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•     Profit before tax up 65% to HK$95,550m (HK$57,988m in the first half of 2012).

•     Attributable profit up 80% to HK$80,511m (HK$44,690m in the first half of 2012).

•     Return on average shareholders' equity of 35.5% (24.8% in the first half of 2012).

•     Total assets decreased by 1% to HK$5,981bn (HK$6,065bn at the end of 2012).

•     Cost efficiency ratio of 27.1% (40.1% for the first half of 2012).

Reported results include a net gain of HK$30,747m on the disposal of our shareholding in Ping An Insurance (Group)
Company of China Limited and a gain on the reclassification of Industrial Bank Co., Limited of HK$8,454m before
tax (HK$5,914m attributable profit). Excluding these two gains:

•     Return on average shareholders' equity of 19.3% for the first half of 2013.

•     Cost efficiency ratio of 39.9% for the first half of 2013.

This document is issued by The Hongkong and Shanghai Banking Corporation Limited ('the Bank') and its
subsidiaries (together 'the group'). References to 'HSBC', 'the Group' or 'the HSBC Group' within this document mean
HSBC Holdings plc together with its subsidiaries. Within this document the Hong Kong Special Administrative
Region of the People's Republic of China is referred to as 'Hong Kong'. The abbreviations 'HK$m' and 'HK$bn'
represent millions and billions (thousands of millions) of Hong Kong dollars respectively.

Comment by Stuart Gulliver, Chairman

The pace of economic growth in Asia slowed during the first half of 2013, as China recorded a more modest rate of
growth and demand for consumer goods and raw materials reduced.  Mainland China's GDP is now expected to grow
by 7.4% this year and in 2014. Given its significant economic links to mainland China, forecasts for Hong Kong have
also been lowered and GDP is now expected to grow by 2.5% this year. However, we believe that China's reform
agenda will provide the basis for more sustainable growth in the medium to long term. Therefore, despite this
slowdown in the short term, the long-term economic trends remain intact. The faster-growing markets will continue to
account for the majority of global growth in the years to come and trade and capital flows will continue to expand.
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Against this backdrop, The Hongkong and Shanghai Banking Corporation Limited continued to perform well as we
maintained our focus on deepening and building customer relationships, controlling risk, leveraging our global
connectivity and reengineering our business. During the period we completed the sale of our 18% shareholding in Bao
Viet Holdings ('Bao Viet') and our insurance businesses in South Korea and Taiwan, and in July we announced plans
to wind down our remaining Retail Banking and Wealth Management services in South Korea. Reported profit before
tax was HK$95,550m, an increase of 65% over the first half of 2012. This included the net gain on disposal of our
shareholding in Ping An Insurance (Group) Company of China, Limited ('Ping An') of HK$30,747m and an
accounting gain on reclassification of Industrial Bank Co., Limited ('Industrial Bank') as a financial investment of
HK$8,454m.

Customer loans grew by 6% during the period as we continued to support our customers, while deposits declined by
2% and, at the period end, the loans to deposits ratio stood at 65.7%. In competitive markets for both loans and
deposits, spreads reduced. Asset quality continued to be strong and loan impairment charges fell. We maintained our
focus on improving efficiency, reducing operating expenses by 3% while continuing to invest in growth.

Profits in Commercial Banking ('CMB') were 4% higher than in the first half of 2012, driven by increased revenues as
we grew term and trade lending and generated higher fee income from collaboration with Global Banking and
Markets. However, asset spreads narrowed due to increased competition. We remained vigilant over asset quality and
loan impairment charges remained low. Among several awards, we gained 'Best Cash Management House in Asia'
from Euromoney and Asiamoney's 'Best Foreign Commercial Bank in China'.

In Retail Banking and Wealth Management ('RBWM') profits were broadly unchanged, as revenues increased in Hong
Kong due to higher deposit and mortgage balances and increased fees from broking and unit trusts, offset in the Rest
of Asia-Pacific by the absence of revenues from disposed businesses. We maintained our focus on secured lending at
low loan to value ratios. We continued to invest in our distribution channels, including our network in mainland
China, and successfully launched mobile banking during the period. We were awarded 'Best Regional Retail Business'
and 'Best Foreign Retail Bank in China' by The Asian Banker.

Global Banking and Markets ('GB&M') profits were broadly unchanged. We continued to improve the breadth and
balance of our business lines and develop our aim to be the leading international bank. We achieved good results and
progress from M&A, Equity Capital Markets and Payments and Cash Management alongside our established leading
positions in debt markets. During the half year we won several major industry awards, including Euromoney's 'Best
Bank in Hong Kong' and 'Best Debt House in Asia', Asiamoney's 'Best provider of offshore renminbi products and
services' and Finance Asia's 'Best Investment Bank in Hong Kong'.

The outlook for Asia's economies is for growth to continue at a reduced pace. With strong capital and liquidity and
sound asset quality, we are in good shape to meet any challenges and to grow market share as we continue to invest in
our priority growth markets. Our primary focus will remain on supporting our customers through the cycle and
helping them to grow their businesses and achieve their personal and corporate ambitions. 

Results by Geographic Region

Geographic region
Hong
Kong

Rest of
Asia-

Pacific
Intra-segment

elimination Total
HK$m HK$m HK$m HK$m
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Period ended 30 June 2013

Net interest income 21,735 20,288 (18) 42,005

Net fee income 14,880 7,938 (78) 22,740

Net trading income 6,125 2,215 18 8,358

Net expense from financial
instruments
designated at fair value (1,985) (14) - (1,999)

Gains less losses from
financial investments 151 21 - 172

Dividend income 123 4 - 127

Net earned insurance
premiums 24,669 3,134 - 27,803

Gain on reclassification of
Industrial Bank - 8,454 - 8,454

Gain on sale of Ping An - 34,070 - 34,070

Other operating income 6,713 1,494 (2,153) 6,054

Total operating income 72,411 77,604 (2,231) 147,784

Net insurance claims incurred
and movement in
liabilities to policyholders (22,826) (2,437) - (25,263)

Net operating income before
loan impairment
charges and other credit risk
provisions 49,585 75,167 (2,231) 122,521

Loan impairment charges and
other credit risk provisions (354) (1,017) - (1,371)

Net operating income 49,231 74,150 (2,231) 121,150

Operating expenses (18,643) (16,798) 2,231 (33,210)

Operating profit 30,588 57,352 - 87,940

Share of profit in associates
and joint ventures 198 7,412 - 7,610

Profit before tax 30,786 64,764 - 95,550
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Share of profit before tax 32.2% 67.8% - 100.0%

