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16. Interests in associates and joint ventures (continued) 

 

The following table further illustrates the impact on the VIU of reasonably possible changes to key 

assumptions. This reflects the sensitivity of the VIU to each key assumption on its own, but it is 

possible that more than one favourable and/or unfavourable change will occur at the same time. 

 
At 30 June 2014 

HK$bn 
Carrying value: 110.0 

Favourable  
change  

 

Current model 

 

Unfavourable  
change 

          
Long-term growth rate  +50bp  +100bp  5.00%  -50bp  -100bp 

VIU  124.3  137.3  112.8  102.8  93.7 
Increase/(decrease) in VIU  11.5  24.5    (10.0)  (19.1) 

          
Discount rate  -50bp  -100bp  13.00%  +50bp  +100bp 

VIU  125.4  139.9  112.8  101.9  92.3 

Increase/(decrease) in VIU  12.6  27.1    (10.9)  (20.5) 
          

Loan impairment charge as a 
percentage of customer advances  0.65% throughout  

2014 - 2018: 0.63% to 1.00% 

2019 onwards: 0.65% 

 

1.00% from 2014 to 2018 
VIU  116.1  112.8  105.5 
Increase/(decrease) in VIU  3.3    (7.3) 

          
Risk-weighted assets as a percentage 

of total assets -100bp  -200bp  
 

70.2% throughout 
 

+100bp  +200bp 

VIU  115.6  118.4  112.8  110.0  107.1 
Increase/(decrease) in VIU  2.8  5.6    (2.8)  (5.7) 
          

Cost-income ratio -50bp  -100bp  
2013 - 2018: 40.8% to 40.3% 

2019 onwards: 43.0% 
 

+50bp  +100bp 
VIU  115.3  117.9  112.8  110.3  107.7 

Increase/(decrease) in VIU  2.5  5.1    (2.5)  (5.1) 
      
      
      

At 31 December 2013 
HK$bn 
Carrying value: 104.6 

Favourable  
change  

 
Current model 

 
Unfavourable  

change 

          
Long-term growth rate  +50bp  +100bp  5.00%  -50bp  -100bp 

VIU  119.3  131.3  108.9  99.7  91.5 
Increase/(decrease) in VIU  10.4  22.4    (9.2)  (17.4) 

          
Discount rate  -50bp  -100bp  13.00%  +50bp  +100bp 

VIU  120.7  134.4  108.9  98.7  89.8 
Increase/(decrease) in VIU  11.8  25.5    (10.2)  (19.1) 
          

Loan impairment charge as a 
percentage of customer advances  0.64% throughout  

2013 – 2018: 0.64% to 1.00% 
2019 onwards: 0.64% 

 
1.00% from 2014 to 2018 

VIU  114.5  108.9  103.9 
Increase/(decrease) in VIU  5.6    (5.0) 
      

Risk-weighted assets as a percentage 
of total assets -100bp  -200bp  

 
68.7% throughout 

 
+100bp  +200bp 

VIU  111.4  114.0  108.9  106.2  103.6 
Increase/(decrease) in VIU  2.5  5.1    (2.7)  (5.3) 
          

Cost-income ratio -50bp  -100bp  
2013 – 2018: 39.7% to 43.2% 

2019 onwards: 43.2% 
 

+50bp  +100bp 
VIU  111.2  113.8  108.9  106.4  103.9 
Increase/(decrease) in VIU  2.3  4.9    (2.5)  (5.0) 
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16. Interests in associates and joint ventures (continued) 

 
Vietnam Technological & Commercial Joint Stock Bank (‘TechCom Bank’) 

The group currently owns 19.41% of TechCom Bank. This investment was equity-accounted from 

October 2007 due to the group’s representation on the Board of Directors and involvement in the 

Technical Support and Assistance Agreement. The terms of the group’s nominated directors expired 

in April 2014 and the Technical Support and Assistance Agreement expired at the end of June 2014. 

As a result of these and other factors, the group considers that it is no longer in a position to 

exercise significant influence over TechCom Bank and ceased to account for the investment as an 

associate from that date. Thereafter, the holding in TechCom Bank is classified as an available-for-

sale financial investment. The loss arising from this reclassification was HK$251m. 

