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Presentation of Information

T'his document comprises the Interum Report 2010 for HSBC Bank ple {‘the bank ) and 1ts subsidiary undertakings
(together ‘the group’) It contains the Interim Management Report and Condensed Financial Statements, together with the
Auditor’s review report, as required by the T'inancial Services Authority’s (‘FSA’) Disclosure Rules and Transparency
Rules (*DIR’) References to ‘HSBC’ or ‘the Group” within this document mean HSBC Holdings plc together with its
subsidiaries

Within the Interim Management Report the company has presented income statement figures for the three most recent 6
month periods to illustrate the current performance compared to recent periods This compares to the condensed financial
statements and related notes prepared in accordance with [AS 34, which include income statement year on year
comparatives

Cautionary Statement Regarding Forward-Looking Statements

This Imterim Report contains certain forward-looking statements with respect to the financial condition, results of
operations and business of the group

Certain statements that are not historical facts, including statements about the group’s beliefs and expectations are
forward-looking statements Words such as ‘expects ‘anucipates’ ‘intends’, ‘plans’, ‘believes , ‘seeks’ ‘esumates’,
‘potential and ‘reasonably possible varations of these words and simiar expressions are intended to identify forward-
looking statements [hese statements are based on current plans estimates and projections and therefore undue reliance
should not be placed on them Forward-looking statements speak only as of the date they are made, and it should not be
assumed that they have been revised or updated in the light of new information or subsequent events

Forward-looking statements involve inherent risks and uncertainties Readers are cautioned that a number of factors could
cause actual resulis to differ, in some nstances matenally, from those anticipated or implied 1n any forward-looking
statement
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e  Profit before tax at £2,795 million increased by 19 per cent when compared to the first half of 2009 delivening
resilient performance (n what continues to be a chalienging economic environment

»  Netnterest income of £3,984 mitlion decreased by 4 per cent reflecung continued pressure on deposit spreads in a
low nterest rate environment and a downward trend on Balance Sheet Management revenues against a backdrop of
low nterest rates and flattening y1eld curves

e  Loan imparrments decreased sigmficantly by £855 mullion to £940 million as a result of nsk minigation actions and
the more stable credit environment, together with the non-recurrence of specific one-off charges made n the first
half of 2009

e The capital position continues 10 be strong, with a total capital ratio of 15 3 per cent as at 30 June 2010

o  Leoans and advances to customers saw modest growth in the first half of 2010 whilst customer accounts increased by
4 per cent driving an improvement to the advances to deposits ratio

Profitability and balance sheet data

Half-year 1o
30 June 30 June 31 December
2010 2009 2009
£m £m £m
For the pernod
Profit before tax 1,795 2,358 1656
Profit attributable to shareholders of the parent company 1,002 1 806 1286
At perod end
Total shareholders equity 30,278 23059 27,787
Capntal resources 31,290 30,165 31,840
Risk-weighted assets 205,161 216283 203,281
Capital and performance ratio (annualised)} % Y% %
Return on average total shareholders’ equity 138 172 110
Loans and advances to customers as a percentage of customer accounts 802 795 825
Capital ratios
- total capital 153 139 157
— tier { capital 109 100 112
— core tier | capital 100 g1 102
Cost efficiency rabio 554 495 562
At Al At
30 June 30 June 31 December
2010 2009 2009
£m £m fm
Loans and advances to customers (net of impairment allowances) 277,024 279,509 274 659
Loans and advances to banks (net of imparrment allowances) 59,589 49 694 46,994
Trading assets financial instruments designated at fair value and financial mvestments 273,261 265,059 268,138
Total assels 819,574 774,811 751,928
Deposits by banks 56,202 56,634 37,729
Customer accounts 345,425 351,387 332,896
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Reconcihiation of reported and underlying profit before tax

The group measures 1ts performance internally on a hke-for-like basis by elimmating acquisttions and disposals of
subsidiaries and businesses and fair value movement on own debt designated at fair value attnibutable to credit spread
where the net result of such movements will be zero upon maturity of the debt, all of which distort perrod-on-period
compansons The group refers to this as its underlying performance

Reported results include the effects of the above items This approach 1s used to menutor progress against operating plans
and previous period results because management believes that the underlying basis more accurately reflects operating
performance

Underlying performance

The tables below compare the group s underlying performance for the half year to 30 June 2010 with the half years to 30
June 2009 and 31 December 2009

'he following items comprise the underlying adjustments

«  £180 milhon gain on the disposal of the residual 49 per cent stake in the UK card acquiring joint venture with Global
Payments In¢c in June 2009 1n Other operating tncome,

¢ the change 1n own credit spread on long-term debt which resulted 1n a £108 mullion gain in the first half of 2010
compared with a loss of £128 mullion for the first half of 2009 and a loss of £3 11 muthon for the second half of 2009
in Net income/(expense) from financial instruments designated at fauwr value,

s adjustments across various lines for the disposal of the Insurance Brokers business in Apri! 2010 including the profit
on disposal of £83 million

Reconciliation of reported and underlying profit before tax

Half year to 30 June 2010 ("IH10") compared wath half vear to 30 June 2009 {'1H09*)

1HO9 T1HO9 1109 THI10 TH10 1H10  Repored Underlying
reported adjust-  underlying reported adjust- underlying change change
£fm ments £m £m ments £m % Y
Net intercst income 4,149 (1} 4,148 3,984 - 3,984 (4%) (4%8)
Net fee income 2,040 (95) 1,945 2,050 31 2,019 0% 4%
Trading income 1,576 - 1,576 1,498 - 1,498 (5%) (5%)
Net income/{expense) from
financial instruments designated
at fair value 236 128 364 5 (108) (113)  (102%) (131%)
Gains less losses from financial
vestments {162) - {162} 221 - 221 236% 236%
Net earned insurance premiums 1437 - 1 437 1,403 - 1,403 (2%) {2%)
Other operating 1ncome 502 (181) 321 484 (83) 40 (4%) 25%

Net insurance claims incurred and
movement 1n Liabilities to

policyholders (1,580) - (1,580) (1,275) - (1,275) 19% 19%
Net operating income before loan

impairment charges and other

credit risk provisions 8,198 (145) 8,049 8,360 (222) 8,138 2% 1%
Loan impairment charges and other

credit nsk provistons (1,795) - {1,795} (940 - (940) 48% 48%
Nelt operating income 6,403 {149) 6,254 7.420 {222} 7198 16% 15%
Total operating expenses (4,059) 92 (3,967) (4,629 46 (4.583) (14%) {16%)
Operating profit 2,344 (57 2287 2,791 (176) 2,615 19% 14%
Share of profits in associates and

Joint ventures 14 - 14 4 - 4 (72%) {70%)
Profit before tax 2,358 (57) 2,301 2,795 (176) 2,619 19% 14%
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Net interest income

Net fee income

Trading income

Net imcome/(expense) from
financial instruments designated
at fatr value

Gams less losses from financial
nvestments

Net earned insurance premiums

Other operating income

Net insurance claims incurred and
movement 1n habilities 10
policyholders

Net operating income before loan
mmpairment charges and other
credit risk provisions

[.oan impairment charges and other
credit nsh provisions

MNet operating income

Total operating expenses

Operating profit

Share of profits i associates and
Jomnt ventures

Profit before tax

(continued)

Half year to 30 June 2010 ('1H10") compared with half year to 31 December 2009 ("2ZH097)

2H09 2HO9 2HO0S 1HL0 1H10 110  Reporied Underlying
reponted adjust- underlying reported adjust- underlymng change change
£m ments £m fm ments £m % %
3,942 - 3,942 3,984 - 3,984 1% 1%
2,037 (90) 1,947 2,050 an 2,019 1% 4%
1,050 - 1,050 1,498 - 1,498 43% 43%
07 in 618 (5} {108) {113) (1029%) (118%)

89 - 19 221 - 221 148% 148%
1,279 - 1,279 1,403 - 1,403 10% 10%
620 ) 619 484 (83) 401 (22%) (35%)
{1,960} - (1,960} (1,278) - {1,278) 35% 35%
7,364 220 7,584 8,360 (222) 8,138 14% 7%
(1 569} - (1 569) (940} - (940) 40% 40%
5795 220 6015 7,420 (222) 7.198 28% 20%
(4,139) 84 {4 055) (4,629) 46 {4,583} (12%) {13%)
1,656 304 1,960 2,791 (176) 2,615 69% 33%

= (1) (1) 4 - 4 - {500%)
1,656 303 1959 2,795 (176) 2,619 69% 34%

-
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Financial summary

Summary consolidated income statement

Half year to

30 June 30 June 31 December

2010 2009 2009

£m £m £m

Nel interest income 3,984 4,149 3,942
Nel fee income 2,050 2,040 2,037
Trading income 1,498 1,576 1 05¢
Net income/{expense) from financial instruments designated at faie value (5 236 307
Gains less losses from financial investments 221 (162) 89
Net eamed msurance premiums 1,403 1,437 1,279
Other operating income 484 502 620
Total operating mncome 9.635 9778 9,324
Net 1nsurance claims incurred and movement 1n hiabilittes to policy holders {1,275} {1 580) (1,960}
Net operating mcome before loan impawment charges and other credit rish provisions 8,360 8,198 7 364
Loan impairment charges and other credit rish provisions (940) (1795 (1,569)
Net operating income 7420 6,403 5,795
Total operating expenses (4,629) {4 059) (4,139)
Operating profit 2.9 2344 1,656
Share of profit 1n assoctates and joint ventures 4 14 -
Profit before tax 2,795 2358 1,656
Tax Expense {759} {518) (340)
Profit for the period 2,036 1,842 1,316
Profit attnibutable to shareholders of the parent company 2,002 1,806 1,286
Profit aitnbutable to non-contrelling interests 3 36 30