Cost efficiency ratio 37.6% 22.3% - 27.1%

Net loans and advances to
customers 1,415,928 1,065,660 - 2,481,588

-
Customer accounts 2,507,199 1,272,376 - 3,779,575

Geographic region Hong Kong

Rest of
Asia-

Pacific
Intra-segment

elimination Total
HK$m HK$m HK$m HK$m

Period ended 30 June 2012

Net interest income 19,622 21,370 - 40,992

Net fee income 11,953 7,906 - 19,859

Net trading income 5,027 7,117 - 12,144

Net income from financial instruments
designated at fair value 645 297 - 942

Gains less losses from financial investments 2,185 195 - 2,380

Dividend income 329 25 - 354

Net earned insurance premiums 23,967 3,064 - 27,031

Other operating income 6,401 3,625 (2,099) 7,927

Total operating income 70,129 43,599 (2,099) 111,629

Net insurance claims incurred and movement
in
liabilities to policyholders (23,990) (2,662) - (26,652)

Net operating income before loan impairment
charges
and other credit risk provisions 46,139 40,937 (2,099) 84,977

Loan impairment charges and other credit risk
provisions (264) (1,952) - (2,216)
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Net operating income 45,875 38,985 (2,099) 82,761

Operating expenses (18,211) (17,958) 2,099 (34,070)

Operating profit 27,664 21,027 - 48,691

Share of profit in associates and joint ventures 438 8,859 - 9,297

Profit before tax 28,102 29,886 - 57,988

Share of profit before tax 48.5% 51.5% - 100%

Cost efficiency ratio 39.5% 43.9% - 40.1%

Net loans and advances to customers 1,233,329 988,292 - 2,221,621

Customer accounts 2,326,870 1,260,031 - 3,586,901

Results by Geographic Global Business

Hong Kong
Retail

Banking
and

Wealth
Management

Commercial
Banking

Global
Banking

&
Markets Other

Intra-
segment

elimination Total
HK$m HK$m HK$m HK$m HK$m HK$m

Period ended 30 June 2013

Net interest income/(expense) 12,139 6,415 4,729 (1,507) (41) 21,735

Net fee income 7,981 3,840 2,981 78 - 14,880

Net trading income/(expense) 361 709 5,051 (35) 39 6,125

Net income/(expense) from
financial instruments
designated
at fair value (1,872) (98) 27 (44) 2 (1,985)

Gains less losses from
financial investments - - 151 - - 151

Dividend income 1 - 16 106 - 123

Edgar Filing: HSBC HOLDINGS PLC - Form 6-K

6



Net earned insurance premiums 22,590 2,081 - - (2) 24,669

Other operating income 2,050 210 233 5,245 (1,025) 6,713

Total operating income 43,250 13,157 13,188 3,843 (1,027) 72,411

Net insurance claims incurred
and movement in liabilities
to policyholders (20,792) (2,034) - - - (22,826)

Net operating income before
loan impairment charges and
other credit risk provisions 22,458 11,123 13,188 3,843 (1,027) 49,585

Loan impairment
(charges)/releases and other
credit risk provisions (580) 176 49 1 - (354)

Net operating income 21,878 11,299 13,237 3,844 (1,027) 49,231

Operating expenses (7,604) (2,902) (4,929) (4,235) 1,027 (18,643)

Operating profit 14,274 8,397 8,308 (391) - 30,588

Share of profit in associates
and joint ventures 195 1 2 - - 198

Profit before tax 14,469 8,398 8,310 (391) - 30,786

Share of profit before tax 15.1% 8.8% 8.7% (0.4)% - 32.2%

Net loans and advances to
customers 497,269 552,922 355,014 10,723 - 1,415,928

Customer accounts 1,545,742 681,624 277,731 2,102 - 2,507,199

Hong Kong
Retail

Banking
and

Wealth
Management

Commercial
Banking

Global
Banking

&
Markets Other

Intra-
segment

elimination Total
HK$m HK$m HK$m HK$m HK$m HK$m

Period ended 30 June 2012
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Net interest income/(expense) 10,871 5,963 4,298 (1,848) 338 19,622

Net fee income 6,401 3,355 2,113 84 - 11,953

Net trading income/(expense) 466 664 4,286 (51) (338) 5,027

Net income/(expense) from
financial instruments designated
at fair value 695 (139) 122 (33) - 645

Gains less losses from
financial investments (7) - 32 2,160 - 2,185

Dividend income 1 - 14 314 - 329

Net earned insurance premiums 20,884 3,022 61 - - 23,967

Other operating income 2,772 269 254 4,111 (1,005) 6,401

Total operating income 42,083 13,134 11,180 4,737 (1,005) 70,129

Net insurance claims incurred and movement
in liabilities
to policyholders (21,293) (2,650) (47) - - (23,990)

Net operating income before loan impairment
charges and other credit risk provisions 20,790 10,484 11,133 4,737 (1,005) 46,139

Loan impairment (charges)/releases and other
credit risk provisions (340) (13) 89 - - (264)

Net operating income 20,450 10,471 11,222 4,737 (1,005) 45,875

Operating expenses (6,948) (2,746) (5,189) (4,333) 1,005 (18,211)

Operating profit 13,502 7,725 6,033 404 - 27,664

Share of profit in associates
and joint ventures 148 48 22 220 - 438

Profit before tax 13,650 7,773 6,055 624 - 28,102

Share of profit before tax 23.5% 13.4% 10.5% 1.1% - 48.5%

Net loans and advances to customers 452,110 455,246 315,669 10,304 - 1,233,329

Customer accounts 1,433,785 623,470 266,347 3,268 - 2,326,870
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Rest of Asia-Pacific
Retail

Banking
and

Wealth
Management

Commercial
Banking

Global
Banking

&
Markets

Global
Private

Banking Other

Intra-
segment

elimination Total
HK$m HK$m HK$m HK$m HK$m HK$m HK$m

Period ended 30 June 2013

Net interest income 6,681 5,242 7,628 40 585 112 20,288

Net fee income/(expense) 2,898 2,209 2,862 33 (64) - 7,938

Net trading income/(expense) 311 754 4,635 8 (3,381) (112) 2,215

Net income/(expense) from financial
instruments designated at fair value (32) 1 (2) - 19 - (14)

Gains less losses from financial
investments 4 2 5 - 10 - 21

Dividend income 2 1 - - 1 - 4

Net earned insurance premiums 2,509 638 - 1 - (14) 3,134

Gain on reclassification of Industrial
Bank - - - - 8,454 - 8,454

Gain on sale of Ping An - - - - 34,070 - 34,070

Other operating income 982 (2) 322 1 440 (249) 1,494

Total operating income 13,355 8,845 15,450 83 40,134 (263) 77,604

Net insurance claims incurred and
movement in liabilities to
policyholders (2,004) (441) - (1) - 9 (2,437)