 

 

17. Other assets  

 
 At  At 

 30 June  31 December 

 2014  2013 

 HK$m  HK$m 

    
Current taxation recoverable 659  2,034 

Assets held for sale 171  4,476 

Prepayments and accrued income 4,527  3,578 

Accrued interest receivable 17,347  15,898 

Acceptances and endorsements 33,788  34,239 

Bullion 72,437  58,548 

Other  34,771  30,166 

    
 163,700  148,939 

 

 

18. Customer accounts 

 

 

At 

30 June  

2014  

At 

31 December  

2013 

 HK$m  HK$m 

    
Current accounts 903,937  862,138 

Savings accounts 2,302,829  2,246,618 

Other deposit accounts 1,213,684  1,144,942 

    
 4,420,450  4,253,698 

 

 

19. Other liabilities and provisions  

 
 At  At 

 30 June  31 December 

 2014  2013 

 HK$m  HK$m 

    
Accruals and deferred income  22,950  26,021 

Provisions for liabilities and charges 989  1,723 

Acceptances and endorsements 33,817  34,239 

Share-based payment liability to HSBC Holdings plc 1,684  2,303 

Other liabilities 31,610  24,523 

    
 91,050  88,809 
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20. Contingent liabilities and commitments 

 
 At 

 30 June  

2014  

At 

31 December  

2013 

 HK$m  HK$m 

Contract amount:    

    
Contingent liabilities 286,487  254,799 

Commitments 1,813,457  1,701,733 

    
 2,099,944  1,956,532 

 

 

21. Capital adequacy  
 

The following tables show the capital ratios, risk-weighted assets and capital base as contained in 

the ‘Capital Adequacy Ratio’ return required to be submitted to the Hong Kong Monetary Authority 

(‘HKMA’) by The Hongkong and Shanghai Banking Corporation Limited on a consolidated basis 

that is specified by the HKMA under the requirements of section 3C(1) of the Banking (Capital) 

Rules.  

 

The group uses the advanced internal ratings­based approach to calculate its credit risk for the 

majority of its non­securitisation exposures and the internal ratings-based (securitisation) approach 

to determine credit risk for its banking book securitisation exposures. For market risk, the group 

uses an internal models approach to calculate its general market risk for the risk categories of 

interest rate exposures, foreign exchange (including gold) exposures, and equity exposures. The 

group also uses an internal models approach to calculate its market risk in respect of specific risk 

for interest rate exposures and equity exposures. The group uses the standardised (market risk) 

approach for calculating other market risk positions as well as trading book securitisation exposures, 

and the standardised (operational risk) approach to calculate its operational risk. 

 

The Bank and its banking subsidiaries maintain a regulatory reserve to satisfy the provisions of the 

Banking Ordinance and local regulatory requirements for prudential supervision purposes. At 30 

June 2014, the effect of this requirement is to restrict the amount of reserves which can be 

distributed to shareholders by HK$25,280m (31 December 2013: HK$22,563m). There are no 

relevant capital shortfalls in any of the group’s subsidiaries at 30 June 2014 (31 December 2013: 

Nil) which are not included in its consolidation group for regulatory purposes.  

 

The basis of consolidation for the calculation of capital ratios for regulatory purposes is different 

from that for accounting purposes. Further information on the regulatory consolidation basis is set 

out in the Supplementary Notes that will be posted in the Regulatory Disclosures section of our 

website www.hsbc.com.hk. 

 

A detailed breakdown of the group’s common equity tier 1 (‘CET1’) capital, additional tier 1 

(‘AT1’) capital, tier 2 capital and regulatory deductions and a full reconciliation between the 

group’s accounting and regulatory balance sheets can be viewed in the Supplementary Notes 

Appendices that will be posted in the Regulatory Disclosures section of our website 

www.hsbc.com.hk. 
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21. Capital adequacy (continued) 

 

 
At 30 June  

2014  

At 31 December 

2013 

 %  % 

Capital ratios    

    
CET1 capital 13.5  14.1 

Tier 1 capital 13.5  14.1 

Total capital 15.2  15.2 

    

Risk weighted assets by risk type HK$m  HK$m 

    
Credit risk 2,103,877  1,978,266 

Counterparty credit risk 118,408  95,603 

Market risk 166,582  134,035 

Operational risk 282,525  274,450 

    
 2,671,392  2,482,354 

 

Risk-weighted assets for credit risk increased during the first half of 2014, mainly due to loan 

growth together with the application of a 45% floor for loss-given-default estimates for unsecured 

bank exposures. Market risk also increased in the same period due to a higher incremental risk 

charge from increased trading positions and longer bond maturities. 

 

The following table sets out the composition of the group’s capital base under Basel III at 30 June 

2014. The position at 30 June 2014 benefits from transitional arrangements which will be phased 

out.  
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21. Capital adequacy (continued) 

 

Capital base 

 

 

At 30 June 

2014 

 At 31 December 

2013 

 HK$m  HK$m 

Common equity tier 1 (‘CET1’) capital     

Shareholders’ equity  464,759  436,529 

Shareholders’ equity per balance sheet 513,786  480,809 

Revaluation reserve capitalisation issue (1,454)  (1,454) 

Unconsolidated subsidiaries (47,573)  (42,826) 

 
   

Non-controlling interests 26,680  24,464 

Non-controlling interests per balance sheet 41,946  41,415 

Non-controlling interests in unconsolidated subsidiaries (4,673)  (4,237) 

Surplus non-controlling interests disallowed in CET1 (10,593)  (12,714) 

