - 4,866 4,866
Assets held for sale 31 December 2012 35,496 4,866 40,362
Reduction in value through impairment (Note 15) (5,205) - (5,205)
Disposals (464) (4,866) (5,330)
Assets held for sale 31 December 2013 29,827 - 29,827
Liabilities
At 1 January 2012 - - -
Subsidiary liabilities reclassified as held for sale - 893 893
Liabilities held for sale at 31 December 2012 - 893 893
Disposals - (893) (893)

Liabilities held for sale at 31 December 2013 - - -

(a) Assets held for sale — Property, plant and equipment

At 31 December 2013, assets held for sale is comprised of three office buildings, two condominiums and land, in the process of being
sold by the group. At 31 December 2013 the group had entered into an agreement to sell one of the office buildings subject to certain
conditions which were met in January 2014. The assets were recorded at the lower of net book value and fair value less costs to sell,
which amounted to $29,827 (2012: $35,496).

(b) Assets and liabilities held for sale — Discontinued operations of subsidiary
(i) During the year ended 31 December 2013

Effective 1 July 2013, the group disposed of Bermuda Asia Pacific Holdings Limited and its subsidiaries to an HSBC affiliated entity
for total cash proceeds of $12,500 which is the estimated fair value of the business at sale date. Note 16 presents detailed information
about the disposal of this subsidiary which resulted in a gain of $7,944.

The consolidated income statement has been presented to show the discontinued operations separately from continuing operations and
the assets and liabilities of the discontinued operations have been separately included in assets and liabilities held for sale, respectively,
in the consolidated balance sheet at 31 December 2012. The results and impact of the discontinued operations of the subsidiary are
summarised below:

2013 2012
Results from discontinued operations
Net operating income 1,411 2,851
Total operating expenses (669) (1,529)
Profit before tax 742 1,322
Tax expense (159) 472)
Profit from discontinued operations (net of income tax) 583 850
Cash flows (used in) from discontinued operations
Net cash flows from operating activities 365 1,910
Net cash flows (used in) investing operations - 24)
Net cash flows (used in) financing activities (3,883) -
Net (decrease) increase in cash and cash equivalents (3,518) 1,886
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2012
Net assets of discontinued operations of subsidiary
Loans and advances to banks 3,518
Prepayments and accrued income 409
Deferred tax assets 63
Other assets 188
Property, plant and equipment 688
Assets held for sale 4,866
Accruals and deferred income 421
Current tax liabilities 147
Other liabilities 325
Liabilities held for sale 893
Net assets 3,973

18 Provisions

2013 2012
At 1 January 400 -
Increases in provisions 280 400
Provisions utilised (345) -
Amounts reversed (55) -
At 31 December 280 400

‘Provisions’ for 2013 and 2012 are comprised entirely of legal provisions related to ongoing legal proceedings, which are undertaken in
the normal course of business.

19 Contingent liabilities, contractual commitments and guarantees

The table below discloses the nominal principal amounts of third party off-balance sheet transactions. Contingent liabilities and
commitments are credit-related instruments, which include letters of credit, guarantees and commitments to extend credit. The
contractual amounts represent the amounts at risk should the contract be fully drawn upon and the client default. Since a significant
portion of guarantees and commitments are expected to expire without being drawn upon, the total of the contractual amounts is not
representative of future liquidity requirements.

2013 2012
Guarantees and contingent liabilities in favour of third parties
Guarantees in the form of irrevocable letters of credit 184,215 193,465
Financial and other guarantees 28,500 28,500
Other contingent liabilities 1,236 3,032
213,951 224,997
Commitments
Documentary credits and short-term trade-related transactions 3,816 1,026
Undrawn revolving underwriting facilities 274,074 186,299
Undrawn formal standby facilities, credit lines and other commitments to lend
— remaining contractual maturity one year or less 285,833 283,805
— remaining contractual maturity more than one year 311,238 578,735
874,961 1,049,865

At 31 December 2013 approximately 87% (2012: 74%) of the above guarantees have an original contractual term of less than one year.
Guarantees with a term of more than one year are subject to the group’s annual credit review process. When the group has given a
guarantee on behalf of a customer, it will have the right to recover from that customer any amounts paid under the guarantee. At 31
December 2013, the group holds collateral amounting to $125,811 (2012: $123,416), which could be used to recover amounts paid
under the above guarantees.

43



HSBC BANK BERMUDA LIMITED

Notes on the Consolidated Financial Statements (continued)

(In US dollar thousands) 31 December 2013

20 Lease commitments

At 31 December 2013, the group was obligated under a number of non-cancellable operating leases for properties, plant and equipment,
for which the future minimum lease payments extend over a number of years as follows:

2013 2012
Future minimum lease payments under non- Land and Land and
cancellable operating leases buildings Equipment buildings Equipment
Not later than one year 1,815 92 1,650 137
Later than one year and not later than five years 6,777 18 6,647 113
Later than five years 8,552 - 10,405 -
17,144 110 18,702 250

During the year $2,164 (2012: $2,433) was recognised within ‘General and administrative expenses’ in respect of lease agreements.
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21 Maturity analysis of financial assets and financial liabilities

The following is an analysis of financial assets and financial liabilities by remaining contractual maturities at the date of the
consolidated balance sheet:

Due Due Due Due Due Due
Due less between between between between between between Due
thanl 1and3 3and6 6and9 9 months 1and2 2and$ over 5