Net operating income before loan
impairment charges and other credit
risk provisions 11,351 8,404 15,450 82 40,134 (254) 75,167

Loan impairment (charges)/ releases
and other credit risk provisions (782) (322) 88 - (1) - (1,017)

Net operating income 10,569 8,082 15,538 82 40,133 (254) 74,150

Operating expenses (8,262) (3,829) (4,653) (72) (236) 254 (16,798)

Operating profit 2,307 4,253 10,885 10 39,897 - 57,352
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Share of profit in associates and joint
ventures 1,001 5,293 1,115 - 3 - 7,412

Profit before tax 3,308 9,546 12,000 10 39,900 - 64,764

Share of profit before tax 3.4% 10.0% 12.6% - 41.8% - 67.8%

Net loans and advances to customers 350,774 375,218 335,642 2,591 1,435 - 1,065,660

Customer accounts 489,762 324,829 453,089 3,806 890 - 1,272,376

Rest of Asia-Pacific
Retail

Banking
and

Wealth
Management

Commercial
Banking

Global
Banking

&
Markets

Global
Private

Banking Other

Intra-
segment

elimination Total
HK$m HK$m HK$m HK$m HK$m HK$m HK$m

Period ended 30 June 2012

Net interest income 6,953 5,365 9,393 92 554 (987) 21,370

Net fee income/(expense) 3,207 2,048 2,616 57 (22) - 7,906

Net trading income/(expense) 336 762 5,058 7 (34) 988 7,117

Net income/(expense) from financial
instruments designated at fair value 316 4 (10) - (12) (1) 297

Gains less losses from financial
investments (7) 6 8 (1) 189 - 195

-
Dividend income 1 - - - 24 - 25

Net earned insurance premiums 2,624 439 - 1 - - 3,064

Other operating income 1,310 342 256 503 1,482 (268) 3,625

Total operating income 14,740 8,966 17,321 659 2,181 (268) 43,599

Net insurance claims incurred and
movement in liabilities to
policyholders (2,274) (387) - (1) - - (2,662)

12,466 8,579 17,321 658 2,181 (268) 40,937
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Net operating income before loan
impairment charges and other credit
risk provisions

Loan impairment (charges)/ releases
and other credit risk provisions (796) (1,018) (137) 1 (2) - (1,952)

Net operating income 11,670 7,561 17,184 659 2,179 (268) 38,985

Operating expenses (8,682) (3,787) (4,978) (155) (624) 268 (17,958)

Operating profit 2,988 3,774 12,206 504 1,555 - 21,027

Share of profit in associates and joint
ventures 1,095 5,678 2,080 - 6 - 8,859

Profit before tax 4,083 9,452 14,286 504 1,561 - 29,886

Share of profit before tax 7.0% 16.3% 24.6% 0.9% 2.7% - 51.5%

Net loans and advances to customers 327,083 319,961 337,092 2,740 1,416 - 988,292

Customer accounts 465,665 325,751 462,031 5,421 1,163 - 1,260,031

Results by Global Business

Global business Retail
Banking

and
Wealth

Management
Commercial

Banking

Global
Banking

&
Markets

Global
Private

Banking Other

Intra-
segment

elimination Total
HK$m HK$m HK$m HK$m HK$m HK$m HK$m

Period ended 30 June
2013

Net interest
income/(expense) 18,820 11,657 12,343 40 (908) 53 42,005

Net fee income/(expense) 10,879 6,049 5,843 33 (64) - 22,740

Net trading
income/(expense) 672 1,463 9,686 8 (3,416) (55) 8,358

Net income/(expense)
from financial instruments

(1,904) (97) 25 - (25) 2 (1,999)
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designated at fair value

Gains less losses from
financial investments 4 2 156 - 10 - 172

Dividend income 3 1 16 - 107 - 127

Net earned insurance
premiums 25,099 2,719 - 1 - (16) 27,803

Gain on reclassification of
Industrial Bank - - - - 8,454 - 8,454

Gain on sale of Ping An - - - - 34,070 - 34,070

Other operating income 3,032 208 495 1 5,722 (3,404) 6,054

Total operating income 56,605 22,002 28,564 83 43,950 (3,420) 147,784

Net insurance claims
incurred and movement in
liabilities to policyholders (22,796) (2,475) - (1) - 9 (25,263)

Net operating income
before loan impairment
charges and other credit
risk provisions 33,809 19,527 28,564 82 43,950 (3,411) 122,521

Loan impairment
(charges)/ releases and
other credit risk
provisions (1,362) (146) 137 - - - (1,371)

Net operating income 32,447 19,381 28,701 82 43,950 (3,411) 121,150

Operating expenses (15,866) (6,731) (9,522) (72) (4,430) 3,411 (33,210)

Operating profit 16,581 12,650 19,179 10 39,520 - 87,940

Share of profit in
associates and joint
ventures 1,196 5,294 1,117 - 3 - 7,610

Profit before tax 17,777 17,944 20,296 10 39,523 - 95,550

Share of profit before tax 18.6% 18.8% 21.2% - 41.4% - 100.0%

Net loans and advances to
customers 848,043 928,140 690,656 2,591 12,158 - 2,481,588

Customer accounts 2,035,504 1,006,453 730,820 3,806 2,992 - 3,779,575
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Global business Retail
Banking

and
Wealth

Management
Commercial

Banking

Global
Banking

&
Markets

Global
Private

Banking Other

Intra-
segment

elimination Total
HK$m HK$m HK$m HK$m HK$m HK$m HK$m

Period ended 30 June 2012

Net interest income/(expense) 17,824 11,328 13,691 92 (1,294) (649) 40,992

Net fee income 9,608 5,403 4,729 57 62 - 19,859

Net trading income/(expense) 802 1,426 9,344 7 (85) 650 12,144

Net income/(expense) from
financial instruments designated at
fair value 1,011 (135) 112 - (45) (1) 942

Gains less losses from financial
investments (14) 6 40 (1) 2,349 - 2,380

Dividend income 2 - 14 - 338 - 354

Net earned insurance premiums 23,508 3,461 61 1 - - 27,031

Other operating income 4,082 611 459 518 5,541 (3,284) 7,927

Total operating income 56,823 22,100 28,450 674 6,866 (3,284) 111,629

Net insurance claims incurred and
movement in liabilities to
policyholders (23,567) (3,037) (47) (1) - - (26,652)