 
   

Regulatory deductions to CET1 capital (130,771)  (109,888) 

Valuation adjustments (2,203)  (2,473) 

Goodwill and intangible assets (15,245)  (15,943) 

Deferred tax assets net of deferred tax liabilities (2,028)  (2,350) 

Cash flow hedging reserve 24  (197) 

Changes in own credit risk on fair valued liabilities (736)  (1,117) 

Defined benefit pension fund assets (101)  (110) 

Significant capital investments in unconsolidated financial sector entities (22,710)  (875) 

Property revaluation reserves 1 (50,955)  (50,073) 

Regulatory reserve (25,280)  (22,563) 

Excess AT1 deductions (11,537)  (14,187) 

    
Total CET1 capital 360,668  351,105 

    Additional tier 1 (‘AT1’) capital    

Total AT1 capital before regulatory deductions 31,732  38,866 

Perpetual non-cumulative preference shares 25,213  30,651 

Allowable non-controlling interests in AT1 capital 6,519  8,215 

 
   

Regulatory deductions to AT1 capital (31,732)  (38,866) 

Significant capital investments in unconsolidated financial sector entities (43,269)  (53,053) 

Excess AT1 deductions 11,537  14,187 

    
Total AT1 capital –  – 

    Total tier 1 capital 360,668  351,105 

    Tier 2 capital    

Total Tier 2 capital before regulatory deductions 90,392  82,915 

Perpetual cumulative preference shares 3,100  8,413 

Cumulative term preferences shares 8,138  8,141 

Perpetual subordinated debt 9,337  9,346 

Term subordinated debt 31,727  19,463 

Property revaluation reserves 1 23,584  23,187 

Impairment allowances and regulatory reserve eligible for inclusion in Tier 2 capital 14,506  13,519 

Allowable non-controlling interests in Tier 2 capital –  846 

    
Regulatory deductions to Tier 2 capital (46,125)  (55,910) 

Significant capital investments in unconsolidated financial sector entities (46,125)  (55,910) 

    
Total tier 2 capital 44,267  27,005 

    Total capital 404,935  378,110 

1 Includes the revaluation surplus on investment properties which is reported as part of retained profits and adjustments made in 

accordance with the Banking (Capital) Rules issued by the HKMA. 
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21. Capital adequacy (continued) 

 

The following table shows the pro-forma Basel III end point basis position once all transitional 

arrangements have been phased out based on the Transition Disclosures Template. It should be 

noted that the pro-forma Basel III end point basis position takes no account of, for example, any 

future profits or management actions. In addition, the current regulations or their application may 

change before full implementation. Given this, the final impact on the group’s capital ratios may 

differ from the pro-forma position, which is a mechanical application of the current rules to the 

balance sheet at 30 June 2014; it is not a projection. On this pro-forma basis, the group’s CET1 ratio 

is 10.7%, which is above the Basel III minimum requirement, including the capital conservation 

buffer. 

 

Reconciliation of regulatory capital from transitional basis to a pro-forma Basel III end point basis 

 

 

At 30 June 

2014 

 At 31 December 

2013 

 HK$m  HK$m 

    

CET1 capital on a transitional basis 360,668  351,105 

Transitional provisions:    

Significant capital investments in unconsolidated financial sector entities  (86,538)  (106,106) 

Excess AT1 deductions 11,537  14,187 

 
   

CET1 capital end point basis 285,667  259,186 

 
   

AT1 capital on a transitional basis  –  – 

Grandfathered instruments:    

Perpetual Non-cumulative preference shares (25,213)  (30,651) 

Transitional provisions:    

Allowable non-controlling interests in AT1 capital (3,925)  (5,884) 

Significant capital investments in unconsolidated financial sector entities 43,269  53,053 

Excess AT1 deductions (11,537)  (14,187) 

    
AT1 capital end point basis 2,594  2,331 

 
   

Tier 2 capital on a transitional basis 44,267  27,005 

Grandfathered instruments:    

Perpetual cumulative preference shares (3,100)  (8,413) 

Cumulative term preference shares (8,138)  (8,141) 

Perpetual subordinated debt (9,337)  (9,346) 

Term subordinated debt (13,125)  (13,260) 

Transitional provisions:    

Significant capital investments in unconsolidated financial sector entities 43,269  53,053 

    
Tier 2 capital end point basis 53,836  40,898 
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22. Fair value of financial instruments carried at fair value 

 

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. 