Economic briefing

The UK economy experienced a modest recovery duning the first half of 2010 as economic conditions stabilised
following the severe weakness experienced in 2009 Having fallen 6 4 per cent during the recession, by the end of the
sccond quarter, the level of Gross Domestic Product ("GDP )} had nisen by 19 per cent from the low 1 activity seen in the
third quarter of 2009 Labour market conditions also showed signs of stabilisation as the headline rate of unemployment
rematned around 8 per cent during the half year Housing market activity proved subdued and after appreciating during
the early months of 2010, house prices displayed signs of softening dunng the second quarter The Bank of England left
interest rates unchanged at O 5 per cent during the first half of the year while the Asset Purchase Facility also remained
steady at £200 billon Consumer Price [ndex (‘CPI’) inflation remained relatively high throughout the pertod falling only
margmally from 3 5 per cent (n January 2010 e 3 2 per cent 1n June 2010 well above the Bank of England s 2 per cent
target

The pace of economic recovery also proved lacklustre within the eurozone In the first quarter of 2010, the level of GDP
rose by just 0 2 per cent on the previous quarter There was evidence of an acceleration of growth during the second
quarter, although economic performance proved tncreasingly disparate as concerns mounted over the health of the pubhc
finances of some member nations and a number of austerity programmes were tmplemented Tensions within government
bond markets across the region prompted the creation of a €750 biltion stabilisation fund to be used to provide loans to
eurozone governments in need of financial assistance CPlnflation rose from 0 9 per cent in December 2009 10 1 4 per
cent 1n June 2010 while the unemployment rate increased to an 11 year high of 10 per cent in June 20§10 The Euvropean
Central Bank held the refi rate at 1 per cent throughout the period and, from early May started to purchase small amounts
of the government debt of several eurozone nations i the secondary market

5
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Review of business performance

Reported pre-tax profits in the first half of 2010 were £2,795 million, an increase of 19 per cent compared with the first
half of 2009 and 69 per cent compared with the second half of 2009

The following items are sigmficant in a comparison of the first half of 2010’s underlying results to 2009

» achange in the basis of delivering death-in-service, 1l health and early retirement benefits for some UK employees
generated an accounttng gatn of £322 mullion in the first half of 2009 in Total operating expenses,

¢ again of £353 mullion on the sale of the Group's London headquarters building in the second half of 2009 in Other
operaling income,

« aloss of £73 million, booked across various lines, for HSBC Insurance (UK) Limited in the first half of 2009 and
£106 million in the second half of 2009 (as the UK motor insurance underwriter was significantly affected by
adverse clatms expenence during the year) compared to £2 muthion profit in 2010 The motor insurance underwriting
business was placed inte run-off during the second half of 2009 with no new customer business wnitten in 2010,

¢ the sale and leaseback of the Pans headquarters building 1n February 2010 resulted in a gamn of £125 million being
recognised 1n Orher operating income n the first half of 2010

s abonus tax amounting to £245 milhon tn respect of cenain 2009 bonuses was accrued in the first hall of 20101n
Toial operating expenses

The commentary that follows 15 on an underlyng basis

Profit before tax was 14 per cent hugher than the {irst half of 2009 and 34 per cent higher than the second half of 2009
UK Retail Banking and Continental Europe Retatl Banking both recorded an increase i underlying profit before tax
when compared against both halves of 2009 Compared with the second half of 2009, pre-tax profits have risen across the
four mayor business segments

Net interest income fell by 4 per cent compared to the exceptional results reported m the first half of 2009, primanly
reflecting a decreasing trend, as forecast in Balance Sheet Management revenues as interest rates remaimned low and
major yield curves flattened In Global Banking and Markets, net interest mcome was also impacted by tighter margins
and a reducuon in overall lending balances In Private Banking, the contimuing low nterest rate environment impacted
customer deposit spreads resulting in a fall 1n net interest income These decreases were partly offset by higher levels of
net interest income in the UK Retail Banking and Continental Europe Retail Banking segments reflecting growth mn
mortgage lending i the UK, wider asset spreads and improved loan and deposit margins in Continental Europe

Net fee income increased by 4 per cent Fee income was received for management services provided by HSBC to its
Structured Investment Conduits and higher management fees in Global Asset Management Prnivate Banking and the
wealth management segments of the Retail businesses were driven by an increase in funds under management and growth
in the target customer base The general econemuc uncertainty resulted tn a reduction 1in chient acuvity in the equity capital
markets business and the exceptional volumes seen in the first half of 2009 were not repeated

Trading income fell by 5 per cent Revenues slowed in the second quarter of 2010 as European sovereign debt concerns
and widening credit spreads suppressed chient activity and demand for Foreign exchange, Credit and Rates products A
net expense was recognised from non-quahfying hedges related to mark-to-market losses on cross-currency and interest
rate swaps as the US dollar appreciated against sierling and US dollar long-term nterest rates decreased This compared
with mcome earned from these snstruments 1n the same peried in 2009 Non-quahfying hedges are economic hedges
which do not qualify for hedge accounting

Included within net trading ncome was a fawr value gain of £119 million resulting from widening credit spreads on
structured habilities, a loss of £78 million was reported in the first half of 2009 Addinonally, foreign exchange gains
were reported on trading assets held as economic hedges of foreign currency debt designated at fair value, with the offset
reporied i Net tncome from financial instruments designated at fair value

A negative fair value movement of £113 milhion was recorded within Financial instruments designated at fair value on
assets held to back insurance and mvestment contracts, compared with a posiive movement of £364 million in the first
half of 2009 This negative movement was mainly driven by dechining equity markets 1n the first half of 2010 The
negative movement in far value 1s offset by a corresponding decrease 1n Net insurance elaims incurred and movement in
hiabilities 1o policyholders to reflect the extent to which unit-linked policyholders participate in the investment
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performance experienced on the linked investment portfolios [n addinon, foreign exchange losses on debt designated at
fair value were reported in the period, with the offset reported in Trading mcome

Gauns less losses from financial investments were £383 million ugher than in the first half of 2009 as improved market
conditions resulted 1n tower impairment charges and afforded opportunities 1o reahise private equity investments at a
profit [n Balance Sheet Management, revenues benefited from higher gains on the disposal of debt secunties

Net earned tnsurance premiums were broadly 1n line with the first half of 2009, as increases 1n France driven by higher
premiums per contract offset the lower new premiums wnitten tn the UK following the decision made (n the second half
of 2009 to place the UK motor underwriting business into run-off

Other operatng income ncreased by £80 mullion mainly due to the £125 miilion gain made on the sale and leaseback of
the 103 Champs Elysees and |5 Rue Vernet, HSBC France s Paris headquarters

Net tnsurance claims incurred and movement in liabilities to policyholders decreased by £305 mutlion n the first half of
2010 In the first half of 2009, as a consequence of a rising incidence and sevenity of claims, there was a strengthening of
reserves in the UK motor book The actions taken during 2009 including the dectsion to place this business tnto run-off,
resulted 1n no equivalent reserve strengthening being required 1n the first half of 2010 In addition, declining equity
markets led to a negative movement 1n hiabilities to policyholders on unit-hnked and, to a certain extent, participating
policies where policyholders share in mmvestment performance The negative movement n the assets held to support
insurance contract liabilities are reported in Financial instruments designated at fair vaiue

Loan impairment charges and other credit risk provisions decreased by 48 per cent to £940 milhon reflecung risk
mitigation actions taken by management and a more stable credit environment [n Global Banking and Markets, a modest
charge agamst the backdrop of an improved credit outlook and successfully executed restructuring activity, compared
favourably to sigmficant charges concentrated amongst a small number of clients 1n the first half of 2009 In addiuion,
credit risk provisions on certain asset-backed secunties held on the available-for-sale portfolio decreased as asset-backed
secunties prices increased and default rates dechined In the Personal sector, lower loan impairment charges were driven
by improved delinquencies across both the secured and unsecured lending portfolios due to enhanced credit sk
management practices, improved collections and the impact of the low iterest rate environment In Commercial Banking
loan impairments were lower with the property sector which represents 30 per cent of the total portiolio in the UK,
experiencing the most significant improvement with impairments declining by 42 per cent

Operanng expenses excluding the impact of the two significant ttems noted below, were broadly in ine with the first half
of 2009 Operating expenses (n the first half of 2010 were impacted by the cost of the payroll tax on certain bonuses paid
wn respect of 2009, amounting to £218 million in the UK and £27 million in France Operating expenses in the comparable
period 1n 2009 benefited from a pension accountuing gain of £322 million following a change in the basis of delivering
death-in-service 11l health and early reirement benefits feor certain UK employees In UK Retail and Continental Curope
Retall strategic investments in people and infrastructure to support customers were offset by cost efficiency savings

Outlook

The bank expects global economic conditions to improve during the course of 2010 although the pace of recovery 1s
expected to remain uneven across regions A subdued pace of growth in both the UK and eurozone 1s expected to prolong
the current period of exceptionally low interest rates

Eurozone GDP 1s expected to expand by 1 2 per cent in 2010 following a contraction of 4 1 per cent in 2009 The
strength of recovery across the region 1s expected to prove diverse, however with growth in several smaller eurozone
economies hikely to be hampered by the implementation of fiscal austenity programmes Consumption 1s forecast to rise
by just 0 2 per cent in 2010, given the expectation of continued weak labour market conditions across the eurozone

The bank expects UK GDP to nise by 1 2 per cent in 2010 following a contraction of 4 9 per cent in 2009 Domestic
demand 1s expected to provide most of the impetus to growth with export performance proving lacklustre while the pace
of growth 1n government expenditure 1s expected to slow substantially bevond 2010 Consumer price inflation 1s expected
to maintain a relatively high level during the remainder of 2010 while labour market conditions are forecast to improve
only marginally during the course of 2010 and 2011