Net operating income before loan
impairment charges and other
credit risk provisions 33,256 19,063 28,403 673 6,866 (3,284) 84,977

Loan impairment (charges)/
releases and other credit risk
provisions (1,136) (1,031) (48) 1 (2) - (2,216)

Net operating income 32,120 18,032 28,355 674 6,864 (3,284) 82,761

Operating expenses (15,630) (6,533) (10,112) (155) (4,924) 3,284 (34,070)
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Operating profit 16,490 11,499 18,243 519 1,940 - 48,691

Share of profit in associates and
joint ventures 1,243 5,726 2,102 - 226 - 9,297

Profit before tax 17,733 17,225 20,345 519 2,166 - 57,988

Share of profit before tax 30.6% 29.7% 35.1% 0.9% 3.7% - 100.0%

Net loans and advances to
customers 779,193 775,207 652,761 2,740 11,720 - 2,221,621

Customer accounts 1,899,450 949,221 728,378 5,421 4,431 - 3,586,901

Results by Geographic Region

Hong Kong reported pre-tax profits of HK$30,786m compared with HK$28,102m in the first half of 2012, an increase
of 10%. This reflected higher revenue driven by increased net fees from unit trusts and debt issuance and balance
sheet growth.

In RBWM, average loan to value ratios were 44% on new mortgage drawdowns and an estimated 32% on the
portfolio as a whole. We enhanced our digital banking capabilities with the launch of a new mobile banking
application and implemented the Global Wealth Incentive Plan.

In CMB, we further strengthened the collaboration with GB&M, particularly in Foreign Exchange as well as debt
capital markets issuance where the number of transactions more than tripled compared with the first half of 2012. We
were named 'Best Domestic Bank in Hong Kong' by Asiamoney.

In GB&M, we continued to lead the market in Hong Kong dollar bond issuance and are now one of the top five for
both equity capital markets and mergers and acquisitions.

We led the market in offshore renminbi bond issuance and were voted 'Overall Best Provider of Offshore RMB
Products and Services' for the second year running by Asiamoney.

Net interest incomeincreased by HK$2,113m compared with the first half of 2012, from higher average lending
balances, wider spreads on mortgages in RBWM reflecting lower funding costs, and growth in the insurance debt
securities portfolio.

We saw strong loan growth in both CMB and GB&M, particularly trade-related lending, though the benefit of this
growth was partly offset by spread compression reflecting competition and increased liquidity in the markets.
Mortgage lending in RBWM also increased, although the rate of growth began to slow as transaction volumes in the
property market reduced.

Average deposit balances increased, in part reflecting new Premier customers in RBWM and increased Payments and
Cash Management balances in CMB, though the benefit of this growth was more than offset by narrower deposit
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spreads due to a fall in short-term interest rates.

Net fee income rose by HK$2,927m in the first half of 2013, primarily in RBWM. Strong customer demand and
favourable market sentiment led to higher fees from unit trusts and increased brokerage income. Fee income was
higher in GB&M due to a rise in debt and equity underwriting and corporate finance activity compared with the first
half of 2012, in part reflecting collaboration with CMB. Fee income also increased in CMB as trade volumes
increased.

Net trading income was HK$1,098m higher than in the first six months of 2012. Rates revenues rose from increased
debt securities holdings. Foreign Exchange revenues increased due to higher customer trading volumes. There was
also a net gain as a result of a change in estimation methodology in respect of the valuation adjustments on
derivatives.

Net expense from financial instruments designated at fair value was HK$1,985m compared with net income of
HK$645m in the first half of 2012, primarily due to revaluation losses on assets held by the insurance business as both
equity and bond markets fell towards the end of the first half of 2013. To the extent that these investment returns were
attributed to policyholders holding unit-linked insurance policies and insurance contracts with discretionary
participation features ('DPF'), there was a corresponding movement in 'Net insurance claims incurred and movement
in liabilities to policyholders'.

Gains less losses from financial investments were HK$151m in the first half of 2013 compared with HK$2,185m in
2012, largely due to the non-recurrence of the gain on sale of our shares in two Indian banks in the first half of 2012.

Net earned insurance premiums grew by HK$702m due to increased renewals of existing deferred annuity and
unit-linked policies and higher new policy premiums, partly offset by the absence of general insurance premiums
following the disposal of these businesses in 2012. The growth in premiums resulted in a corresponding increase in
'Net insurance claims incurred and movement in liabilities to policyholders'.

Other operating income was HK$312m higher from disposal and revaluation gains on investment properties. This was
partly offset by a lower increase in the present value of in-force long term insurance business ('PVIF') asset, largely
due to the favourable valuation of policyholder options and guarantees in the first half of 2012.

Loan impairment charges and other credit risk provisions were HK$90m higher due to an increase from a revision to
the assumptions used in our collective assessment models in RBWM partly offset by collective impairment releases in
CMB.

Operating expenses rose by HK$432m in the first half of 2013, driven by increased property rental prices and costs
relating to the introduction of updated payment cards and information technology platforms. These were partly offset
by lower performance related costs in GB&M and lower restructuring and other related costs relating to organisational
effectiveness programmes in 2012.

Share of profit from associates and joint ventures was HK$240m lower due to the non-recurrence of a deferred tax
credit in 2012 relating to investment properties held by an associate, as well as the effect of the disposal of our interest
in Global Payments Asia-Pacific Ltd last year.

Rest of Asia-Pacific reported pre-tax profits of HK$64,764m compared with HK$29,886m in the first half of 2012.
The increase was mainly due to an accounting gain of HK$8,454m on the reclassification of Industrial Bank as a
financial investment following its issue of share capital to third parties and a net gain of HK$30,747m following the
sale of our investment in Ping An.
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Excluding these gains, profit before tax reduced from lower net trading income, net interest income and income from
associates, partly offset by reduced operating expenses and loan impairment charges.

We continued to invest in our priority markets, expanding our branch network in mainland China where, at the half
year, we had 148 HSBC outlets, 21 HSBC rural bank outlets and 46 Hang Seng Bank outlets. We were appointed
adviser on the largest M&A transaction in India and issued the first offshore renminbi bond in Singapore. In line with
our strategy, we completed the disposals of non-core insurance businesses in Vietnam, South Korea and Taiwan.

Net interest income reduced by HK$1,082m, notably in mainland China where the central bank eased liquidity
measures and cut rates in 2012 which reduced revenues in Balance Sheet Management.

Residential mortgage balances in RBWM grew, primarily in mainland China and Australia as we focused on secured
lending, supported by marketing campaigns. Term and trade-related lending in CMB rose, notably in mainland China
and Singapore, from continued client demand as interest rates remained low. Increased average loan balances were
largely offset by lending spread compression from competitive pressures reflecting increased liquidity.