31 December 2013 month months months months and 1 year years years years Total
Cash and balances at central banks 39,293 - - - - - - - 39,293
Items in the course of collection from

other banks 360 B B B . . ) B 360
Derivatives 12,118 1,288 16 105 132 58 4,329 - 18,046
Loans and advances to banks 4,135,978 227,000 - - - - 13,000 30,000 4,405,978
Loans and advances to customers 114,807 150,975 36,023 201,296 31,615 304,784 364,603 1,883,961 3,088,064
Of which:
- Personal 72,846 10,362 18,197 16,143 17,255 68,933 222,470 1,488,622 1,914,828
- Corporate and commercial 31,171 140,117 17,071 184,388 13,543 232,625 99,811 390,031 1,108,757
- Financial and other 10,790 496 755 765 817 3,226 42,322 5,308 64,479
Financial investments 1,085,510 989,720 65,450 286,329 44,068 832,245 2,862,032 137,675 6,303,029
Total financial assets 5,388,266 1,368,983 101,489 487,730 75,815 1,137,087 3,243,964 2,051,636 13,854,970
Other assets 94,933 - - - - - - 222,482 317,415
Total assets 5,483,199 1,368,983 101,489 487,730 75,815 1,137,087 3,243,964 2,274,118 14,172,385
Deposits by banks 53,887 - - - - - - - 53,887
Customer accounts 11,636,843 989,844 99,549 85,999 37,095 19,262 13,086 6 12,881,684
Of which:
- Personal 2,922,134 755,950 50,904 46,038 23,245 7,169 11,720 6 3,817,166
- Corporate and commercial 6,857,908 142,751 48,645 39,961 13,850 12,093 1,366 - 7,116,574
- Financial and other 1,856,801 91,143 - - - - - - 1,947,944
Items in course of transmission to 4,025 ) ) ) i i i ) 4,025

other banks
Derivatives 10,856 1,253 15 330 130 1,330 9,811 - 23,725
Total financial liabilities 11,705,611 991,097 99,564 86,329 37,225 20,592 22,897 6 12,963,321
Other liabilities 27,344 46,617 407 403 399 1,672 5,245 63,107 145,194
Total liabilities 11,732,955 1,037,714 99,971 86,732 37,624 22,264 28,142 63,113 13,108,515
Off balance sheet commitments

given
Loans and other credit-related

commitments
Of which: 569,347 41,569 75,687 47,047 11,883 67,403 191,319 84,657 1,088,912
- Personal 164,113 47 3 3 2 50 860 10,509 175,587
- Corporate and commercial 332,279 1,600 1,501 1,192 3,825 16,148 79,987 73,758 510,290
- Financial and other 72,955 39,922 74,183 45,852 8,056 51,205 110,472 390 403,035

‘Other assets’ and ‘Other liabilities’ comprise other financial assets such as ‘Prepayments and accrued income’, ‘Interest in associate’
‘Goodwill’, ‘Property, plant and equipment’, ‘Other liabilities” and ‘Retirement benefit liabilities’.
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Due Due Due Due Due Due
Due less between between between — between between — between Due
than 1 land3 3and6 6and9 9 months 1and2 2and 5 over 5

31 December 2012 month  months months months and 1 year years years years Total
Cash and balances at central banks 31,219 - - - - - - - 31,219
Items in the course of collection from

other banks 136 - - - - - - - 136
Derivatives 1,845 3,009 1,180 - - 215 31 - 6,280
Loans and advances to banks 4,420,064 - 27,000 - - 40,000 75,000 - 4,562,064
Loans and advances to customers 319,014 74,275 39,079 58,129 219,103 248,479 703,719 2,005,013 3,666,811
Of which:
- Personal 78,518 9,309 19,879 14,544 15,555 64,067 232,837 1,473,754 1,908,463
- Corporate and commercial 123,309 64,516 17,755 42,123 202,051 178,303 423,999 406,601 1,458,657
- Financial and other 117,187 450 1,445 1,462 1,497 6,109 46,883 124,658 299,691
Financial investments 383,218 377,520 83,386 195,661 80,241 586,928 2,199,465 732,475 4,638,894
Total financial assets 5,155,496 454,804 150,645 253,790 299,344 875,622 2,978,215 2,737,488 12,905,404
Other assets 90,287 - - - - - - 253,439 343,726
Total assets 5,245,783 454,804 150,645 253,790 299,344 875,622 2978215 2,990,927 13,249,130
Deposits by banks 55,803 - - - - - - - 55,803
Customer accounts 10,337,034 595,590 217,341 130,050 59,867 10,526 10,983 216 11,361,607
Of which:
- Personal 2,779,367 318,998 150,310 41,456 29,362 8,496 9,777 216 3,337,982
- Corporate and commercial 4,672,317 233,629 64,209 88,185 29,351 2,030 1,206 - 5,090,927
- Financial and other 2,885,350 42,963 2,822 409 1,154 - - - 2,932,698
Items in course of transmission to other

banks 7,751 - - - - - - - 7,751
Derivatives 1,726 2,653 1,174 - 146 558 24,522 - 30,779
Total financial liabilities 10,402,314 598,243 218,515 130,050 60,013 11,084 35,505 216 11,455,940
Other liabilities 36,018 53,599 486 481 476 1,993 6,251 77,923 177,227
Total liabilities 10,438,332 651,842 219,001 130,531 60,489 13,077 41,756 78,139 11,633,167
Off balance sheet commitments given
Loans and other credit-related

commitments
Of which: 447,818 43,957 73,215 72,226 14,151 245,160 211,596 166,739 1,274,862
- Personal 168,173 50 - 8 92 29 2,231 15,339 185,922
- Corporate and commercial 227,686 12,262 21,621 2,472 1,813 30,003 127,425 149,276 572,558
- Financial and other 51,959 31,645 51,594 69,746 12,246 215,128 81,940 2,124 516,382

‘Other assets’ and ‘Other liabilities’ comprise other financial assets such as ‘Prepayments and accrued income’, ‘Interest in associate’
‘Goodwill’, ‘Property, plant and equipment’, ‘Other liabilities” and ‘Retirement benefit liabilities’.
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22 Interest rate analysis of financial instruments

The table below discloses the mismatch of the dates on which interest on financial assets and financial liabilities are next reset to
market rate on a contractual basis, or if earlier, the dates on which the instruments mature. Contractual terms may not be representative
of the behaviour of financial assets and liabilities and the group therefore manages interest rate risk based on the behavioural
characteristics of the relevant financial assets and liabilities.