I he group 1s preparing to operate (n a period which will be charactenised by further intense public and political scrutiny of
banks and a complex environment with higher levels of intervention by regulators In looking to address the systematic
farlures that caused the financial cnsts governments and regulators are now taking key steps towards meeting the aims set
out by the G-20
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Regulatory Outlook

In Europe the European Union Council of Ministers and European Parliament have commenced negotiations on the
establishment of a European Systemic Risk Board for macro-prudential oversight of the financial system, a European
Banking Authority a European Insurance and Qccupational Pensions Authority and a European Securities and Markets
Authonty In February 2010, the European Commuission issued a public consultation on the third set of proposed
amendments to the EU Capital Requirements Darective (*“CRD’), CRD4 This sets out 11s proposed mplementation of
Basel 1 across the EU In addition, CRD2, covering amendments relating to own funds, large exposures. supervisory
arrangements, quahtative standards for hquidity nsk management and securiisatton, which was adopted by member
states and the European Parhament in September 2009, will come into force on 31 December 2010 CRD3, covering
disclosure of remuneration, effective | January 2011, and capital requirements for the trading book and re-securitisation
and disclosure of the secunusation exposures cffective 31 December 2010, was adopted by member states and the
European Parllament in July 201G In July 2010, the European Commussion propesed further reforms to depositor and
Investor compensation schemes including regular contributions by banks into the apphicable national deposit guarantee
schemes 1 has also announced plans 1o propose legislation to promote greater central cteaning of derivatives and to
strengthen corporate governance

In June 2010, a joimt statement was made by the UK, French and German governments announcing plans for the
intreduction of a bank levy in each country The specific design of each country may differ (o reflect the different
domestic circumstances and 1ax systems Detailed legislation has yet 10 be finalised or enacted in any of the countnes

In the UK, the Financial Services Act 2010 enacted 1 Apnl 2010, established a requirement for UK banks to prepare
recovery and resolution plans [n June 2010, the UK Government announced that the UK Financial Services Authonty
(‘FSA’) will cease 1o exist n its present form and four new supervisory bodies will be established by the end of 2012
Pending these changes 1o supervision 1n the UK, the FSA continues to operate as before and, in June 2010 finahsed its
proposals for a new hiquidity regime, including updated quantitative rufes coupled with a narrow defimtion of hquid
assets In July 2010, the FSA announced the implementation of 1ts new powers granted by the Financial Services Act
2010, including the power to 1mpose financial penalues on imdividuals and firms and more intense information-gathering
mn relation to financial stabihity to help identify potential threats to the UK financial markets

Credit Environment

As government deficits rose, financial markets became increasingly concerned about the level of sovereign indebtedness,

and the credut raung of certain European government debt 1ssues was downgraded Imitially, the debt crisis centred on
events in Greece but later extended to other obligators in Southern Europe The group managed 1ts exposure to the
affected countries closely during the period The overall quality of the group s sovereign portfolio remained strong with
most in-country and cross-border hirmits extended to countries with high grade internal credit nsk ratings The group
regularly updates its assessment of higher nisk countries and adjusts its nsk appetite to reflect such changes

Continuation of the positive loan impairment trend experienced 1n the first half of 2010 in the commercial and personal
seclors remains sensitive Lo general economic activity, employment levels, interest rates and house prices
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Business segment discussion

Profit before tax

Uk Retail Banking

Continental Europe Retasl Banking
Global Banking and Markets
Private Banking

Other

UK Retail Banking

Net 1nterest income
Net fee tncome
Trading income

Other operaung income

Net operating income before iImpairments and provisions

Half year to

Loan impairment charges and credit rish provisions

Nct operatling income
Total operating expenses
Operating profit

Share of profits in associates and joint ventures

Profit before tax

1 he above table 15 on a reported basis

Overview

30 June 30 June 31 December 30 June 30 June 31 December

2010 2009 2008 2010 2009 2009

£m fm £m fm im fm

Reported Reponed Reported  Undertying Undetlying Underlying

647 666 322 593 480 N

216 142 55 216 142 55

1,406 1,595 916 1,392 1,596 919

340 401 327 340 401 327

186 (446) 36 78 (318) 347

2,795 2358 1,656 2.619 2,301 1,959
Hallyear to

30 June 30 June 3t December

2010 2009 2008

£m £m £m

1,732 1,645 1,716

930 928 985

8 39 (n

164 201 40

2,834 2,813 2,730

(616) (819) (781}

2,2t8 1,994 1,949

(1,573) (1341) (1627}

645 653 322

2 13 -

647 666 322

['he first hali of 2010 remained a challenging peniod for the UK economy and, 1n this environment HSBC s financial
strength and divers:fication enabled the bank to continue to support us personal and commercial customers in managing
their financial challenges and planning for the future T'his resulted in a resilient financial performance

UK Retail Banking reported a pre-tax profit of £647 million tn the period, compared with £666 million 1n the first half of
2009, a decrease of 3 per cent and compared with £322 milhion in the second half of 2009 an increase of 101 per cent

On an underlymg basis, adjusting for the gain of £180 mullion on the disposal of the residual 49 per cent stake in the UK
card acquiring joint venture and gain and associated adjusiments (n relation to the disposal of the Insurance Brokers
business in April 2010 profit before tax was £593 muilion 1n the first half of 2010 compared to £480 mullion in the first
half of 2009 and £311 mullion in the second half of 2009
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For UK Reta:} Banking the following items are also sigmificant in a comparisen of the first half of 2010’s results against
2009

e A change in the basis of dehivering death-in-service, 1l health and early retirement benefits for some UK employees
generated an accounting gain of £264 muthon in June 2009

s A loss of £73 million for HSBC Insurance (UK) Limited in the first half of 2009 and £106 million 1 the second half
of 2009 (as the UK motor nsurance underwrniter was significantly affected by adverse claims expenience during the
year) compared to £2 million profit in 2010

T'he commentary that follows 15 on an underlying basis and does not adjust for the significant items above

UK Retail Banking pre-tax profits increased by 24 per cent against the first half of 2009 This was primanly a result of
significantly lower loan impairment charges in both the personal and commercial sectors as a result of actions taken over
the past few years to improve collections performance, together with the quality of new business and the change in i
tow ards secured lending away from unsecured lending Low interest rates in the UK alse helped many customers to
reduce debt levels

Underlying revenues increased by 7 per cent pnmarily as a result of growth in mortgage lending n the personal sector
and improved asset margins as well as no further deterioration of claims experience and associated provisions within the
UK Motor Insurance underwriter, partly offset by the narrowing of hability spreads

Adjusting for the £264m accounting gain menhoned above, operating expenses remamed broadly flat compared to both
the first and second halves of 2009

In Personal Financial Services, Premier customers increased by 9 per cent while Advance atiracted 23,000 new
customers to HSBC in the first half of the year as the business focused on building long term sustainable relationships and
wealth management revenues in these target segments The investment business continued to grow, funds under
management totalled £15 bilhion at 30 June 2010, with the World Selection Fund nising by 59 per cent to £1 5 bilhon in
the first half of the year HSBC took an 8 per cent share of new residential mortgage lending in the UK n the first quarter
of 2010 wiuth an average new loan to value of 53 per cent

In the commercial sector, further progress was made towards the core strategy of becoming the leading bank for
international business as the number of UK based customers managed through the international proposition grew by 9 per
cent during the first half of 2010 Import and export transactions increased by 7 per cent and 12 per cent, respectively,
with Trade and Supply Cham income up 18 per cent on prior year The bank lent £1 4 billion to small and medium sized
enterprises ( SMEs'), and opened accounts for over 65 000 customers starting new businesses

Financial performance

Nerinterest income increased by £88 million or 5 per cent mainly diiven by growth in mortgage revenues and wider asset
spreads This was partly offset by a narrowing of habihty spreads following interest rate cuts n early 2009 The bank
built on 1ts strong deposit base, despite fierce competition for liabitity balances with Premeer and Advance customer
account balances increasing by 4 per cent In Commercial Banking, net lending has remained broadly flat, despite igher
new business advances, reflecting increased customer propensity to reduce borrowing

Agamst the second half of 2009 net interest income increased by £16 milhon or | per cent, pnmarily dnven by
continued mortgage balance growth This was partially offset by a narrowing of habihity spreads and an increase n the
deposit base

Ner fee tncome ncreased by £48 million or 6 per cent The bank continued to grow its target customer base, and gencrated
higher fee income from investments and both domestic and nternational payments flows This was partiatly offset by
reduced income from overdraft and card fees as the mix continued to move towards secured lending away from unsecured
lending Against the second half of 2009, fee income remained flat

Other operating income increased in the first half of 2010 compared to 2009 due to significantly lower claims
provisioning refated to the now closed UK motor insurance underwriting book

Loan impairment charges and other credit risk provisions decreased by £203 million or 25 per cent In Commercal
Banking, loan impairment charges decreased by £106 rmllion The property sector, which represents 30 per cent of the
total portfolio, experienced the most significant improvement in impawrments, dechining 42 per cent year on year Inthe
Personal sector, loan ympairment charges decreased by £97 million due to improved dehinguencies across both the secured
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and unsecured portfolios Given the weakened state of some commercial and consumer clients, continuing positive
impairment trends remain very sensitive to general economic activity, interest rates, employment levels and house prices

Operating expenses mcreased by £263 million or 21 per cent Excluding the accounting gain of £264 million foltowing a
change 1n the basis of delivering death-in-service, 11l health and early reurement benefits for some UK employees in June
2009, operating expenses were flat on prior year The UK business has continued to make strategic investment in people
and infrastructure to support its customers whilst delivering sustainable reducuons 1n the cost base through re-engineering
business processes