We grew average deposit balances in both Payments and Cash Management and RBWM, though the benefit of this
growth was broadly offset by narrower liability spreads in many countries following central bank interest rate cuts and
increased liquidity.

Net fee income rose by HK$32m, primarily in GB&M from increased activity in primary market issuance, corporate
advisory and equity underwriting in Singapore. This was partly offset by reductions in RBWM, notably in India from
lower Wealth Management sales as we reviewed our product offerings.

Net trading income was HK$4,902m lower, driven by adverse fair value movements on the Ping An contingent
forward sale contract of HK$3,323m. In addition to this, Rates and Foreign Exchange revenues decreased in a number
of countries following strong performances in the first half of 2012. This was partly offset by a net gain as a result of a
change in estimation methodology in respect of the valuation adjustments on derivatives.

Gains less losses from financial investments were HK$174m lower due to the non-recurrence of the disposal gain on
investments managed by a private equity fund in 2012.

We recorded a gross gain of HK$34,070m on the disposal of our investment in Ping An, which was partly offset by
the adverse fair value movement of HK$3,323m on the contingent forward sale contract included in 'Net trading
income' noted above.

We recorded an accounting gain of HK$8,454m on the reclassification of Industrial Bank as a financial investment
following its issue of additional share capital to third parties.

Other operating incomefell by HK$2,131m. We recorded a gain on the disposal of our investment in Bao Viet of
HK$810m and a loss on the disposal of our Taiwan life insurance business of HK$276m. We recorded a gain on the
disposal of Hana HSBC Life Insurance Company Limited of HK$214m, though this was after a write-down of
HK$558m earlier in the year, recorded in 'Operating expenses'. In the first half of 2012, we recorded gains totalling
HK$2,340m on the disposals of RBWM in Thailand, Global Private Banking ('GPB') in Japan and our interest in a
property company in the Philippines.

Loan impairment charges and other credit risk provisions decreased by HK$935m as a result of the impairment of a
corporate exposure in Australia and individually assessed impairment charges in India and New Zealand in the first
half of 2012.
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Operating expensesdecreased by HK$1,160m in the first half of 2013, from lower restructuring and other related
costs, including termination benefits, than were incurred in the first half of 2012 and the partial write-back of a
litigation provision. These were partly offset by a further HK$558m write-down of Hana HSBC Life Insurance made
earlier in the year which was partly recovered through a gain on its disposal, recorded in 'Other operating income', as
noted above.

Share of profit from associates and joint ventures reduced by HK$1,447m following the reclassification of Industrial
Bank as a financial investment. This was partly offset by increased profits from Bank of Communications as a result
of balance sheet growth and increased fee income, partly offset by higher operating expenses and a rise in loan
impairment charges.

Consolidated Income Statement
Half-year

ended
30 June

2013

Half-year
ended

30 June
2012

HK$m HK$m

Interest income 57,059 57,787
Interest expense (15,054) (16,795)

Net interest income 42,005 40,992

Fee income 25,984 23,028
Fee expense (3,244) (3,169)

Net fee income 22,740 19,859

Net trading income 8,358 12,144
Net (expense)/income from financial instruments
designated at fair value

(1,999) 942

Gains less losses from financial investments 172 2,380
Dividend income 127 354
Net earned insurance premiums 27,803 27,031
Gain on reclassification of Industrial Bank 8,454 -
Gain on sale of Ping An 34,070 -
Other operating income 6,054 7,927

Total operating income 147,784 111,629

Net insurance claims incurred and movement in liabilities
to policyholders

(25,263) (26,652)

Net operating income before loan impairment charges
and other credit risk provisions 122,521 84,977
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Loan impairment charges and other credit risk provisions (1,371) (2,216)

Net operating income 121,150 82,761

Employee compensation and benefits (18,182) (19,525)
General and administrative expenses (12,241) (11,597)
Depreciation of property, plant and equipment (1,986) (2,043)
Amortisation and impairment of intangible assets (801) (905)

Total operating expenses (33,210) (34,070)

Operating profit 87,940 48,691

Share of profit in associates and joint ventures 7,610 9,297

Profit before tax 95,550 57,988

Tax expense (8,047) (9,424)

Profit for the period 87,503 48,564

Profit attributable to shareholders of the parent company 80,511 44,690
Profit attributable to non-controlling interests 6,992 3,874

Consolidated Statement of Comprehensive Income
Half-year

ended
30 June

2013

Half-year
ended

30 June
2012

HK$m HK$m

Profit for the period 87,503 48,564

Other comprehensive income/(expense)

- Items that will subsequently be reclassified to the
income statement when specific conditions are met:

Available-for-sale investments:
- fair value changes taken to equity (5,685) 9,569
- fair value changes transferred to the income statement on
disposal

(34,280) (2,429)

- fair value changes transferred to the income statement on
hedged items due to hedged risk

946 (461)

- income taxes 555 (432)

Cash flow hedges:
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- fair value changes taken to equity 4,273 127
- fair value changes transferred to the income statement (4,346) (181)
- income taxes 9 6

Share of changes in equity of associates and joint ventures 16 644

Exchange differences (4,983) (2,057)

- Items that will not subsequently be reclassified to the
income statement:

Property revaluation:
- fair value changes taken to equity 3,439 2,432
- income taxes (570) (389)

Actuarial gains/(losses) on post-employment benefits:
- before income taxes 1,948 (568)
- income taxes (327) 86

Other comprehensive income for the period, net of tax (39,005) 6,347

Total comprehensive income for the period, net of tax 48,498 54,911

Total comprehensive income for the period attributable to:
- shareholders of the parent company 42,650 50,654
- non-controlling interests 5,848 4,257

48,498 54,911

Consolidated Balance Sheet
At

30 June
2013

At
31 December

2012
HK$m HK$m

Assets
Cash and short-term funds 981,440 1,111,199
Items in the course of collection from other banks 28,035 23,079
Placings with banks maturing after one month 201,167 184,711
Certificates of deposit 100,206 93,085
Hong Kong Government certificates of indebtedness 188,334 176,264
Trading assets 366,443 419,697
Financial assets designated at fair value 80,192 69,479
Derivatives 379,128 398,956
Loans and advances to customers 2,481,588 2,349,043
Financial investments 669,952 626,042
Amounts due from Group companies 147,637 176,004
Interests in associates and joint ventures 101,537 119,273
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Goodwill and intangible assets 39,844 38,634
Property, plant and equipment 98,813 90,179
Deferred tax assets 1,886 2,629
Other assets 114,858 187,053