Range of
weighted
Due Due Due average
31 December 2013 Due between between between Due Non- effective
within 3 3and 6 6 months 1and 5 after 5 interest interest
months months and 1 year years years bearing Total rates
Financial assets
Cash and balances at central
banks - - - - - 39,293 39,293
Items in the course of collection
from other banks - - - - - 560 560
Derivatives - - - - - 18,046 18,046
Loans and advances to banks 4,405,978 - - - - - 4,405,978 0.14-0.36%
Loans and advances to
customers 3,053,366 34,698 3,088,064 4.71-4.94%

Financial investments 3,849,198 45417 201,487 1,983,578 188,924 34,425 6,303,029 1.45-2.75%
Total at 31 December 2013 11,308,542 80,115 201,487 1,983,578 188,924 92,324 13,854,970

Financial liabilities

Deposits by banks 53,887 - - - - - 53,887 0.16-0.25%
Customer accounts 12,626,687 99,549 123,094 32,348 6 - 12,881,684 0.06-0.10%
Items in course of transmission
to other banks - - - - - 4,025 4,025
Derivatives - - - - - 23,725 23,725
Total at 31 December 2013 12,680,574 99,549 123,094 32,348 6 27,750 12,963,321
Interest rate sensitivity gap (1,372,032) (19,434) 78,393 1,951,230 188,918 64,574 891,649
Cumulative interest rate
sensitivity gap (1,372,032) (1,391,466) (1,313,073) 638,157 827,075 891,649

Financial instruments included within ‘Assets held for sale’, ‘Prepayments and accrued income’, ‘Other assets’, ‘Accruals and deferred
income’, ‘Provisions’, ‘Other liabilities” and ‘Retirement benefit liabilities’ have not been included in the analysis above and are all
considered non-interest bearing.
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Range of
weighted

Due Due Due average

31 December 2012 Due between  between between Due Non- effective
within 3 3and 6 6 months land5 after 5 interest interest

months months and 1 year years years bearing Total rates

Financial assets
Cash and balances at central

banks - - - - - 31,219 31,219
Items in the course of collection

from other banks - - - - - 136 136
Derivatives - - - - - 6,280 6,280
Loans and advances to banks 4,562,064 - - - - - 4,562,064 0.20-0.43%
Loans and advances to
customers 3,627,729 39,082 - - - - 3,666,811 4.68-4.94%
Financial investments 3,153,463 25,370 175,752 1,101,072 148,446 34,791 4,638,894 1.75-2.29%
Total at 31 December 2012 11,343,256 64,452 175,752 1,101,072 148,446 72,426 12,905,404

Financial liabilities

Deposits by banks 55,803 - - - - - 55,803 0.24-0.53%
Customer accounts 10,803,629 215,755 189,219 152,998 6 - 11,361,607 0.06-0.18%
Items in course of transmission
to other banks - - - - - 7,751 7,751
Derivatives - - - - - 30,779 30,779
Total at 31 December 2012 10,859,432 215,755 189,219 152,998 6 38,530 11,455,940
Interest rate sensitivity gap 483,824  (151,303) (13,467) 948,074 148,440 33,896 1,449,464
Cumulative interest rate
sensitivity gap 483,824 332,521 319,054 1,267,128 1,415,568 1,449,464

Financial instruments included within ‘Assets held for sale’, ‘Prepayments and accrued income’, ‘Other assets’, ‘Accruals and deferred
income’, ‘Provisions’, ‘Other liabilities’ and ‘Retirement benefit liabilities’ have not been included in the analysis above and are all
considered non-interest bearing.
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23 Foreign currency exposures

(a) Balance sheet denominated in foreign currency

The group recognises that changes in foreign exchange rates can result in changes to profit and loss and other comprehensive income.
In order to mitigate this risk, the group matches assets and liabilities by currency to the greatest extent possible including using forward
foreign exchange contracts to reduce potential mismatches. The table below shows the extent of foreign currency mismatch including
the impact of the forward foreign exchange contracts. The data for 31 December 2012 has been restated to conform to the current year
presentation.

31 December 2013

Net foreign
Liabilities exchange
Assets and Equity exposure
Euro 786,818 787,017 (199)
Pound sterling 885,321 886,512 (1,191)
Japanese yen 369,021 368,896 125
Canadian dollars 270,896 269,259 1,637
Australian dollars 180,804 180,906 (102)
New Zealand dollars 114,764 115,051 (287)
Swiss franc 134,110 134,152 42)
Other currencies 100,696 100,236 460
Total foreign currency 2,842,430 2,842,029 401
US and Bermuda dollars 11,329,955 11,330,356 (401)
Total 14,172,385 14,172,385 -
31 December 2012 Net foreign
Liabilities exchange
Assets and Equity exposure
Euro 697,171 694,959 2,212
Pound sterling 971,423 970,938 485
Japanese yen 387,667 387,642 25
Canadian dollars 233,084 232,309 775
Australian dollars 182,427 182,374 53
New Zealand dollars 167,050 167,054 “4)
Swiss franc 117,966 118,010 (44)
Other currencies 67,352 67,181 171
Total foreign currency 2,824,140 2,820,467 3,673
US and Bermuda dollars 10,424,990 10,428,663 (3,673)
Total 13,249,130 13,249,130 -

Considering the foreign exchange exposures as at 31 December 2013 and 31 December 2012, shareholders' equity would decrease by
US$12 (2012: US$174) if Pound sterling, Euro and Canadian dollar foreign currency exchange rates all weakened by 5% relative to the
US dollar. The group therefore considers that the overall risk of changes in foreign exchange rates to profit and loss and equity is not
significant.