Share of profit in associates and joint ventures decreased by £11 million as a result of the sale of the residuat 49 per cent
stake 1n the UK card acquining joint venture with Global Payments Inc 1n June 2009

Continental Europe Retaill Banking

Halfyear to
30 June 30 June 31 December
2010 2009 2009
£m £m im
Net interest tncome 851 822 859
Net fee income 227 217 206
Trading thcome 1 14 14
Other operating income [ 37 (31
Net operating income before impairments and provisions 1,099 1,080 1,048
Loan mmpairment charges and credit nsk provisions (79) (162) (176)
Net operating income 1,020 928 872
Total operating expenses (804) (786) (817)
Operaung profit 216 142 55
Share of profits i associates and joint ventures - - =
Profit before tax 216 142 55

The above table 1s on a reported basis and there 1s no difference between reported and underlying bases

Overview

Continental Europe Retail Banking reported a profit of £216 million for the first half of 2010 against £142 million in the
same perod in 2009, an increase of 52 per cent and £55 nullion in the second half of 2009 an increase of 293 per cent
Increased revenues and lower loan impairment charges were panly offset by nising costs, driven largely by bonus taxes

Since restructuring a number of the bank’s Personal Financial Services businesses in 2009, focus has increasingly centred
on wealth management, reflecting the demographics of the region Increased investment drove customer acquisition with
28,000 new-to-bank Premier customers acquired 1n the first half of 2010 Acquisition was particularly strong in Poland,
Turkey and France where the bank opened two of HSBC's largest Premier centres The total number of Premier
customers across the region rose by 30 per cent year-on-year to 444,000 Advance, the bank’s second tier premium
proposition, was launched in Turkey at the start of the year and in Poland in April The proposition will be rolled out
progressively across the region from September

Commercial Banking continued its focus on expanding relationships with international businesses Further growth was
seen 1n trade finance as the region showed tentative signs of business expansion 1n a number of markets Germany,
Turkey and Poland all saw evidence of business revival and transaction flows increased The bank launched Business
Direct in Poland during the first half of the year as a means of expanding its delivery capabilities in that market and
maintains a leading position in recervables finance across the reglon

Financial performance
Net interest income increased by £29 mullion or 4 per cent Improved margins 1n France and Malla were partially offset by
a narrowing of margins in Turkey following the imposition of a government regutated cap on credit card interest rates

The severe deposit spread compression seen 1n Malta in the first half of 2009 eased substantially in the first half of 2010
and spreads widened as fixed rate deposits rolled over Lo lower interest rates The strategic re-focus of the bank s personal

"




HS5BC BANX PLC

Interim Management Report: Operating and Financial Review (continued)
D ~ B ——

banking proposition depressed net interest income but produced a sharp increase wn the acquisition of target segment
customers across the region

In Commercial Banking, net interest mcome was broadly in line with the first half of 2009 Strong growth in France was
offset by strong competinon n Turkey, forcing margins sharply lower than in the first half of 2009 Corporate lending
expanded in a number of markets and the pipeline of transactions showed signs of revival following the downturn 1n
2009 Good revenue growth was seen in Greece where the focus was on the shipping business and larger mnternational
clients, and 1 Kazakhstan Ammenia Czech Repubhic and Georgia. each of which saw a revival of corporate lending

Compared with the second half of 2009, net interest tncome was £8 milhon lower due largely to the impact in Turkey of
strong competition and the government cap on credit card interest rates

Net fee and Other operating income was 8 per cent lower than in the first half of 2009 Fee income in Personal Financial
Services was 6 per cent higher as strong growth in France, Turkey and Malta reflected the expansion of the target
segment and wealth management business This was offset by fair value losses for the insurance business in France
Growth in Germany, Greece, Czech Republic and Spain boosted fee income in Commercial Banking, although this was
partly offsel by the effects of the tougher competitive environment in Turkey and lower fees in France Against the
second half of 2009, revenues increased by 33 per cent During this prior period, other income in Personal Financial
Services was adversely impacted by a one-off reserve strengthening 1n the Ireland insurance business

Trading income was broadly m line with both the first and second halves of 2009 as a fall in Personal Financial Services
trading revenue 1n I'rance was more than offset by stronger performance 1n Commercial Banking 1n Germany

Loan tmpairment charges and other credi risk provisions decreased by £83 million or 51 per cent compared with the first
half of 2009, and by £97 millien or 55 per cent compared with the second half [n Personal Financial Services,
impairments were sharply lower in Turkey where limit reductions, changes in approval thresholds and a strong focus on
collecuons ytelded substantial itmprovements in recovenes and a reduction in delinquency rates The closure of the bank's
Consumer Finance business in 2009 also contributed £6 million to the lower impairment charges in 2010 Recovery
activity was particularly strong 1 Poland. Hungary and Czech Republic where the Consumer Finance books are being
run-off

In Commercial Banking, lower impairment charges were a feature of a number of markets in Continental Curope with
sharp falls in France Turkey Greece and Russia In France, the improving economic environment resulted in a
reassessment of the bank s emergence penod resulting in a £9 milhon release of collective impairment allowances In
Turkey, a general improvement in the economic environment resulted in a substantial fall in impairment charges, while in
Germany a single individual impairment compared with a net recovery in the first half of 2009

Operanng expenses remained broadly in line with the first hatf of 2009 as the costs of Personal Financial Services
espansion 1n France, | urkey and Kazakhstan were mitigated by the closure of the Consumer Finance business which
delivered a cost reduction of £16 matlien or 2 per cent in the first half of 2010 In Commercial Banking business growth
in Germany and Turkey resulted 1n increased costs whilst strong control over the cost base in France, Malta and a number
of smaller European markets led to a reduction Expenses were 2 per cent lower than 1n the second half of 2009 which
bote the costs of business closures and realignment of the Personal Financial Services business in a number of markets

i2




HS3BC BANK PLC

Interim Management Report: Operating and Financial Review (continued)
| s U -

=

Global Banking and Markets

Half year to

30 June 30 June 31 December

2010 2009 2009

£m £m £m

Net interest income ' 1,088 1,627 1,222
Net fee income 571 548 512
Trading income 1,321 1,221 751
Other operating tncome 349 427 281
Net operating income before impairments and provisions 3,329 3,823 2,766
Loan impairment charges and credit nisk provisions (238) (806) (599)
Net operating mcome 3,091 3.017 2,167
Total operating expenses (1.687) (1,423) (1,251)
Operating profit 1,404 1,594 916
Share of profits 1n assoctates and joint venmres 2 1 -
Profit before tax 1,406 1,595 916

| The bank s Balance Sheet Management business, reported within Global Banking and Markets, provides funding to the trading businesses
To report Global Banking and Markets Trading income on a filly funded basis, Net interest income and Trading 1ncome are grossed up io
reflect nternal funding transactions prior to their elimination m the Inter Segment column on Page 16

The above 1able 1s on a reported basis

Overview

Global Banking and Markets reported a pre-tax profit of £1 406 milhon (n the period compared with £1 595 mallion i the
first half of 2009 a decrease of 12 per cent and £916 mullion in the second half’ an increase of 53 per cent This
represented 1ts second highest ever half year performance although the 2010 figures did not match the record results of
the first half of 2009, which benefited from exceptional market conditions Market share gatns captured 1n 2009 were
broadly maintained and performance sigmificantly exceeded the second half of 2009 delivering stronger revenues and
lower loan impairment charges and other credit risk provisions

Revenues slowed 1n the second quarter of 2010, as European sovereign debt concerns and widening credit spreads were
reflected 1n lower chent activity and a reduction in the level of debt and equity 1ssuance in the market Operating expenses
included a £234 million charge from the UK and French payroll taxes applied on certain 2009 bonus payments

Loan impairment charges and other credit nsk provisions decreased significantly Loan impairment charges fell reflecting
improving credit conditions which together with capital raising and debt restructuring activity has strengthened the
credit quality of the portfolio Credit risk provisions on available-for-sale asset-bached securities also decreased

Global Banking and Markets have been recognised in a number of key industry awards which highlighted the strength of
our core businesses and the success of our now well established emerging markets-led and financing-focused strategy
This included being awarded Euromoney’s ‘Best Debt House’ 1n Greece, Poland, Spain and Turhey Regionally, these
achievements were recognised through the attainment of *Best Debt House' 1n Central Eastern Curope

Financtal performance

The commentary that follows 1s on an underlying basis, adjusting for the Global Banking and Markets element of the
disposal of the Insurance Brokers business in Apnl 2010

Net tnterest income decreased by £539 mutlion or 33 per cent against the first half of 2009 As forecast. Balance Sheet
Management revenues (ell against the record first hatf of 2009 as interest rates remained low and major yield curves
flattened In Global Banking, uighter margins and a reduction n overall lending balances as clients repaid debt in order to
strengthen their balance sheet position resulted in lower income in the credit and lending business

Net fee income increased by £41 mullion or 8 per cent against the first half of 2009 with fee income received for
management services provided by HSBC to tts Structured Envestment Conduits, and higher management fees in Global
Asset Management driven by a |6 per cent increase 1n the average value of funds under management Assets under
management amounted to £92 biilion, assisted by net inflows in the first six months of 2010 of £2 7 lillion The Equity
Capital Markets business however, was affected by a reduction in client activity as the exceptional volumes seen in the
first half of 2009 were not repeated
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Trading income was £100 mithon or 8 per cent hugher than the first haif of 2009 and 76 per cent higher than the second
half Fair value gains of £119 million were reported on structured liabilities as credit spreads widened compared with
losses of £78 million in the first half of 2009 In addiuion, foreign exchange gains were reporied on trading assets held as
economic hedges of foreign currency debt designated at fair value, with the offset reported in Other tncome These were
partly offset by lower trading tncome as increasing economic uncertamnty and subdued market condutions following the
concerns over European sovereign debt in the second quarter of 2010 resulted in lower chent activity and demand for
Foreign exchange, Credit and Rates products Rates income decreased following a slow down in client acuivity as noted
above In Credit trading, a net release of previous write-downs on legacy positions and monoline exposures amounting to
£154 milhion reflected an improvement n assct prices whilst the first half of 2009 had included a net charge of £163
milion This benefit, however, was more than offset by the non-recurrence of gams in other parts of the business
Although performance in the Foreign exchange business remained strong, revenues were affected by a reduction in
market volatility and customer driven volumes compared with the unprecedented levels experienced 1n late 2008 and
early 2009

