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TO THE MANAGEMENT OF HONGKONG AND SHANGHAI BANKING CORPORATION 
LIMITED - SRI LANKA BRANCH ("THE BRANCH") 

Report on the Financial Statements 

We have audited the accompanying financial statements of Hongkong and Shanghai Banking 
Corporation Limited - Sri Lanka Branch ("the Branch") which comprises the Statement of Financial 
Position as at 31 st December 2013, and the Statement of Comprehensive Income, Statement of 
Changes in Equity and Cash Flow Statement for the year then ended, and notes to the financial 
statements set out on pages 2 to 60. 

Management's Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial statements in 
accordance with Sri Lanka Accounting Standards. This responsibility includes: designing, 
implementing and maintaining internal control relevant to the preparation and fair presentation of 
financial statements that are free from material misstatement, whether due to fraud or error; selecting 
and applying appropriate accounting policies; and making accounting estimates that are reasonable in 
the circumstances . 

Scope of Audit and Basis of Opinion 

Our responsibility is to express an opinion on these financial statements based on our audit. We 
conducted our audit in accordance with Sri Lanka Auditing Standards. Those standards require that 
we plan and perfonn the audit to obtain reasonable assurance whether the financial statements are free 
from material misstatement . 

An audit includes exanuning, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting policies used and significant 
estimates made by management, as well as evaluating the overall financial statement presentation. 

We have obtained all the infonnation and explanations which to the best of our knowledge and belief 
were necessruy for the purposes of our audit. We therefore believe that our audit provides a 
reasonable basis for onr opinion. 

Opinion 

In our opinion, so far as appears from our examination, the Branch maintair1ed proper accow1ting 
records for the year ended 31 st December 2013 and the financial statements give a true ru1d fair view 
of the financial position of the Branch as at 31 st December 2013 and of its finru1cial performance ru1d 
its cash flow for the year ended in accordance with Sri Lanka Accom1ting Standards. 

Report on Other Legal and Regulatory Requirements 

These financial statements present the information required by the Banking Act No. 30 of 1988 ru1d 
amendments thereto . 

Chartered Accountants 
Colombo 
21 st March2014 

KPMG, a Sri Lankan Partnership and a member firm 
of the KPMG network of independent member firms 
affiliated with KPMG International cooperative 
("KPMG International"), a Swiss entity. 

M.R. Mihular FCA 
T.J.S. Rajakarier FCA 
Ms. S.M.B. Jayasekara ACA 
G.A.U. Karunaratne ACA 

P.Y.S. Perera FCA 
W.W.J.C. Perera FCA 
W.K.D.C Abeyrathne ACA 
R.M.D.B. Rajapakse ACA 

C.P. Jayatilake FCA 
Ms. S. Joseph FCA 
S.T.D.L. Perera FCA 
Ms. B.K.D.T.N. Rodrigo ACA 

Principals - S.R.I. Perera ACMA, LLB, AttOrney-at-Law, H.S. Goonewardene ACA 







The Management is responsible for the preparation of these Financial Statements

Approved and signed for on behalf of the Management

Sriyan Cooray       Kanchana Hewavitharana
(Signed) Acting Chief Executive Officer    (Signed) Chief Financial Officer  















































THE HONGKONG AND SHANGHAI BANKING CORPORATION LIMITED
SRI LANKA BRANCH
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

AS AT

19 Loans and receivables to banks 31/12/2013 31/12/2012
Rs.'000 Rs.'000

Gross loans and receivables (Note 19.1) 30,559,850   7,131,914     
30,559,850   7,131,914     

19.1 Analysis
a.  By product

      Short-term loans 5,559,850     4,531,914     
      Reverse repo agreements 25,000,000   2,600,000     
Gross Total 30,559,850   7,131,914     

b. By currency
      Sri Lankan Rupee 25,000,000   2,600,000     
      United States Dollar 5,559,850     4,531,914     
Gross Total  30,559,850   7,131,914     