Total assets 5,981,060 6,065,327

Liabilities
Hong Kong currency notes in circulation 188,334 176,264
Items in the course of transmission to other banks 48,946 35,525
Deposits by banks 235,957 244,135
Customer accounts 3,779,575 3,874,884
Trading liabilities 196,544 183,340
Financial liabilities designated at fair value 45,877 44,270
Derivatives 362,412 397,151
Debt securities in issue 74,789 74,647
Retirement benefit liabilities 5,028 6,725
Amounts due to Group companies 113,296 97,618
Other liabilities and provisions 88,318 94,791
Liabilities under insurance contracts issued 260,664 244,921
Current tax liabilities 7,768 3,842
Deferred tax liabilities 15,636 16,923
Subordinated liabilities 13,257 13,867
Preference shares 54,318 83,346

Total liabilities 5,490,719 5,592,249

Equity
Share capital 58,969 58,969
Other reserves 95,520 133,790
Retained profits 287,493 224,640
Proposed dividend 9,000 20,000

Total shareholders' equity 450,982 437,399
Non-controlling interests 39,359 35,679

Total equity 490,341 473,078

Total equity and liabilities 5,981,060 6,065,327

Consolidated Statement of Changes in Equity
Half-year

ended
30 June

2013

Half-year
ended

31 December
2012

Half-year
ended

30 June
2012

HK$m HK$m HK$m

Share capital
At beginning of period 58,969 45,404 30,190
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Shares issued - 13,565 15,214

58,969 58,969 45,404

Retained profits and proposed dividend
At beginning of period 244,640 223,296 198,416
Dividends paid (29,000) (15,000) (17,500)
Movement in respect of share-based payment
arrangements

(250) 129 (375)

Other movements 37 (3) -
Transfers (697) (3,124) (1,430)
Total comprehensive income for the period 81,763 39,342 44,185

296,493 244,640 223,296

Other reserves
Property revaluation reserve
At beginning of period 43,451 40,300 38,939
Transfers (761) (516) (494)
Total comprehensive income for the period 2,480 3,667 1,855

45,170 43,451 40,300

Available-for-sale investment reserve
At beginning of period 40,580 36,539 29,786
Other movements 17 - 8
Transfers - (2) -
Total comprehensive income/(expense) for the
period

(37,091) 4,043 6,745

3,506 40,580 36,539

Cash flow hedging reserve
At beginning of period 210 2 51
Total comprehensive income/(expense) for the
period

(57) 208 (49)

153 210 2

Foreign exchange reserve
At beginning of period 15,193 12,280 14,265
Total comprehensive income/(expense) for the
period

(4,448) 2,913 (1,985)

10,745 15,193 12,280

Other reserves
At beginning of period 34,356 30,992 29,177
Movement in respect of share-based payment
arrangements

161 (266) (11)

Transfers 1,458 3,642 1,924
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Other movements (32) 1 (1)
Total comprehensive income/(expense) for the
period

3 (13) (97)

35,946 34,356 30,992

Half-year
ended

30 June
2013

Half-year
ended

31 December
2012

Half-year
ended

30 June
2012

HK$m HK$m HK$m

Total shareholders' equity
At beginning of period 437,399 388,813 340,824
Shares issued - 13,565 15,214
Dividends paid (29,000) (15,000) (17,500)
Movement in respect of share-based payment arrangements (89) (137) (386)
Other movements 22 (2) 7
Total comprehensive income for the period 42,650 50,160 50,654

450,982 437,399 388,813

Non-controlling interests
At beginning of period 35,679 32,606 30,519
Dividends paid (2,244) (1,595) (2,171)
Movement in respect of share-based payment arrangements 6 6 8
Other movements 70 (4) (7)
Total comprehensive income for the period 5,848 4,666 4,257

39,359 35,679 32,606

Total equity
At beginning of period 473,078 421,419 371,343
Shares issued - 13,565 15,214
Dividends paid (31,244) (16,595) (19,671)
Movement in respect of share-based payment arrangements (83) (131) (378)
Other movements 92 (6) -
Total comprehensive income for the period 48,498 54,826 54,911

490,341 473,078 421,419

Consolidated Cash Flow Statement
Half-year

ended
30 June

Half-year
ended

30 June
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2013 2012
HK$m HK$m

Operating activities

Cash used in operations (25,471) (80,261)
Interest received on financial investments 6,415 7,558
Dividends received on financial investments 137 105
Dividends received from associates 142 2,165
Taxation paid (4,714) (5,908)

Net cash outflow from operating activities (23,491) (76,341)

Investing activities

Purchase of financial investments (136,433) (156,084)
Proceeds from sale or redemption of financial
investments 145,245 230,557
Purchase of property, plant and equipment (6,325) (730)
Proceeds from sale of property, plant and equipment and
assets held for sale 968 40
Purchase of other intangible assets (634) (635)
Net cash outflow in respect of the purchase of interests in
associates and joint ventures - (72)
Proceeds from the sale of interests in associates and joint
ventures 2,847 2,095
Net cash outflow from the sale of interests in business
portfolios (3,281) (12,712)

Net cash inflow from investing activities 2,387 62,459

Net cash outflow before financing (21,104) (13,882)

Financing

Issue of ordinary share capital - 15,214
Redemption of preference shares (29,065) (1,941)
Repayment of subordinated liabilities (338) -
Ordinary dividends paid (29,000) (17,500)
Dividends paid to non-controlling interests (2,244) (2,171)
Interest paid on preference shares (1,664) (1,235)
Interest paid on subordinated liabilities (415) (438)

Net cash outflow from financing (62,726) (8,071)

Decrease in cash and cash equivalents (83,830) (21,953)
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Additional Information

1. Net interest income

Half-year
ended

30 June
2013

Half-year
ended

30 June
2012

HK$m HK$m

Net interest income 42,005 40,992
Average interest-earning assets 4,407,701 4,119,731
Net interest spread 1.80% 1.89%
Net interest margin 1.92% 2.00%

Net interest income increased as a result of loan and deposit growth in key countries, most notably in Hong Kong,
partly offset by a reduction in the net interest margin.

Average interest-earning assets increased by HK$287,970m or 7% compared with the half-year ended 30 June 2012.
Average customer lending increased 10%, with notable growth in both mortgages and trade-related lending, while
financial investments increased by 9%.

Net interest margin fell by eight basis points to 1.92% compared with the first half of 2012. Central bank rate cuts and
liquidity easing measures reduced deposit spreads, while competitive pressures reduced asset spreads, notably on
trade-related lending. Net interest spread decreased by nine basis points to 1.80%, whilst the contribution from net
free funds increased by one basis point to 12 basis points.