(b) Structural currency exposures
The group’s structural foreign currency exposure is represented by the net asset value of its foreign currency equity in subsidiary

undertakings and associates. Gains or losses on structural foreign currency exposures are recognised in other comprehensive income.
The group’s management of structural foreign currency exposures is discussed in the ‘Market risk management’ section in Note 24.
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24 Risk management

All of the group’s activities — whether lending, payment transmission, trading business to support clients and markets, or maintenance
of infrastructure for delivering financial services - involve to varying degrees the measurement, evaluation, acceptance and
management of risks.

The objective of risk management is to support the group strategies to build sustainably profitable business in the best long-term
interests of shareholder and stakeholders. Risk management objectives are integrated into the balanced scorecards of heads of
businesses and key functions and cascaded through the group. The objectives of the Risk function as such are also fully aligned in this
process with strategic business objectives.

The group’s approach to risk appetite, explained in further detail below, reinforces the integration of risk considerations into key
business goals and planning processes. Preserving the strong capital position remains a key priority for the group, and the level of
integration of risk and capital management helps to optimise response to business demand for regulatory and economic capital.

As risk is not static, the group’s risk profile continually alters as a result of change in the scope and impact of a wide range of factors,
from geopolitical to transactional. The risk environment requires continual monitoring and holistic assessment in order to understand
and manage its complex interactions across the group.

The most important types of risk categories that the group are exposed to are market risk (including interest rate, equity price, foreign
exchange and credit spread risk), liquidity risk, operational risks in various forms, insurance risk, credit risk (including cross-border
risk), reputational risk and sustainability (environmental and social) risks. This note presents information about the group’s exposure to
each of the material risks, the group’s risk governance framework, objectives, policies and processes for measuring and managing risk,
and the group’s management of capital.

(i) Risk governance

The risk management framework established by the group seeks to foster the continuous monitoring of the risk environment and an
integrated evaluation of risks and their interdependencies.

Primary responsibility for managing risk at the group’s operating entity levels lies with the relevant Chief Executive Officer, as
custodian of the relevant balance sheets. In turn, the Chief Risk Officer and the group’s internal controls division (‘IC’) have functional
responsibility for the primary financial risk types, namely: credit, market, operational and security / fraud risks. The IC co-ordinates the
development of the risk appetite, economic capital and stress-testing frameworks, in consultation with the finance and the asset and
liability management divisions.

(ii) Risk management framework and risk appetite

The group’s risk management policies, encapsulated in the HSBC Group Standards Manual (‘GSM’) are cascaded in a hierarchy of
policy manuals throughout the group and are designed to communicate standards, instructions and guidance to employees. They
support the formation of risk appetite and establish procedures for monitoring and controlling risks, with timely and reliable reporting
to management. Risk management policies, systems and methodologies are regularly reviewed and updated to reflect changes in law,
regulation, markets, products and emerging best practice. Functional Instruction Manuals (‘FIM”) are the vehicles by which policies on
risk and capital governance are articulated. All employees are required to have read and adhere to GSM and relevant FIMs.

Each business area is responsible for creating and maintaining its own business-specific procedures. Staff are trained using the
procedures which are reviewed on a regular basis. The Internal Control department performs independent regular reviews and
highlights any procedural gaps. In addition, HSBC Group Audit conducts periodic audits of functions and businesses.

The group’s risk appetite framework describes the quantum and types of risk the group is prepared to take in executing its strategy. It is
central to an integrated approach to risk, capital and business management and supports the group in achieving its return on equity
objectives, as well as being a key element of meeting the group’s obligations under the supervisory review process of Basel II.

The formulation of risk appetite considers the group’s risk capacity, its financial position, the strength of its core earnings and the
resilience of its reputation and brand. It is expressed both qualitatively, describing which risks are taken and why, and quantitatively.

Senior management attach quantitative metrics within the risk appetite framework in order that (i) underlying business activity may be
guided and controlled so it continues to align with Risk appetite; (ii) key assumptions underpinning the risk appetite can be monitored
and, as necessary, adjusted through subsequent business plan iterations; and (iii) anticipated mitigating business decisions are flagged
and acted upon promptly.
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The risk appetite framework covers both the beneficial and adverse aspects of risk. It is used as the basis for risk evaluation, capital
ratio monitoring and performance measurement for the group and across customer groups. Risk appetite is executed through the
operational limits that control the levels of risk run by the group and customer groups and is measured using risk-adjusted performance
metrics.

(a) Market risk management

Market risk is the risk that movements in market factors, including foreign exchange rates, commodity prices, interest rates, credit
spreads and equity prices, will reduce the group’s income or the value of portfolios.

The group is not required to report under market risk methodologies as its trading book does not exceed the De Minimis threshold,
resulting in an exemption as defined in the BMA Framework.

The objectives of the group’s market risk management are to manage and control market risk exposures in order to optimise return
within the group’s risk appetite.

The management of market risk is undertaken mainly in Global Markets using risk limits approved by the HSBC Group Management
Board. Limits are set for portfolios, products and risk types. Market liquidity is an important factor taken into account when setting
limits. Final approval of limits resides with local entity Boards.