 

The following table provides an analysis of the basis for the valuation of financial assets and 

financial liabilities carried at fair value in the consolidated financial statements: 

 
   Valuation techniques     

 

Quoted 

market 

price 

Level 1  

Using 

observable 

inputs  

Level 2  

With 

significant 

unobservable 

inputs 

Level 3   

Third  

party  

total  

Amounts 

with HSBC 

entities  Total 

At 30 June 2014 HK$m  HK$m  HK$m  HK$m  HK$m  HK$m 

            
            
Assets             

Trading assets 190,747  205,666  541  396,954  –  396,954 

Financial assets designated  

at fair value 72,438  22,267  1,606  96,311  –  96,311 

Derivatives 7,535  217,440  706  225,681  78,210  303,891 

Financial investments: available- 

for-sale 705,739  478,729  9,688  1,194,156  –  1,194,156 

            
 976,459  924,102  12,541  1,913,102  78,210  1,991,312 

            

Liabilities             

Trading liabilities 69,544  152,967  18,888  241,399  –  241,399 

Financial liabilities designated  

at fair value –  48,197  –  48,197  –  48,197 

Derivatives 9,033  198,698  1,270  209,001  83,964  292,965 

            
 78,577  399,862  20,158  498,597  83,964  582,561 

            

            
At 31 December 2013            

            
            
Assets             

Trading assets 145,520  165,216  664  311,400  –  311,400 

Financial assets designated at fair 

value 63,781  25,012  1,353  90,146  –  90,146 

Derivatives 14,295  284,970  1,112  300,377  88,350  388,727 

Financial investments: available-  

for-sale 739,792  449,296  11,218  1,200,306  –  1,200,306 

Assets held for sale –  –  4,295  4,295  –  4,295 

            
 963,388  924,494  18,642  1,906,524  88,350  1,994,874 

            

Liabilities             

Trading liabilities 53,138  124,065  17,829  195,032  –  195,032 

Financial liabilities designated at 

fair value –  41,715  –  41,715  –  41,715 

Derivatives 15,125  252,279  1,445  268,849  96,203  365,052 

            
 68,263  418,059  19,274  505,596  96,203  601,799 

 

Details of the control framework, fair values determined using valuation techniques, fair value 

adjustments, and the approach used to calculate the fair value of each type of financial instrument 

are included in note 51 of the Annual Report and Accounts 2013. 
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22. Fair value of financial instruments carried at fair value (continued) 

 

The table below sets out quantitative information about significant unobservable inputs used in 

measuring financial instruments with Level 3 valuations. 

 
   Assets-  Liabilities-  Range of inputs 

Valuation technique Key unobservable inputs  fair value  fair value  Lower   Higher 

   HK$m  HK$m     

          
At 30 June 2014          

Structured notes and deposits          

Option model  Equity correlation  –  8,438  0.27  0.94 

Option model Equity volatility  –  7,523  7%  60% 

Option model Foreign exchange volatility  –  1,891  2%  18% 

          

Corporate bonds          

Market comparable approach Bid quotes  1,406  –  100.46  101.08 

          

Private equity including 

strategic investments           

Market comparable approach Equity Spot  3,257  –  n/a  n/a 

Net asset value Equity Spot  750  –  n/a  n/a 

Net asset value Fund valuation  4,470  –  n/a  n/a 

          

Other   2,658  2,306     

          

          
   12,541  20,158     

          

At 31 December 2013          

Structured notes and deposits          

Option model  Equity correlation  –  8,155  0.51  0.59 

Option model Equity volatility  –  4,783  7%  73% 

Option model Fund volatility  –  1,568  7%  73% 

Option model Foreign exchange volatility  –  2,200  2%  25% 

          

Corporate bonds          

Market comparable approach Bid quotes  3,797  –  100.05  100.62 

          

Private equity including 

strategic investments           

Market comparable approach Equity Spot  2,775  –  n/a  n/a 

Net asset value Equity Spot  686  –  n/a  n/a 

Net asset value Fund valuation  4,441  –  n/a  n/a 

          

Other   6,943  2,568     

          

          
   18,642  19,274     

 

For descriptions of the key unobservable inputs and the inter-relationships between key 

unobservable inputs used in fair value measurement, please refer to note 51 of the Annual Report 

and Accounts 2013.  
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22. Fair value of financial instruments carried at fair value (continued) 

 
Movement in Level 3 financial instruments 

          
     Assets      Liabilities 

 
Available­ 

for­sale  
Held for 
trading  

Designated 
at fair value 

through 

profit 
or loss  Derivatives  

Assets 

held for 
sale  

Held for 
trading  Derivatives 

 HK$m  HK$m  HK$m  HK$m  HK$m  HK$m  HK$m 

              
At 1 January 2014  11,218  664  1,353  1,112  4,295  17,829  1,445 

Total gains/(losses) recognised 
in profit or loss  

             

– Trading income excluding net 
interest income 

 

– 

 

1  –  16  –  (242)  (185) 
– Net income from other 

financial instruments 
designated at fair value 

 
 

– 

 

–  177  –  –  –  – 
– Gains less losses from 

financial investments 
 

91 
 

–  –  –  3,332  –  – 

              
Total gains/(losses) recognised 

in other comprehensive 
income1 

  