Other operating income decreased by £96 millton or 22 per cent due to foreign exchange losses on debt designated at fair
value, with the offset reported 1n Trading income above This was partly offset by higher realisations and lower
impairment charges tn Principal Investments as market conditions improved

Loan impawrment charges and other credit risk provisions decreased by £568 million or 70 per cent Loan impairment
charges fell by £489 million as significant loan impairments taken in relation to a small number of chients in the first half
of 2009 did not recur Credit risk provisions on the available-for-sale portfohe fell by £79 mullion against the first half of
2009 reflecting a nse n asset prices and a dechine 1n default rates

Operating expenses ncreased by £279 million or 20 per cent due to the inclusion of £234 million payroll taxes on certain
bonuses and the non-recurrence of a £58 milhion pensian accounting gain

Private Banking

Half year to
30 June 30 June 31 December
2010 2009 2009
£im fm fm
Net nterest income 351 461 354
Net fee income 330 322 304
Trading income 136 94 116
Other operating income 19 20 8
Net operating income before impairments and provisions 836 897 782
Loan umpairment charges and crednt nisk provisions &) (N (12)
Net operating ncome 829 850 770
T'otal operating expenses (489) (489) (443)
Operaung profit 340 401 327
Share of profits tn associates and joint ventures - = -
Profit before tax 340 401 327

The above table i1s on a reported basis and there 1s no difference between reported and underlying bases
Overview

Private Banking reported pre-tax profit of £340 mullien for the first half of 2010 compared with £401 million for the first
half of 2009, a decrease of 15 per cent, and £327 mulhion in the second half of 2009, an increase of 4 per cent Lower net
interest income driven by the narrowing of deposit margins impacted first half year comparisons, whilst increases in net
fee and trading mcome improved performance over the second half of 2009

Private Banking has continued to focus on providing excellent chent experience and global connections with the ability 10

offer tailor made services including trust and famuly office services A Family Office Partnership was launched with
Global Banking and Markets, targeting ultra high net worth clients and family offices seeking quasi-institutional services
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In the Euromoney Excellence Awards 2010 HSBC Private Bank was named the ‘Best Global Wealth Manager” and FT

Money and lnvestors Chronicle Magazine have voted HSBC Private Banh as ‘Best Wealth Manager for Altemative
Investments

Finanaial performance

Net interest income decreased by £110 million or 24 per cent against the first half of 2009 due to the continued low
interest rate environment, which affected customer deposit spreads Compared to the second half of 2009, it remained flat

Net fee income increased by £8 miihion or 2 per cent as market sentiment drove a rise wn chent activity levels and an
increase in client assets under management compared 1o the same period in 2009 Net new money amounted to £4
bilhon resulting from strong inflows in Asia and other emerging markets and increased chent leverage Switzerland

reported a net inflow despite the local data theft incident reported 1n March Against the second half of 2009, the increase
amounted to £26 mullion or 9 per cent

Trading income ncreased by £42 mullion or 45 per cent in the first half of 2009 driven by higher client acuvity
transaction volumes as client nisk appetite returned, particularly in foreign exchange and debt securities trading
Compared to the second half of 2009 income increased by 17 per cent driven by the same reasons detailed above

Operating expenses remawned 1n line with the first half on 2009, despite strategic hinng in emerging markets specifically
n Asia, India, Middle East and Latin America The benefit of various cost management initiatives implemented in 2009
was realised and included cost savings from the merger of two subsidianies in Switzerland These benefits were primarily
offset by payroll 1axes on certain bonuses of £6 million in the UK Against the second half of the prior year costs
increased by 10 per cent

Other
Halfl year to

30 June 30 June 31 December
2010 2009 2009
£m fm £m
Net interest income/{expense) (32) {107) (85)
Net fee income/(expense) (6) 25 30
Trading income/(expense) 13 on 56
Other operating incomef{expense) 283 (226) 14
Net operating income before impairments and provisions/{(expense) 258 (39%) 75
Loan impairment charges and credit risk provisions - (1) (1)
Net operating tncome/{expense) 258 {400) 74
Total operating expenses (72) {46) {38)
Operaung profiv(loss) 186 (446) 36
Share of profits in associates and yoint veniures - - =
Profit/(loss) before tax 186 (446) 36

I he above table 15 on a reported basis

Reported profit before tax in Other was £186 million compared with a loss of £446 mullion in the first half of 2009 and a
profit of £36 mithon in the second half of 2009

Other includes the following underlying adjustment which 1s reported tn Other operating income
s the change in own credit spread on long-term debt which resulted 1n a £108 mullion gain in 2010 compared with a
loss of £128 mithon for the first half of 2009 and a loss of £311 milhion in the second half of 2009,

In additton, the following items are significant in a companson of the first half of 2010 s results against 2009 These
1tems are also reported in Other operating income

e  the gain of £125 million on the sale and leaseback of the Pans headquarters building in February 2010,

s againof £353 million on the sale of the Group’s London headquarters building in the secend half of 2009
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Overall segmental analysis

UK Retail Contientsa) Global Private Other Inter Total
Europe Banking Banking Segment
Retail and
Markets
£m £m £m £m £m £m £m
Net Operating Income
Half year to
30 June 2010 2,218 1,020 3,091 829 258 4 7,420
30 June 2009 1,994 928 3,017 890 (400) (26) 6403
31 December 2009 1949 872 2,167 770 74 (37 5795
Profit / (Loss) Before Tax
Half year to
30 June 2010 647 216 1,406 340 186 - 2,795
30 June 2009 666 142 1,595 401 (446} - 2,358
31 December 2009 32 55 916 327 36 - 1 656

The above table 1s on a reported basis
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We confirm that to the best of our knowledge

s the condensed set of financial statements has been prepared in accordance with 1AS 34 ‘Interim Financial
Reporting’ as adopted by the EU,

* the intersm management report includes a fair review of the information required by

{a) DIR 4 2 7R of the Disclosure Rules and Transparency Rules being an indication of important events that have
occurred during the first six months of the financial year ending 3t December 2010 and their impact on the
condensed set of financial statements and a description of the principal risks and uncertainties for the remaining
s1x months of the financial year and

(b) DIR 42 8R of the Disclosure Rules and Transparency Rules being related parues transactions that have taken
place in the first six months of the financial year ending 31 December 2010 and that have matenally affected the
financial position or performance of the group during that period and any changes in the related parties
transactions described in the Annual Report and Accounts 2009 that could do so

S T Gulhiver (Chairman) M F Geoghegan {Deputy Chairman) P A Thurston (Chief Executive), P W Boyles (Director) D C
Budd {Dwrector), A A Flockhan (Director), S K Green (Director) Dame Mary Marsh {Independent Non-Executive Director) R
E S Martin (Independent Non-Executve Director), A R D Monro-Davies {Independent Non-Executive Direclor) S PO Sullivan
{Director) P M Shawyer (Independent Non-Executive Director), J F [rueman (Independent Non-Executive Director)

On behalf of the Board, § T Gulliver (Charman) 2 August 2010
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I M T
Consolidated income statement for the half-year to 30 June 2010
Half-year to
30 June 30 June
2010 2009
Notes £m £m
Interest income 5,620 6983
Interest expense (1,636) (2.834)
Net interest income 3,984 4149
Fee income 2,666 2,817
Fee expense (616) (777)
Net fee income 2,050 2,040
Trading income excluding net mterest mcome 1,016 622
Net interest mcome on trading acuvites 482 954
Nel trading imcome 1,498 1,576
Net incamef(expense) from financial instruments designated at fair
value ()] 236
Gains less losses from financial investments 221 (162)
Dividend income 3 17
Net earned insurance premiums 1,403 1,437
Other operating income 473 485
Total operating income 9,635 9,778
Net insurance ¢laims incurred and movement in liabilities to policyholders (1,275) (1,580}
Net operating income before toun impairment charges and other credit risk
provistons 8,360 §,198
Loan impairment charges and other credit nisk provisions 4 (940) (1,795}
Net operating income 7,420 6,403
Employee compensation and benefits 5 (2,648) (2,252)
General and administralive expenses (1.668) (1,515}
Depreciation and impairment of property, plant and equipment {232) (223}
Amortisation and impairment of 1atangible assets (81) (69)
Total operating expenses (4.629) {4 059)
Operating profit 2,79 2344
Share of profit in associates and joint ventures 4 14
Profit before tax 2,795 2,358
Tax expense (759) (516)
Profit for the period 2,036 1,842
Profit aunbutable to shareholders of the parent company 2,002 1,806
Profit attnbutable to non-controlling interests 34 36
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Consolidated statement of comprehensive income for the half-year to 30 June 2010