Global Risk is responsible for our market risk management policies and measurement techniques. The group has an independent market
risk management and control function which is responsible for measuring market risk exposures in accordance with the policies defined
by Global Risk, and for monitoring and reporting exposures against the prescribed limits on a daily basis. Interest rate risk in the
banking book (‘IRRBB’) is defined as the exposure of our non-trading products to interest rates. This risk arises in such portfolios
principally from mismatches between the future yield on assets and their funding costs, as a result of interest rate changes. Analysis of
this risk is complicated by behavioural assumptions regarding the economic duration of liabilities which are contractually repayable on
demand such as current accounts.

The group assesses the structural interest rate risks which arise in the businesses and transfers these risks to the group’s balance sheet
management team. When the behavioural characteristics of a product differ from its contractual characteristics, the behavioural
characteristics are assessed to determine the appropriate underlying interest rate risk. ALCO regularly monitors all such behavioural
assumptions and interest rate risk positions to ensure they comply with established interest rate risk limits.

In the course of managing interest rate risk, quantitative techniques and simulation models are used where appropriate to identify the
potential net interest income and market value effects of these interest rate positions under different scenarios. The primary objective of
such interest rate risk management is to limit potential adverse effects of interest rate movements on net interest income whilst
balancing the effect on the current net operating income stream and unrealised mark-to-market positions.

A principal part of the group’s management of market risk is to monitor the sensitivity of projected net interest income under varying
interest rate scenarios (simulation modelling). The group aims to mitigate the effect of prospective interest rate movements, which
could reduce future net interest income, while balancing the cost of such hedging activities on the current net operating income stream.
The models measure the effect on net interest income due to parallel and ramp movements of plus or minus 100 basis points in all yield
curves. The results represent the effect of the pro-forma movements in net interest income based on the projected yield curve scenarios
and the group’s current interest rate risk profile.

Change in 2014 projected net interest

income arising from 100 basis points At 31 December 2013 At 31 December 2012
movement in yield curves (unaudited) increase (decrease) increase (decrease)
+100 basis points parallel 54,052 35,980
+100 basis points ramp 30,779 22,803
-100 basis points parallel (19,099) (24,057)
-100 basis points ramp (14,048) (19,910)

The scenarios are calculated by first establishing a base case projection for the following financial year using the current consolidated
balance sheet. The base case assumes no change in volumes or margins across all currencies. The parallel scenario is calculated by
impacting all interest margins by 100 basis points immediately while the ramp scenario simulates a margin impact of 25 basis points
every 3 months. The prospective annual differences in net interest income, between the base case and the parallel and ramp cases
respectively, are set out in the table above. The model is further simplified in the assumption that all currency yield curves rise and fall
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at the same time and does not incorporate any management response to changes in prospective interest rates. In particular, the model
does not incorporate the proactive management of the interest rate risk profile undertaken by the group’s ALCO and global markets
division in order to minimise losses and optimise net income.

The group’s foreign exchange exposure comprises trading exposures and structural foreign currency translation exposure. Structural
currency risk exists for the group in holding subsidiary company investments whose functional currencies are not the US dollar or
Bermuda dollar.

(b) Liquidity risk management
There were no material changes to our policies and practices for the management of liquidity and funding risks in 2013.

The group manages its liquidity risk by:

Modelling scenarios based on behavioural characteristics of individual classes of financial instruments;

Monitoring balance sheet liquidity ratios against internal and regulatory requirements;

Monitoring of depositor concentration both in terms of the overall funding mix and to avoid undue reliance on large individual
depositors; and

Maintaining liquidity and funding contingency plans.

These actions ensure the group adheres to HSBC liquidity policies and maintains sufficient liquidity to meet day-to-day needs and local
regulatory requirements.

Core deposits form a significant part of the group’s overall funding. Considerable importance is attached to this core deposit base
which, over the years, has been stable and predictable. Additional information regarding liquidity risk is found in Note 21.

(¢) Operational risk management

Operational risk is defined as ‘the risk of loss resulting from inadequate or failed internal processes, people and systems or from
external events, including legal risk’. Operational risk is relevant to every aspect of our business, and covers a wide spectrum of issues,
in particular legal, compliance, security and fraud. Losses arising from breaches of regulation and law, unauthorised activities, error,
omission, inefficiency, fraud, systems failure or external events all fall within the definition of operational risk.

Responsibility for minimising operational risk lies with the group’s management and staff. Each regional, global business, country,
business unit and functional head is required to maintain oversight over the operational risks and internal controls for the business and
operational activities that they are responsible for.

The objective of the group’s operational risk management framework is to manage and control operational risk in a cost-effective
manner within targeted levels of operational risk consistent with the group’s risk appetite. The operational risk function and the
operational risk management framework (‘ORMF”) assist business management in discharging their responsibilities.

The ORMF defines minimum standards and processes, and the governance structure for operational risk and internal control across
HSBC. To implement the ORMEF a ‘three lines of defence’ model is used for the management of risk, as described below:

Every employee at HSBC is responsible for the risks that are a part of their day to day jobs. The
first line of defence ensures key risks within their operations are identified, mitigated and
monitored by the appropriate internal controls within an overall control environment.

First line
of defence

NEYOIGRIT Consists of the Global Functions such as Global Risk, Finance and HR who are responsible for
of defence providing assurance, challenge and oversight of the activities conducted by the first line.

Third line
Internal Audit provides independent assurance over the first and second lines of defence.

of defence
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We continued to enhance our ORMF policies and procedures in 2013 and undertook various activities such as participating in a global
training programme to further embed the use of the framework in the management of the business. Articulating our risk appetite for
material operational risks helps business understand the level of risk our organisation is willing to accept. Monitoring operational risk
exposure against risk appetite on a regular basis and implementing our risk acceptance process drives risk awareness in a more forward-
looking manner. It assists management in determining whether further action is required.