           
– Available-for-sale 

investments 
 

305 
 

–  –  –  (3,458)  –  – 

– Exchange differences (12)  –  –  3  –  (6)  (4) 
              
Purchases 1,359  379  292  –  –  –  – 

Net issuances  –  –  –  –  –  2,971  – 
Sales (38)  (412)  (21)  –  (4,169)  –  – 
Settlements/maturity (3,235)  –  (221)  (84)  –  307  155 

Transfers out –  (91)  –  (348)  –  (1,971)  (233) 
Transfers in  –  –  26  7  –  –  92 

              
At 30 June 2014  9,688  541  1,606  706  –  18,888  1,270 

              Unrealised gains/(losses) 
recognised in profit or loss 
relating to assets and 
liabilities held at 30 June 
20142  

 

           
– Trading income excluding net 

interest income – 

 

1  –  24  –  (10)  (136) 
– Net income from other 

financial instruments 
designated at fair value – 

 

–  178  –  –  –  – 
– Impairment charges (3)  –  –  –  –  –  – 

1 Included in ‘Available-for-sale investments: Fair value changes taken to equity’ and ‘Exchange differences’ in the consolidated 

statement of comprehensive income. 

2 The amount has been reported on a net basis, after taking into consideration the total gains or losses arising from those 

transactions where the risk has been backed out to other HSBC entities. 
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22. Fair value of financial instruments carried at fair value (continued) 

 
          

     Assets      Liabilities 

 
Available­ 

for­sale  
Held for 

trading  

Designated 
at fair value 

through 
profit 

or loss  Derivatives  

Assets 
held for 

sale  
Held for 

trading  Derivatives 
 HK$m  HK$m  HK$m  HK$m  HK$m  HK$m  HK$m 
              
At 1 January 2013  11,712  232  1,549  825  3,878  11,091  3,659 
Total gains/(losses) recognised 

in profit or loss  
             

– Trading income excluding net 
interest income 

 
– 

 
37  –  653  –  (802)  3,996 

– Net income from other 
financial instruments 
designated at fair value 

 
 

– 

 

–  65  –  –  –  – 
– Gains less losses from 

financial investments 
 

134 
 

–  –  –  –  –  – 
              
Total gains/(losses) recognised 

in other comprehensive 
income1 

  

           
– Available-for-sale 

investments 
 

1,304 
 

–  –  –  –  –  – 
– Exchange differences (9)  –  –  (5)  –  (255)  (1) 
              
Purchases 557  854  402  –  –  –  – 
Net issuances  –  –  –  –  –  7,114  – 
Sales (33)  (248)  (35)  –  –  –  – 
Settlements/maturity (2,704)  (31)  (209)  (65)  –  2,883  (5,839) 
Transfers out (4,295)  (195)  (530)  (616)  (3,878)  (2,273)  (426) 
Transfers in  4,552  15  111  320  4,295  71  56 

              
At 31 December 2013  11,218  664  1,353  1,112  4,295  17,829  1,445 

              Unrealised gains/(losses) 
recognised in profit or loss 
relating to assets and 
liabilities held at 31 
December 20132  

 

           
– Trading income excluding net 

interest income – 
 

93  –  583  –  18  (279) 
– Net income from other 

financial instruments 
designated at fair value – 

 

–  65  –  –  –  – 

1 Included in ‘Available-for-sale investments: Fair value changes taken to equity’ and ‘Exchange differences’ in the consolidated 

statement of comprehensive income. 

2 The amount has been reported on a net basis, after taking into consideration the total gains or losses arising from those 

transactions where the risk has been backed out to other HSBC entities. 
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22. Fair value of financial instruments carried at fair value (continued) 

 

The fair values of financial instruments are, in certain circumstances, measured using valuation 

techniques that incorporate assumptions that are not evidenced by prices from observable current 

market transactions in the same instrument or observable market data. The following table shows 

the sensitivity of these fair values to reasonably possible alternative assumptions: 

 
  

Reflected in income statement 

 Reflected in other 

comprehensive income 

 Favourable 

changes 

 Unfavourable 

changes 

 Favourable 

changes 

 Unfavourable 

changes 

 HK$m  HK$m  HK$m  HK$m 

At 30 June 2014        

Derivatives, trading assets and trading liabilities1 
314  (302)  –  – 

Financial assets and liabilities designated at fair value 161  (161)  –  – 

Financial investments: available-for-sale  –  –  823  (1,096) 

        
 475  (463)  823  (1,096) 

        

At 31 December 2013        

Derivatives, trading assets and trading liabilities1 287  (281)  –  – 

Financial assets and liabilities designated at fair value 135  (135)  –  – 

Financial investments: available-for-sale  –  –  827  (1,186) 

        
 422  (416)  827  (1,186) 

 

1 Derivatives, trading assets and trading liabilities are presented as one category to reflect the manner in which these financial 

instruments are risk-managed. 