20 Loans and receivables to other customers 31/12/2013 31/12/2012
Rs.'000 Rs.'000

Gross loans and receivables (Note 20.1) 131,366,182 125,713,637 
Less: Provision for impairment loss (Note 20.2) (2,353,431)    (2,632,169)    
Net loans and receivables 129,012,751 123,081,468 

20.1 Analysis
a. By product

      Overdrafts 15,735,932   20,206,312   
      Trade finance 41,335,937   37,253,015   
      Credit cards 19,987,344   19,038,921   
      Staff loans 2,053,091     2,220,189     

      Term loans - short term 4,734,904     5,747,639     
      Term loans - long term 45,938,121   33,333,676   
      Mortgages 1,580,853     4,028,593     
      Others -                3,885,292     
Gross Total 131,366,182 125,713,637 

b. By currency
      Sri Lankan Rupee 68,450,112   70,989,124   
      United States Dollar 61,320,344   52,574,612   
      Great Britain Pound 719,497        645,425        
      Others 876,229        1,504,476     
Gross Total 131,366,182 125,713,637 

c. By industry
      Agriculture and fishing 5,349,301     4,013,880     
      Manufacturing 32,790,813   36,213,183   
      Tourism 5,915,119     6,952,923     
      Transport 10,125,123   5,304,857     
      Construction 3,458,525     3,749,833     
      Traders 20,837,705   15,815,706   
      Others 52,889,596   53,663,255   
Gross Total 131,366,182 125,713,637 
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THE HONGKONG AND SHANGHAI BANKING CORPORATION LIMITED
SRI LANKA BRANCH
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

AS AT

23 Deferred tax (assets)/ liabilities 31/12/2013 31/12/2012
Rs.'000 Rs.'000

Deferred tax assets 310,689        276,260        
Deferred tax liabilities (994,558)       (186,865)       

(683,869)       89,395          

23.1 Reconciliation of Deferred Tax

Deferred tax assets and liabilities are attributable to the following:

Temporary
Difference

Rs. '000

Tax
Effects
Rs.'000

Temporary
Difference

Rs.'000

Tax
Effects
Rs.'000

Deferred tax assets on ;
Accelerated Depreciation for tax
    - Owned assets 55,147 15,441 84,417 23,637
Provision for Employee benefit 394,549 110,474 551,067 141,991
Allowance for loans losses 659,909 184,774 395,115 110,632

1,109,605 310,689 1,030,599 276,260
Deferred tax liabilities on ;
Revaluation of buildings (486,659) (145,010) 296,140        (91,665)
Available for sale reserve (3,034,101) (849,548) (349,641) (95,200)

(3,520,760) (994,558) (53,501) (186,865)

Net (assets)/ liabilities as at

 31st December (2,411,155) (683,869) 977,098 89,395

24 Other assets 31/12/2013 31/12/2012 1/1/2012
Rs.'000 Rs.'000 Rs.'000

(Restated) (Restated)

Receivables 4,622,026     4,522,239     2,417,906     
Deposits and prepayments 218,677        224,076        863,485        
Sundry debtors 2,349            5,630            8,366            
Acceptances and endorsements (Note 34.1) 12,761,161   9,893,291     12,040,401   
Others 1,920,146     1,803,690     2,475,466     

19,524,359   16,448,926   17,805,624   

25 Due to banks 31/12/2013 31/12/2012
Rs.'000 Rs.'000

Borrowings 77,445,440   60,553,000   
Others 20,174,565   12,728,289   

97,620,005   73,281,289   

26 Derivatives 31/12/2013 31/12/2012
Rs.'000 Rs.'000

Currency swaps -                428,840        
Currency options 399,834        278,479        
Interest rate derivatives 151,259        180,089        
Forward foreign exchange contracts 3,537,003     2,963,539     

4,088,096     3,850,947     

31/12/2013 31/12/2012
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THE HONGKONG AND SHANGHAI BANKING CORPORATION LIMITED
SRI LANKA BRANCH
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

AS AT

27 Due to other customers 31/12/2013 31/12/2012
Rs.'000 Rs.'000

Total amount due to other customers (Note 27.1) 154,946,963 149,647,020 
154,946,963 149,647,020 