The HSBC standards explain how the group manages operational risk by identifying, assessing, monitoring, controlling and mitigating
the risk, rectifying operational risk events, and implementing any additional procedures required for compliance with local regulatory
requirements. The process undertaken to manage operational risk is determined by reference to the scale and nature of each business
operation. The HSBC standard covers the following:

operational risk management responsibility is assigned at a senior management level within the business operation;

information systems are used to record the identification and assessment of operational risks and to generate appropriate, regular
management reporting;

operational risks are identified by risk assessments covering operational risks facing each business and risks inherent in processes,
activities and products. Risk assessment incorporates a regular review of risks identified to monitor significant changes;
operational risk loss data is collected and reported to senior management. This report covers aggregate operational risk losses and
details of incidents above a materiality threshold; and

risk mitigation, including insurance, is considered where this is cost-effective.

HSBC has adopted the standardized approach to determine its operational risk capital requirement. It continues to enhance its
Operational Risk Management Framework including the use of the risk and control assessment process that provides business areas and
functions with a forward-looking view of operational risks and an assessment of the effectiveness of controls, and a tracking
mechanism for action plans so that they can proactively manage operational risks within acceptable levels.

Local management is responsible for implementation of the HSBC standards on operational risk, throughout their operations and where
deficiencies are evident, these are required to be rectified within a reasonable timeframe.

(d) Credit risk management

Credit risk is the risk that a customer or counterparty of the group will be unable or unwilling to meet a commitment into which it has
entered with a member of the group. It arises from lending, trade finance, treasury and other activities. The group has in place
standards, policies and procedures for the control and monitoring of all such risks. Additional credit-related information is presented in
Note 7 ‘Derivatives’, Note 8 ‘Loans and advances to banks’, Note 9 ‘Loans and advances to customers’ and Note 10 ‘Financial
investments’.

The group is responsible for the formulation of high-level credit policies based on HSBC policies. The group also reviews the
application of HSBC’s universal credit risk rating system. The group’s credit risk limits to counterparties in the financial and
government sectors are managed centrally to optimise the use of credit availability and to avoid excessive risk concentration. Cross-
border risk is controlled through the imposition of country limits, which are determined by taking into account economic and political
factors, and local business knowledge, with sub-limits by maturity and type of business. Transactions with counterparties in higher risk
countries are considered on a case-by-case basis.

Within the overall framework of the HSBC policy, the group has an established risk management process encompassing credit
approvals, the control of exposures (including those to borrowers in financial difficulty), credit policy direction to business units and
the monitoring and reporting of exposures both on an individual and a portfolio basis. The group’s management is responsible for the
quality of its credit portfolios and follows a credit process involving delegated approval authorities and credit procedures, the objective
of which is to build and maintain risk assets of high quality. Regular reviews are undertaken to assess and evaluate levels of risk
concentration, including those to individual industry sectors and products. Special attention is paid to the management of problematic
loans. Where deemed appropriate, specialist units are established to provide intensive management and control to maximise recoveries
of assets, which show early signs of potential impairment.

(e) Capital management

(i) Regulatory capital

The group’s lead regulator, Bermuda Monetary Authority (the ‘BMA’ or the ‘Authority’), sets and monitors capital requirements for
the group as a whole under the Banks and Deposit Companies Act 1999. Individual banking operations of the group are directly
supervised by their local regulators.
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The group is required to comply with the provisions of the Basel Il framework in respect of regulatory capital. Basel II is structured
around three ‘pillars’: Pillar 1, ‘minimum capital requirements’, Pillar 2, ‘supervisory assessment process’ and Pillar 3, ‘market
discipline’. The ‘Revised Framework for Regulatory Capital Assessment’ is the means by which Basel II is implemented in Bermuda.

The group’s total banking regulatory capital is analysed into two tiers:

Tier 1: Called up share capital, share premium, retained earnings, less goodwill; and
Tier 2: Collective impairment allowances.

Various limits are applied to elements of the capital base. Total Tier 2 capital is limited to 100% of the Tier 1 capital. There are also
restrictions on the level of collective impairment allowances that may be included in Tier 2 capital. Other deductions from capital
include the investments in the capital of banks and investment in associate.

The group’s policy is to maintain a strong capital base so as to maintain creditor and market confidence and to sustain future
development of the business. The group and its individual regulated operations have complied with all external imposed capital
requirements throughout the period. There have been no material changes in the group’s management of capital during the year.

The group’s consolidated regulatory capital position under Basel II at 31 December was as follows:

Composition of regulatory capital

Notes 2013 2012
Tier 1 capital
Called up share capital 27 30,027 30,027
Share premium 388,652 388,652
Retained earnings 622,576 1,152,171
Less goodwill 13 (9,078) (22,399)
Total Tier 1 capital 1,032,177 1,548,451
Tier 2 capital
Collective impairment allowances 9 34,153 27,399
Capital deductions
Investments in capital of other banks 57) (450,057)
Investment in associate 14 (1,563) (1,263)
Total regulatory capital 1,064,710 1,124,530
Pillar 1

Basel II applies three approaches of increasing sophistication to the calculation of Pillar 1 credit risk capital requirements. The most
basic level, the standardised approach, requires banks to use external credit ratings to determine the risk weightings applied to rated
counterparties. Other counterparties are grouped into broad categories and standardised risk weightings are applied to these categories.
The next level, the internal ratings-based (‘IRB’) foundation approach, allows banks to calculate their credit risk capital requirements
on the basis of their internal assessment of counterparty’s probability of default (‘PD’), but subjects their quantified estimates of
exposure at default (‘EAD’) and loss given default (‘LGD’) to standard supervisory parameters. Finally, the IRB advanced approach
allows banks to use their own internal assessment in both determining PD and quantifying EAD and LGD. For credit risk, the group has
adopted the standardised approach for consolidated reporting.