 

Details of the sensitivity of fair values to reasonably possible alternative assumptions, by Level 3 

instrument type, are included in note 51 of the Annual Report and Accounts 2013. 

 

 

23. Fair values of financial instruments not carried at fair value 

 

The accounting policies which determine the classification of financial instruments, and the use of 

assumptions and estimation in valuing them, are described in note 3 of the Annual Report and 

Accounts 2013. 

 
   At 30 June 2014  At 31 December 2013 

   Carrying 

amount 

  

Fair value 

 Carrying 

amount 

  

Fair value 

   HK$m  HK$m  HK$m  HK$m 

Assets          

Placings with and advances to banks 
  559,664  560,053  564,521  564,427 

Loans and advances to customers   2,809,379  2,797,771  2,619,245  2,605,652 

Reverse repurchase agreements – non-trading   229,899  229,789  150,584  150,514 

Debt securities    181,339  186,449  179,465  180,115 

          

Liabilities          

Deposits by banks 
  229,642  229,666  231,358  231,358 

Customer accounts   4,420,450  4,420,337  4,253,698  4,253,339 

Repurchase agreements – non-trading   31,147  31,147  6,312  6,320 

Debt securities in issue   49,710  50,017  52,334  52,452 

Subordinated liabilities   13,217  12,383  13,107  12,286 

Preference shares   36,564  32,200  47,314  41,500 

          

 

Details of how the fair values of financial instruments that are not carried at fair value on the 

balance sheet are calculated are included in note 51 of the Annual Report and Accounts 2013. 
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24. Changes in presentation 

 

In the second half of 2013, GB&M changed the way it managed repo and reverse repo activities in 

the Credit and Rates businesses. Previously, they were managed in the trading environment; during 

the second half of 2013, they were organised into trading and non-trading portfolios, with separate 

risk management procedures. This resulted in an increase in the amount of ‘Non-trading reverse 

repos’ and a decline in the amount classified as ‘Trading assets’, and an increase in the amount of 

‘Non-trading repos’ and a decline in the amount classified as ‘Trading liabilities’ at 31 December 

2013 compared with previous period-ends.  

 

From 1 January 2014, non-trading reverse repos and repos are presented as separate lines in the 

balance sheet to align disclosure with market practice and provide more meaningful information in 

relation to loans and advances. Previously, non-trading reverse repos were included within ‘Loans 

and advances to customers’ and ‘Placings with and advances to banks’ and non-trading repos were 

included within ‘Customers accounts’ and ‘Deposits by banks’. 

 

The group has also changed the balance sheet line item, ‘Cash and short-term funds’ to ‘Cash and 

balances at central banks’. Short term funds included ‘Treasury and other eligible bills’ and 

‘Placings with banks with remaining maturity of one month or less’, which are now included within 

‘Financial investments’ and ‘Placings with and advances to banks’ respectively. 

 

‘Placings with and advances to banks’ is a new category and includes ‘Placings with banks 

maturing after one month’ and ‘Placings with banks with remaining maturity of one month or less’. 

‘Certificates of deposit’ are now included within ‘Financial investments’ rather than being shown 

separately on the face of the balance sheet.  

 

Comparative figures have been re-presented accordingly and the affected lines are shown below. 

There are no other effects of this change in presentation. 

 

31 December 2013 consolidated balance sheet items 

 
 

As previously 

disclosed  Adjustments 

  

As  

re-presented 

Assets HK$m  HK$m  HK$m 

      
Cash and short-term funds 1,132,719  (1,132,719)  – 

Cash and balances at central banks –  158,879  158,879 

Reverse repurchase agreements – non-trading –  150,584  150,584 

Placings with banks maturing after one month 216,970  (216,970)  – 

Placings with and advances to banks –  564,521  564,521 

Certificates of Deposit 88,207  (88,207)  – 

Loans and advances to customers 2,669,238  (49,993)  2,619,245 

Financial investments 765,866  613,905  1,379,771 

      
   –   

      

Liabilities      

      
Repurchase agreements – non-trading –  6,312  6,312 

Deposits by banks 236,616  (5,258)  231,358 

Customer accounts 4,254,752  (1,054)  4,253,698 

      
   –   
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25. Accounting policies 

 

The accounting policies and methods of computation adopted by the group for this document are 

consistent with those described in note 3 of the Annual Report and Accounts 2013.  

 

On 1 January 2014, the group adopted the following new and revised Hong Kong Financial 

Reporting Standards (‘HKFRS’) and Hong Kong Accounting Standards (‘HKAS’), issued by the 

Hong Kong Institute of Certified Public Accountants: 

 

 Amendments to HKFRS 10, HKFRS 12 and HKAS 27 ‘Investment Entities’ 

 Amendments to HKAS 32 ‘Offsetting Financial Assets and Financial Liabilities’ 

 Amendments to HKAS 36 ‘Recoverable Amount Disclosures for Non-Financial Assets’ 

 Amendments to HKAS 39 ‘Novation of Derivatives and Continuation of Hedge Accounting’ 

 HK(IFRIC) Interpretation 21 ‘Levies’ 

 

Application of these standards has had no material impact on these interim consolidated financial 

statements. 