In Hong Kong, the Bank recorded a decrease in net interest margin of 14 basis points to 1.36%. Net interest spread
decreased by 13 basis points to 1.36%. This was primarily from lower deposit spreads as short-term interest rates
reduced. Asset spreads on customer loans remained broadly stable, with increases in mortgages and term lending
offset by reductions in trade-related lending.

At Hang Seng Bank, the net interest margin decreased by eight basis points to 2.07% and the net interest spread
decreased by eight basis points to 1.98%. The spread on customer lending improved, notably on mortgages, as the cost
of funds reduced. This was more than offset by lower deposit spreads as short-term interest rates reduced.

In the Rest of Asia-Pacific, the net interest margin was 2.05%, three basis points lower than the first half of 2012.
Central bank rate cuts and liquidity easing measures reduced deposit spreads, while competitive pressures and our
focus on secured lending reduced asset spreads.

2. Net fee income

Half-year
ended

30 June
2013

Half-year
ended

30 June
2012

HK$m HK$m
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Account services 1,373 1,410
Credit facilities 1,498 1,425
Import/export 2,473 2,596
Remittances 1,625 1,474
Securities/broking 3,822 3,430
Cards 3,471 3,358
Insurance 693 456
Unit trusts 3,121 2,061
Funds under management 2,174 2,022
Underwriting 1,184 793
Other 4,550 4,003

Fee income 25,984 23,028
Fee expense (3,244) (3,169)

22,740 19,859

Net fee income increased by HK$2,881m, or 15% compared with the first half of 2012.

Fees from unit trusts and securities/broking rose due to strong customer demand amidst favourable market sentiment,
notably in Hong Kong. This was partly offset by lower wealth management sales in India as we reviewed our product
offerings. Fee income from funds under management increased compared with 2012, driven by higher asset values.
Fees from insurance increased from distribution agreements following the sale of our general insurance businesses,
though this corresponds with a reduction in net earned general insurance premiums.

Underwriting fees increased due to our participation in many debt and equity markets transactions in 2013, primarily
in Hong Kong and Singapore.

Fee income from remittances increased, largely driven by increased business volumes in Hong Kong. Cards fees also
increased from higher spending in Hong Kong, partly offset by Thailand following the sale of the business in 2012
and lower spending volumes in India and Indonesia.

Other fee income rose compared with 2012, primarily in Hong Kong due to higher sales of mandatory provident funds
and increased participation in corporate finance advisory activity compared with the first half of 2012.

3. Net trading income

Half-year
ended

30 June
2013

Half-year
ended

30 June
2012

HK$m HK$m

Ping An contingent forward sale contract (3,323) -
Dealing profits 8,693 9,659
Net interest income on trading assets and liabilities 2,431 2,078
Dividend income from trading securities 562 424
Net loss from hedging activities (5) (17)
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8,358 12,144

Net trading income decreased by HK$3,786m, or 31% compared to 2012.

There was an adverse fair value movement on the Ping An contingent forward sale contract of HK$3,323m, based on
the difference between the year-end price and the price at disposal.

Dealing profits were lower as Rates and Foreign Exchange revenues decreased in a number of countries in Rest of
Asia-Pacific following a strong performance in 2012. Dealing profits in Hong Kong rose, with higher Foreign
Exchange revenues benefiting from higher retail and corporate trading volumes. Equities revenues were also higher
reflecting increased client activity. There was a net gain as a result of a change in estimation methodology in respect
of the valuation adjustments on derivatives.

Net interest income on trading assets and liabilities was higher than the first six months of 2012 from increased debt
securities holdings, mainly in Hong Kong.

4. Gains less losses from financial investments
Half-year

ended
30 June

2013

Half-year
ended

30 June
2012

HK$m HK$m

Gain on sale of Ping An 34,070 -

Gains on disposal of available-for-sale securities 200 2,464
Impairment of available-for-sale equity investments (28) (84)

172 2,380

We recorded a gross gain on the sale of our shareholding in Ping An of HK$34,070m, which was partly offset by the
adverse fair value movement of HK$3,323m on the contingent forward sale contract included in 'Net trading income',
leading to a net gain for the period of HK$30,747m.

Gains less losses from financial investments in 2012 included gains of HK$2,131m on the sale of our shares in Axis
Bank Limited and Yes Bank Limited, two non-strategic investments in India.

5. Other operating income

Half-year
ended

30 June
2013

Half-year
ended

30 June
2012

HK$m HK$m
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Gain on reclassification of Industrial Bank 8,454 -

Movement in present value of in-force insurance business 1,745 3,100
Gains on investment properties 1,186 259
Gain on disposal of property, plant and equipment, and assets held for
sale 306 19
Gain on disposal of subsidiaries, associates, joint ventures and
business portfolios 829 2,354
Other 1,988 2,195

6,054 7,927

We recorded an accounting gain of HK$8,454m on the reclassification of Industrial Bank as a financial investment
following its issue of additional share capital to third parties.

Other operating income fell by HK$1,873m. We recorded a gain on the disposal of our investment in Bao Viet of
HK$810m and a loss on the sale of the life insurance business in Taiwan of HK$276m. We recorded a gain on
disposal of Hana HSBC Life Insurance Company Limited of HK$214m, though this was after write-downs of
HK$558m earlier in the year and HK$395m in the second half of 2012, recorded in operating expenses.

In 2012, we recorded gains totalling HK$2,340m on the disposals of RBWM Thailand, GPB Japan and our interest in
a property company in the Philippines.

There was lower growth in the PVIF asset compared with 2012, largely due to the favourable valuation of
policyholder options and guarantees in the first half of 2012.

Gains on investment properties rose by HK$927m following revaluations and disposals in the first half of 2013.

6. Insurance income

Included in the consolidated income statement are the following revenues earned by the insurance business:

Half-year
ended

30 June
2013

Half-year
ended

30 June
2012

HK$m HK$m

Net interest income 4,234 3,779
Net fee income 905 545
Net trading loss (393) (135)
Net income/(expense) from financial instruments designated at fair
value (2,001) 875
Net earned insurance premiums 27,803 27,031
Movement in present value of in-force business 1,745 3,100
Other operating income 1,095 36
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33,388 35,231
Net insurance claims incurred and movement in liabilities to
policyholders (25,263) (26,652)

Net operating income 8,125 8,579

Net interest income increased by 12% as funds under management grew, reflecting net inflows from new and renewal
insurance business.