Basel II includes capital requirements for operational risk, again utilising three levels of sophistication. The capital required under the
basic indicator approach is a simple percentage of gross revenues, whereas under the standardised approach, it is one of three different
percentages of gross revenues allocated to each of eight defined business lines. Both these approaches use an average of the last three
financial years’ revenues. Finally, the advanced measurement approach uses the banks’ own statistical analysis and modelling of
operational risk data to determine capital requirements. The group has adopted the standardised approach in determining its
consolidated operational risk capital requirement.

The group is not required to report under market risk methodologies as its trading book does not exceed the De Minimis threshold,
resulting in an exemption as defined in the BMA Framework.
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Pillar 2

The second pillar of Basel II, supervisory assessment process, involves both the group and the Authority to assess and agree the
appropriate capital necessary to mitigate the impact of risks not fully captured by the credit risk measures (‘Pillar 1°). The annual
Supervisory Assessment Process (‘SAP’), undertaken by the Authority, aims to assess the group’s risk profile and self assessment as
documented in the Capital Assessment and Risk Profile (‘CARP’). The completion of the SAP formed the basis for the final
agreements on new statutory minimum capital requirements for the group going forward. The group has complied with all minimum
capital requirements prescribed by the Authority in 2013 and 2012.

Pillar 3

The third pillar of Basel II, market discipline, complements the minimum capital requirements and the supervisory review process. Its
aim is to develop disclosures by banks which allow market participants to assess the scope of application of Basel I, capital, particular
risk exposures and risk assessment processes, and hence the capital adequacy of the institution. Under the Pillar 3 framework all
material risks must be disclosed, enabling a comprehensive view of the institution’s risk profile. Disclosures consist of both quantitative
and qualitative information and are provided at the consolidated level. The most recent disclosure of the group, ‘Capital and Risk
Management Interim Pillar 3 Disclosures at 30 June 2013’, is published in the group’s internet website in the ‘About us’ section.

(ii) Capital allocation
Although maximisation of return on risk-adjusted capital is the principal basis used in determining how capital is allocated within the

group to particular operations or activities, it is not the sole basis used for decision-making. Account is also taken of synergies, and the
fit of the activity within the group’s longer-term strategic objectives.

25 Litigation

In the ordinary course of business, the Company is routinely defendant in, or party to, a number of pending and threatened legal actions
and proceedings. Management believes, based on information currently available to it, that the actions and proceedings and losses, if
any, resulting from the final outcome thereof will not be material in the aggregate to the Company’s financial position or results of
operations. While the outcome of these matters is inherently uncertain, management believes that, based on the information available
to it, appropriate provisions have been made in respect of legal proceedings as at 31 December 2013 (see Note 18).

Bernard L. Madoff Investment Securities LLC

In December 2008, Bernard L. Madoff (‘Madoff”) was arrested for running a Ponzi scheme and a trustee was appointed for the
liquidation of his firm, Bernard L. Madoff Investment Securities LLC (‘Madoff Securities’), an SEC-registered broker-dealer and
investment adviser. Madoff was sentenced in June 2009.

Various non-US HSBC companies provided custodial, administration and similar services to a number of funds incorporated outside
the US whose assets were invested with Madoft Securities. Based on information provided by Madoft Securities, as at 30 November
2008, the purported aggregate value of these funds was US$8.4billion, an amount that includes fictitious profits reported by Madoff.
Based on information available to HSBC to date, we estimate that the funds’ actual transfers to Madoff Securities minus their actual
withdrawals from Madoff Securities during the time that HSBC serviced the funds totalled approximately US$4billion.

Plaintiffs (including funds, fund investors, and the Madoff Securities trustee) have commenced Madoff-related proceedings against
numerous defendants in a multitude of jurisdictions. Various HSBC companies have been named as defendants in suits in the US,
Ireland, Luxembourg and other jurisdictions. Certain suits (which include US putative class actions) allege that the HSBC defendants
knew or should have known of Madoff’s fraud and breached various duties to the funds and fund investors.

In December 2011, claims against HSBC and other defendants by fund investors in three related putative class actions pending in the
US District Court for the Southern District of New York were dismissed on grounds of forum non conveniens. In September 2013, the
US Court of Appeals for the Second Circuit affirmed the dismissal of the claims. The plaintiffs have requested a rehearing of their
appeal, and that request remains pending.

In July and December 2013, settlements were reached in respect of the claim by Thema International Fund plc and AA (Alternative
Advantage) Plc respectively against HSBC Institutional Trust Services (Ireland) Limited in the Irish High Court.

The Madoff Securities Trustee has commenced suits against various HSBC companies in the US Bankruptcy Court and in the English
High Court. The US action (which also names certain funds, investment managers, and other entities and individuals) sought
US$9billion in damages and additional recoveries from HSBC and the various co-defendants and alleged that HSBC aided and abetted
Madoff’s fraud and breach of fiduciary duty. In July 2011, the US District Court for the Southern District of New York dismissed the
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trustee’s various common law claims on the grounds that the trustee lacks standing to assert them, and that dismissal was affirmed in a
decision issued by the Second Circuit in June 2013. On 9 October 2013, the Trustee filed a petition for writ of certiorari to review the
Second Circuit’s decision with the US Supreme Court. The HSBC defendants filed their response to the petition for writ of certiorari
on 16 December 2013. The Supreme Court has issued an order inviting the US Solicitor General to file a brief in the case expressing
the views of the US government on the petition. The Trustee’s remaining US claims seek, pursuant to US bankruptcy law, recovery of
unspecified amounts received by HSBC from funds invested with Madoff, including amounts that HSBC received when it redeemed
units HSBC held in the various funds in connection with financing transactions HSBC had entered into with various clients, as well as
fees earned by HSBC for providing custodial, administration and similar services to the funds. These claims remain pending.