 

The new Hong Kong Companies Ordinance (Cap 622) came into operation on 3 March 2014. As a 

result, the concept of authorised share capital no longer exists and the Bank’s ordinary and 

preference shares no longer have par or nominal values with effect from 3 March 2014. There was 

no impact on the Bank’s share capital or the number of shares in issue as a result of this transition.  

 
Impairment of financial investments 

Available-for-sale financial investments are tested for impairment when there is an indication that 

the investment may be impaired. The group’s policy is to recognise an impairment loss where there 

is a ‘significant’ or ‘prolonged’ decline in the fair value of an equity investment.  

 

At 30 June 2014, the fair value of Hang Seng Bank’s investment in Industrial Bank, an ‘available-

for-sale’ financial investment, was HK$25,946m, 10% below the deemed cost of HK$28,838m. In 

accordance with the group’s policy, no impairment loss has been recognised at 30 June 2014. 

 

If the fair value remains below the deemed cost in the second half of 2014, an impairment loss may 

be recognised in the income statement. In subsequent periods any further declines in fair value 

below the level at which an initial impairment loss is recognised, will be reflected in the income 

statement for the relevant period as an additional impairment loss. 

 

  



The Hongkong and Shanghai Banking Corporation Limited 

 

Additional Information 
(continued) 

 

- 44 -  

26. Legal and regulatory matters 

 
Anti-money laundering and sanctions-related 

In October 2010, HSBC Bank USA (‘HBUS’) entered into a consent cease and desist order with the 

Office of the Comptroller of the Currency (‘OCC’), and HSBC North America Holdings Inc. 

(‘HNAH’) entered into a consent cease and desist order with the Federal Reserve Board (the 

‘Orders’). These Orders required improvements to establish an effective compliance risk 

management programme across HSBC’s US businesses, including risk management related to US 

Bank Secrecy Act (‘BSA’) and anti-money laundering (‘AML’) compliance. Steps continue to be 

taken to address the requirements of the Orders to ensure compliance, and that effective policies and 

procedures are maintained. 

 

In addition, in December 2012, HSBC Holdings plc (‘HSBC Holdings’), HNAH and HBUS entered 

into agreements with US and UK government agencies regarding past inadequate compliance with 

the BSA and AML and sanctions laws. Among those agreements, HSBC Holdings and HBUS 

entered into a five-year deferred prosecution agreement with the US Department of Justice (‘DoJ’), 

the US Attorney’s Office for the Eastern District of New York, and the US Attorney’s Office for the 

Northern District of West Virginia (the ‘US DPA’), HSBC Holdings entered into a two-year 

deferred prosecution agreement with the New York County District Attorney (the ‘DANY DPA’), 

and HSBC Holdings consented to a cease and desist order and HSBC Holdings and HNAH 

consented to a civil money penalty order with the Federal Reserve Board (‘FRB’). In addition, 

HBUS entered into a civil money penalty order with the Financial Crimes Enforcement Network 

(‘FinCEN’) and a separate civil money penalty order with the OCC. HSBC Holdings also entered 

into an agreement with the Office of Foreign Assets Control (‘OFAC’) regarding historical 

transactions involving parties subject to OFAC sanctions and an undertaking with the UK Financial 

Conduct Authority (‘FCA’), to comply with certain forward-looking AML- and sanctions-related 

obligations. 

 

Under these agreements, HSBC Holdings and HBUS made payments totalling US$1,921m to US 

authorities and are continuing to comply with ongoing obligations. On 1 July 2013, the US District 

Court for the Eastern District of New York approved the US DPA and retained authority to oversee 

implementation of that agreement. Under the agreements with the DoJ, FCA, and FRB, an 

independent monitor (who is, for FCA purposes, a ‘skilled person’ under Section 166 of the 

Financial Services and Markets Act) will evaluate and regularly assess the effectiveness of HSBC’s 

AML and sanctions compliance function and HSBC’s progress in implementing its remedial 

obligations under the agreements. The monitorship, which began on 22 July 2013, is proceeding as 

anticipated. 

 

If HSBC Holdings and HBUS fulfil all of the requirements imposed by the US DPA, the DoJ’s 

charges against those entities will be dismissed at the end of the five-year period of that agreement. 