Hali-year to
30 June 30 June
2010 2009
£m £m
Profit for the peniod 2,036 1,842
Other comprehensive income
Avallable-for-sale investments
= fair value gains 1.848 1396
- farr value losses transferred to income statement on disposal 57 90
- amounts transferred to the income statement in respect of impairment losses' 443 375
— Income 1axes (183) (138)
Cash flow hedges
— fair value gains 53 71
- fair value (gains) losses transferred to income statement 21} 2
~ income taxes (16) 20
Actuanal gains/ (losses) on defined benefit plans
— before income taxes 221 (2,396)
— INCOMmeE laxes (65) 666
Exchange differences and other {1,149 (1,567)
Other comprehensive income for the penod, et of tax 1,188 (1L,521)
Tolal comprehensive income for the perod 3,224 321
Total comprehensive income for the period attnibutable to
— shareholders of the parent company 3218 342
= non-controlhing interests 6 (21}
3.224 321

| Included in the impairment losses ts an amount of £249 million representing impairment charges allocaied to capnal note holders
where losses would be borne by thivd-party investors 1n the Special Purpose Ennties (SPE's) as described on Page 157 of the Annual
Report and Accounts 2009
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Consolidated statement of financial position at 30 June 2010

At 30 June At 31 December
2000 2009
Notes £m im
ASSETS
Cash and balances ai central banks 29,798 14,274
Iterns 1n the course of collection from other banks 2,045 2,082
Trading assets 6 159,916 165,008
Financia! assets destgnated at farr value ) 14,151 16,435
Derivatives 6 152,656 118,516
Loans and advances to banks 46 59,589 46,994
Loans and advances o customers 16 277,024 274,659
Financial mvestments 6 99,194 16 695
Other assets 6,578 8,013
Current tax assets 134 172
Prepay ments and accrued income 3,461 3357
Interests in associates and joint ventures 79 79
Goodwill and intangible assets 10,713 11 199
Property, plant and equipment 4,004 4,050
Deferred tax assets 232 355
Total assels 819,574 751 928
LIABILITIES AND EQUITY
Liabilities
Deposits by banks 6 56,202 57,729
Customer accounts 6 345425 332,896
Items 1n the course of transmission to other banks 1,244 1,477
Trading hiabihties 6 125472 118,881
Financial habilities designated at fair value 6 21,572 18 164
Derivatives '] 152,307 118,689
Debt securines 1n 1ssue [ 52,842 39340
Other liabihes 5611 5,867
Current tax Irabthiies 498 197
Liabilines under insurance contracts 1ssued 15,886 16 505
Accruals and deferred income 3854 3752
Provisions 342 368
Deferred tax habilities 112 158
Retirement benefit habihuies 690 2678
Subordinated lLiabilities 6 6,650 6,799
Total hatnlities 788,807 723,500
Lquity
Called up share capital 797 797
Share premium account 20,025 20025
Other equity instruments 1,750 1,250
Other reserves (1,863) (2920)
Retamned eamings 9,569 8,135
Total shareholders equity 30,278 27787
Non-controlling interests 489 641
Total equity 30,767 28,428
Total equity and hiabilipkes 819,574 751 928
S T Gulliver {Chainnan) 2 August 2010
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Consolidated statement of cash flows for the half-year to 30 June 2010

Half-year to

Cash flows from operating activities
Profit before tax

Adjustments for
~ non-cash items included 1n profit before tax
— change in operating assets
- change in operating Liabilities
— elimination of exchange differences’
— net gain from investing activities
-~ share of profits in assoctates and Jot ventures
— distributions from associates
— contributions paid to defined benefit pension plans {Note 5)
~ tax paid

Net cash generated from/(used 1n) operating activities

Cash flows used in investimg activities

Purchase of financial investmenis

Proceeds from the sale and matunty of financial investments

Purchase of property, plant and equipment

Proceeds from the sale of property, plant and equipment

Purchase of inangtble assets

Net cash outflow from acquisition of or increase (n stake of subsidiaries
Net cash outflow from acquisition of or increase tn stake of associates
Proceeds from disposal of subsidiartes

Proceeds from disposal of associates

Purchase of HSBC Holdings pic shares to satisfy share-based payment transactions

Net cash (used in)/generated from tnvesting activities

Cash flows from financing activities

[ssue of share capital

[ssue of preference share capnal

Subordmated loan capital repaid

Net cash outflow from acquisition of or increase in stake of subsidianes
Dividends paid to shareholders

Net cash (used in)/generated from financing activities

Net mncrease 1n cash and cash equivalents

Cash and cash equivalents at the beginning of the period
Exchange differences in respect of cash and cash equivalents

Cash and cash equivalents at the end of the period

30 June 30 June
2010 2009
£m £m
2,795 2,358
1.189 2,179
7,882 22913
27,881 (41,963)
712 14,032
(435) (176)
)] (14)

- (8)
(1,891) (141)
(570) (120)
37,559 (940)
(37.507) (47,337)
27,504 50,292
(229) (273)
146 77
(80) (74)

- 247y

- (14)

123 -

1 187

- 21)
(10,042) 2590
- 2,777

25 -

(5) (99)
(176) -
(918) N
(1,074) 2,601
26,443 4,251
60,806 60,855
(2,004) (5 665)
85,245 59,441

| Adpustment to bring changes between opening and closing balance sheet amounts to average rates This 15 nof done on a line-by-iime

baxis, as detadls cannoi be determined without unreasonable expense
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1

Basis of preparation

(2)

(b}

(<)

Comphance with International Financial Reporting Standards

The intenm consohdated financial statements of the group have been prepared in accordance with the Disclosure
and Transparency Rules of the Financial Services Authonty and 1AS 34 ‘Intenm Financial Reporting’ (‘1AS 34°)
as 1ssued by the Internattonal Accounting Standards Board (‘IASB") and as endorsed by the EU

The consolidated financial statements of the group at 31 December 2009 were prepared in accordance with
International Francial Reporting Standards (‘IFRSs’) as 1ssued by the IASB and as endorsed by the EU
EU-endorsed IFRSs may differ from IFRSs as issued by the IASB i, at any point tn ime, new or amended
[FRSs have not been endorsed by the EU At 31 December 2009, there were no unendorsed standards effecuve
for the vear ended 31 December 2009 affecting the consohidated financial statements at that date, and there was
no difference between IFRSs endorsed by the EU and 1FRSs 1ssued by the IASB n terms of their application to
the group Accordingly, the group’s financial statements for the year ended 31 December 2009 were prepared in
accordance with IFRSs as 1ssued by the 1ASB

At 30 June 2010 there were no unendorsed standards effective for the period ended 30 June 2010 affecuing these
intenim consolidated financial statements, and there was no difference between IFRSs endorsed by the EU and
IFRSs 1ssued by the IASB in terms of their application to the group

IFRSs comprise accounting standards 1ssued by the IASB and its predecessor body as well as interpretations
1ssued by the International Financial Reporting Interpretations Commuttee (‘JFRIC’} and 1ts predecessor body

During the period ended 30 June 2010, the group adopted the following significant standards and amendments (o
standards

On 1 January 2010, the group adopted the revised IFRS 3 *Business Combinations and the amendments to IAS
27 Consohdated and Separate Financial Statements’ The main changes under the standards are that

— acquisition-related costs are recogmised as an expense 1n the income statement in the period in which they
are incurred

—  all consideration transferred, including contingent consideration, 1s recognised and measured at fair value at
the acquisition date,

— equity interests held prior to control being obtained are remeasured to fair value at the date of obtaiming
control, and any gain or loss 1s recognised In the income statement,

— changes n a parent’s ownership interest in a subsidhary that do not result in a change of control are treated
as transactions between equity holders and are reported in equity, and

— an option 1§ available, on a transaction-by-lransaction basis, 1o measure any non-controlling (previously
referred to as minority) interests in the entity acquired erther at fair value, or at the non-controlling interests’
proportionate share of the net identifiable assets of the entity acquired

In terms of their application to the group, the revised IFRS 3 ‘Business Combinations® and the amendments to
1AS 27 'Consohdated and Separate Financial Statements’ apply prospectively to acquisitions made on or after
I January 2010, and have no significant effect on these consolidated financial statements

In addition to the above, during the period ended 30 June 2010, the group adopted a number of standards and
interpretations and amendments thereto which had an insignificant effect on these consolidated financial
stalements

Comparative information

These intersm consclidated financial statements include comparative information as required by IAS 34 and the
UK Disclosure and Transparency Rules

Use of estmates and assumptions

I'he preparation of financial information requires the use of estimates and assumptions about future cenditions
The use of available information and the apphcation of judgement are inherent 1n the formation of esuimates,
actual results in the future may differ from those reported Management believes that the group’s cntical
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accounting policies where judgement 1s necessanly applied are those which were described on pages 59 to 62 of
the Annuai Report and Accounts 2009

(d) Consolidation

The intenim consolidated financial statements of the group comprise the condensed financial statements of
HSBC Bank Plc and its subsidiaries The method adopted by the group to consolidate s subsidiaries 1s
described on page 41 of the Annual Report and Accounts 2009

(e) Future accounting developments

At 30 June 2010, a number of standards and interpretations, and amendments thereto, had been 1ssued by
the IASB, which are not yet effective to these consolidated financial statements Except for those described
on page 41 to 42 of the Annual Report and Accounts 2009, the group does not expect the adoption of any of
these to have a sigmficant effect on these consolidated financial statements

{f) Changes in composition of the group

l'here were no matenal changes 1n the composition of the group

2 Accounting policies

The accounting pohicies adopted by the group for these intenim consolidated financial statements are consistent with
those described on pages 43 to 59 of the Annual Report and Accounts 2009 except as discussed in Note 1, ‘Basis
of preparation The methods of computauon apphed by the group for these internim consolidated financial siatements
are consistent with those applied for the Annual Report and Accounts 2009

3 Dividends

Dnvidends to shareholders of the parent company were as follows

Half-year to 30 June 2010 Year to 3| December 2009

£ per Total £ per Total
Divtdends declared on ordinary shares share £m share £m
In respect of previous year
— third intertm dividend 107 850 - -
In respect of current year
— first interum dividend - - 055 441
- second intenim dividend — — 063 500
107 830 118 241