27.1 Analysis
a. By product

      Demand deposits (current accounts) 25,081,772   24,741,824   
      Savings deposits 27,769,049   28,009,120   
      Fixed deposits 93,919,279   91,284,562   
      Other deposits 8,176,863     5,611,514     
Total 154,946,963 149,647,020 

b. By currency
      Sri Lanka rupee 94,462,425   88,974,100   
      United State dollar 41,709,727   44,751,557   
      Great Britain pound 6,585,255     6,840,381     
      Others 12,189,556   9,080,973     
Total 154,946,963 149,647,011 

28 Other liabilities 31/12/2013 31/12/2012 1/1/2012
Rs.'000 Rs.'000 Rs.'000

(Restated) (Restated)
Sundry creditors 1,383,600    742,637        712,562        
Interest payable 3,939,543    3,623,912     3,440,981     
Acceptances and endorsements (Note 34.1) 12,761,161  9,893,291     12,040,401   
Defined Benefit Liability - Net  (Note 28.1) 394,549       529,088        461,224        
Other payables 4,606,693    5,076,529     4,682,245     

23,085,546  19,865,457   21,337,413   

31/12/2013 31/12/2012
Rs.'000 Rs.'000

28.1 Defined Benefit liability - Net
Present Value of Defined Benefit Obligations (Note 28.1.a) 901,811        1,029,683     
Fair Value of Plan Assets (Note 28.1.b)  (507,262)       (500,595)       

394,549        529,088        

28.1.a Movement in the Present Value of Defined Benefit Obligations
Opening balance 1,029,683     3,333,535     
Current Service Cost 5,017            165,070        
Interest Cost 119,923        369,803        
Benefits Paid during the year (79,750)         (803,674)       
Actuarial (gain)/loss for the year (173,062)       112,902        
Transfer to defined contribution plan -                (2,147,953)    
Closing balance 901,811        1,029,683     

28.1.b Movement in Fair Value of Plan Assets
Opening balance 500,595        2,872,311     
Expected return on Plan Assets 56,326          262,656        
Contribution by Employers 2,554            114,112        
Benefits Paid during the year (79,750)         (803,674)       
Actuarial gain for the year 27,537          203,142        
Transfer to defined contribution plan -                (2,147,952)    
Closing balance 507,262        500,595        
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THE HONGKONG AND SHANGHAI BANKING CORPORATION LIMITED
SRI LANKA BRANCH
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

AS AT

28.1.c Sensitivity Analysis of the Defined Benefit Obligation - Discount rate
Decrease Assumptions Increase

-1% Used +1%

Discount rate 10.45% 11.45% 12.45%
Return on Assets 10.675% 10.675% 10.675%
Salary Increase Union/Non Union 6%/10% 6%/10% 6%/10%
COLA 8.11% 8.11% 8.11%
Turnover None None None
Post retirement pension increases 8.00% 8.00% 8.00%

Active Members Benefit (Rs.'000) 66,997       50,468        38,505       
Retired Members pension benefit (Rs.'000) 929,103     851,343      784,244     
Total Present value of defined benefit obligation (Rs.'000) 996,100     901,811      822,749     

29 Assigned capital 31/12/2013 31/12/2012
Rs.'000 Rs.'000

Assigned Capital 3,152,358   3,152,358  
3,152,358   3,152,358  

30 Statutory reserve fund 31/12/2013 31/12/2012
Rs.'000 Rs.'000

Opening balance 1,625,952   1,216,792  
Transferred during the year 164,633      409,160     
Closing balance 1,790,585   1,625,952  

31 Other reserves  31/12/2013 31/12/2012 1/1/2012
Rs.'000 Rs.'000 Rs.'000

(Restated) (Restated)

Exchange equalisation of capital (Note 31.1) 455,550     405,450      202,200     
Exchange equalisation of reserve (Note 31.2) 2,137,535  1,824,232   540,000     
Revaluation reserve (Note 31.3) 1,360,328  999,132      778,391     
IFA reserves (Note 31.4) 4,583,499  2,376,085   903,314     
SBP reserve (Note 31.5) 157,666     150,000      139,262     