Net expense from financial instruments designated at fair value was HK$2,001m compared with income of HK$875m
in the first half of 2012, due to revaluation losses on assets held by the insurance business as both equity and bond
markets fell towards the end of the first half of 2013. To the extent that revaluation is attributed to policyholders, there
is an offsetting movement reported under 'Net insurance claims incurred and movement in liabilities to policyholders'.

Net insurance premiums rose by 3% as a result of increased renewals of existing deferred annuity and unit-linked
policies and increased new business premiums, partly offset by the absence of general insurance premiums following
the disposal of these businesses in 2012. The growth in premiums resulted in a corresponding increase in 'Net
insurance claims incurred and movement in liabilities to policyholders'.

The movement in present value of in-force business decreased by HK$1,355m, largely due to the favourable valuation
of policyholder options and guarantees in the first half of 2012.

Other operating income includes the gains on sale of our interests in Bao Viet Holdings and Hana HSBC Life
Insurance Company Limited of HK$810m and HK$214m respectively, offset by the disposal loss on the life insurance
business in Taiwan of HK$276m.

7. Loan impairment charges and other credit risk provisions

Half-year
ended

30 June
2013

Half-year
ended

30 June
2012

HK$m HK$m

Individually assessed impairment charges:
    New charges 915 1,221
    Releases (684) (420)
    Recoveries (124) (86)

107 715

Collectively assessed impairment charges 1,114 1,185

Other credit risk provisions 150 316
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Loan impairment charges and other credit risk provisions 1,371 2,216

Loan impairment charges and other credit risk provisions decreased by HK$845m in 2013.

The charge for individually assessed impairment allowances reduced by HK$608m in 2013, due to the non-recurrence
of an impairment on a corporate exposure in Australia, as well as individually assessed impairment charges in India
and New Zealand in the first half of 2012. There was also a release on an exposure in Bahrain compared with a charge
in the prior period.

The charge for collectively assessed impairment allowances was HK$71m lower in 2013, reflecting an allowance
release for commercial and corporate portfolios as historic loss rates improved. This was partially offset by an increase
in RBWM in Hong Kong from a revision to the assumptions used in our collective assessment model.

The charge for other credit risk provisions decreased by HK$166m due to the non-recurrence of a charge in 2012
against a corporate exposure in Australia, noted above.

There were no impairment losses or provisions against held-to-maturity investments.

8. Employee compensation and benefits

Half-year
ended

30 June
2013

Half-year
ended

30 June
2012

HK$m HK$m

Wages and salaries 16,605 18,056
Social security costs 479 473
Retirement benefit costs 1,098 996

18,182 19,525

At
30 June

2013

At
31

December
2012

Staff numbers by region - full-time equivalent

Hong Kong 26,962 26,712
Rest of Asia-Pacific 38,223 38,881

Total 65,185 65,593

Employee compensation and benefits decreased by HK$1,343m, or 7%, compared with 2012.
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Wages and salaries decreased by HK$1,451m in the first half of 2013, driven by the non-recurrence of termination
benefits in 2012 in a number of countries.

Excluding termination benefits, wages and salaries were lower from reduced staff numbers, partly offset by wage
inflation across a number of countries. Performance-related costs, including share-based payment expenses, also
decreased in 2013, notably in GB&M.

Retirement benefit costs increased following the adoption of the Amendments to HKAS 19 'Employee Benefits'.

9. General and administrative expenses

Half-year
ended

30 June
2013

Half-year
ended

30 June
2012

HK$m HK$m

Premises and equipment
-. Rental expenses 1,696 1,623
-. Other premises and equipment 1,805 1,796

3,501 3,419
Marketing and advertising expenses 1,674 1,793
Other administrative expenses 7,066 6,385

12,241 11,597

General and administrative expenses increased by HK$644m, or 6%, in 2013.

Rental expenses rose by HK$73m, or 4%, primarily in Hong Kong from increases in property rental prices and in
mainland China from branch expansion.

Other premises and equipment costs increased, in part from the introduction of chip-based payment cards and an
updated mobile banking platform in Hong Kong. This was partly offset by the non-recurrence of restructuring costs in
2012 relating to the sale of the RBWM business in Thailand and the Private Banking business in Japan.

Marketing and advertising expenses decreased by HK$119m, or 7%, in 2013, driven by fewer campaigns in a number
of countries.

Other administrative expenses were HK$681m or 11% higher in the first half of 2013, primarily due to a further
HK$558m write-down of Hana HSBC Life Insurance Company Limited made earlier this year, which was partly
recovered through a gain on its disposal, recorded in 'Other operating income'.

In addition, higher expenses reflected cost growth in professional, legal and data processing costs in Hong Kong, as
well as increased use of global service centres. These were offset by a partial write-back of a litigation provision, as
well as the non-recurrence of restructuring costs incurred in 2012.
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10. Share of profit in associates and joint ventures

Share of profit in associates and joint ventures principally included the group's share of post-tax profits from Bank of
Communications.

On 7 January 2013, Industrial Bank completed a private placement of additional share capital to a number of third
parties, thereby diluting the group's equity holding from 12.8% to 10.9%. As a result of this and other factors, the
group considers it is no longer in a position to exercise significant influence over Industrial Bank and ceased to
account for the investment as an associate from that date, giving rise to an accounting gain of HK$8,454m before tax.
Thereafter, the holding is recognised as an available-for-sale financial investment.

11. Tax expense

The tax expense in the consolidated income statement comprises:

Half-year
ended

30 June
2013

Half-year
ended

30 June
2012

HK$m HK$m

Current income tax
-  Hong Kong profits tax 4,536 3,943
-  Overseas taxation 4,510 5,857
Deferred taxation (999) (376)

8,047 9,424

The effective tax rate for the first half of 2013 was 8.4%, compared with 16.3% for the first half of 2012, reflecting the
benefits arising from the non-taxable gains on the reclassification of Industrial Bank as a financial investment and the
Ping An disposal.

12. Dividends

Half-year ended
30 June 2013

Half-year ended
30 June 2012

HK$ HK$
       per

share HK$m
         per

share HK$m

Ordinary dividends paid
-  fourth interim dividend in respect of the
previous financial year approved and paid
during the year 0.85 20,000 0.83 10,000
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-  first interim dividend paid 0.38 9,000 0.58 7,500

1.23 29,000 1.41 17,500

The Directors have declared a second interim dividend in respect of the half-year ended 30 June 2013 of HK$0.38 per
ordinary share (HK$9,000m).

13. Loans and advances to customers

At
30 June

2013

At
31

December
2012

HK$m HK$m

Gross loans and advances to customers 2,490,611 2,358,814

Impairment allowances:
-. Individually assessed (4,785) (5,245)
-. Collectively assessed (4,238
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