Dividends on preference shares classified as equity

In the first half of 2010 no dividend was patd on the HSBC Bank plc non-cumulative third dollar preference shares
(2009 no dividend was paid in the first half and £1 13 per share, totalling £40m, was paid in the second half’)
Interest on capital securities classified as equity

In the first half of 2010 £68 mullion interest on perpetual subordinated debt was paid at the sole and absolute
discretion of the Board of Directors (2009 £77 mullion was pard n the first half and £9m was paid 1n the second
half')
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4 Loan impairment charges and other credit nisk provisions

Half-year to

30 June 2010 30 June 2009
£m fm
Total loans and advances

- new allowances net of allowance releases 823 1.612
~ recoveries of amounts previously written off’ _(78) (86)
748 1,526
Impairment charges on debt secunities and other credit nisk provisions 192 269
940 1,795

Movement 1n impatrment allowances on total loans and advances

Indmvidually Collectively

assessed assessed Totat
£m fm £m
At January 2010 1,369 1,280 3,649
Amounts written off {164) {460) (624)
Recoveries of amounts previgusly written ofl 7 68 78
Charge to income statement 333 415 748
Exchange and other movements (73) (7) (80)
At 30 June 2010 2,472 1,296 3,768
At 1 January 2009 1,423 1,122 2545
Amounts written oft (169) (570} (739)
Recoveries of amounts previously wnten off 15 71 g6
Charge Lo income statement 864 662 1,526
Exchange and other movements (108) (38) (146)
A1 30 June 2009 2025 1 247 3,272

5 Post-employment benefits

Included within *Employee compensation and benefits’ are components of net periodic benefit cost related to the

group's defined benefit pension plans and other post-employment benefits, as follows

Current service cost

Interest cost

Expected return on plan assets
Other gamns

Net defined benefit cost

Half-year to

30 June 2010 30 June 2009
£m £m

99 121

390 350

(340) (320

- (322)

149 a7h

The group revalues its defined benefit post-employment plans each year at 31 December, in consultation with the
plans’ tocal actuaries The assumptions underlying the calculations are used to determune the expected income

statement charge for the following vear

At 30 June each year, the group revalues all plan assets to current market pnices The group also reviews the
assumptions used to calculate the defined benefit oblhigations (the habilities of the plans) and updates the carrying
amount of the obligations 1f there have been sigmficant changes as a consequence of changes in assumptions

Reducuons 1n the average yields of high quality (AA rated or equivalent) debt instrumenis 1n certain regions 1n the
first half of 2010, mitigated by a reduction in inflation expectations, resulted tn increases in the valvatien of the
defined benefit obligations The group has, therefore, revalued certain plan oblhigations where the impact has been

sigmficant

I'he change in actuarial assumptions resulted in an increase in the defined benefit obligation for the HSBC Bank
(UK) Penston Scheme of £0 4 billion The actual return on plan assets the HSBC Bank (UK) Pension Scheme was

26




HSBC BANK PLC

Notes on the Condensed Financial Statements (unaudited) (contnueq)

R |

approximately £0 6 billion above expected return These differences from expected changes were recogmsed directly

In equity as a net actuanial gain

In February 2010, HSBC Bank plc agreed with the Trustee of the HSBC Bank (UK) Pension Scheme (‘the Scheme’)
to reduce the deficit of the plan by meeting a schedule of future funding payments, as disclosed on page 70 of the

Annual Report and Accounts 2009

On 17 June 2010 HSBC Bank plc agreed with the Trustee 10 accelerate the reduction of the deficit of the plan with a
special contnibution of £1,760 million 1n 2010 followed by a revised payment schedule n the following years, as

shown below

Onginai

Plan

£m

2010 Nil
2011 Nil
2012 465
2013 465
2014 465
2015 630
2016 630
2017 630
2018 630

Revised
plan
£m

1,760
il
nil
il
nit

On the same day, HSBC Bank plc made the £1,760 million contribution and the Scheme used the contribution to
acquire debt securities with a fair value of £1,760 mullion from the bank in a transaction at an arm’s length value
determined by the Scheme’s independent third-party advisors The debt securities sold comprised supranational,
agency and government-guaranteed securities, asset backed securities, corporate subordinated debt and auction rate

sccurities

6 Fair values of financial instruments

Fair values are determined in accordance with the methodology set out in the Annual Report and Accounts 2009 1n

the accounting policies on pages 43 to 59, and 1n Note 31 on pages 117 10 125

Bases of valuing financial assets and habilities measured at fair value

Valuation techniques

Quoted Usimg  With significant
market observable unohservable
price mputs nputs
Level 1 Level 2 Level 3
£m £m £m
At 30 June 2010
Assets
Trading assets 107,555 50,862 1,499
Financial assets designated at fair value 8,483 5,668 -
Dervatives 598 150,722 1,336
Financial investments avalable-for-sale 47,442 45,334 2,037
Laabilities
Trading liabilities 74,467 48,582 2,453
Financial hiabilictes at fair value 8,633 12,939 -
Dervalives 517 149,926 1.964
At 31 December 2009
Assets
Trading assets 107,883 55,615 1,510
Financial assets designated at fair value 10,870 5,565 -
Dervatives 795 116,121 1,600
Financial invesuments avatlable-for-sale 33,163 50,258 3,274
Liabilives
Trading habilities 60,735 55,362 2,784
Financia! Liabilities at fair value 6,694 11,470 -
Derivatives 714 114,963 3012

Total

£m

159,916
14,151
152,656
94,813

125472
21,572
152,407

165,008
16,435
118,516
86,695

118,881
18,164
118 689

T'tading assets valued using a valuation techmique with significant unobservable inputs include various asset-bached
securities, leveraged loans underwritten by the group and corporate and morigage loans held for securiusation
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Denvative products valued using a valuation technique with sigmificant unobservable mputs include certain types of
correlation products, particularly equity and foreign exchange basket options and foreign exchange-interest rate
hybnd transactions, long-dated option transactions, particularly equity options, interest rate and foreign exchange
options and certain credit denvauves, including tranched credit default swap transactions and credu denvatives
executed with certain monoline insurers

Available-for-sale financial investments and financial assets designated at fair value that are valued using
unobservable mputs include holdings of private equity and asset-backed secunities

Fair values of financial instruments not carned at fair value

30 June 2010 31 December 2009
Carrying Fair Carrying Fair
amount Value amount Value
£m £m £m £m
Assets

Loans and advances to banks 59,589 59,564 46,994 46970
Loans and advances 1o customers 277,024 272,749 274,659 269,542
Financtal investments debt securities 4,381 4,622 4,851 5,235

1 iabihities
Deposis by banks 56,202 56,202 57,729 57730
Customer accounts 345,425 345,479 332,896 333039
Debt securities i 1ssue 52,842 52,878 39,340 38702
Subordinated liabilities 6,650 6,166 6 799 6,381

7 Credit quality of financial instruments

The five credit quality classifications set out and defined on pages 140 to 141 of the Annual Report and Accounts
2009 descnbe the credit quahity of the group’s lending, debt securities portfolios and denivatives  These
classifications each encompass a range of more granular, internal credit rating grades assigned to wholesale and retail
lending businesses, as well as the external ratings atiributed by external agencies to debt secuniies There 1s no direct
correlation between mtemal and external ratings at granular level, except to the extent each falls within a single
qualhity classification
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I'he following tables set out the group’s distribution of financial instruments by measures of credit quahity

30 June 2010

Neither past due nor impaired

Past due
Medium Sub- not Impairment
Strong Good  Satisfactory standard impaired Impaired allonances Total
£m £m £m £m £m £m £m £m
Cash and balances at central
banks 29,798 - - - - - - 29,798
Items 1n the course of
collecuon from other
banks 2,045 - - - - - - 2,045
Trading assets 104,578 20,383 17,777 300 - - ~ 143,038
— treasury and other
eligible bilts 148 276 k! - - - - 460
— debt securtties 63,882 2,897 5,194 174 - - - 72,147
~ loans and advances
to banks 18,010 10,897 3.094 19 - - - 32,020
— loans and advances to
customers 22,538 6,313 9,453 107 — - — 38,411
Financial assets designated
at fair value 3,491 65 4,036 - - - - 7,592
— treasury and other
eligible bills 71 - - - - - - 1
— debt securities 2,526 68 4,032 - - - - 6,623
— loans and advances
to banks 397 - 4 - - - - 401
- loans and advances to
customers 497 - - - - - -~ 497
Derivatives 108,428 34,061 9,455 T2 - - 152,656
L.oans and advances held at
amortised cost 206,373 61,807 52,727 10,955 1,683 6,836 (3,768) 336,613
—Joans and advances
to banks 47,561 8,362 3,541 84 - 97 {56) 59,589
— loans and advances to
customers 158,812 53,445 49,186 10,871 1,683 6,739 (3,712) || 277,024
I mancial investments 89,461 2,039 2,306 1,795 - 1,586 97,187
— treasury and other
similar bills 6,246 - 191 2 - 1 - 6,440
« debt securities 83,215 2,039 2,115 1.793 — 1,585 — 90,747
Other assets 5,361 336 1,081 358 10 4 8,647
- endorsements and
acceptances 265 90 106 - - - - 461
- accrued tncome and
other 5,096 746 1,975 A58 10 4 - 8,186
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31 December 2009
Neither past due nor impaired
Past due
Medism Sub- not Imparment
Strong Good Satisfactory standard 1mpaired Impaired allowances Total
£m £m £m £m £m £m £m £m
Cash and balances at central
banks 14 274 - - - - - - 14 274
lterns m the course of
collection from other
banks 2,082 - - - - - - 2,082
Trading assets 115,484 13,436 16,202 482 - - - 145,604
- treasury and other
elipible bills 747 42 -1 -1 - - B 789
— debt securnies 66,516 2,781 5877 392 - - - 75,564
— loans and advances
to banks 22 268 5754 2 807 28f E - B 30 857
— loans and advances to
customers 25 953 4 B59) 7518 6] — - — 38,392
Financial assets designated
al fair value 5,217 63 4200 — — - - 9,480
— treasury and other
ehigible bills 35 - - B B - -1 35
— debt secunities 4 450) 63 4,193 - e — ~ 8 704
— loans and advances
to banks 207 E 7 E - - — 214
- loans and advances to
customers 525 — 5 e — - -1 525
Denvatives 82,706 27 368 6 465 1977 - - - 1iB5l6
Loans and advances held at
amorused cost 186,225 69,142 49,533 11,625 2,154 6,623 (3,649) 321,653
— loans and advances
to banks 36 545 754 2,443 42 - 57 (57 46,994
- loans and advances to J
customers 149,68 61,596 47,0904 11,205 2,154 6,526 (3,592 274,659
Financial investments 76 591 | 790 3,260 1,336 - 1,402 - 84,379
— treasury and other
sumilar bills 2,345 e E 1 - 3 E 2,34
~ debt secunties 74 246 1,790) 3 2604 I 334 = 1,399 — 82,03
Other assets 5,846 894 2,238 405 16 50 — 9449
- endorsements and
acceptances 190 a4 9 ~ ~ — e 353
— accrued income and
other 5,656 830) 2 140 409 16| 501 E 9 097
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Contingent liabilities, contractual commitments and guarantees