Similarly, if HSBC Holdings fulfils all of the requirements imposed by the DANY DPA, DANY’s 

charges against it will be dismissed at the end of the two-year period of that agreement. The DoJ 

may prosecute HSBC Holdings or HBUS in relation to the matters that are the subject of the US 

DPA if HSBC Holdings or HBUS breaches the terms of the US DPA, and DANY may prosecute 

HSBC Holdings in relation to the matters which are subject of the DANY DPA if HSBC Holdings 

violates the terms of the DANY DPA. 
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26. Legal and regulatory matters (continued) 

 

HBUS also entered into a separate consent order with the OCC requiring it to correct the 

circumstances and conditions as noted in the OCC’s then most recent report of examination and 

imposing certain restrictions on HBUS directly or indirectly acquiring control of, or holding an 

interest in, any new financial subsidiary, or commencing a new activity in its existing financial 

subsidiary, unless it receives prior approval from the OCC. HBUS also entered into a separate 

consent order with the OCC requiring it to adopt an enterprise wide compliance programme. 

 

The settlement with US and UK authorities does not preclude private litigation relating to, among 

other things, HSBC’s compliance with applicable AML, BSA and sanctions laws or other 

regulatory or law enforcement actions for AML, BSA or sanctions matters not covered by the 

various agreements. 

 
US Tax investigation  

As at 30 June 2014, the Bank is cooperating with US authorities in connection with an investigation 

regarding whether the Bank in India and certain employees acted appropriately in relation to certain 

US-based clients who had US tax reporting requirements. Based on the facts currently known with 

respect to this investigation, there is a high degree of uncertainty as to the terms on which the 

ongoing investigation will be resolved and the timing of such resolution, including the amounts of 

fines and/or penalties. As matters progress, it is possible that the fines and/or penalties imposed 

could be significant. 

 
Investigations and reviews into the setting of benchmark rates  

The group has been cooperating with authorities in a number of jurisdictions including Thailand, 

South Korea and Australia in relation to investigations into the setting of benchmark interest rates. 

Based on the facts currently known with respect to each of these ongoing regulatory investigations, 

there is a high degree of uncertainty as to the terms on which the ongoing investigation will be 

resolved and the timing of such resolution, including the amounts of fines and/or penalties. As 

matters progress, it is possible that the fines and/or penalties imposed could be significant.  

 
Foreign exchange rate investigations  

Various regulators and law enforcement authorities around the world including Hong Kong are 

conducting investigations and reviews into a number of firms, including the Bank, related to trading 

on the foreign exchange markets. The Bank is cooperating with these investigations and reviews. 

These investigations and reviews are ongoing and based on the facts currently known, there is a 

high degree of uncertainty as to the terms on which they will be resolved and the timing of such 

resolutions, including the amounts of fines and/or penalties. As matters progress, it is possible that 

the fines and/or penalties imposed could be significant. 
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26. Legal and regulatory matters (continued) 
 

Other matters  

The group is party to legal proceedings, investigations and regulatory matters in a number of 

jurisdictions arising out of its normal business operations. Apart from the matters described above, 

the Bank considers that none of these matters is material, either individually or in the aggregate. 

The Bank recognises a provision for a liability in relation to these matters when it is probable that 

an outflow of economic benefits will be required to settle an obligation which has arisen as a result 

of past events, and for which a reliable estimate can be made of the amount of the obligation. Any 

provision recognised does not constitute an admission of wrongdoing or legal liability. 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 

and regulatory matters as at 30 June 2014. 

 

 

27. Additional information 

 

Additional financial information relating to the period ended 30 June 2014, prepared in accordance 

with the Banking (Disclosure) Rules made under section 60A of the Banking Ordinance, will be 

made available on our website: www.hsbc.com.hk . A press release will be issued to announce the 

availability of this information. 

 

 

28. Statutory accounts 

 

The information in this document is not audited and does not constitute statutory accounts. 

 

Certain financial information in this document is extracted from the statutory accounts for the year 

ended 31 December 2013 which have been delivered to the Registrar of Companies and the Hong 

Kong Monetary Authority. The auditors expressed an unqualified opinion on those statutory 

accounts in their report dated 24 February 2014. The Annual Report and Accounts for the year 

ended 31 December 2013, which include the statutory accounts, can be obtained on request from 

Communications (Asia), The Hongkong and Shanghai Banking Corporation Limited, 1 Queen’s 

Road Central, Hong Kong, and may be viewed on our website: www.hsbc.com.hk . 

 

 

29. Ultimate holding company 

 

The Hongkong and Shanghai Banking Corporation Limited is an indirectly-held, wholly-owned 

subsidiary of HSBC Holdings plc. 

 

 

30. Statement of compliance 
 

The information in this document for the half-year ended 30 June 2014 complies with HKAS 34 

‘Interim Financial Reporting’. 

 

 

 

 

http://www.hsbc.com.hk/
http://www.hsbc.com.hk/
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Media enquiries to: Malcolm Wallis Telephone no: + 852 2822 1268 

 Gareth Hewett Telephone no: + 852 2822 4929 

 

 