8,694,578  5,754,899   2,563,167  

31.1 Exchange equalisation of capital 31/12/2013 31/12/2012
Rs.'000 Rs.'000

Opening balance 405,450      202,200     
Fluctuation of foreign exchange reserves 50,100        203,250     
Closing balance 455,550      405,450     

The Statutory Reserve Fund is maintained as required by the section 20 (1) of the Banking Act No. 30 of 1988.
The Bank appropriated 2% of the profit after tax to attain the minimum requirement under section 20(1) and  the 
balance in the Statutory Reserve fund will be used only for the purposes specified in the section 20(2) of the
banking act No 30. of 1988.
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THE HONGKONG AND SHANGHAI BANKING CORPORATION LIMITED
SRI LANKA BRANCH
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

AS AT

35 Contingent liabilities and commitments
a.

31/12/2013 31/12/2012 1/1/2012
Rs.'000 Rs.'000 Rs.'000

(Restated) (Restated)

Performance bonds 3,777,065     4,285,455      4,061,386     
Letters of credit 10,810,392   10,204,182    11,144,548   
Other contingent items (Note 35.1) 23,690,131   25,381,047    23,096,916   
Undrawn loan commitments 145,870,008 156,870,183  121,786,733 
Foreign Exchange Contracts 401,838,797 328,902,456  310,198,875 
Derivatives- Principal amount 139,168,453 70,369,123    49,851,939   
Other contra accounts 16,438,385   12,394,530    10,100,476   
Total 741,593,231 608,406,976  530,240,873 

b. Pending litigations against the Branch as at 31st December 2013
 

1.

2.  Law suit instituted by a former staff case no: DSP/214/2011; now terminated - praying for inter alia .
a.

b.

3.

4.

5.

6.

7.

8.

Court action has been initiated by Christy Lanka Apparels Pvt Ltd; a customer of the Branch in
proceedings case no: 102/2007/MR; suing the Branch for loss of business and reputation as a result of
the Branch purporting to grant increased facilities and later withdrawing them. 

This is a case filed by the Plaintiff under proceeding case no: 69/12/Trust in the District Court of Mount
Lavinia mainly against the 1st Defendant who is his spouse. Enjoining order issued against the Branch
to freeze certain funds held under the name of the 1st Defendant. 

There are no material contingent liabilities outstanding as at the reporting date other than those
disclosed above which would require adjustments to or disclosure in Financial Statements.

In the normal course of business, the Branch makes various commitments and incurs certain contingent
liabilities with legal recourse to its customers. No material losses are anticipated as a result of these
transactions.

Court action has been taken under (CIB/INV/102010/CCR/3675) where a third party clearing agent to
which Branch has outsourced the clearing of imported IT related goods has defrauded Customs taxes.
Branch has paid the clearing Agent in full including all the taxes to be paid to the SL Customs.

An interim injunction against the Branch to restraining the Branch from withholding his salary
(case was instituted in year 2011 when the staff member was under suspension) 
A permanent injunction in the form of a mandatory order directing the Branch to pay his full
salaries and all allowances that are usually paid to the staff of his category during his period of

Three court actions have been taken under case numbers LT 2/150/2010, LT 2/315/2012 and LT
8/648/12 by former staff members for alleged unfair termination.

Under proceedings in case no: 33/2012/CO; HSBC is the 6th Defendant, action filed mainly against the
1st and the 2nd defendant , under section 224,225 of the Companies Act (oppression against Minority).

Court action has been taken under HC/CIVIL/338/12 where transactions in account - suing for damages
for pain of mind, reputational damage caused to the plaintiff due to a wrongful criminal action initiated
by the 1st defendant in the year 1998 . Plaintiff was acquitted in 2010, Claiming USD 10 million plus
interest until the conclusion of the present action from HSBC as HSBC failed to provide adequate
evidence in the criminal case against the Plaintiff .

Plaintiff Millennium Teas Pvt Ltd is suing the Branch for breach of duty of care and for acting
negligently under court proceeding (Case No. DMR/2275/2012)
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