At At
30 June 31 December
2010 2009
£m £m
Guarantees and other contingent habulities
Guarantees and trrevocable tetters of credu pledged as collateral
security 16,726 20,971
Other contingent habdittes 37 32
16,763 21,003
Commutments
Documentary credits and short-term trade-related transactions 1,703 1,515
Forward asset purchases and forward deposits placed 11 492
Undrawn formal standby facihities, credut lines and other
caommitments to lend 103,638 114,076
105,352 116 083

The above table discloses the nominal principal amounts of contingent liabihties, commitments and guarantees They
are mainly credit-related instruments which include both financial and non financial guarantees and commitments to
extend credit Contingent hiabilities ansing from litigation are disclosed i Note 10 Nominal principal amounts
represent the amounts at risk should contracis be fully drawn upon and clients default As a sigaificant proportion of
guarantees and commutments 1s expected (o expire without being drawn upon the total of the nomunal principal
amounts 1s not representative of future liquidity requirements

Financial Services Compensation Scheme

The UK Financial Services Compensation Scheme { FSCS ) has provided compensation to consumers followmng the
collapse of a number of deposit takers such as Bradford & Bingley ple, Henitable Bank ple and Kaupthing Singer &
Friedlander Limited The financial impact on the bank the basis for estmating costs and the uncertainties involved
in gstimating the ulumate FSCS levy to the industry, remain consistent with those disclosed on page 171 of the
Annual Report and Accounts 2009

Payment Protection Insurance Sales

A summary of actions by UK regulators and the consumer protection agency, together with banking industry
response, up until the end of February 2010 15 included on page 172 of the Annual Report and Accounts 2009

The FSA subsequently 1ssued a further Consultation Paper ('CP (10/6)') setting out revised proposals in relation to
which there was a further consultation period to 22 Apnl 2010 The FSA 15 currently considering responses to this
second consultation it 15 not yet known when the FSA will publish a policy statement nor what its form and content
will be 1In the circumstances, 1t 15 not possible for the bank to determine what impact 1f any the FSA's proposals will
eventually have

Guarantees and other commitments

The principal types of guarantees generally provided in the normal course of the group's banking business and other
contractual commitments are consistent with those detailed on page 173 of the Annual Report & Accounts 2009

Related party transactions

Pension scheme swap transactions

HSBC Bank (UK) Penston Scheme (‘the Scheme ) enters into swap transacttons with the bank to manage the
inflanon and interest rate sensitivity of the habihues At 30 June 2010 the gross notional value of the swaps was

£14 7 buihion (31 December 2009 £14 6 billion) the swaps had a negative fair value of £1 3 billion to the bank (31
December 2009 negauve fair value £647 million) and the bank had deltvered collateral of £2 0 billion (31 December
2009 £1 7 ilhion) to the Scheme in respect of these swaps All swaps were executed at prevailing market rates and
within standard market bid/offer spreads
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Duning the year, the bank sold debt security assets to the Scheme at an arm'’s length value, the detatls of which are
provided 10 Note 5 ‘Post-employment benefits’

Purchase of non-controlling interests

In June 2010 the group purchased the non-controlling interests in HSBC Europe B V. which was owned by HSBC
Holdings (Luxembourg) S A | a direct subsidiary of HSBC Overseas Holdings {UK} Limited, for a cash
constderation of £176 mullion

in March 2009, the group purchased the non controlling mterests in HSBC Private Bank (Suisse) S A which was
owned by HSBC Investor PBRS Corporauon {Delaware), a direct subsidiary of HSBC Bank USA, National
Association, for a cash consideration of £247 million

10 Litigation

A summary of the details of littgation proceedings relating to Bernard L Madoff was pubhished on pages 175 to 176
of the Annual Report and Accounts 2009 There have been no significant developments in this case dunng the first
half of 2010

11 Event after the balance sheet date

On 22 June 2010, the UK Government announced 1ts intention to reduce the marn rate of corporation tax from 28 per
cent 10 24 per cent The fall will be phased 1n over a period of four years with a 1 per cent reduction in the main
corporation 1ax rate for each year starting on 1 Apnl 2011 The Finance (No 2} Act 2010 enacted on 27 July 2010
included legislation on the mitial phase 1o reduce the main rate of corporation tax from 28% to 27% from 1 April
2011 The tax rate change was not substantively enacted at 30 June 2010, therefore the changes have not been
reflected in the amounts recogmsed as at that date However, 1t 15 not expected that the proposed rate changes wall
have a significant effect on the net UK deferred tax position recogmised at 30 June 2010 of £222 million

A first interim dividend for the financial year ending 31 December 2010 of £900 million was declared by the
Directors after 30 June 2010

12 Intertm Report 2010 and statutory accounts

The information in this Inierim Report 201015 unaudited and does not constitute statutory accounts within the
meaning of section 434(3) of the Companies Act 2006 The Interim Report 2010 was approved by the Board of
Directors on 2 August 2010 The statutory accounts for the year ended 31 December 2009 have been dehvered 1o the
Repistrar of Compantes 1n England and Wales in accordance with section 242 of the Companies Act 1985 The
auditor has reported on those accounts Its report was (1) unquahfied, (1) did not include a reference to any matters to
which the auditors drew attention by way of emphasts without quahfying their repert, and (1) did not contain a
statement under section 498(2) or (3) of the Compames Act 2006
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Independent Review Report by KPMG Audit Plc to HSBC Bank plc

Introduction

We have been engaged by HSBC Bank plc (‘the bank’) to review the condensed set of financial statements 1n the half-
yearly wnternim report for the six months ended 30 June 2010 which comprises the consolidated income statement
consolidated statement of comprehensive income consohdated statement of financial position consolidated statement of
changes 1n equity consolidaied cash flow statement and the related explanatory notes We have read the other
information contaned n the fntertm Report 2010 and considered whether 1t contains any apparent misstatements or
matenal inconsistencies with the information in the condensed set of financial statements

This report 1s made solely to the bank 1n accordance with the terms of our engagement to assist the bank in meeting the
requirements of the Disclosure and Transparency Rules {‘the DTR’) of the UK's Financial Services Authority (‘the UK
I'SA'} Our review has been undertaken so that we might state to the bank those matters we are required Lo state o 1t 1n
thus report and for no other purpose  To the fullest extent permitted by law, we do not accept or assume responsibility to
anyone other than the bank for our review work for this report or for the conclusions we have reached

Directors' responsibihities

Fhe Interim Report 2010 15 the responsibility of, and has been approved by the directors  The directors are responsible
for preparing the /nierim Report 2010 1n accordance with the DTR of the UK FSA

As disclosed 1n note 1, the annual financial statements of the bank are prepared in accordance with [FRSs as adopted by
the Eurcpean Union (‘"EU ) The condensed set of financial statements included in this half-yearly financial report has
been prepared in accordance with [AS 34 fntertm Financial Reporting as adopted by the EU

Our responsibility

Our responsibihity 1s to express to the bank a conclusion on the condensed set of financial statemnents in the Intertm Report
2010 based on our review

Scope of review

We conducted our review 1n accordance with International Standard on Review Engagements (UK and Ireland) 2410
Review of Intertim Financial Information Performed by the independent Auduor of the Entty 1ssued by the Audiung
Practices Board for use in the UK A review of interim financial information consists of making enquirics primarily of
persons responsible for financial and accounting matters and applying analytical and other review procedures A review
1s substantially less in scope than an audit conducted 1n accordance with International Standards on Auditing (UK and
[reland) and consequently does not enable us to obtain assurance that we would become aware of all significant matters
that might be 1dentified in an audit  Accordingly, we do not express an audit opinion

Conclusion

Based on our review, nothing has come to our attention that causes us to believe that the condensed set of financial
statements in the fnrerum Report 2010 for the six months ended 30 June 201015 not prepared 1n all material respects, 1n
accordance with |AS 34 as adopted by the EU and the DTR of the UK FSA

M e

P MclIntyre

For and on behalf of KPMG Audit Plc
Chartered Accountants

London England

2 A\tjusx Q010
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