The trustee’s English action seeks recovery of unspecified transfers of money from Madoft Securities to or through HSBC, on the
ground that the HSBC defendants actually or constructively knew of Madoff’s fraud. HSBC has not been served with the trustee’s
English action.

Between October 2009 and April 2012, Fairfield Sentry Limited, Fairfield Sigma Limited and Fairfield Lambda Limited (‘Fairfield’),
funds whose assets were directly or indirectly invested with Madoff Securities, commenced multiple suits in the British Virgin Islands
(‘BVI’) and the US against numerous fund shareholders, including various HSBC companies that acted as nominees for clients of
HSBC’s private banking business and other clients who invested in the Fairfield funds. The Fairfield actions seek restitution of amounts
paid to the defendants in connection with share redemptions, on the ground that such payments were made by mistake, based on
inflated values resulting from Madoff’s fraud, and some actions also seek recovery of the share redemptions under BVI insolvency law.
The actions in the US are currently stayed in the Bankruptcy Court pending developments in related appellate litigation in the BVI.

There are many factors which may affect the range of possible outcomes, and the resulting financial impact, of the various Madoff-
related proceedings, including but not limited to the circumstances of the fraud, the multiple jurisdictions in which the proceedings have
been brought and the number of different plaintiffs and defendants in such proceedings. For these reasons, among others, it is not
practicable at this time for HSBC to estimate reliably the aggregate liabilities, or ranges of liabilities, that might arise as a result of all
such claims but they could be significant. In any event, HSBC considers that it has good defences to these claims and will continue to
defend them vigorously.

26 Related party transactions

Related parties of the group include subsidiaries, associates, post-employment benefit plans for group employees, Key Management
Personnel, close family members of Key Management Personnel and entities which are controlled, jointly controlled or significantly
influenced, or for which significant voting power is held, by Key Management Personnel or their close family members.

Key Management Personnel are defined as those persons having authority and responsibility for planning, directing and controlling the
activities of the group. The group classifies the Directors of the Bank, members of the Executive Management Committee and senior
executives as the Key Management Personnel of the group.

Particulars of transactions, arrangements and agreements entered into by the group with its Key Management Personnel, connected
persons and companies controlled by them or the group are as follows:

Loans and

mortgages Deposits
Balance at 1 January 2012 47,522 10,093
Advances and transfers in during the year 640 19,156
Repayments and transfers out during the year (41,414) (4,224)
Balance at 31 December 2012 6,748 25,025
Advances and transfers in during the year 1,926 12,834
Repayments and transfers out during the year (2,200) (31,985)
Balance at 31 December 2013 6,474 5,874

The above transactions were made in the ordinary course of business and substantially on the same terms, including interest rates and
security, as for comparable transactions with other employees of the group which are at favourable rates. Normal banking risks are
associated with these transactions.
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Compensation to Key Management Personnel

2013 2012 2011
Short-term employee benefits 8,199 7,758 7,268
Post-employment benefits 248 305 285
Other long-term employee benefits 111 110 132
Termination benefits 209 - -
Share-based payments 321 1,616 2,666
9,088 9,789 10,351
Amounts included in balance sheet due from HSBC and affiliated companies
2013 2012
Loans and advances to banks 2,827,388 2,316,800
Financial investments 131,721 579,849
Derivatives 11,458 4215
Other assets 11,502 8,385
Assets held for sale - 2,768
Amounts included in balance sheet due to HSBC and affiliated companies
2013 2012
Deposits by banks 40,821 30,583
Derivatives 20,149 2,556
Other liabilities 4,088 7,237
Liabilities held for sale - 227
Amounts in income statement received from HSBC and affiliated companies
2013 2012
Interest income 4,536 15,325
Fee income 6,756 7,999
Other operating income 13,262 -
Amounts in income statement paid to HSBC and affiliated companies
2013 2012
Interest expense - 78
Fee expense 1,276 1,743
General and administration expenses 15,520 14,490

There are no individually assessed loan impairment allowances in respect of outstanding balances in 2013 (2012:$NIL). No impairment
charges were recognised during the year in respect of loans to related parties (2012: $NIL).

27 Equity

(a) Called up share capital and share premium

The total number of authorised ordinary shares at 31 December 2013 was 140,000,000 (2012: 140,000,000) with a par value of $1 per
share (2012: $1 per share). The total number of shares issued and fully paid at 31 December 2013 was 30,026,671 (2012: 30,026,671).
These figures and amounts are exact (not rounded or shown to the nearest thousand). Share premium comprises additional paid in
capital in excess of the par value. Share premium is not ordinarily available for distribution. The holders of ordinary shares are entitled
to receive dividends as declared from time to time, and are entitled to one vote per share at meetings of the Bank.
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(b) Dividends

A special dividend of $550,000,000 ($18.32 per ordinary share) was declared by the Board of Directors on 9 May 2013 in respect of

prior years. A further dividend of $44,000,000 ($1.47 per ordinary share), was declared by the Board of Directors on 7 November 2013
in respect of the 2012 and 2013 financial years. These figures and amounts are exact (not rounded or shown to the nearest thousand).
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